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California Housing Loan Insurance Fund Ratings Lowered To ’CCC-’ Because Of Significant Decline In Capital

NEW YORK (Standard & Poor’s) Jan. 21, 2010 Standard & Poor’s Ratings Services

said today lowered its counterparty credit and financial strength ratings On

California Housing Loan Insurance Fund (CaHL~F) to ’CCC ’ from ’BBB’. These

ratings remain on CreditWatch, where they had been placed on Oct. 27, 2009,

with negative implications.

"We believe that CaHLIF is likely facing negative net worth and

ultimately might not have the resources necessary to pay mortgag~ insurance

claims without additional cash infusions," said Standard & Poor’s credit

analyst Ron Joas. Given the state-sponsored nature of the entity~ any such

cash infusions beyond the $i0 million line of credit from the California

Housing Finance Agency (CalHFA) would likely require action by the California

state legislature and, as such, are unlikely to occur in the near term.

The three-category downgrade of CaHLIF primarily reflects the rapid

erosio~ of the organization’s capital~ which stemmed fro~ the substantial rise

in mortgage delinquencies and the expectation of further losses. CaHLIF~s

delinquencies rose to 18.5% at the end of the third quarter of 2009 from 8.6%

as of Dec, 31, 2008. At the same time, operating losses rose to $42.5 million

as of Sept. 30, 2009, from approximately $16.9 million as of Dec. 31, 2008,

and surplus declined to $11.9 million from $53.6 inillion (including $25.9

million in contingency reserves) over this same period. No contingency

reserves remained as of the end of the third quarter. The nature of CaHLIF’s

portfolio--which is overly weighted in ultra-high loan to-value,

interest-only, condominium~ and geographically concentrated loans--resulted in

high delinquency rates that have not moderated as we had expected.

The ~agnit~de and trend of operating losses is such that we believe

CaHLIF’s surplus for year-end 2009 could be $0 Or somewhat ~egative~ which

calls into question whether CaHLIF will be able to pay all mortgage insurance

claims that develop from its current book of business. CaHLIF effectively

ceased writing new business in early 2009. Therefore, it is unable to benefit

from the tighter underwriting conditions and higher pricing in the mortgage

insurance sector since the second half of 2008.

Standard & Poor~s believes CaHLIF has limited sources of additional

capital, particularly because it wo~ld have to obtain legislative approval to

receive new capital Or redirect capital from other funds. In addition, the

State of California’s current budgetary restrictions appear to make it

unlikely that the state could use other sources of funding i~ the ~ear ter~ to

recapitalize CaHLIF. AS a result, we have not ascribed any support to CaHLIF

from its relationship with the California Housing Finance Agency {CalHFA).

We have kept the ratings on CreditWatch negative. "We will likely lower

the ratings again if we believe that CaHLIF’s claim-paying resources will be

exhausted by the end of 2010," Mr. Joas added. "We will likelN affirm the

ratings if claim payments moderate or if CaHLIF receives further funding

through legislation or other sources,"
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CalHFA ~oard I~eeting

January 2~, 2010

Agenda 5:
Finaecing Resolution- Singte Family

Reso~uti0n "~0-01



Resof~tion 10-01 {,Continued)

Singie Fatuity Bond Financing Plans
I~sued $1.0 billion under NIBP in December 2009
Requires additional issuance of bonds in Public
Markets to Private i~vestors
NfBP Proceeds initially held in E~crow
Proceeds Re}eased on up to 3 da~es ~om NIBP
Escrow upon Issuance of Market Bonds ~n the
following ratio:

~ $3 of NIBP ~roceeds (60%~
~ for e~ch $2 of Market Proceeds (40%)
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Agenda 6:
Finencing Resol~tiori - MultiFami~y



Re$o~utior~ t0-02

Authorizes Staff to:

o Utilize previously Approved Bond indentures
. Determine timing and stlucture

, Eligible bond principal being redeemed in connec[ion
with new bond issuance; plus

¯ CDLAC Allocation; plus
" Up to $800 million of 501(c )(3) and/or taxable boI~ds

Available CDLAC Allocation
¯ $200 million for use by I2/31/2012
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Resolution t0-02 (Continued)

Reauthodzes Staff to Utilize Related Financial
Agreements for:
* InvesLq3ent of Bond Proceeds
* Hedging of interest Rates
o Consulting Services, Financial Advisors. Etc
Reauthodzes Shorl-Term Credit Facilities up to an
aggregate of $1 billion for:
, Warehousing Mortgages (both Multifamily and single

Family)
- Operating Capital

Reauthodzes all Program Documents and Program
Agreements related to Multifamity Lending Programs

Resolution 10-02 (Continued)

Multifamily Bond Financing Plans
Issued $380 million under NIBP in December 2009
NtBP Proceeds Initlally held in Escrow
Proceeds Released on up to 3 dates from NtBP
Escrow
Affordable Muitifamily Housing Revenue Bonds
requires Proceeds to be used to purchase loans
~ Insured by FHA
,, Guaranteed by Fal~nie Mac or Freddie Mac
~ Ul~deoz~filten to GSE Guidelines



Authorize Staff to Apply to the
California Debt Limit Allocation Committee

Resolution

Applicatior~ wo~ld be ~mited

History of CDLAC A~ocatio# to CalHFA





Temporary Credit Liquidity Program

The Agency substitute5 $3,4 billion of SBPAs with TCLFs



History of bank bonds from gf14108 to "~12"~[~0

Agency’s actua{ and projected basis mismatch

CelHFA’s debt portfolio as of 10/1f09 and



Compone~ts of the Operating Loss

Increase in allowance for loan losses $263 mi[lio,q
Basis mlsmatch: $113 million
Termination of interest rate swaps: $39 million

Total $766



RESERVES FOR DELINQUENT LOANS AND
REAL ESTATE OWNED (REO}

E~us~neas Plan Updal:e



Multifamily Business Models:
Continue lending on MHSA program
TCAC consulting/underwriting roll to assist the rolt out
of ARRA funds into tax credit projects
Focus on New Production/Loans through the HFA
New issuance Bond Program (NIBR) which will

Over 500 properties to oversee
HUD imposed greater subsidy oversight
responsibilities on nit its contract administrators
(8,952 Ca~HFA Section 8 units)
Earned Surplus funds remain available for Section 8
rehab. No funds requested this FY to date

, Sho~l staffed 32 budgeted pos~t~ons 6 vacant
Several retirements loom over next 12-24 months

, 51 Section 8 propedies have ~oans that lermi~ate
baleen ~ow and 2015 Most ;n 2013

2010 Focus for Asset MaRagement

PBCA- Performance Based Contract
Administration Bid Status
, HUD delay in publishing RFP Expect to star1 process

in Februar’y-March
o Sub-contractor to agency to be selected t~is month
Citibank loan sale
¯ 33 properties, loan value approx $100M
" Due Diligence in January
¯ Close before March



Agenda 1I:
Sacramento Office Relocation Update

Loan Servicing Relocation

Agency Headquarters Move


