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$165,643,717
PUERTO RICO HOUSING FINANCE AUTHORITY
MORTGAGE-BACKED CERTIFICATES, 2006 SERIES A

Scheduled Scheduled

Final Class Final Class
Principal Distribution  Interest Principal Distribution Interest

Certificates Amount Price Date Rate Certificates Amount Price Date Rate
Class A-1 $ 938,248 80.136% 6/29/2026  2.955% Class A-10 $15,551,588 95.755% 9/29/2029  5.000%
Class A-2 $ 12,530,727 80.056% 4/29/2030  3.000% Class A-11 $ 43,654 97.843% 3/29/2030  5.375%
Class A-3 $ 327760 82.857% 7/29/2029  3.375% Class A-12 $11,949,771 98.060% 8/29/2030  5.500%
Class A4 $ 29,084,445 85.253% 8/29/2030  3.500% Class A-13 $ 714,456 99.886% 3/29/2030 5.875%
Class A-§ $ 670,638 89.559% 6/29/2026  3.955% Class A-14 $20,879,778  100.460% 8/29/2030  6.000%
Class A-6 $ 13,148,112 89.654% 9/29/2029  4.000% Class A-15 $ 7.680,772 101.454% 372972028  6.250%
Class A-7 $ 597,643 91.957% 8/29/2029  4.375% Class A-16 $ 6,244,504  102.526% 10/29/2029  6.500%
Class A-8 $ 30,752,681 92.639% 8/29/2030  4.500% Class A-17 $ 1,053,935 102.515% 8/29/2026  6.515%
Class A-9 $ 1,003,946  95.595% 9/29/2026  4.955% Class A-18 $12,471,059 102.703% 4/29/2028  6.560%

Puerto Rico Housing Finance Authority will issue its Mortgage-Backed Certificates, 2006 Series A, which consist of the classes
of certificates listed above (capitalized terms are used in this Official Statement as defined in Appendix B). The Certificates represent
limited obligations of the Authority, payablc from and secured by certain mortgage-backed securities guaranteed by Government National
Mortgage Association or issued by Federal National Mortgage Association (the “Mortgage Certificates™), as well as from moneys in certain
funds and accounts established in the trust indenture constituted between the Authority and Banco Popular de Puerto Rico, as trustee, for
the issuance of the Certificates. The Mortgage Certificates are backed by mortgage loans made by Puerto Rico lending institutions to low
and moderate income families to finance the purchase of qualified single family residential housing in the Commonwealth of Puerto Rico
under the Authority’s Act 124 Affordable Housing Mortgage Subsidy Program.

The Certificates will have the following characteristics:

. Each Class of Certificates will be paid from a separate and distinct stream of principal and interest payments from
designated mortgage loans per class of Certificates (“Class Mortgage Loans™), as paid through the corresponding Mortgage
Certificates into which the Class Morigage Loans are pooled, as well as from moneys deposited in certain funds and
accounts established in the Indenture.

. Each holder of a Certificate will bc paid on a monthly basis: (i) the scheduled and unscheduled principal payments derived
from the Class Mortgage Loans, as paid through the corresponding Mortgage Certificates, as stated in certain Monthly
Servicing Reports, or if such Monthly Servicing Reports (as described herein) are not available, an assumed principal
payment in an amount computed as described herein; and (ii) the Class Interest Distribution Amount, which shall be equal
to thefClass Interest Rate divided by twelve (12) and multiplied by the outstanding principal amount of the Class of
Certificates, ‘

. Principal of and interest on the Certificates will be payable monthly, on the 29" day of each month (except for a month
which is comprised of less than twenty-nine (29) days, when it will be payable on the last day of the month), or the next
immediately succeeding Business Day if such day not a Business Day, commencing on September 29" 2006.

. The Certificates’ investment performance may vary materially and adversely from the investor’s expectations, depending
on, among other things, the rate of prcpayment of the corresponding Class Mortgage Loans.

. Investing in the Certificates involves risks. See, Risk Factors on page | of this Official Statement.

The yield to maturity on each Class of Certificates furchased at a discount or a premium to their principal amount will
be sensitive in varying degrees to the rate and timing of principal payments (including prepayments) of the Class Mortgage Loans.
The Mortgage Loans may be prepaid at any time, subject to certain restrictions. No representation is made as to the future date
ol‘ray ments%including prepayment) on the Mortgage Loans. There can beno assurance that prepayments on the Mortgage Loans
will conform to any prepayment assumptions set forth in this Official Statement.

The Certificates do not constitute an indebtedness ofthe Commonwealthor any of its political subdivisions or government
instrumentalities, other than the Authority, and neither the Commonwealth nor any of its political subdivisions or government
instrumentalities, other than the Authority,shall be liable therefor. The Certificates are limited obligations of the Authority issued
under the Trust Indenture. The principalof and interest on each Class of Certificates are solely derived from the Class Mortgage
Loans, as paid through the corresponding Mortgage Certificates,as well as from moneys in certain funds and accounts established
in the Trust Indenture, The Certificatesare not insured by FNMA, GNMA or any othergovernmental agency or any other person.

The Certificates have not been registered with the Securities and Exchange Commission under the Securities Actof 1933,
as amem}ed,I olifwith the Office of the Commissioner of Financial Institutions of Puerto Rico. Any representation to the contrary
is a criminal offense.

POPULAR SECURITIES
August 25, 2006



No person has been authorized to give any information or to make any representations other than those contained
in this Official Statement and, if given or madec, such information or representations must not be relied upon. This
Official Statement does not constitute an offer to sell or a solicitation of an offer to buy any securities other than the
securities offered hereby and is not an offer of such securities to any person. The information sct forth herein has been
obtained from the Authority, Government Development Bank for Puerto Rico and other sources which are believed to
be reliable butis not guaranteed as to accuracy or completeness by, and is not to be construed as a representation by, the
Underwriter. The information and expressions of opinion hercin are subject to change without notice, and neither the
delivery of the Official Statement nor any sale made hereundershall under any circumstances create any implication that
there has been no change in the affairs of the Authority since the date hereof. This Official Statement is submitted in
connection with the offering of the Certificates and may not be reproduced, in whole or in part, for any other purpose.
Popular Securities, Inc., the offering’s underwriter, has reviewed the information in this Official Statement inaccordance
with, and as part of, its responsibilities to investors under the federal sccuritics laws as applied to the facts and
circumstances of this transaction, and it does not guarantee the accuracy or completeness of such information.
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SUMMARY OF TERMS

The following is subject in all respects to the additional information contained in this Official Statement including
the Appendixes attached hereto.

The Authority .. ............. Puerto Rico Housing Finance Authority (the “Authority”), a subsidiary
corporation of Government Development Bank for Puerto Rico (*Government
Development Bank”) and a government instrumentality of the Commonwealth
of Puerto Rico (the “Commonwealth” or “Puerto Rico™), was created pursuant
to Resolution No. 4023, adopted by the Board of Directors of Government
Development Bank on November 16, 1977, for financing the construction,
reconstruction, improvement, alteration and repair of decent, safe and sanitary
dwellings for persons of limited income. Pursuant to Act No. 103 of August 1 1,
2001, as amended, the Puerto Rico Legislature transferred to the Authority all
rights, faculties, obligations, functions, contracts, properties and other assets and
liabilities of Puerto Rico Housing Bank and Financing Agency (the “Agency™),
changed the official name of the Authority to its current name, and dissolved the
Agency. See, “Puerto Rico Housing Finance Authority.”

Purpose of Financing . ........ The Certificates are being issued for the following purposes (see, “Estimated
Sources and Uses of Funds Proceeds™):

(i) (a)  provide the necessary funds for the defeasance of the following
obligations of the Authority:

. $53,025,000 of the $125,000,000 Affordable Housing
Mortgage Subsidy Programs, Collateralized Mortgage
Revenue Bonds 1994, Series A;

. $41,830,000 of the $75,000,000 Affordable Housing
Mortgage Subsidy Programs, Single Family Mortgage
Revenue Bonds, Portfolio I (AMT); and

. $58,706,000 of the $140,000,000 Affordable Housing
Mortgage Subsidy Programs, Single Family Mortgage
Revenue Bonds, Portfolio IV;

(b) release certain Mortgage Certificates, which serve as collateral to
secure the payment of the Prior Bonds; and

(¢) release certain funds maintained under the trust indentures for the
Prior Bonds;

(i) initially fund a revolving subsidy escrow account for certain Classes of
Certificates for the reimbursement of Mortgagee Advances for the
Mortgage Loans pooled into the Mortgage Certificates;

(iii) initially fund an escrow reserve account for certain Classes of Certificates
to pay a portion of principal of and interest on each such Class of
Certificates;

(iv) fund a principal and interest reserve fund as a reserve for the payment of
principal of and interest on the Certificates;
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Trust Indenture .............

The Certificates .

Description of the Classes of

Certificates . ...,

Inicrest Payments

{v) fund a FNMA reserve fund as a reserve for the payment of the principal
of and interest on Classes of Certificates A-1, A-3, A-5, A-7, A-9, A-1 1,
A-13 and A-17, which are collateralized by FNMA Certificates;

(vi) pay the costs of issuing the Certificates and other costs incidental thereto,
as well as the costs and cxpenses related to the defeasance of the Prior
Bonds; and

(vii) for the Authority’s general corporate purposes.

The Certificates will be issued pursuant to a certain trust indenture between the
Authority and Banco Popular de Puerto Rico, as trustee, dated August 31,2006.

Mortgage-Backed Certificates, 2006 Series A. consisting of Class A-[, A-2,
A-3,A-4,A-5,A-6,A-T,A-8, A9, A-10, A-11,A-12, A-13, A-14, A-15, A-16.
A-17 and A-18. The Certificates will be dated August 31, 2006. The primary
source of payment of principal of and intcrest on the Certificates will be the
payment of principal and interest on the Class Mortgage Loans, as paid through
the Mortgage Certificates. Lach Class of Certificatc will be securcd by a
proportionate security interest on the corresponding Mortgage Certificate into
which such Mortgage Loans have been pooled based on the proportion that the
outstanding principal amount that the Class Mortgage Loans of a specific
Mortgage Certificate bears, from time to time, to the aggregate principal amount
outstanding of such Mortgage Certificate, as well as funds in the Escrow
Reserve Accountof each Class of Certificates, the Principal and Interest Reserve
Fund. and thc FNMA Rescrve Fund for the benefit of Class A-1, Class A-3,
Class A-5, Class A-7,Class A-9,Class A-11, Class A-13, and Class A-17. See,
“Description of Certificates.” Each Class of Certificates may be payable from
and sccured by a portion of one or more Mortgage Certificates, and one or more
Classes of Certificates may bc secured by portions of the same Mortgage
Certificate.

The Classes of Certificates have been constituted based on the Mortgage Loans
that will constitute, through the Mortgage Certificates into which these are
pooled. the primary sources of payment of principal of and intercst on each
Class of Certificates. The Mortgage Loans have been grouped per Class of
Certificates according to (i) the type of underlying Mortgage Certificates,
whether they are GNMA or FNMA Certificates and (ii) the subsidized rate of
interest paid by the mortgagor under cach Mortgage Loan. See, “Description
of Financing and Sources of Pavment for the Certificates. ™

The Scheduled Final Distribution Date for cach Class of Certificates is the latest
date on which the outstanding principal amount of a Class of Certificates will
be reduced to zero assuming no prepayments on the Class Mortgage Loans.
Unscheduled principal prepayments of Class Mortgage Loans will cause
unscheduied principal prepayments on the corresponding Class of Certificates.
The final distribution on a Class of Certificates may occur prior to the Scheduled
Final Distribution Date. Sec, “Description of the Certificates — Prepayment,
Yield and Suitability Considerations.”

Holders of cach Class of Certificates will be entitled to reccive on each
Distribution Date the Class Interest Distribution Amount, which is the interest
accrued on such Class of Certificates during the period from the day after the
immediately preceding Distribution Date (or the date of initial issuance of the
Certificatcs, as the case may be) and up to and including such Distribution Date,
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Principal Payments ..........

Distribution Date .. ..........

Monthly Servicing Reports and
Assumed Principal Payments ..

equivalent to the Class Interest Rate as it appears on the cover pape of this
Official Statement, divided by twelve and multiplied by the outstanding
principal balance of the Class of Certificates. Interest on the Certificates will be
calculated on the basis of a 360-day year consisting of twelve 30-day months.
For periods of less than one month, interest will be calculated on the basis of the
actual number of days elapsed during such period. See, "Description of the
Certificates — Payments of Interest.”

Holders of each Class of Certificates will be entitled to receive on cach
Distribution Date an amount equal to the Class Principal Distribution Amount,
which will be an amount equal to the Principal Recoveries derived from the
Class Mortgage Loans for which a Monthly Servicing Report hasbeen delivered
at least two (2) Business Days prior to such Distribution Date and rececived by
the Trustee during the period from the preceding Distribution Date (or the date
of initial issuance of the certificates, as the case may be) to the day prior to such
Distribution Date. In the event that a Monthly Servicing Report isnot delivered
to the Trustee for any given month, an Assumed Principal Payment will be paid
as part of the Class Principal Distribution Amount for the Class Mortgage Loans
covered by suchundelivered Monthly Servicing Report based on amathematical
computation to be performed by the Monthly Agreed-Upon Procedures Report
Agent (or by the Trustee, upon the failure of the Monthly Agreed-Upon
Procedures Report Agent to do s0) based on the fixed amount of principal and
interest due on such Class Mortgage Loans and the ouistanding balance as
shown in the most current Monthly Servicing Report delivered to the Trustee.
See, "Description of the Certificates — Payments of Principal.” Each holder of
a Certificate will receive the Class Principal Distribution Amount based in
proportion to the outstanding principal amount of its Certificate.

The 29" day of each month, or if such day is not a Business Day, the next
Business Day. In the case of a month which is comprised of less than 29 days,
the Distribution Date for that month will be the last day of such month, or if
such day is not a Business Day, the next Business Day. The first Distribution
Datc will be September 29", 2006. Business Day means any day other than (i) a
Saturday or a Sunday and (ii) any other day that is a legal holiday or a day on
which the New York Stock Exchange or banking or trust institutions are
authorized or obligated by law or executive order to close in the Commonwealth
or New York, New York.

Payments of principal of and interest on the Certificates will bec made by the
Trustee based on information contained in Monthly Servicing Reports to be
prepared by the Servicers and delivered to the Trustee and the Monthly Agreed-
Upon Procedures Report Agent by the eighth (8") day of each month. The
Monthly Servicing Reports shall contain, among other things, the following
information per Mortgage Loan: (i) Class of Certificate; (ii) GNMA or FNMA
Certificate pool number; (iii) Mortgage Loan account number; (iv) date of
origination; (v) Mortgage Loan Rate; (vi) Mortgagor’s Interest Rate (as defined
in “Description of Financing and Sources of Payment for the Certificates,”
below); (vii) Subsidy Payment amount; (viii) scheduled interest payment;
(ix) scheduled principal payment; (x) Servicing Fee and Guaranty Fee;
(xi) principal and interest net of Subsidy Payment and fees; (xii) original
amount; (xiii) scheduled outstanding balance; (xiv) prepayments; (xv) original
term; {xvi) number of payments; and (xvii) scheduied remaining term. The
Monthly Agreed-Upon Procedures Report Agent will provide to the Trustee a
monthly agreed-upon procedures report which will report on the agreed-upon
procedures performed over such Monthly Servicing Reports (the “"Monthly
Agreed-Upon Procedures Report”) within three (3) Business Days from the
clectronic delivery of the M onthly Servicing Report by a Servicer to the Trustee.
Ifthe Monthly Agreed-Upon Procedures Report Agent failsto do so, the Trustee
will report the results of the agreed-upon procedures performed over the
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Yield and Prepayment

Considerations

Monthly Servicing Reports within three (3) additional Business Days. Sce,
“Description of Financing and Sources of Payment for the Ceriificates.”

To the extent a Monthly Servicing Report is not delivered to the Trustee on or
before two (2) days prior to a Distribution Date, the Trustce shall assume, for
purposes of computing the Class Principal Distribution Amount, thata principal
payment has been made under the Mortgage Loans for which a Monthly
Servicing Report has not been delivered, based on a mathematical computation
to be performed by the Monthly Agreed-Upon Procedures Report Agent (or by
the Trustee, upon the failure of the Monthly Agreed-Upon Procedures Report
Agent 1o do so), equal to the difference of (a) the fixed monthly principal and
interest payment due on the Mortgage Loans, minus (b) (i) the Mortgage Loan
Rate divided by twelve (12) and multiplicd by (ii) the outstanding principal
balance as shown in the most current Monthly Servicing Report delivered to the
Trustce. In the cvent thata Monthly Scrvicing Report has not been delivered for
two (2) consccutive months, the Monthly Agreed-Upon Procedures Report
Agent will perform a mathematical computation (or the Trustce will perform a
mathematical computation, upon the failure of the Monthly Agreed-Upon
Procedurés Report Agent to do so), on a per Class Mortgage Loan basis to
obtain the Assumed Principal Payment for the second (2nd) month equivalent
to the difference between (a) the fixed monthly principal and interest payments
duc, minus (b) (i) the Mortgage Loan Rate divided by twelve (12) and multiplied
by (i1) the autstanding principal balance as shown in the last available Monthly
Servicing Report minus the Assumed Principal Payment computed and paid
during the previous month, Inthe event that a Monthly Servicing Report has not
been delivered for three (3) consceutive months, the Monthly Agreed-Upon
Procedures Report Agent will perform a mathematical computation (or the
Trustee will perform a mathematical computation, upon the failure of the
Monthly Agreed-Upon Procedures Report Agent to do so), on a per Class
Mortgage Loan basis, to obtain the Assumed Principal Payments for the third
(3rd) month computing the difference of (a) the fixed monthly principal and
interest payment due minus (b)(i) the Mortgage Loan Rate divided by twelve
(12) and multiplicd by (ii) the outstanding principal balance as shown in the last
available Monthly Servicing Report minus the Assumed Principal Payments
computed and paid during the previous two months. The Trustee will maintain
remaining moneys received on account of a Mortgage Certificate, but not
distributed due to the lack of a Monthly Servicing Report, in the Revenue Fund,
until such report is delivered. Upon receipt of any such undelivered Monthly
Servicing Report and a written report by the Monthly Agreed-Upon Procedures
Report Agent (or by the Trustee. upon the failure of the Monthly Agreed-Upon
Procedures Report Agent to so report) as to the Class Mortgage Loans from
which such revenues are derived, as provided in the Agrecd-Upon Procedures,
the Trustee will deposit in the corresponding Principal Account, the Principal
Recoveries netof the Assumed Principal Payments. On each Distribution Date,
the Trustee shall withdraw and remit to the Certificateholders such amount, if
any, deposited in the Principal Account.

The investment performance ol the Certificates may vary materially and
adversely from the investment expectations of investors, depending on whether
the rate at which prepayments made on the Mortgage Loans constituting the
source of payment through the corresponding Mortgage Certificates are higher

‘or lower than anticipated by investors. The actual yield to a holder of a

Certificate may not be equal to the yicld anticipated at the time of purchase of
the Certificate, or, notwithstanding that the actual yield is equal to the yield
anticipated at that time, the total return on investment expected by the investor
or the expected weighted average life of the Certificate may not be realized. In
deciding whether to purchasce any of the Certificates, an investor should make
an independent decision as to the appropriate prepayment assumptions to be -
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Record Date- ................

Book-Entry Form .......... ..

Certain Puerto Rico Income Tax

Consequences . ..............

used. Sce, "Prepayment, Yield and Suitability Considerations’™ and “Weighted
Average Life Considerations.”

With respect to each Distribution Date, the last day of the month (whether or not
a Business Day) immediately preceding the month corresponding to any
Distribution Date for the Certificates, and in the case of the initial Distribution
Date, the date of the dclivery of the Certificates.

The Certificates will be issued only in book-entry form in denominations of
$1,000 stated principal amount or increments of $1.00, registered in the name
of Cede & Co., as nominee of the Deposit Trust Company, New York, New
York, acting as securities depository for the Certificates for which payments of
principal and interest will be made. Certificateholders will notreceive physical
Certificates representing their ownership thereof.

In thc opinion of Bond Counsel, under cxisting Commonwealth laws and
regulations, interest on the Certificates will be exempt from Commonwealth

income taxes. See, “Taxation.”

Fitch “AAA.” See, “Rating.”
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RISK FACTORS

In addition to the information presented elsewhere in this Official Siatement, investors should carefully consider.,
among other things, the following fuctors before purchasing the Certificates offered hereby.

The Certificates may not be a suitable investment for you

The Certificates arc complex securities. You need to understand the risks of your investment, and you need to be able
to analyze the information in the related offering documents, as well as the cconomic and other factors that may affect
your investment. If you require a definite payment stream or a single payment on a specific date, the Certificates are not
suitable investments for you. If you purchasc Certificates, you need to have enough financial resources to bear all the
risks related to your investment in the Certificates. Scc. “Description of the Certificates - Prepayment, Yield and
Suitability Risks.” :

The rate of principal payments on the underlying Mortgage Loans will affect the rate of principal payments on
the Certificates

The Certificatcholder will reccive an amount of principal in proportion to the outstanding principal amount of its
Certificate derived from the Class Mortgage Loans, as paid through the Mortgage Certificates for its Class of Certificate.
As such, the Certificates are subject to the risk that its Class Mortgage Loans may be prepaid at any time and the retyrn
on cach Class of Certificate will depend on the rate ot prepayment of such Class Mortgage Loans. Principal payment
rates on the Certificates will depend on the rates of principal payments (including prepayments) of its Class Mortgage
Loans. Prepayment rates tluctuate. In gencral, prepayments tend to increase when current interest rates decline, as more
borrowers choose to refinance their existing mortgages. As current interest rates increase, refinancing and prepayments
generally decline. Sce, “Description of the Certificates  Prepayment, Yield and Suitability Risks.”

Prepayments can reduce your yield
The yicld on your sccuritics probably will be lower than you expect if:
* you bought the Certificates at a premium and principal payments arc faster than you expected, or
* you bought the Certificates at a discount and principal payments are slower than you expected.

Prepayments are influenced by a number of factors, including prevailing mortgage market interest rates, local and
cconomic conditions and homeowner mobility. See, “Description of the Certificates Prepayment, Yield and Suitability
Risks. "

The rate of prepayment may affect the average life of the Certificates

Prepayments on mortgage loans are commonly measured by reterence to a prepayment standard or model. The model
used in this Official Statement, the Prepayment Standard Assumption (“PSA”), is based on an assumed rate of
prepayment each month of the then aggregate outstanding principal amount ot the Class Mortgage Loans of a particular
Class of Certificates. The prepayment rate applied (o the Class Mortgage Loans of cach Class of Certificate will vary.
Sce, “Description of the Certificates  Weighted Average Life Considerations.” The A uthority makes no representation
that the Class Mortgage Loans for a particular Class of Certificates will prepay at such rate or at any other rate for any
period or over the life of such Class of Certificates.

One indication of the impact of varying prepayment ratcs on a mortgage loan is the change in its “weighted average
life™ of cach Class of Certificates. The weighted average life of cach Class of Certificate is the average amount of time
that will clapsc between the date of issuance of such Class of Certificate and the date on which cach dollar in reduction
of the principal balance is distributed to the investor. Low rates of prepayment on the Class Mortgage Loans for a
particular Class of Certificates may result in the extension of the weighted average life, as applicable, of such Class of
Certificates; high rates of prepayment may result in the shortening of such weighted average life. In general, if the
weighted average life, as applicable, ofa Certificate purchased at par is extended beyond that initially anticipated, such
Certificate’s market value may be adversely affected. The weighted average life of the Certificates under various
prepayment scenarios are displayed in the tables appearing under the heading “Description of the Certificates - Weighted
Average Life Considerations.”
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The Certificates are sensitive to changes in prevailing interest rates

In general, if prevailing interest rates for newly originated mortgage loans in Puerto Rico fall significantly below the
interest rates on the Mortgage Loans, the Mortgage Loans are likely to be subject to higher prepayment rates in
subsequent periods than if prevailing rates for newly originated mortgage loans remain at or above the interest rates on
the Mortgage Loans. Conversely, if interest rates for newly originated mortgage loans in Puerto Rico risc above the
interest ratcs on the Mortgage Loans, the rate of prepayments would be expected to decreasc in subscquent periods. See,
“Description of the Certificates. — Prepayment, Yield and Suitability Risks."

An investment in the Certificates is subject to significant reinvestment risk

The rate of principal payments on the Mortgage Loans is uncertain. You may be unable to reinvest the payments on
your Certificates at the same returns provided by the Certificates. Lower prevailing interest rates may result in an
unexpected return of principal. In that interest rate climate, higher yielding reinvestment opportunities may be limited.
Conversely, higher prevailing interest rates may result in siower returns of principal, and you may not be able to take
advantage of higher yielding investment opportunities. The final payment on your Certificate may occur much earlicr
than its scheduled final distribution detc. Sce, “Description of the Certificates — Prepayment, Yield and Suitability
Risks.”

You have limited recourse for the payment of principal of and interest on the Certificates

The Certificates represent limited obligations of the Authority, payable solely from the principal and interest payments
received by the Trustee through the Mortgage Certificates derived from the Class Mortgage Loans for each Class of
Certificates, as well as funds which will be deposited in (i) an Escrow Reserve Account per Class of Certificates, (ii) the
Principal and Interest Reserve Fund and (iii) the FNM A Reserve Fund (solely for the benefit of Classes of Certificates
A-1 Class A-3, Class A-5, Class A-5, Class A-7, Class A-9, Class A-11, Class A-13, and Class A-17, only). The
Certificates do not constitute a debt, obligation, or pledge of the credit of the Commonwealth or of any municipality,
political subdivision or instrumentality thercof, other than the Authority. The Certificates arc not insurcd or guaranteed
by the United States of America, GNMA, FNMA or any other governmental agency or instrumentality of the United
States, the Authority or any affiliate thercof, including Government Development Bank, or by any other person.

Certain events of default may accelerate payment of the Certificates.

The Certificates are subject to prepayment in advance following an acceleration requested by a majority in aggre gate
principal amount of all affected Classes ot Certificates then outstanding upon the occurrence of certain events of default
under the Indenture, including: (i) payment of the Class Principal Distribution Amount is not made within five (5) days
of the corresponding Distribution Date or when otherwise due and payable; (ii) payment of Class Interest Distribution
Amount is not made within five (5) days from the corresponding Distribution Date or when otherwise due and payable;
or (iii) a Servicer fails to deliver Monthly Servicing Reports for two (2) consecutive months and the Authority fails to
entera Servicing A greement to substitute such Scrvicer within fifty (50) days of the second Report Delivery Date of such
period. Sce, Appendix B, “Summary of Certain Conditions of the Indenture,” Section 601-603 and 605. As a result
thereof, the Trustee may-have to sell or otherwise dispose of the Mortgage Certificates, which along with moneys in
certain funds and accounts constituted pursuant to the Indenture, are the only sources of repayment and security for the
Certificates. A sale or other disposition of the Mortgage Certificates may not produce sufficient funds to cover the
principal and interest due on the Certificatcs.

An investment in the Certificates is subject to procedural and operational risks

The calculation and distribution by the Trustee of principal and interest payments on the Certificates will be based
on Monthly Servicing Reports to be prepared, on a per Mortgage Loan basis, by the Morigage Loans’ Scrvicers and
reviewed by the Monthly Agreed-Upon Procedures Report Agent pursuant to the Agree-Upon Procedures. The Servicers
are required under the Servicing A greements to deliver to the Trostee and the Monthly Agreed-Upon Procedurcs Report
Agent the Monthly Servicing Reports on the eighth (8") day of cach month or if such day is not a Business Day, on the
next Business Day. Ifthe Trustee does not receive such reports or does not receive such reports in a timely manner, the
Trustee will makc payments of principal in amounts equal to the Assumed Principal Payments based on a mathematical
computation to be performed by the Monthly Agreed-Upon Procedures Report Agent (or by the Trustec, upon the failure
of the Monthly Agreed-Upon Procedures Report Agent to do so), and of interest on the Certificates based on the
assumption that the Assumed Principal Payments were the amounts received under the Mortgage Certificates. Such
assumptions, and the results of the computation of the Assumed Principal Payments by thc Monthly Agreed-Upon

t9



Proccdures Report Agent, may not be correct and, consequently, may result in overpayments or under payments of
principal and interest on the Certificates. Even if such assumptions, and the results of the computation of the Assumed
Principal Payments arc correct, the Certificatcholder may receive principal that is less than the Principal Recoveries
actually received, and interest that is more than would have been received if bused on the Principal Recoveries actually
reeeived, as reported in the Monthly Servicing Report. The Trustee will not be able to correct the amounts paid under
the Certificates until such reports are delivered with the correct information,

When Assumed Principal Payments are madc, the Trustee will maintain any unpaid monics in excess of the Assumed
Prin¢ipal Payments deposited in the Revenue Fund peading receipt of the corresponding Monthly Servicing Report and
a written report prepared by the Monthly Agreed-Upon Procedures Report Agent (orthe Trustee, upon the failure of the
Monthiy-Agreed-Upon Procedures Agent to do so) as to the Class Mortgage Loans from which such revenues arc
derived, as provided in the Agreed-Upon Procedures. Therefore, the Certificatcholders may not receive such excess
monies if the Trustee does not receive the corresponding Monthly Servicing Report from the Servicer and the written
report by the Monthly Agreed-Upon Procedures Report Agent.

An CEvent of Default under the Indenture ariscs in the event that a Servicer fails to deliver the Monthly Servicing
Reports for two (2) consccutive months, und the Authority fails to enter into a Servicing Agreement to substitute such
Servicer within fifty (50) days of the sccond Report Delivery Date. Failure by the Authority to appoint the substitute
Scrvicer at such time will constitute an event of default under the Indenture which may cause an acceleration of the
payment of the Certificates. This may result in a sale or other disposition of the Mortgage Certificates, which may not
produce sufficient funds to cover the principal and interest due on the Certificates.

The caleulation and distribution of principal of and interest on the Certificates by the Trustee will depend on (i) the
preparation of the Monthly-Agreed Upon Procedure Report, (i) the performing of the mathematical computation
resulting in the amounts of the Assumed Principal Payments in the event that one or more Monthly Servicing Reports
are not delivered and (iii) the certification of a Deficiency in the Lscrow Reserve Accounts, each to be made by the
Monthly Agreed-Upon Procedures Report Agent or the Trustee, as applicable. Sec “Description of Financing and
Sources of Pavment for the Certificates.” The Authority will be responsible to pay from its own funds the fees for
services rendered by the Monthly Agreed-Upon Procedures Report Agent, and the Authority will either pay or dispute
such invoices within forty-five (45) days of receipt thereof. Moneys deposited in the funds and accounts established in
the Indenture may not be used to pay the fees of the Monthly Agreed-Upon Procedures Report Agent. The Monthly
Agreed-Upon Procedures Report Agent may not render its services if the Authority docs not pay its fecs. If for that, or
any otherrcason, the Monthly Agreed-Upon Procedures Report Agent does not render its services, the Monthly Servicing
Reports will instead be reviewed by the Trustee. ‘

In addition, if the Authority docs not pay the Monthly Agreed-Upon Procedures Report Agent’s fees, the Monthly
Agrecd-Upon Procedures Report Agent may not perform the computation of the Assumed Principal Payment duc to the
Certificatcholders in the cvent that one or more Monthly Servicing Reports are not received, nor may it report the
deficicncies in the Escrow Reserve Account. In such event. the Trustee witl not be able to rely on the computation of
the Monthly Agreced-Upon Procedures Report Agent, and will distribute the Assumed Principal Payments amount or
cover any deficiency in the Escrow Reserve Account with funds deposited in the P&) Reserve Fund, in accordance with
its calculations. '

An event of default in one Class of Certificates may affect other Classes of Certificates

The source of payment and sccurity of a Class of Certificates may be one or more Mortgage Certificates, depending
on the Class Mortgage Loans pooled therein. Consequently, more than one Class of Certificates may have one Mortgage
Certificate as a source of payment and sceurity. Thus, an event of default affecting one Class of Certificate may affect
vartous Classes of Certificates o the extent the same Mortgage Certificate serves as source of payment and sccurity for
those Classes of Certificates.  Such event of default may result in the sale or other disposition of such Mortgage
Certificate, producing a partial or full prepayment of the affected Classes of Certificates upon the request of a majority
in the aggregate principal amount of all affected Classes of Certificates outstanding. A salc or other disposition of the
Mortgage Certificate may not produce sufficient funds to cover the principal and interest due on the affected Classes of
Certificates.

You may not be able to liquidate your investment in the Certificates.

There currently is no secondary market for the Certiticates. The Underwriter intends to engage in purchase and sale
transactions in the Certificates but is not obligated to do so. There can be no assurance that a seccondary market will



develop or, if it does develop, that it will provide the Certificateholders with liquidity of their investment or that such
market will continue for the life of the Certificates.

Factors affecting the Puerto Rico economy may lead to prepayments of the Mortgage Loans and the Certificates

The Mortgage Loans are secured exclusively by real property located in Puerto Rico. Consequently, a declinc in the
gencral economic condition of Puerto Rico could result in mortgage foreclosures and a corresponding increase in the
rate of prepayment of the Mortgage Loans and, consequently, of the Mortgage Certificates and the Certificates.

FORWARD LOOKING STATEMENTS

This Official Statement contains certain “forward-looking statements” concerning the Mortgage Loans, the Mortgage
Certificates, and the Certificates. These statements are based upon a number of assumptions and estimates which are
subject to significant uncertainties, many of which are beyond the control of the Authority. The words “may,” “would,”
“could,” “will,” “expect,” “anticipate,” “believe,” “intend,” “plan,” “estimatc” and similar expressions are meant to
identify these forward- looking statements. Actual results may differ materially from thosc expressed orimplied by these

forward-looking statements,
PURPOSE OF FINANCING

The Certificates are being issucd primarily for the purpose of providing the necessary funds to defease the Prior
Bonds which have the following characteristics:

Original Par
Bond Issue Issu¢ Date Amount Bonds Outstanding
1994 Bonds July 1994 $125,000,000 $53,025,000
Porttolio 1 Bonds April 1995 $ 75,000,000 $41,830,000
Portfolio IV Bonds December 1997 $140,000,000 $58,706,000

The Authority will deposit $55,545,000 of the proceeds of the issuance of the Certificates for investment in certain
investment obligations, the principal of and interest on which when due, with other invested moneys, will be sufficient
to pay when due, the principal of, and interest on, the 1994 Bonds. The Authority will deposit $43,194,000 of the
proceeds of the issuance of the Certificates for investment in certain investment obligations, the principal of and interest
on which when due, with other invested moneys, will be sufficient to pay when due the principal of, and interest on, the
Portfolio 1 Bonds. The Authority will deposit $60,925,000 of the proceeds of the issuance of the Certificates for
investment in certain investment obligations, the principal of and interest on which when due, with other invested
moneys, will be sufficient to pay when due, the principal of, and interest on, the Portfolio IV Bonds.

Upeon such defeasances, which will occur simultaneously with the sale of the Certificates, the Authority will cause
the release of (i) certain funds maintained under such Prior Bonds' trust indentures to be transferred to the Authority to
be used for general corporate purposes in accordance with applicable law and to be contributed to certain Accounts under
the Indenture and (ii) the Mortgage Certificates, which will be assigned and pledged to the Trustee to constitute the
primary source of payment and security for the Certificates. On August 1, 2006, the Authority defeased, using its own
funds, its $92,000,000 Affordable Housing Mortgage Subsidy Program, Single Family Mortgage Revenue Bonds
Portfolio 111 (the “Portfolio i1l Bonds”). The Mortgage Certificates that served as collateral to secure the payment of
the Portfolio 11l Bonds will also be assigned and pledged by the Authority as source of payment and sccurity for the
Certificates.

The amount of $54 1,888.59 of the proceeds ofthe sale of the Certificates and other funds contributed by the Authority
from moneys released upon the defeasance of the Prior Bonds, will be used to initially fund the Subsidy Escrow Account
for the Classes of Certificates A-1 through A-12. See, “Description of Financing and Sources of Payment for the
Certificates.” The monthly subsidy amount advanced by the Servicers under the Act 124 Program will be paid from each
Subsidy Escrow Account, which will be replenished by the Trustee on a monthly basis from a portion of the principal
and interest payments received under the Mortgage Certificates derived from the Class Mortgage Loans for each Class
of Certificates. Each Subsidy Escrow Account will be initially funded with an amount equal to the monthly subsidy
payments to be due for the three month period commencing on September 1, 2006, on the Class Mortgage Loans



underlying the Class of Certificates of such Subsidy Escrow Account. Moneys in the Subsidy Escrow Accounts are held
by the Trustee to secure payment of the Subsidy Payments and not for the benefit of the Certificateholders,

The amount of $6,474,141.45 of the proceeds of the sale of the Certificates and funds contributed by the Authority
from moneys released upon the defeasance ofthe Prior Bonds will be used 10 inttially tund the Escrow Reserve Accounts
for the Classes of Certificates A-1 through A-12. The amount of $958,944.38 of the proceeds of the sale of the
Certificates and funds to be contributed by the Authority from funds released upon the defeasance of the Prior Bonds
will be used to initially fund the Principal and Interest Reserve Fund, The amounts ot $374,519.60 of the procecds of
sale of the Certificates and funds to be contributed by the Authority from funds released upon the defeasance of the Prior
Bonds, will be used to fund the FNM A Reserve Fund for the benefit of Classes A-1, Class A-3, Class A-S, Class A-7,
Class A-9, Class A-11, Class A-13, and Class A-17. Sge, “Description of Financing and Sources of Pavment jor the
Certificates.

ESTIMATED SOURCES AND USES OF FUNDS
The estimated sources and uses of funds with respect to the issuance of the Certificates are as follows:
Sources of Funds

Principal Balance of Certificates $165,643,717.00

Authority’s Equity Contribution 15,520,251.07
Original Issue Premium 729,060.76
Original Issue Discount S (11.710.841.41)
$170,182,187 42
Uses of Funds
Deposit to Bond Defeasance Fund $159,664,000.00
Deposit to Escrow Reserve Accounts 6,474,141.45
Dcposit to P& I Reserve Fund 958,944.38
Deposit to FNM A Reserve Fund 374.519.60
Decposit to Subsidy Escrow Accounts 541,888.59
GDB Advisory Fec 103,527.32
Underwriter’s Discount 1,656,437.17
Costs of Issuance 408,728.91

$170.182,187 42

PUERTO RICO HOUSING FINANCE AUTHORITY

The Authority is a subsidiary corporation of Government Development Bank and a government instrumentality of
the Commonwecalth, The Authority, previously known as Puerto Rico Housing Finance Corporation, was created
pursuant to Resolution No, 4023, adopted by the Board of Directors of Government Development Bank on November
16, 1977 (the “Enabling Resolution™), with responsibility for financing the construction, reconstruction, improvement,
alteration and repair of decent, safe and sanitary dwellings for persons of limited income. Pursuant to Act No. 103,
approved on August 11,2001, as amended (“Act 103"), the Puerto Rico Legistature transterred to the Authority all rights,
facultics, obligations, funciions, contracts, properties and other asscts and liabilitics of Puerto Rico Housing Bank and
Finance Agency (the *Agency™), changed the official name of the Authority w its current name and dissolved the Agency.
The Puerto Rico Legislature also incorporated the terms of the Enabling Resolution into Act 103, with the exception of
the provisions governing the composition of the Board of Dircctors of the Authority. Under the Enabling Resolution,
the Authority has the power to issuc bonds and notes for any of its corporate purposes and to grant dircct loans, insure
loans und purchase loans, including mortgage-backed securities, from private lenders for the construction, improvement,
reconstruction, rehabilitation, enlargement or repair of housing for persons and families of low or moderate income. The
Authority is exempt from the payment of any taxes on its revenues and propertics.



Governing Board

Act 103 provides that the Governing Board of the Authority shall consist of seven members. The Secretary of
Housing and the Chairman of the Board of Dircctors of Government Development Bank are each ex officio members
of the Governing Board of the Authority. The remaining five members of the Governing Board of the Authority arc
appointed by the Governor of Puerto Rico and consist of three individuals serving as directors on the Board of Directors
of Government Development Bank and two members from the private sector. The following individuals are the current
members of the Governing Board (there are two vacancies):

Name Position Term Occupation
Jorge Rivera-Jiménez Chairman Indefinite Secretary of Housing
Alfredo Salazar-Conde Vice Chairman Indefinite Chairman, Board of Directors of
Government Development Bank
José¢ F. Rodrigucz-Percllo Member September 20, 2008 Investor
Ernesto A. Meléndez-Pérez, Esq. Member Scptember 22, 2007 Attorney
Rafael Martinez—Margarida, CPA Member September 22, 2006 Consultant

The following individuals arc currently the officers of the Authority:

Alfredo Salazar-Conde, Acting President of the Authority, is also Interim President of Government Development
Bank, a position he assumed in Augustof 2005. He is a member of the Economic Council to the Governor of Puerto
Rico. At the time of his appointment, Mr. Salazar was serving and continues to serve as Chairman of the Board of
Directors of Government Development Bank.

Carlos D. Rivas, Esq., Executive Dircctor of the Authority, was appointed to that position in July of 2005. Prior to
joining the Authority, Mr. Rivas worked from 2003 to 2005 for McKinsey & Company, a strategic management
consulting firm, where he acted as analyst and leader in several projects to improve financial and commercial
performance of banking institutions in Latin America and the Caribbean. He served as Assistant Advisortothe Governor
of Puerto Rico from 2001 to 2002, and as Special Assistant to the Governor’s Chief of Staff from 2002 to 2003. Prior
to that, he worked as an Associate in the Capital Markets Group of the law firm of Davis, Polk & Wardwell. He holds
a Bachelot’s degree in Economics from Princcton University and a Juris Doctor from Stanford Law School.

Fernando Berio, Esq., CFA, Assistant Executive Director in Administration and Finance of the Authority, was
appointed to that position in August of 2005. Prior to joining the Authority, Mr. Berio worked as an Associate in the
Corporate Depariment of Pietrantoni, Méndcz & Alvarez, LLP, a San Juan-based law firm. Mr. Berio had also worked
as an Assistant Portfolio Manager at the Assct Management Division of Banco Popular de Puerto Rico, focusing his
efforts on local fixed-income portfolios. Hec holds a Bachelor’s degrec in Finance from Georgetown University, Juris
Doctor from the University of Puerto Rico and & master's degree in Corporate, Commercial and Securitics Law from
Columbia University. He is a CFA charterholder. ‘ :

Maria de Lourdes Rodriguez, Esq., General Counsel of the Authority, is also General Counscl of Government
Development Bank, a position she assumed in 2003, Prior to joining the Government Development Bank, Ms. Rodriguez
worked as an attorney in private practice in the corporate and cnvironmental law areas. Ms, Rodriguez received a
Bachelor’s degree from The Catholic University of America in Washington, D.C., and a law degree from the University
of Puerto Rico Law School.

Outstanding Indebtedness and Other Programs

Since August 1978, the Authority, as successor to the Agency, has issued tax-exempt notes and bonds for sale both
within and outside Puerto Rico, to provide construction and permanent financing for FHA-insured and uninsured
multi-family and single family mortgage loans on an individual and portfolio basis. As of June 30,2006, the Authority
had outstanding total long-term debt of approximately $1,432 billion, including $712,407,371 aggregate principal amount
of revenue bonds.

The Authority is also a party under the indcntures and other agreements entered into by the Agency in connection with
the issuance of its bonds and other evidences of indebtedness. Of the outstanding bonds of the Authority, as successor
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to the Agency, $1,078,850,000 were issued to provide funds to the Agency for the purchasc of qualificd mortgage
certificates originated under the Program. On July 8, 1994, the Agency issued the 1994 Bonds to investors in Puerto
Rico in the aggregate principal amount of $125,000,000 under its trust indenture dated July &, 1994, which will be
defeased with proceeds of the sale of the Certificates. On April 25, 1995, the Agency issued the Portfolio I Bonds to
investors in the United States in the aggregate principal amount of $75,000,000 under its trust indenturc dated as of
April 1, 1995, which will be defeased with proceeds of the sale of the Certificates. On December 21, 1995, the Agency
issucd the Portfolio 11 Bonds to investors in the United States in the aggrepate principal amount of$50,850,000 under
its trust indenture dated December 21, 1995, which have been fegally defeased. On September 5, 1996, the Agency
issucd its Portfolio [1l Bonds to investors in Puerto Rico in the aggregate principal amount of $92,000,000 undecr its trust
indenture dated September 5, 1996, which have been legally defeased. On December | 1, 1997, the Agency issued its
Portfolio IV Bonds to investors in Puerto Rico in the aggregate principal amount of $140,000,000 under its trust
indenture dated December 11, 1997, which will be defeased with procceds of the sale of the Certificates.

In December 1997, the Agency also implemented the Program under a direct mortgage Iending program mortgage
lenders committing to originate qualified mortgage loans in certain preassigned projects. Mortgage loans originated
under the direct mortgage lending program arc entitled to subsidy payments under Act 124, The Authority’s sixth,
seventh and cighth Program phases were undertaken through its direct morigage lending program. No bonds or
obligations were issucd by the Authority for such phases.

In November 2002, the Authority issued its Affordable Housing Mortgage Subsidy Program, Single Family Mortgage
Revenue Bonds, Portfolio 1X (the “Portfolio IX Bonds™), 1o investors in Puerto Rico in the aggregate principal amount
of $350,000,000 under a trust indenture dated November 21, 2002. On April 20, 2006, the Authority issued its
Atfordable Housing Mortgage Subsidy Program, Single Family Mortgage Revenue Bonds, Portfolio X (the “Portfolio
X Bonds™), in the aggregate principal amount of $246,000,000 under a trust indenture dated April 20, 2006. Nonc of
the outstanding bonds of the Authority, except for the funds for the defeasance of the 1994 Bonds, the Portfolio T Bonds
and the Portfolio IV Bonds, will be payable from moneys or assets pledged under the Indenture.

There are no payment defaults under any of the outstanding bouds of the Authority.

GOVERNMENT DEVELOPMENT BANK

Government Development Bank was created pursuant to Act No. 17, approved September23, 1948, as amended (the
“GDB Act™). The GDB Act provides that Government Development Bank’s existence will be perpetval and that no
amendment to the GDB Act, or to any other law of the Commonwealth, will impair any outstanding obligation or
commitment of Government Development Bank. The GDB Act provides powers for Government Development Bank
to carry out the duties and responsibilitics with which it is charged, including the acceptance of deposits of the
Commonwealth and its public corporations and municipalities, the lending and borrowing of money and contracting of
debts forits corporate purposcs, and the capacity to suc and be sued. Government Development Bank's primary purpose
is to aid the Commonwealth in the performance of its fiscal duties and to develop the economy of Puerto Rico,

Government Development Bank acts as fiscal agent for the Commonwealth in connection with all short-teem
borrowings and bond issucs of the Commonwealth and its public corporations and municipalitics. All note and bond
issucs of public corporations arc subject to prior approval by Government Development Bank.  Government
Development Bank makes loans to, and purchases and guarantees obligations of, the Commonwecalth and its public
corporations and municipalitics. Government Development Bank also makes loans to the private sector.

Government Development Bank is exempt from taxation in the Commonw calth and from the provisions of the Puerto
Rico Banking Law. It is required to have an annual examination and andit by certified public accountants of national
reputation selected by its Board of Directors. As in the case of all Commonwealth banks, it is also subject to supervision
by the Office of thc Commissioner of Financial Institutions of Puerto Rico. The Controller of Pucrto Rico, who reports
to the Legislature, reviews the operations of Government Dcvelopment Bank.

As required by Act No. 272 of the Legislature of Puerto Rico, approved May 15, 1945, as amended, Government
Development Bank has acted as financial advisor to the Authority in conncction with the Certificates offered hereby.
As financial advisor, Government Development Bank participates in the selection of the Underwriter of the Certificates.
The Underwriter has been selected by Government Development Bank to serve from time to time as Underwriter of its
obligations and the obligations of the Commonwecalth, its instrumentalitics and public corporations. The Underwriter
or its affiliates also participate in other financial transactions with Government Development Bank,



Financial statements, and further information concerning Government Development Bank may be obtained from its
annual report for the ycar ended June 30, 2005, a copy of which is available upon request at Government Development
Bank, telephone number (787) 722-2525.

DESCRIPTION OF FINANCING AND SOURCES OF PAYMENT FOR THE CERTIFICATES

The primary source of payment of principal of and interest on each Class of Certificates will be the payment of
principal and interest on the Class Mortgage Loans, as paid through the Mortgage Certificates in which thesc are pooled.
The Mortgage Loans arc grouped per Class of Certificates according (i) to the type of underlying Mortgage Certiticates
whetherthey are GNMA or FNMA Certificates and (ii) the Mortgagor’s Interest Rate, as further explained below. The
Class Mortgage Loans were originated under the Authority’s Act 124 Affordable Housing Mortgage Subsidy Program
(the “Program”). As part of the Program, the Authority issued the Prior Bonds and the Portfolio 1T Bonds, the proceeds
of which were used in part to purchase the Mortgage Certificates into which the Mortgage Loans were pooled. The 1994
Bonds, the Portfolio [ Bonds, the Portfolio I11 Bonds and the Portfolio 1V Bonds werc scparate Authority bond issues
which procceds were used to finance different phases of the Program.

Under the Program, the Mortgage Loans were originated to finance the acquisition by low and moderate income
families of newly constructed or substantially rehabilitated, qualifying single family homes in Puerto Rico. To assist in
such acquisition, the Authority provided for the payment, on behalf of the home purchasers, of a portion of the monthly
payments of principal of and interest on their Mortgage Loans. The Mortgage Loans under the Program are thirty-year
loans bearing the interest rate established for the particular Program phase stated in the promissory note cvidencing the
corresponding Mortgage Loan (the “Mortgage Loan Rates™). Mortgagors make monthly level payments of principal and
interest under the Mortgage Loans fixed at a subsidized rate depending on the Mortgagor's income, herein referred to
as the “Mortgagor’s Interest Ratc.” The monthly Subsidy Payment provided by the Authority is the difference between
the monthly payment due at the Mortgage Loan Rate and the monthly level payment fixed at the Mortgagor’s Interest
Ratc. To make the Subsidy Payments, the Authority deposited with cach trustce of the Prior Bonds an amount sufficient
to cover all monthly Subsidy Payments based on certain assumptions of Program loan originations, GNMA and FNMA
pass-through rates, guaranty fecs and mortgage loan servicing fees, and prepayment rates, among others.

The Mortgagor’s Interest Rates and Mortgage Loan Rates for the Program phases financed with the Prior Bonds and
Portfolio 111 Bonds were the following:

Bond Issue Mortgagor’s Intergst Rates Mortgage Loan Rate
1994 Bonds 3.5%, 4.5% and 5.5% 7.06%
Portfolio 1 Bonds 4%, 5% and 6% 6.75%
Portfolio 11 Bands 4%, 5% and 6% 7.00%
Porttolio TV Bonds 4%, 5% and 6% 6.50%

Thus, for example, in the Program phase financed with the proceeds of the Portfolio IV Bonds, a home purchaser with
aMortgage Loan bearing a Mortgagor’s Interest Rate 0f 4% would benefit of a subsidy payment provided by the Authority
equal to the difference between the payment at the 6.50% Mortgage Loan Rate and the payment at the 4% Mortgagor’s
Interest Rate category.

The Certificatcs are segregated into 18 Classes of Certificates. More than onc Class of Certificates may have the same
Mortgage Certificate as a source of payment and security. Each Class of Certificates has as its Class Interest Rate, the
rate as it appears in the cover of this Official Statement, which is equal to (i) the Mortgagor’s Intercst Rate of the Class
Mortgage Loans minus (ii) the Servicing Fec and Guaranty Fee applicable to such Class Mortgage Loans. A description
of the Mortgagor’s Interest Rate, Mortgage Loan Rate, and sum of Servicing Fee and Guaranty Fee of the Class Mortgage
Loans per Class of Certificates appecars in Appendix A hereto.

As stated before, the Authority provided for the Subsidy Payments to the mortgagors, which is the difference between
the monthly payment due on the Mortgage Loan at the Mortgage Loan Rate and the monthly level payment fixed at the
Mortgagor’s Interest Rate. Since the outstanding principal balance of each Class of Certificates decreases cvery month
based on the principal payments derived from the Class Mortgage Loans, as paid through the corresponding Mortgage
Certificates, while the Subsidy Payment amount remains fixed, the Subsidy Payment will in effect be subsidizing only part
of the interest payment duc on the Mortgage Loans at the beginning of the life of the Mortgage Loans, and as time passes



