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Board of Directors

Wednesday, May 14, 2008

Burbank Airport Marriott Hotel
& Convention Center
2500 Hollywood Way
Burbank, California

(818) 843-6000

9:30 a.m.

1. Roll Call.

2. Approval of the minutes of the March 19, 2008 Board of Directors meeting.

3. Chairman/Executive Director comments.

4. Discussion, recommendation and possible action relative to final loan commitment for
the following projects:  (Bob Deaner/Laura Whittall-Scherfee/Jim Morgan/Ruth Vakili/
Jim Liska)

NUMBER DEVELOPMENT LOCALITY UNITS

07-022-A/N Mission Gardens Santa Cruz/
Santa Cruz

50

Resolution 08-12……………………………………………………………………………….215

07-006-C/N Fourth Street San Jose/
Santa Clara

99

Resolution 08-14……………………………………………………………………………….237

08-003-C/N Salinas Gateway
Apartments

Salinas/
Monterey

52

Resolution 08-15……………………………………………………………………………….259
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5. Discussion, recommendation and possible action regarding a modification to the original
loan commitment for the following project:  (Bob Deaner/Laura Whittall-Scherfee/
Jim Liska)

NUMBER DEVELOPMENT LOCALITY UNITS

07-014-A/S Grand Plaza Los Angeles/
Los Angeles

302

Resolution 08-16……………………………………………………………………………….281

6. Update on Bay Area Housing Plan.  (Kathy Weremiuk)

7. Discussion and possible action regarding changes to the Compensation Committee
Charter.  (Tom Hughes)
Resolution 08-17………………………………………………………………………….……303

8. Discussion, recommendation and possible action relative to the adoption of a resolution
approving the Five-Year Business Plan for Fiscal Years 2008/2009 to 2012/2013. 
(Terri Parker/CalHFA Senior Managers)
Resolution 08-18………………………………………………………………………….……321

9. Discussion, recommendation and possible action relative to the adoption of a resolution
approving the Fiscal Year 2008/2009 CalHFA Operating Budget.  (Terri Parker/Sally Lee)
Resolution 08-19………………………………………………………………………….……375

10. Reports …………………………………………………………………………………………395

11. Discussion of other Board matters.

12. Public testimony:  Discussion only of other matters to be brought to the Board's attention.

**NOTES**
HOTEL PARKING:  Day Guest Parking Rate:  Guests not 
registered with the hotel will receive discounted parking at 
$7.00 inclusive of tax, per car, with no in and out privileges.  

FUTURE MEETING DATE:  Next CalHFA Board of 
Directors Meeting will be July 17, 2008, at the Hyatt  
Regency Sacramento, Sacramento, California.    
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 Board of Directors Present

 JOHN A. COURSON  
 (CalHFA Board Chair)
 President 
 Central Pacific Mortgage 

PETER N. CAREY 
 President/CEO 
 Self-Help Enterprises 

CAROL GALANTE 
President

BRIDGE Housing Corporation 

LYNN L. JACOBS 
Director

     Department of Housing and Community Development 
State of California 

CARLA I. JAVITS 
President

REDF
(formerly Roberts Enterprise Development Fund) 

 THERESA A. PARKER 
 Executive Director 
 California Housing Finance Agency 

State of California 

HEATHER PETERS 
for Dale E. Bonner, Secretary 

 Business, Transportation and Housing Agency 
State of California 

BETTINA REDWAY 
 for State Treasurer Bill Lockyer 

State of California 
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A P P E A R A N C E S
Continued

Participating CalHFA Staff:

MARGARET ALVAREZ 
Director

Asset Management 

ROBERT L. DEANER II 
Director

Multifamily Programs 

 BRUCE D. GILBERTSON 
Director

Financing Division 

EDWIN C. GIPSON II 
Housing Finance Chief – Culver City 

Multifamily Programs 

THOMAS C. HUGHES 
General Counsel 

TIMOTHY HSU 
Financing Risk Manager 
Financing Division 

ROGER KOLLIAS 
Housing Finance Officer 
Multifamily Program 

CHARLES K. McMANUS 
Director

Mortgage Insurance Services 

JOJO OJIMA 
 Office of the General Counsel 

DIANE RICHARDSON 
Director

Legislation Division 
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A P P E A R A N C E S

Participating CalHFA Staff:
Continued

GERALD F. SMART 
Chief

Homeownership Programs

L. STEVEN SPEARS 
Chief Deputy Director 

RUTH VAKILI 
Multifamily Programs 

Housing Finance Officer 

--o0o—

OTHER SPEAKERS

STANLEY J. DIRKS 
Orrick Herrington & Sutcliffe, LLP 

Bond Counsel 
Re Item 5

GEOFFREY MORGEN 
First Community Housing 

Re Item 4 Bay Avenue Senior Apartments 
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         BE IT REMEMBERED that on Wednesday, March 19, 1

2008, commencing at the hour of 9:33 a.m., at The Clarion 2

Hotel Sacramento, 700 Sixteenth Street, Sacramento, 3

California, before me, DANIEL P. FELDHAUS, CSR #6949, RDR 4

and CRR, the following proceedings were held: 5

--oOo--6

Item 1.   Roll Call 7

CHAIR COURSON:  I'd like to call the meeting to 8

order.  And the first order of business is to call roll.9

MS. OJIMA:  Thank you.10

Ms. Peters for Mr. Bonner?11

MS. PETERS:  Here.12

MS. OJIMA:  Thank you.13

Mr. Carey?14

MR. CAREY:  Here.15

MS. OJIMA:  Ms. Galante?16

(No response) 17

MS. OJIMA:  Ms. Jacob?18

MS. JACOBS:  Here.19

MS. OJIMA:  Ms. Javits?20

MS. JAVITS:  Here.21

MS. OJIMA:  Ms. Redway for Mr. Lockyer?22

MS. REDWAY:  Here.23

MS. OJIMA:  Mr. Morris?24

(No response) 25

8
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MS. OJIMA:  Mr. Shine?1

(No response) 2

MS. OJIMA:  Ms. Bryant?3

(No response) 4

MS. OJIMA:  Mr. Genest?5

(No response) 6

MS. OJIMA:  Ms. Parker? 7

MS. PARKER:  Here.8

MS. OJIMA:  Mr. Courson? 9

CHAIR COURSON:  Here.10

MS. OJIMA:  We have a quorum.11

CHAIR COURSON:  I'd like to welcome Heather 12

Peters, who is going to join us, representing the 13

Business, Transportation, and Housing.  Heather is a 14

deputy over there, and works closely among CalHFA, among 15

a lot of other things I learned about last week when we 16

met.17

Heather, we look forward to you participating 18

with us and representing the Agency.19

MS. PETERS:  Thank you.20

CHAIR COURSON:  And I want to welcome Bettina, 21

who is here representing the Treasurer's office.  I guess 22

Mr. Pavao is out of town on travel.23

And so we welcome you today.24

//25

9
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Item 2.   Approval of the minutes of the January 17,1

          2008, and February 6, 2008, Board of Directors2

          meetings3

CHAIR COURSON:  The first order of business, 4

you have two sets of minutes in your substantial binders. 5

One is the regular Board meeting of January 17th, and 6

then the second set of minutes are from our additional 7

Board meeting and training retreat on February 6th.8

Is there a motion to approve those two sets 9

of minutes?10

MS. JACOBS:  So moved.11

MR. CAREY:  Second.12

CHAIR COURSON:  Ms. Jacobs, and Mr. Carey 13

seconds it.14

Are there any additions, corrections?15

(No response) 16

CHAIR COURSON:  If not, let's call the roll.17

MS. OJIMA:  Thank you.18

Ms. Peters?19

MS. PETERS:  Aye.20

MS. OJIMA:  Mr. Carey?21

MR. CAREY:  Yes.22

MS. OJIMA:  Ms. Jacobs? 23

MS. JACOBS:  Yes.24

MS. OJIMA:  Ms. Javits? 25

10
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MS. JAVITS:  Yes.1

MS. OJIMA:  Ms. Redway? 2

MS. REDWAY:  Yes.3

MS. OJIMA:  Mr. Courson? 4

CHAIR COURSON:  Yes.5

MS. OJIMA:  It has been approved.6

CHAIR COURSON:  Thank you.7

           --o0o-- 8

Item. 3.  Chairman/Executive Director Comments 9

CHAIR COURSON:  Let me make a couple of 10

comments as we start.     11

One is you can see we have a full agenda.12

We're going to, in deference to our court reporter, try 13

to go for an hour and a half or so, when there becomes a 14

natural break, and we'll try to take a little break.15

We have some additional items, obviously, with 16

what's going on in the credit markets.  That clearly, as 17

we've talked about in our past board meetings, has an 18

impact on the Agency and our responsibility as a board.19

So in our part of the business plan item, you have an 20

additional handout called “Re-calibrating CalHFA's Risk 21

Profile” that we're going to do as part of our business 22

plan discussion.23

And we'll obviously spend time, as we talked 24

about at the last Board meeting, and try to resolve25

11
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the remaining recommendations that are left in the 1

Compensation Committee discussions we've had and outside 2

counsel's report, and dispose of those today.3

One of the things that I'd like to do, as 4

mentioned also, that those of us who were at the workshop 5

session that we had in February, I thought that the 6

presentation that we got from Citigroup and from John 7

Wagner was very, very valuable, as a Board.  And I took a 8

lot of ideas away from that and followed up on some, and 9

thought that the presentations of both were timely, not 10

only from a Board standpoint, but certainly what Citi had 11

to say and what has transpired, it shows how fast things 12

have moved, even in the 30, 40 days that we had them and 13

the changes that we've seen over the last week or so.14

I happened to be in Washington two of the last 15

three weeks, and have spent a good bit of time at 16

Treasury in dealing with people at Treasury.  And I have 17

a new admiration for what they face.18

You go in for a meeting on one topic, and what 19

they face while you're there and what they're going 20

through, it's remarkable.  But regardless of the 21

Administration or not, I will say that I think the 22

Treasury, from what I've seen of the competence of the 23

staff there, has been very appropriate to respond in the 24

way that they've been responding.25

12
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But I have a good thing to do.  Our Executive 1

Director -- and I think most of you know, it's been on 2

our Web site -- was one of two recipients of the 2008 3

National Public Service Award.  And this is the, really, 4

premier award for excellence for those who deal in public 5

service.  And there were only two recipients this year.6

And Terri Parker, our Executive Director, was one.7

It's given by the American Society for Public 8

Administration.  And the awards were held March 10th.9

Terri was invited and traveled to Big D -- Dallas,10

Texas -- and was one of the two national award winners11

of this National Public Service Award.12

So, Terri, on behalf of the Board, I grew these 13

in my garden, I potted them in Marcia's absence.14

MS. PARKER:  Oh, that’s beautiful. 15

CHAIR COURSON:  And so on behalf of the Board, 16

we want you to accept these with our congratulations on 17

representing the State of California and our Agency.18

(Applause)19

MS. PARKER:  They're bigger than I am.20

CHAIR COURSON:  They’ve got more hair than I 21

do, did you notice? 22

MS. PARKER:  Thank you.  Thank you very much.23

It was actually an honor just to be nominated for that.24

They refer to this as the Nobel Prize for people in 25

13
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government.  And it was actually very nice to go.  I had 1

my own personal Sally-Fields moment.2

Thank you.3

For somebody who works in public service, it's 4

an honor to have people look at your career and say you 5

did good, so… 6

CHAIR COURSON:  And we're proud of you.7

MS. PARKER:  Thank you.  Thank you.8

CHAIR COURSON:  The other thing I will remind 9

the Board, which when I look at this red light, the 10

microphones today are voice-activated.  And so as you 11

have asides among yourselves, if you choose to do that, 12

you'll be having them with everybody here, because it 13

doesn't take much to turn the microphones on.  When the 14

red light is on, you're on.  So I'll just let everybody 15

know, new technology for us to deal with.16

Having said that, I'll turn it over to Terri 17

for her report.18

MS. PARKER:  Thank you, Mr. Chairman.19

I'm going to make it brief because we do have a 20

jam-packed agenda for you.21

I will just follow up with one thing that the 22

chairman said.  We are going to be doing a special 23

presentation today that's entitled "Re-calibrating 24

CalHFA's Risk Profile."25

14
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I'm sorry, my apologies ahead of time that this 1

was not in your Board package sooner.  The fact of the 2

matter is that Tim came in and did this on Sunday.  We 3

just literally did it -- and part of it was because of 4

how quickly the market is moving.  And we thought, given 5

what happened with Bear on Friday, that it seems like 6

this was a very important time for the Board to be 7

briefed on that, particularly as a precursor for a 8

discussion of our five-year business plan.9

But I have three things to make announcements 10

on.11

Last we met, we were in discussions about the 12

Housing Finance Agency applying on behalf of the State13

of California for the $180 million of foreclosure 14

counseling available in an appropriation by Congress15

very late, at the end of 2007.  CalHFA, on behalf of16

the partners that we are working with, submitted an 17

application for $12 million -- a little over $12 million.18

We have received to date a preliminary award of 19

$8 million.  So it is a significant amount, recognizing 20

that for the $130 million that NeighborWorks has 21

preliminarily awarded, there was over 350-million 22

dollars’ worth of applicants.23

So I dare to say, I don't think anybody got all 24

the funding they were looking for. And it certainly is an 25

15
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indication of how much need people see out there for this 1

kind of counseling across the country.2

Leading into the -- John and I were in 3

Washington a couple weeks ago for the NCSHA Annual 4

Conference.  We used that trip to not only talk to 5

members on The Hill, going around and answering technical 6

questions -- a lot of questions about what's happening on 7

the ground in California by some of our congressional 8

members -- but we also use the opportunity to meet with 9

the COO of NeighborWorks and talk a lot about the 10

programs, being a partner with them.11

I find them a very, very impressive group.  We 12

haven't done very much with them, but they look like an 13

exciting partner.  And I think the HFAs are going to be 14

looking to form more of a strategic alliance with 15

NeighborWorks in the future.  And we chatted about that.16

John and I also used the time to go and see the 17

Chief Business Officer of Fannie Mae.  We took in to them 18

an "ask list,” which included five things.  Many of the 19

things that we've talked about:  The need for liquidity, 20

the need for capital, the need for support for them on 21

our new Multifamily programs, now that Mr. Deaner has 22

been out lighting fires and bringing in deals.23

We had a very good conversation.  We have 24

follow-up meetings scheduled.  We have had numerous 25

16
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conversations just since the meeting in Washington.  And 1

we hope that we will have real progress on many of these 2

five items.3

The last item that I would like to make 4

announcements on, it's sort of a little bittersweet when 5

you have one of your staff that has served the Agency, 6

and in this case with six years of distinction and in a 7

senior manager role, Edwin Gipson is moving on.  He is 8

going to be Deputy of Policy at the Community 9

Redevelopment Agency for the City of Los Angeles.  So 10

this is Edwin's last Board meeting.11

And for anybody who doesn't feel that we have 12

tortured him enough, if there are any good Edwin stories 13

out there, we're still looking for them.14

And that concludes my remarks, Mr. Chairman.15

CHAIR COURSON:  Thank you.16

Edwin, we appreciate your service to the 17

Agency, and we're pleased for you that you have a new 18

challenge and we know you'll perform well for the City.19

MR. GIPSON:  Thank you.20

            --o0o-- 21

Item 4.A. 07-028-C Tahoe Senior Plaza II 22

          South Lake Tahoe/El Dorado 23

CHAIR COURSON:  We are into our projects.24

Bob Deaner will -- Bob, are you going to take 25

17
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us through?1

MR. DEANER:  Actually, Ed, since this is his 2

last Board meeting, we thought that he could run through 3

the two projects that we have for the Board.4

MR. GIPSON:  Certainly.5

We have the two projects before you today -- 6

have a seat in the middle and you can operate the 7

pictures –- there we go.8

The first project we're bringing before the 9

Board today is Tahoe Senior Plaza II.  It is a new 10

construction project.  We are requesting a final 11

commitment for a construction loan in the amount of 12

$4,730,000.13

It is a 33-unit senior project located in South 14

Lake Tahoe, El Dorado County.  The owners will be Tahoe 15

Senior Housing II, a limited partnership.  And the 16

managing general partner will be Carmel Senior Housing, a 17

California nonprofit.18

It is a two-story building on 3.19 acres.  It 19

is an 18-month term construction loan they are requesting 20

at a variable interest rate.21

And Roger Kollias is the loan officer, and he 22

will take us through the project details.23

MR. KOLLIAS:  In attendance today, representing 24

the project sponsor, American Baptist Homes of the West, 25

18



19

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

is Ansel Romero.1

During construction, the source of construction 2

for this project -- let me go to the pictures first.3

This is a view of the subject site looking to 4

the north.  The project is located at the intersection of 5

Herbert Avenue and Pioneer Trail Road.  Herbert Avenue is 6

to the left in the picture.  Pioneer Trail is to the 7

right.8

There is approximately 600 feet of frontage 9

along Herbert Avenue and 500 feet along Pioneer Trail 10

Road.11

This site has never been developed.  It's 12

bounded by densely wooded acreage, large-lot, 13

single-family homes.  And the site will be developed so 14

as not to disturb, you know, as many trees and natural 15

habitation as possible.16

Here is another view of the site.17

Here is Herbert Avenue.  Here is Pioneer Trail 18

Road.19

This is a view of the site from the 20

intersection of Herbert Avenue and Pioneer Trail Road.21

This is Herbert Avenue.  This is Pioneer Trail Road.22

This is a view to the west from Pioneer Trail 23

Road.24

And this is an artist's rendering of the site 25

19



20

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

plan.1

Here, we have Herbert Avenue.  Here we have 2

Pioneer Trail Road.3

The ingress and egress to the project will be 4

off of Herbert Avenue.  There will be a public bus stop 5

erected right at the intersection on Pioneer Trail Road 6

at the intersection of Herbert Avenue and Pioneer Trail 7

Road.8

This is an artist's rendering of the project 9

elevations.10

And this is Tahoe Plaza -- is Tahoe Senior 11

Plaza.  This is a sister project in South Lake Tahoe.12

It's an existing 45-unit senior project that was 13

developed in 1999.  It is approximately three to14

three-and-a-half miles from the subject.15

And these two projects will participate in 16

various events and, you know, participate in various 17

activities together.18

MR. GIPSON:  And it's of a similar construction 19

style.20

MR. KOLLIAS:  Yes.21

The financing for this project during the 22

course of construction will be proceeds from a South Lake 23

Tahoe Home loan, as well as the California Housing 24

Finance Agency construction loan.25

20
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Permanent sources of financing, which will 1

provide funds for the repayment of the CalHFA 2

construction loan, will include a South Lake Tahoe home 3

loan, South Lake Tahoe Redevelopment Agency loan, a 4

project sponsor loan, as well as tax credit equity.5

The Agency will regulate 20 percent, or seven 6

of the units at 50 percent AMI.7

The Home regulatory agreement and the RDA 8

regulatory agreement will both regulate 32 of the9

33 units at 50 percent AMI for a period of 55 years.10

The CalHFA regulatory agreement will regulate 11

the project for the qualified period.  Because this loan 12

will be paid off after construction, our loan will remain 13

in effect for a period of time afterwards which is known 14

as the qualified project period.15

MR. GIPSON:  Let me elaborate.  That will be 16

the regulatory agreement will remain after the 17

construction loan.18

MR. KOLLIAS:  Yes.19

Okay, the project rents for the subject20

project at $515 for the one-bedrooms and 611 for the21

two-bedrooms, versus a market rent of $848 for the22

one-bedrooms and $1,053 for the two.23

MR. DEANER:  I'm helping him say the numbers.24

MR. KOLLIAS:  I didn't see the things right 25
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there.1

The improvements will consist, again, of a 2

two-story 33-unit senior apartment project.  Common-area 3

amenities will consist of: an elevator, various 4

recreational rooms, conference rooms, offices, and a 5

common-area kitchen and laundry area.6

On-site parking will be provided for7

35 vehicles.  And the project sponsor, American Baptist 8

Homes of the West, will provide various services to the 9

project.10

There will be computer services, planned 11

activities both inside, field trips, coordination with 12

the sister project, Tahoe Senior Plaza, and arts and 13

crafts, cultural, gardening, as well as, you know, just 14

various little social events.15

MR. GIPSON:  With that, we're seeking approval 16

for a construction-only loan for the Tahoe Project.17

CHAIR COURSON:  Are there questions?18

Yes?19

MS. JAVITS:  I had a couple of questions.20

What is 50 percent of AMI?  What is AMI in this 21

case?22

MR. KOLLIAS:  I don't have the -- what is AMI 23

or what is the dollar amount of AMI?24

MS. JAVITS:  Yes, the dollar amount.25
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MR. KOLLIAS:  I don't have that with me.1

MS. JAVITS:  Okay, I was just curious as far as 2

the relative affordability and who we're really talking 3

about.  A lot of seniors who might need affordable 4

housing, that are on Social Security?  I just didn't know 5

where this sits.  Okay.6

Second -- most of my questions are about the 7

property management budget.8

So the property -- so on page 363 we're looking 9

at a payroll of 38,556.10

Do we know how this compares to the management 11

of any similar types of buildings for the elderly?12

I was just curious how you do due diligence on 13

that.  Do you look at other facilities that are operated 14

by Baptist Homes?  Or do we know that this is comparable 15

to what they've budgeted for other similar facilities?16

MR. KOLLIAS:  Yes, we do compare this with 17

other projects, and it is comparable with other projects.18

MR. DEANER:  And it would be comparable with 19

the current sister property.20

MR. KOLLIAS:  Yes.21

MS. JAVITS:  And does the Agency look at the 22

other facilities that are operated by Baptist Homes when 23

we get a project like this?  Or how do we assess whether 24

these are well-managed facilities, generally?25
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MR. GIPSON:  Historically -- we'll talk in 1

global terms -- historically, the Asset Management unit 2

takes a look at all the operating budgets for a project, 3

and existing projects, since they are managing or 4

monitoring most of the projects in the portfolio.  So 5

when we have a loan that's coming before you, as part of 6

our due diligence as well, we send over the operating 7

budget to them to take a look at:8

One, if it's a new borrower, they'll go out and 9

take a look at some of their existing projects and look 10

at their operating budgets for comparison purposes.11

If it's an existing borrower, we already have 12

it online.  And then they also line up those particular 13

budgets against other properties we know of that are 14

being operated in the area that are of a similar type and 15

nature.16

That is what the normal process is.17

This one has a little bit more uniqueness to18

it because it's a construction-only loan.  So taking a 19

look at the sister property just helps provide us some 20

guidelines that, yes, they will be able to operate it 21

after they pay off our construction loan.22

MS. JAVITS:  I mean, obviously, the quality of 23

any project that CalHFA has provided financing to is 24

important.25
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MR. GIPSON:  Absolutely. 1

MS. JAVITS:  So I was curious on the due 2

diligence side.3

And then I was wondering on the reserve side, 4

there's no replacement reserve, there's no operating 5

reserve, there's no rent-up reserve.6

Is there --7

MR. KOLLIAS:  Because this is a 8

construction-only loan, we are not requiring those 9

reserves.  However, the tax-credit equity partner is and 10

will be requiring reserves for replacement and for 11

operating expense.12

MS. JAVITS:  So if we --13

MR. KOLLIAS:  We are not –- I’m sorry. 14

MS. JAVITS:  So the future budget would be 15

different?16

MR. KOLLIAS:  The future budget would have it, 17

yes.18

MS. JAVITS:  All right, thank you.19

CHAIR COURSON:  Other questions regarding the 20

project?21

(No response) 22

CHAIR COURSON:  Comments?23

(No response) 24

CHAIR COURSON:  On page 369, there is a 25
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resolution to approve the project.1

Is there a motion to do so?2

MS. JACOBS:  So moved.3

CHAIR COURSON:  Ms. Jacobs moved.4

Is there a second?5

MS. JAVITS:  Second.6

CHAIR COURSON:  Ms. Javits seconds.7

Any further discussion from the Board?8

(No response) 9

CHAIR COURSON:  Is there any public comment on 10

the project?11

(No response) 12

CHAIR COURSON:  Seeing none, then let's call 13

the roll.14

MS. OJIMA:  Ms. Peters?15

MS. PETERS:  Yes.16

MS. OJIMA:  Mr. Carey? 17

MR. CAREY:  Yes.18

MS. OJIMA:  Ms. Jacobs? 19

MS. JACOBS:  Yes.20

MS. OJIMA:  Ms. Javits? 21

MS. JAVITS:  Yes.22

MS. OJIMA:  Ms. Redway? 23

MS. REDWAY:  Yes.24

MS. OJIMA:  Mr. Courson? 25
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CHAIR COURSON:  Yes.1

MS. OJIMA:  Resolution 08-06 has been approved. 2

                        -–o0o--3

Item 4.B. Bay Avenue Senior Apartments 4

Capitola/Santa Cruz5

CHAIR COURSON:  Okay.  And the second project 6

this morning is the Bay Avenue Senior.7

Edwin?8

MR. GIPSON:  Yes.  Ruth Vakili is the loan 9

officer on Bay Avenue Senior Apartments.10

This is the final request -- commitment 11

request -- for acquisition/construction and permanent 12

financing on a 109-unit senior apartment.  It is 13

currently an existing project of about 96 units that will 14

be modified and expanded to become a 109 unit project.15

35 percent of the units will be set aside for a 16

special-needs population.17

The first mortgage acquisition/construction 18

loan is in the amount of 22,470,000 for a 24-month term, 19

and with a permanent loan of 6,600,000 at a 3 percent 20

interest rate for 35 years.21

And I'll allow Ruth to go through the project 22

details.23

Thank you.24

MS. VAKILI:  Good morning.25
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This is a picture of the project which is 1

located in Capitola.  It was a beautiful day when they 2

took that picture.3

The project is located less than half a mile 4

from downtown Capitola, four miles from Santa Cruz, 5

directly across the street from a major shopping center 6

that has a large grocery store, pharmacy, a variety of 7

services, and a senior center.8

Here is a close-up of the property.  There are 9

six buildings currently, and it has a pool, covered 10

parking presently.11

Here is a typical kitchen project, although it 12

will have substantial rehab.13

The units are, themselves, in fairly good 14

condition.15

And here's a typical bedroom.16

This is a rendering of the new building that 17

will be constructed in place of one building that will be 18

demolished.  The new building will have 33 units.  The 19

old building that's being demolished is currently vacant, 20

with 16 units.21

And here's a layout of the site.22

The rents for the project will be at 23

30 percent, 50, and 60 percent, although I'd like to 24

point out that the 60 percent rents are actually rented 25
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to the tenants at the same level as 50 percent.1

The difference between the market rents in the 2

one-bedrooms at $1,100 and 30 percent rents and 50's are 3

substantial.4

The two-bedroom market rents are $1,300, 5

although they are rented at between $507 to $873.6

The project itself was built in 1971.  It's 7

currently 96 units.8

As I said before, one of the buildings will be 9

demolished.  And in its place, a 33-unit building will10

be built, it is elevator-serviced.  And the project, upon 11

completion, will be 109 units, with 64 one-bedrooms and 12

45 two-bedroom units.13

This project is –- its existing tenant base in 14

the project will be relocated throughout, during 15

construction, and placed in vacant units that have 16

already been remodeled.  So the phasing of the project 17

will start with the first building being demolished.  And 18

once that's built, then this unit, this building will be 19

occupied.  And then the next phase of construction will 20

consist of two buildings, and so on, and so on, so that 21

the tenants can stay in place and will be moved to newly 22

rehabbed or newly constructed units.23

The tenant population is scheduled to be -- 24

35 percent of the units will be rented to a population 25
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defined as chronically-ill and at risk of homelessness.1

The project qualifies for a lower interest rate 2

for CalHFA's permanent loan at 3 percent in 35 years.3

I'd like to point out, though, that should at 4

any time the project fail to qualify for the 5

special-needs financing with the 35 percent population, 6

then our interest rate would go to 5 percent.7

Also included in the financing for this project 8

is an MHP loan of that 6,879,000.  The City of Capitola 9

is providing a state HOME loan of 1,900,000; and the 10

Redevelopment Agency for the City of Capitola is 11

providing a loan of 765,000.12

We're also projecting tax-credit equity of 13

10,913,000 and income from the operations during rehab 14

and construction of $550,000.15

A couple of things I'd like to point out on 16

page 777.17

There is a changed page, and --18

CHAIR COURSON:  377, maybe?19

MR. DEANER:  377, yes.20

CHAIR COURSON:  We have big books, but they're 21

not that big.22

MS. VAKILI:  Thank you.  I didn't want to 23

surprise you.24

Due to technical difficulties, I needed to 25
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change this page so that the numbers would show up 1

clearly instead of X's.2

Our construction financing is tax-exempt, 3

21,580,000, and taxable, 890,000 during construction, at 4

a fixed rate of 5 percent.5

Our first mortgage at 6.6 million is at 6

3 percent for 35 years.7

One more thing I'd like to point out on this 8

page, is that the appraised value was given as a verbal; 9

and it came in late in the game.  And so I am asking10

for approval subject to review of our appraisal and 11

acceptance of it at no more than 90 percent 12

loan-to-value.13

I'd like to point out on the following page,14

on the sources and uses of funds, a correction there to 15

correct an overage in the sources of funds.  So there 16

were a couple of minor issues I wanted to point out to 17

you.18

Now, going over to the plan of relocation for 19

this property, a relocation plan is in place, which will 20

generally take the tenants and keep them in place, work 21

with the tenant base.  And the existing tenants that are 22

in place right now are presently occupying and renting at 23

these affordability levels.  There will not be any 24

displacement of the tenants due to overqualification or 25
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underqualification.1

And so these rents were established and 2

restricted in a way to maintain the existing tenant base.3

The relocation plan will also be customized to 4

assist the tenants and keep them in place.  And the 5

objective is to move the tenants only one time.6

We're estimating right now that the cost of the 7

relocation on-site will be $200,000.  And that is in the 8

budget.9

The special-needs component of this project 10

will consist of 39 units being rented to seniors, with11

at least one of the tenants in the unit having a chronic 12

illness.13

The qualification for the tenant base will be 14

from the County of Santa Cruz Human Resources Agency.15

And services will be provided by partnerships with the 16

Senior Network Services, which will provide training and 17

counseling; the Central Coast Center For Independent 18

Living; and the In-Home Supportive Services.19

These partners will provide the services, 20

provide the qualifications, and assistance that these 21

tenants need to remain in place.22

There will also be other services for all of 23

the tenants, which will consist of social-service 24

opportunities, exercise, nutrition, wellness.  And we do 25
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have in the budget a part-time service provider to assist 1

in the coordination of all the levels of services for the 2

tenants.3

The developer for the project is First 4

Community Housing.  We have done three projects with 5

First Community Housing, all of which have gone through 6

construction, and now are in the permanent phase.7

We also have in the works, we're looking at8

two more projects with First Community Housing.  And so 9

they've all been very successful, and we're looking 10

forward to continuing our relationship.11

The contractor is Branagh Construction, who has 12

also built one of the projects for First Community 13

Housing, and has formed a very good partnership.14

The architect is OJK Architects, who's also 15

designed one of their previous projects.16

So together, with the management company of 17

John Stewart Company, First Community has formed a very 18

good partnership that we are familiar with.19

Are there any questions?20

CHAIR COURSON:  Questions on the project?21

Discussion?22

Ms. Javits?23

MS. JAVITS:  I was just wondering, on page 372, 24

you define “homelessness,” household income is 20 percent 25
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of AMI.  But then on page 378, there's no rent level, 1

rents identified at that level.  The rents are all 2

identified at 30 percent of AMI or above.  I just was 3

curious about that.4

MS. VAKILI:  This kind of population would be 5

at the 30 percent rents.6

MS. JAVITS:  Okay, so they may be at 20 percent 7

of AMI, but they're going to be at the 30 percent rent 8

level, is that --9

MS. VAKILI:  Well, they're intended to be -- 10

they're actually intended to be at the 30 percent.11

MS. JAVITS:  30 percent of AMI?12

MS. VAKILI:  Yes. 13

MS. JAVITS:  Again, do we know what the AMI is 14

in that, the dollar amount?15

MS. VAKILI:  That's a good question, and we 16

don't show that on here.17

MR. GIPSON:  We have that.  It doesn't show up 18

on this document, but it shows up on our working 19

documents, so you can always see that.20

MS. JAVITS:  Okay.21

MS. PARKER:  We can include that for the 22

future.23

MS. JAVITS:  That would be great.  Just in 24

terms of who the target population is, and what are25
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those -- 1

MS. PARKER:  I would assume that would vary 2

geographically.3

MR. GIPSON:  Yes, it does.4

MS. JAVITS:  Great, great.5

And then in terms of the relocation, I was just 6

trying to understand.  So everybody's going to be 7

relocated on-site?8

MS. VAKILI:  Yes.9

MS. JAVITS:  Do you know, roughly, how many 10

people are being relocated, or might be relocated?11

So I guess how many are now living there.  Is 12

everybody going to be relocated?13

MS. VAKILI:  Everybody will be relocated.14

The project is almost fully occupied, except 15

for the 16 units.16

MR. DEANER:  It would be 76.17

MS. JAVITS:  76 people relocated?18

So they're all going to be relocated on-site; 19

right?20

MS. VAKILI:  Yes.21

MS. JAVITS:  So the budget is for just kind of 22

basic moving expenses from one unit to the other?23

MS. VAKILI:  Yes, it is.  It's for the moving 24

expenses, to pack them, for the supplies.25
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MS. JAVITS:  Move them back and forth?  Yes.1

MS. VAKILI:  Actually physically moving the 2

tenants, so they don't have to do it themselves.3

MS. JAVITS:  Okay, and then in terms of John 4

Stewart Company, I mean, again, have comps been done?5

Have you looked at other John Stewart elderly projects to 6

see if this is the same level?7

I'm just curious about the due diligence.  I 8

mean, I know that we're looking at the loan and the 9

construction.  But ultimately, we've invested in the 10

asset and we want to be sure it's well-managed.11

MR. DEANER:  We also again use our Asset 12

Management group, and we send them the numbers.  They 13

verify other projects we may have in the area and come 14

back to us and say if it's reasonable or not.15

MS. PARKER:  And, Carla, Margaret is in the 16

audience, if you -- Margaret would be happy to come up. 17

MS. ALVAREZ:  They're calling it quite well.18

MR. DEANER:  We work as a team and make sure 19

that the Asset Management folks are looking at the 20

numbers that they make sense.21

MS. JAVITS:  All right, thank you.22

CHAIR COURSON:  Mr. Carey?23

MR. CAREY:  Do you understand that the asbestos 24

and lead assessments are not done yet?25
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MS. VAKILI:  Initial assessments have been 1

done, and the Phase II assessment is in the works to 2

identify exactly where the components are and how to 3

mitigate them.  And so once everything has been 4

completely defined, then we'll have a remediation plan.5

MR. CAREY:  And do you feel the budget 6

adequately incorporates funds to cover the work that 7

might surface?8

MS. VAKILI:  I do.  And also with any rehab 9

project, sometimes you don't know what you're getting 10

into until you get into it.11

We have a 10 percent contingency as well as a 12

very well-planned budget from the contractor.13

So they have an idea of where the components 14

are and how to remediate; and we also have a 10 percent 15

contingency, which will take care of issues that are over 16

and above what we expect.17

MR. CAREY:  Thank you.18

CHAIR COURSON:  Other questions?19

Ms. Galante?20

MS. GALANTE:  I apologize for --21

CHAIR COURSON:  Let the record show that 22

Ms. Galante has joined us and will be counted as present.23

MS. GALANTE:  Thank you.24

I apologize for being late and for missing the 25
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first presentation as well.  But I wanted to ask, really, 1

for both of these, whether the tax credit equity investor 2

has been identified and committed?3

MS. VAKILI:  For my project, I believe that 4

they're still working on -- I'm sorry, Geoffrey Morgen 5

might be able to speak more clearly on that for me.6

MR. MORGEN:  Hi, I'm Geoffrey Morgen.  I'm with 7

First Community Housing.  We're working right now with 8

community economics.  Obviously, everyone is aware of the 9

volatility of the tax credit market.10

What we've done is we've priced these at below 11

10 percent -- or, literally, 10 cents less on the dollar 12

than we were pricing them six months ago.13

MS. GALANTE:  So what are you estimating -- 14

what's this $10 million --15

MR. MORGEN:  This is in the low nineties.  So 16

in the range of about somewhere between 91 and 94¢.17

MS. GALANTE:  Okay, thank you.18

CHAIR COURSON:  Other questions?19

On page 391 is a resolution.  But I 20

understand -- correct me if I'm wrong, we're approving 21

this resolution, but it's also subject to review of the 22

appraisal and confirmation of a 90 percent LTV?23

MS. VAKILI:  Yes, correct.24

MS. GALANTE:  I'm sorry, let me follow up on 25
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the tax credit.1

So the tax credit investor will be identified 2

and will join the partnership before the construction 3

loan closes?4

MS. VAKILI:  Yes.5

MS. GALANTE:  Okay, thank you.6

CHAIR COURSON:  Okay, so is there a motion to 7

approve Resolution 08-07 with the addition that the 8

approval is subject to staff review of the appraisal and 9

confirmation of a 90 percent LTV?10

MS. JACOBS:  So moved.11

CHAIR COURSON:  Ms. Jacobs moved.12

Is there a second?13

MS. GALANTE:  Second.14

CHAIR COURSON:  Ms. Galante seconds.15

Is there any further discussion from the board?16

(No response) 17

CHAIR COURSON:  Any discussion or comment from 18

the public?19

(No response) 20

CHAIR COURSON:  Seeing none, we'll call the 21

roll.22

MS. OJIMA:  Ms. Peters? 23

MS. PETERS:  Yes.24

MS. OJIMA:  Mr. Carey? 25

39



40

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

MR. CAREY:  Yes.1

MS. OJIMA:  Ms. Galante? 2

MS. GALANTE:  Yes.3

MS. OJIMA:  Ms. Jacobs? 4

MS. JACOBS:  Yes.5

MS. OJIMA:  Ms. Javits? 6

MS. JAVITS:  Yes.7

MS. OJIMA:  Ms. Redway? 8

MS. REDWAY:  Yes.9

MS. OJIMA:  Mr. Courson? 10

CHAIR COURSON:  Yes.11

MS. OJIMA:  Resolution 08-07 has been approved.12

MR. DEANER:  Okay, thank you.13

CHAIR COURSON:  Bob, thank you.14

                         -–o0o--15

Item 5.   Discussion, recommendation, and possible action16

          regarding the adoption of a resolution amending 17

          existing Board Resolution 08-04, to permit the18

          use of additional forms of bond indentures to 19

          finance multifamily housing projects20

CHAIR COURSON:  The next item on our agenda is 21

regarding approval of some additional bond indentures for 22

Multifamily.23

You have numerous documents in your folder on 24

the indenture.  And I think Bruce Gilbertson's going to 25
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walk us through that.1

MR. GILBERTSON:  Good morning.2

Good morning.  In your Board binder you'll have 3

Resolution 08-08, which is simply an amendment and 4

restatement of a Board resolution the Board adopted in 5

January of this year which was numbered 08-04.  It's the 6

annual multifamily financing reauthorization for the 7

Agency to issue its bonds up to certain limits and under 8

certain situations.9

This amendment today is simply an amendment to 10

allow us to issue bonds under an additional form of 11

financing, or an additional form of bond indenture for a 12

program that we have previously been a part of.  It will 13

be used to finance a subordinate multifamily loan.14

Specifically, section 3 of the prior resolution 15

would be expanded to add an additional bond indenture, 16

the Multifamily Housing Revenue Bond Subordinate Loan 17

Indenture.18

The prior resolution, it has about 20 different 19

indentures, forms of indentures that are eligible for the 20

Agency to issue for purposes of lending to multifamily 21

affordable housing sponsors.22

None of the priorly approved forms of indenture 23

would allow for us to issue bonds in the form that we 24

would like to for a project that the Board approved at 25
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the January meeting this year as well.1

Just to go through the form of the indenture 2

quickly.  And certainly I can respond to questions you 3

might have.  It's a limited-obligation indenture, the 4

form of a conduit financing.  CalHFA has not done a lot 5

of conduit financing, historically.  This bond would be 6

issued specifically to finance subordinate loans for 7

multifamily properties.  These are unrated securities.8

They're privately placed.  They have to be placed to 9

sophisticated investors who understand the corresponding 10

risks and there would be significant restrictions for the 11

transferability of the securities from one investor to 12

another.13

No additional credit enhancement from CalHFA.14

So the security for the bond that will be issued -- and 15

this bond, in particular, for Grand Plaza, is three and a 16

half million dollars.  They will bear the risk that the 17

loan does not perform as anticipated over the term of the 18

financing.19

Grand Plaza was the project that was approved 20

by the Board at the January meeting.  It's a portfolio 21

loan being sold to another investor.  And we plan to 22

close the bonds and the related real estate transaction 23

in April of this year.24

With that, I'd be willing to answer any 25
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questions.1

CHAIR COURSON:  Questions on the request?2

MS. GALANTE:  The purchaser of the subordinate 3

bond in this case, is it a related party to that?4

MR. GILBERTSON:  It really is an unrelated --5

I'd look to bond counsel to make sure that I'm not 6

misspeaking.  But it's an unrelated entity that has an 7

association with the borrower in this project.8

Is that a fair statement?9

MR. DIRKS:  I think that’s a fair statement. 10

MR. DEANER:  Yes. 11

MR. DIRKS:  I'm sorry, this is Stan Dirks.12

We need them to be unrelated for tax purposes, 13

although they may very well have business and other 14

relationships with the borrower.15

MR. DEANER:  And it may be a trust but 16

unrelated through one of their entities.  We're 17

finalizing that for the closing mid April. 18

CHAIR COURSON:  Other questions on this 19

request?20

(No response) 21

CHAIR COURSON:  On page 394, there is the 22

resolution that we're being -- the recommendation that 23

has been made that we approve.24

Is there a motion to do so?25
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MS. GALANTE:  I so move.1

CHAIR COURSON:  Ms. Galante.2

Is there a second?3

MS. JACOBS:  Second.4

CHAIR COURSON:  Ms. Jacobs seconds.5

Is there any discussion?  Any further 6

discussion from the Board?7

(No response) 8

CHAIR COURSON:  Any comments from the public?9

(No response) 10

CHAIR COURSON:  Seeing none, let's call the 11

roll, please.12

MS. OJIMA:  Ms. Peters? 13

MS. PETERS:  Yes.14

MS. OJIMA:  Mr. Carey? 15

MR. CAREY:  Yes.16

MS. OJIMA:  Ms. Galante? 17

MS. GALANTE:  Yes.18

MS. OJIMA:  Ms. Jacobs? 19

MS. JACOBS:  Yes.20

MS. OJIMA:  Ms. Javits? 21

MS. JAVITS:  Yes.22

MS. OJIMA:  Ms. Redway? 23

MS. REDWAY:  Yes.24

MS. OJIMA:  Mr. Courson? 25
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CHAIR COURSON:  Yes.1

MS. OJIMA:  Resolution 08-08 has been approved.2

CHAIR COURSON:  Okay, thank you.3

--o0o--4

Item 6.   Update on Bay Area Housing Plan Financing5

CHAIR COURSON:  And the next item on our agenda 6

is the Bay Area Housing.7

Bruce, I think you're going to also report on 8

that?9

MR. GILBERTSON:  Yes.10

CHAIR COURSON:  An old project and a new face.11

MR. GILBERTSON:  Exactly.12

Kathy has given the Board frequent updates 13

regarding the status of the loan program related to the 14

Bay Area Housing program.  I think at this point we 15

thought we should revisit and just talk about where we 16

are in the financing end for the 65 to 70 individual 17

homes that we're providing the financing for, for the 18

developmentally disabled, those individuals that are 19

being moved out of the Agnew state facility.20

So two years ago, just tracing back the 21

history, we came to the Board and asked for financing 22

authorization to issue bonds for purposes of this 23

program.  We earmarked the total debt issuance at about 24

$120 million at that time.  I think today, we are 25
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thinking it's probably less than that.  It's probably 1

$105 million.2

Then last fall, we came back to the Board one 3

more time to modify that resolution that authorized the 4

financing for this program so that we could include, 5

similar to the prior action of the Board, another form of 6

bond indenture that we could use in conjunction with the 7

issuance of debt to finance these properties.8

Many of the delays having to do with this --9

by now, we would have thought we would have issued all 10

the bonds, the loans would be in place and, you know, the 11

Bay Area Housing program would be behind us.  There have 12

been a number of delays with the acquisition of 13

properties, the modification of the properties, and 14

putting them into service.15

I believe at this point we have purchased loans 16

from the construction lender that total about twenty or 17

twenty-five million dollars.18

We are hoping to kind of do our financing in 19

increments of forty or fifty million dollars and visit 20

the financial markets perhaps twice over the next 21

12 months to finalize the financing for these properties.22

From a financing perspective –- and I know the 23

Board is very aware of this -- this is an unusual credit. 24

These loans have very high loan-to-value ratios.  There 25
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is no general or moral obligation from the State of 1

California supporting these.  And in a large part, it's 2

an appropriation-backed financing.  So we've strategized 3

and scratched our heads over the last couple years 4

thinking through what are the options for the Agency.5

Initially, I think the agreement that we had 6

with the State Department of Developmental Services, the 7

Regional Centers, and Hallmark, the developer, was that 8

the Agency, if nothing else, would attach its general 9

obligation rating as a credit enhancement to the bonds, 10

and then the bonds would be marketable in the investment 11

community.12

You know, perhaps our timing wasn't so great.13

But last spring, about a year ago this time, we started 14

thinking that maybe we ought to try to preserve the 15

capital of the Agency and not extend the general 16

obligation rating of the Agency.  So we talked about 17

trying to create a limited obligation credit that would 18

be backed by the appropriations that flow through the 19

state department by the leases and the lease insurances 20

provided by the regional centers, together with the 21

reserve requirements that are embedded in the financing 22

that we offered to the regional centers.23

We spent an awful lot of time last summer on 24

this working with bond counsel, developing not only a 25
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prospectus that we could use for marketing the bonds, 1

developing the indenture, talking with the rating 2

agencies.  And those conversations with the rating 3

agencies, quite frankly, are ongoing at this time.4

So this has stretched out over a period of 5

about six or seven months.6

Of course, in the backdrop of all of this, the 7

financial markets have not been performing very well.8

And one of our strategies with a limited obligation bond 9

was that we would access the bond insurance community, 10

and ask them to credit-enhance these particular bonds.11

Of course, many of those bond insurers -- and 12

I've reported to you in the past on this -- have had 13

rating downgrades and actions that they don't live up to 14

the AAA standards that that industry was supposed to hang 15

onto forever, basically.  So we've faced some challenging 16

times.17

More recently, in February or late January, we 18

heard back from Standard & Poor’s -- one of the two 19

bond-rating agencies that we had been discussing this 20

credit with.  They were able to go and do a credit 21

assessment of the financing as we presented it to them.22

And this was on a limited-obligation basis, secured by 23

the underlying loans, the real estate that backs the 24

loans, the lease assurances, the debt reserve that is 25
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embedded into our loan program, as well as the collateral 1

reserves.2

We were hoping to get to the point where they 3

would classify that as an investment-grade bond, which 4

basically means it would have a BBB rating.5

After many conversations, they came back from 6

credit committee, they informed us that it was going to 7

be, in their minds, viewed as a high speculative grade, 8

okay.  "High speculative grade" is in the BB category.9

Typically, you can't enhance that with bond insurance.10

So it was kind of a setback for us in those plans.11

What we have done, since we still have ongoing 12

discussions with Moody's Investor Services, their issues 13

are somewhat different, quite honestly, than the issues 14

that Standard & Poor’s has raised in these conversations. 15

They're very focused on the likelihood of a bankruptcy 16

event and what will happen in the event of a bankruptcy 17

to the Regional Center, to the NPO, or any of the other 18

related entities.19

At this point, I would say that we are hopeful 20

within the next 30 to 45 days that we would conclude 21

those conversations, and we would get some kind of a 22

preliminary rating from Moody's.23

As you might also imagine, these rating 24

agencies are very, very busy these days, as they're 25
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trying to keep up on all the things that are going on in 1

the marketplace.  So their time is coming at a premium as 2

well.3

But we've informed them that we need to move 4

forward.  We still have plans that we would issue, at 5

least the first installment of bonds for purposes of 6

financing these loans, sometime in the spring or summer 7

of this year, and the second installment would be either 8

later in this calendar year or very early in calendar 9

year 2009.10

It's looking more and more likely that we may 11

have to pledge some of the Agency's capital or G.O. in 12

some form to enhance this credit to make it marketable13

in the marketplace.  I think we're going to exhaust all 14

of the other avenues that we have available to us before 15

we make that decision.16

But we thought it was important that we come 17

before the Board today and give you an update on this.18

This is something that has stretched out now for about 19

two-and-a-half years, as we've been working through it.20

With that, I'd be more than willing to answer 21

any questions.22

CHAIR COURSON:  Questions on Bay Area Housing 23

and this new phase that we are in now as the projects 24

start to -- housing gets completed and we're starting to 25
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move into the -- well, really the last phases of the 1

project?2

MS. PARKER:  Bruce, maybe it is worthwhile to 3

point out that we have continued to have meetings with 4

our partners as recently as this last week:  The 5

Department of Developmental Services, Hallmark, the 6

Regional Centers.7

And as these projects have essentially taken 8

longer and their access to some of these lines of credit 9

from us have gone on longer than we originally intended, 10

we have gone back and, as painful as it might be, pressed 11

upon additional fees and compensation for this mostly 12

because, at this particular point in time,  we need to -- 13

we feel very much that we need to cover as much of the 14

expenses.  I'm not saying that all of it is; but to the 15

extent that we can, the lines of credits, if they are 16

getting extensions from the banks or charging them, we're 17

not charging them as much.  But we are essentially going 18

in and getting some additional compensation for this to 19

cover what is the use of our G.O. and the extension of 20

our credit facilities because it is lost opportunity for 21

other parts of the business that we would be doing.22

So I wanted to let you know we are trying in 23

this environment to make sure that we really are 24

managing, in the one sense, our fiscal constraint but 25
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also trying to meet our public benefit.1

CHAIR COURSON:  Ms. Javits?2

MS. JAVITS:  If we needed to pledge capital 3

from CalHFA, would that come back to the Board, or is 4

that a discretionary decision?  Or how does that work?5

MR. GILBERTSON:  At this point, the financing 6

resolutions that the Board has adopted would provide us 7

the discretion to use a form of a bond indenture that has 8

the capital pledged from the Agency.9

And the easiest way for us to do this would be 10

to attach the Agency's General Obligation ratings to the 11

bonds.12

But we certainly, at any point, would inform 13

you of what we do as we progress through this.14

MS. JAVITS:  Thank you.15

CHAIR COURSON:  Ms. Galante?16

MS. GALANTE:  And if we needed to do that, what 17

impact are you saying that that would have on the 18

Agency's other, either financing obligations or other 19

business?20

MR. GILBERTSON:  I don't think it would have 21

any direct impact.22

What we do as an agency, we have a limited 23

capital base that is supportive of our general obligation 24

pledges.  And we have pledged those in a number of ways.25
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The most often means by which we pledge the 1

Agency's general obligation is to attach it to all of our 2

core Multifamily Bond financing activity.  So the two 3

projects that we just reviewed -- Bayview and -- I can't 4

remember the other one -- but, anyway, those would be a 5

part of a bond financing that has the Agency's general 6

obligation rating attached to it.  Okay, so that's a 7

pledge of our general obligation.8

Again, the balance sheet of the Agency, we have 9

about $1.3 billion.  We work with the rating agencies.10

There's haircuts on that equity balance.  And then we 11

work through what is the available G.O. capital base of 12

the Agency that's pledged for a variety of purposes.13

We talk about this as "capital adequacy."14

It's probably been about nine or ten months 15

since we've had serious conversations with the rating 16

agencies regarding capital adequacy.  But I don't believe 17

that there's anything that has occurred in the last nine 18

or ten months that would have seriously degraded the 19

capital balance of the Agency.20

MS. GALANTE:  Thank you.21

CHAIR COURSON:  Other questions for Bruce on 22

this issue?23

(No response) 24

CHAIR COURSON:  Bruce, thank you.25
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MR. GILBERTSON:  Okay.1

                       -–o0o--2

Item 7.   Report of the Chairman of the Audit Committee 3

         regarding status of Committee review of issues 4

         relating to the dissolution of the5

         Compensation Committee; the development of6

         compensation policies and procedures; changes7

         to compensation process, and the contracting8

         authority of the Executive Director; together9

         with possible recommendations to the Board,10

         and discussion and possible action by Board11

CHAIR COURSON:  We're going to move into agenda 12

Item Number 7, which deals with the Audit Committee and 13

the issues before them.  And page 455 is where we'll be 14

looking.15

In your Board book, it's not only a summary 16

memo that I've asked counsel to put forth for us as we 17

consider this, but also the minutes of the last Audit 18

Committee meeting.19

MS. PARKER:  Heather, do you need a book?20

MS. PETERS:  No, I'm good.21

CHAIR COURSON:  Let me talk -- as we know, 22

just, to make sure everybody's on the same page, 23

obviously we all went through, as we all know, retention 24

of outside counseling, taking a look at our compensation 25
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issues, and issues surrounding that.  Part of that 1

report, counsel came back and made some very specific 2

recommendations.3

In addition to that, as the Audit Committee 4

dealt with this, there were other recommendations made 5

that are here.  As you can see, one by Mr. Morris.  And 6

that has been added to this list.7

So I think what we have in front of us in this 8

memorandum are all of the issues that were contained in 9

the outside counsel's report, plus a couple that have 10

been added for further discussion.11

We talked about at the last Board meeting, that 12

I think the Board expressed very strongly the desire to 13

deal with these issues and put it behind us so we can go 14

on about our business.  They've been before us for almost 15

a year now.  So we're prepared to do that today.16

Unfortunately, Mr. Shine, who is the chair of 17

the Audit Committee, as you know, as I said at our last 18

meeting, has been having some difficult back issues and 19

has not been able to travel.  So he is not with us today. 20

  It's unfortunate that Mr. Morris isn't here 21

because, obviously, he has had what I would say a fairly 22

intense interest in this discussion, in these topics, and 23

is not with us.  But we do have a quorum, and it's my 24

intent as chair, unless the Board sees otherwise, that 25
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we're going to deal with these, put them behind us, and 1

move on with the Agency's business and make some 2

decisions.3

Having said that, therefore, let me make a 4

suggestion.  In looking at these, Item 1 deals with 5

contractual arrangements and agreements, not just in the 6

area of compensation, but in other areas also.  So my 7

suggestion is, let's set that one aside and deal with 8

that at the end.  It's a little bit different of a topic 9

than the others.  The others are specific onto the 10

Compensation Committee and the way we deal with our 11

compensation.12

So if it's okay with the Board, we'll set that 13

one aside and come back to that.  Because I think the 14

right place to start is Item 2.  And this was an issue 15

that I raised for consideration as we went through 16

looking at this.  And that is, the question is, should 17

we, in fact, have a Compensation Committee?18

Let me go back and remind the Board that we put 19

together a compensation committee.  And that was formed 20

as -- and approved a charter actually back in September 21

of 2006.  So we have a Compensation Committee charter.22

The Compensation Committee calls for the chair 23

to appoint a minimum of three people, and they are 24

appointed for rotating terms.  And the Compensation 25
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Committee that was originally appointed was appointed in 1

September of 2006.  And the members of the committee were 2

Ed Czuker, who is now no longer on the Board.  And 3

knowing Ed's term was ending, he was appointed for a 4

one-year term.  John Morris was appointed for a two-year 5

term, so his term would expire off of the committee in 6

September.  And I was appointed for a three-year term,7

so I would have another year and a half.  So that's the 8

way that the committee is comprised now.9

So the question was raised -- and I know that 10

the Audit Committee, and Mr. Carey and Ms. Galante are on 11

that committee, and have talked about this -- the 12

question is, do we want to have a Compensation Committee? 13

Do we want that committee to, you know, perform certain 14

tasks that are set forth in the charter, reporting back 15

to the Board for -- obviously, the Board has to make the 16

ultimate approval.17

Or the alternative is, with all the discussion 18

we've had, when we had this over that a year ago on 19

compensation, is have the Board itself act as a 20

compensation committee itself, and not have a separate 21

committee.  And that's the question before the Board.22

MS. JACOBS:  I think given the size of the 23

Board and the fact that we have vacancies, this is a 24

really smart way to do it.  So I would be supportive of 25
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this.1

Does this take a motion?2

CHAIR COURSON:  Well, I guess I'm -- to 3

eliminate the Compensation Committee or have a 4

compensation committee?5

MS. JACOBS:  I think to sustaining the 6

existing --7

CHAIR COURSON:  If we're going to -- if the8

Board's decision is to not have a Compensation Committee, 9

then there would be a motion, really, to, I guess, 10

abandon the charter, if you would, or revoke the charter 11

and the Board there, then there just wouldn't be a 12

committee.  We’d deal with it as a board.13

If the decision is to continue with the 14

Compensation Committee -- I don't know if we -- I 15

certainly want a sense of the Board on each of these 16

items, the way we're going to proceed.  So whether it 17

takes a motion or whatever action we want to take, I want 18

to get it on the record so we don't have any questions 19

going forward with how we're going to deal with each of 20

these.21

MR. CAREY:  I would just say, given some of the 22

discussion, that I think it would be helpful for there to 23

be an action either way so that we have a vote to point 24

back to, that represents the majority of the Board.25
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CHAIR COURSON:  Counsel?1

MR. HUGHES:  Mr. Chair, I'd point out that 2

probably each one of the items that's covered in this 3

memo is subject to being handled a little bit 4

differently.  For example, with the Compensation 5

Committee, as the Chair noted, there is an existing Board 6

resolution which creates the committee and adopts the 7

charter.  So certainly a change to that requires another 8

resolution and a possible amendment or revocation of the 9

charter.10

Some of the other issues that are on here 11

involve other external documents.12

The contracting procedures, the Board may 13

recall in 2005, the Agency adopted a regulation that 14

would need to be changed.  So each one of these is a 15

little bit different in terms of the process.16

MS. JAVITS:  Mr. Chair?17

CHAIR COURSON:  I'm sorry, Ms. Javits?18

MS. JAVITS:  I just had a question.19

So at the end of this note in the Board binder, 20

it says the committee was going to review the minutes, 21

formalize recommendations, and bring them to the Board.22

I guess I was looking forward to getting 23

recommendations, since you all had discussed this in a 24

lot of detail.  And I wasn’t prepared to go through each 25
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of these items without recommendations.  So I guess I'm 1

wondering --2

CHAIR COURSON:  The chair of the Audit 3

Committee chose not to have that committee meet.4

MS. JAVITS:  So there is not a consensus and 5

there is not a separate recommendation?6

CHAIR COURSON:  They have not met since our 7

discussion in January.8

The last meeting was the meeting of the minutes 9

that you see, which was November, which gives you a 10

character of some of the discussion.11

We went back, and I went back at the 12

instruction of the Board, to the Audit Committee chair to 13

request, on several occasions, that we have a meeting, 14

and trying to accommodate where that meeting was and so 15

on.  And, frankly, as late as probably three or four 16

weeks ago, had that discussion, and the chair just did 17

not call the meeting.18

MS. JAVITS:  So I guess, I think what would be 19

helpful to me, at least, from those who did participate 20

in that original meeting, was there, on each of these --21

CHAIR COURSON:  Right.22

MS. JAVITS:  -- is there any sense of the group 23

about what they would recommend?  And if not, what was 24

the difference of opinion?  I mean, that would be 25
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helpful.1

CHAIR COURSON:  Ms. Galante and Mr. Carey are 2

on the committee.  They're two of the four.  So I think 3

they can probably give us that sense.4

MS. JAVITS:  Just to move this along 5

expeditiously.6

CHAIR COURSON:  Yes, right, right.7

MS. PARKER:  That's also the reason why, from 8

the last meeting, we included the meeting minutes.9

MS. JAVITS:  Yes, I understand that.10

MR. CAREY:  I can't speak for the committee, 11

but I think that my recollection, a rather painful 12

reading of the minutes, that there were, I think, three 13

who would suggest continuing the Compensation Committee, 14

and one who suggested that it be incorporated into the 15

routine of the Board.16

MS. JAVITS:  Okay.17

MR. CAREY:  My own personal point of view is 18

that given the challenges of arranging a public meeting 19

for four Board members, also the challenges of arranging 20

a special meeting for the Board is overwhelming, and I 21

think it would just make it impossible for there to be 22

thoughtful, rational work done outside of a Board 23

meeting.  And I don't think we want to spend four or five 24

hours doing what a compensation committee would do at a 25
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Board meeting.1

CHAIR COURSON:  And, Ms. Jacobs, was that going 2

to be your motion?3

MS. JACOBS:  Yes, more or less.  More or less.4

I'm sort of with Carla here as I'm not quite 5

sure exactly what format we should run things in.6

CHAIR COURSON:  Look, we've dealt with this 7

issue for over a year.  This has been like herding cats 8

and pushing a rope.  And it's been terribly frustrating 9

for the Board and for everybody involved.  It has been 10

very, very difficult to get the chair to call Audit 11

Committee meetings on a timely basis and to deal with 12

these issues.13

When they've been called, certainly, at least, 14

the two members that are here have certainly been there 15

to participate.  And Mr. Morris has, I think, 16

participated in all those Audit Committee meetings, too. 17

And for some reason, at the last meeting, we just can't 18

seem to get any closure out of the committee.19

And I have tried -- and assisted by counsel and 20

our executive director -- to push the chair to bring21

us recommendations so we could have some solid 22

recommendations of that committee; and it just didn't 23

happen.24

And so, frankly, rather than let it go another 25
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60 days, I've put it in the book, at the instruction of 1

the Board, and see if we can't just roll up our sleeves 2

and plow through this stuff and get it behind us, because 3

I'm not sure it's going to happen any other way.4

MS. GALANTE:  Okay, so if I could just 5

reiterate maybe some comments I made at the Audit 6

Committee meeting -- and it is frustrating for the Audit 7

Committee to kind of start and stop dealing with this 8

subject matter.  I don't think when we set up the Audit 9

Committee, we really anticipated that we'd be dealing 10

with these kinds of issues as opposed to your more 11

typical audit issues.  So there have been a lot of 12

conversations.  And I understand the full board hasn't 13

been privy to those.14

But my personal view is, there were some bumps 15

in this process because it was the first time it was 16

happening.  But that doesn't mean that the idea of having 17

a compensation committee was a bad one.  I think it was a 18

good one.19

How certain subject matters that the 20

Compensation Committee took on, I think the external 21

legal report that we had done, I think, pointed out some 22

things that we could do better.  So I would be prepared 23

to second Lynn's motion, if she agrees with what I'm 24

saying here, that we continue to have a Compensation 25
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Committee, but that that compensation committee's job be 1

a little clearer in terms of the process.2

And one thing that I think -- I believe, Peter, 3

there was consensus on, is that the hiring of any 4

compensation consultant, the salary-survey type of 5

document, that that should be more squarely in the 6

Compensation Committee's purview as opposed to staff's 7

purview.  Not that staff couldn't be involved in 8

soliciting proposals, but that picking that consultant 9

and giving direction to that consultant -- you know, 10

there should have been, in retrospect, more Compensation 11

Committee involvement in that.12

And if we keep a compensation committee and we 13

make that as one major change -- and there might be a 14

couple of other ones that we would like to add to shore 15

up the scope of the Compensation Committee -- I think we 16

have -- we had a workable process.  It was just the first 17

time through, and we didn't touch all the bases perhaps 18

that we could have, in retrospect.19

CHAIR COURSON:  And having said that, actually, 20

since we're just talking here, if you really look at 2, 21

3, and 4 -- the items -- it suggests, I think, what 22

Ms. Galante said is that if you have a compensation 23

committee -- and then I'm thinking about accumulating all 24

together and giving them all at one time -- and then it 25
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goes on to say that they do have the task -- the 1

committee has the task of conducting an independent 2

review of any agreements relating to compensation -- that 3

would be if we went out and got a salary agreement or 4

have somebody to help us with policies or procedures or 5

so on -- and that the Compensation Committee would 6

recommend back to the Board any work instructions or 7

contracts for the Board's approval.8

So that really sort of -- and that's where I 9

think some of the process changed the last time.  I mean, 10

some of the issues in the report was that the retention 11

of Watson Wyatt to do a salary survey was done without -- 12

what the Board deemed -- members of the Board at that 13

point deemed not enough consultation and not enough, I 14

think, discussion about the scope of that before the 15

contract itself was signed.16

And I think that's where the train started to 17

go off the rails.  And I think this puts it back clearly. 18

I would take this that the Compensation Committee would 19

consider, if and when it's time to do another survey or 20

engage any outside counsel or contract, bring the scope 21

of that back to the Board before the contract itself is 22

executed, and make sure that the Board has input for 23

those recommendations, and then go out and execute the 24

contract.25
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That's what I take -- that's my reading of 2, 1

3, and 4.  And having been at a couple of the Audit 2

Committee meetings, I think that's the intent.3

Ms. Peters?4

MS. PETERS:  Just two questions.  One is, from 5

my reading of the minutes, which is all I have to go on 6

since I'm new to the Board here, would it be correct to 7

characterize for those of you who are in the room, that 8

those items, 2, 3, and 4, the consensus seemed to be 9

3-to-1 in favor of 2, 3, and 4, of those in the room?  Or 10

was there a breakdown separate for the different 11

elements, 2, 3, and 4?12

MR. CAREY:  I think so.13

At the most basic level of this, what we have 14

is a situation where we had a new compensation process 15

that was put in place.16

In any other situation, we would be pleased 17

with the results and feeling that, for an initial 18

process, it was very well done.  And, in fact, the 19

independent consultant said that very clearly in the 20

report, which isn't to say that there aren't options for 21

changing the process to enhance it next time.  And that's 22

really where we're moving.23

We had one Board member who disapproved of the 24

process and all the subsequent conversations, and that's 25
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tending to drive some of this.1

I think that the majority in each situation, 2

whether at the board level or the committee level, are in 3

favor of moving forward, retaining the Compensation 4

Committee, and outlining an improved process for next 5

time.6

MS. PETERS:  That was my reading.  I just 7

wanted to make sure.8

MR. CAREY:  Right.9

MS. PETERS:  And another question.  How is 10

Number 4 different from the last part of Number 3?11

Number 3, we're saying that the committee would review 12

and approve scope-of-work documents; and Number 4 seems 13

to be a subset of scope-of-work documents.14

CHAIR COURSON:  Yes, and those -- 3 and 4 were 15

taken -- correct me if I'm wrong, Counsel -- were taken 16

directly from the letter from outside counsel, so…17

MR. HUGHES:  Actually, each one of these 18

items -- at least numbers 1 through 7 -- is verbatim19

from Mr. Shine's e-mail to me that defined the issues.20

I didn't edit those.21

CHAIR COURSON:  So I think you're right, I 22

think that 3 and 4 really work -- it's a process.  It all 23

works together.  And as I said before, I think it sets up 24

a standard that the Audit Committee -- or not the Audit 25
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Committee -- the Compensation Committee needs to be the 1

driver in terms of consideration and the scope of any 2

outside contracts or work, and all subject to review and 3

approval of the scope of that, by the Board, before any 4

contracts are executed.5

Ms. Javits?6

MS. JAVITS:  So Number 4, you could strike from 7

"Should…" to "…Board of Directors," and then it could be,8

3 would flow, “…to key exempt management any scope of 9

work documents, including any work or instructions…"?  I 10

mean, that's basically what we're talking about there?11

This is something --12

CHAIR COURSON: (Nodding head.) 13

MS. JAVITS:  Okay, and then so 2, 3, and 4,14

it seems like one resolution could encompass the 15

continuation of a compensation committee, 2, 3, and 4.16

I'm wondering about 6.17

CHAIR COURSON:  I was looking at that.  Let's 18

talk about that while we're -- I'm sorry.19

MS. JACOBS:  If I could backtrack just a touch 20

here.21

CHAIR COURSON:  Please.22

MS. JACOBS:  It seems to me that the consensus 23

is to keep the Compensation Committee.24

CHAIR COURSON:  Yes.25
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MS. JACOBS:  The consensus is to have the 1

Compensation Committee not make major decisions on its 2

own but to make recommendations to the Board, and the 3

Board make final decisions. 4

CHAIR COURSON:  Yes.5

MS. JACOBS:  Okay, I think, you know, 1, 2, 3, 6

and 4 kind of say different parts of that.7

But am I reflecting what everybody's saying?8

MS. GALANTE: (Nodding head.)9

MS. JACOBS:  Yes?10

CHAIR COURSON:  That's certainly my -- and, 11

again, I would think -- again, remember where this came 12

from, and I think that the intent here is that the 13

Compensation Committee needs to do, frankly, the work 14

that a committee should do in terms of background and 15

scope and determinations and RFPs and so on, and bring 16

all that to the Board before executing any agreements for 17

input and approval.18

MS. JACOBS:  Okay.  I mean, I would make that a 19

motion, if that's the appropriate format, or just a --20

MS. JAVITS:  I was only raising Number 6 21

because I thought it might perhaps be encompassed in a 22

single -- you know, a single motion.23

MS. JACOBS:  I'm happy with whatever way you 24

want to do it.25
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CHAIR COURSON:  Let's talk about 6 for a 1

minute.2

6, for those of you that don't have it, is 3

talking about the Executive Director:  Should the 4

executive director have the authority to sign contracts 5

on behalf of the Agency?  Now, should the chair of the 6

Compensation Committee, or designees, have the authority 7

to sign agreements, or contracts, as opposed to the 8

Executive Director?9

I don't think that's the way this reads, 10

necessarily.11

But here I think was the issue:  The issue is 12

twofold:  One is, once the Board makes the decision to 13

enter into a contract that has to do with the 14

compensation and so on, such as with a Watson Wyatt or 15

what have you, is should that contract be, I'm going to 16

say, negotiated and executed by the Chair of the 17

Compensation Committee or their designee, part one.18

Because the question was the last time, that was a 19

different -- the process of selecting Watson Wyatt was 20

different.  So that's part one of this, as I see it.21

Part two, it goes on and says, if this 22

person -- so I would read this, as the Chair of the 23

Compensation Committee or their designee -- should they 24

be precluded from doing that if they have any business 25
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dealings with CalHFA?1

So I think it's a two-piece -- one is the 2

process that the Chair or the designee would be the one 3

to negotiate and enter into the contract, as opposed to 4

the Executive Director; and, two, does that Chair or 5

designee need to be a person that has no business 6

dealings with CalHFA.7

So I think it's two parts to that.8

Mr. Carey?9

MR. CAREY:  Well, I'd answer the second by 10

saying I disagree with the first.  I think that the --11

I don't think Board members should be signing contracts. 12

I think if we have an approval process that authorizes a 13

contract, then it makes sense for the Executive Director 14

to sign it.  It just makes no sense to change that, in my 15

mind.16

MS. JACOBS:  You took the words out of my 17

mouth.18

CHAIR COURSON:  Other comments?19

MS. GALANTE:  My only other comment is the 20

way -- I don't want to muddy the waters, but I think it 21

should be clear, I think there was also in that external 22

legal report -- correct me if I'm wrong, Tom -- embedded 23

in there, a recommendation that perhaps there shouldn't 24

be anyone on the Compensation Committee -- not just 25
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signing contracts -- but on the Compensation Committee, 1

who has any business dealings with CalHFA.2

Because I remember reading that recommendation 3

and thinking, you know, that's 90 percent of the Board.4

I thought that was a problematic recommendation.5

CHAIR COURSON:  Ms. Galante, it's really Item 6

Number 9, I think was the way it came up.  And I think 7

Mr. Morris raised that issue.8

MS. GALANTE:  Right.  Yes, thank you.9

CHAIR COURSON:  Should the Board member with 10

any business dealings with the Agency be permitted to 11

vote on any compensation issues, was the --12

MR. HUGHES:  Right.  And I think and I believe 13

there were, really, two levels of the issue.  One 14

relating to the Compensation Committee, and the 15

composition of that, including Board members with 16

business interests.17

And Number 9 really went to Mr. Morris's point, 18

that he didn't want any -- at the Board level -- members 19

voting if there were business relationships.20

CHAIR COURSON:  Which might be difficult to get 21

a quorum because, by definition in statute, the statute 22

itself requires certain types of people in certain types 23

of positions to fill slots on this board.24

MR. HUGHES:  And just to clarify that, we've, 25
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in the prior discussions with the Audit Committee, the 1

assumption is that there's no conflict of interest there. 2

That we have essentially ruled that the involvement of 3

any particular director does not constitute a conflict.4

So Number 9, if implemented, would go beyond 5

the situation where there's a conflict and just have an 6

automatic disqualification without a conflict.7

CHAIR COURSON:  My plan was, after we deal with 8

the compensation thing, was to deal with 7, 8, and 9 all 9

together, because they seemed to all have the same --10

  Yes, Ms. Javits?   11

MS. JAVITS:  Just agreeing with the sentiments 12

already expressed on Number 6, because it seems like the 13

decisions about the entire process of who is to be 14

contracted with, what the content of that contract is, 15

et cetera, are all going to come to the Board for 16

affirmation after having been thoroughly reviewed by a 17

compensation committee, I agree wholeheartedly that we 18

would like to then be able to direct the Director to 19

enter into any contracts on our behalf.20

CHAIR COURSON:  I think that's the consensus.21

So is the sense of the Board that the action22

we would take, would be to, I guess, basically retain a 23

compensation committee, and agree with the proper role of 24

that compensation committee as set forth in Items 3 and25
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4 -- understanding it may be redundant -- but in Items 3 1

and 4; and in response to Number 6, that the Executive 2

Director would execute contracts, but only upon approval 3

of the Board to enter into that contract? 4

(Ms. Galante, Ms. Javits, and Ms. Jacobs 5

nodding their heads.) 6

MS. JACOBS:  Yes.7

CHAIR COURSON:  Does somebody want to make a 8

motion?9

MR. HUGHES:  Mr. Chair, one comment just so 10

it's clear to the staff on implementing this.  There is 11

an existing Board resolution, 06-16, that adopts a 12

committee -- a charter, rather -- for the Compensation 13

Committee.  And that existing charter defines the 14

authority of the Compensation Committee and its role and, 15

at least arguably, most of these concepts already exist 16

in that charter.17

So the question, in terms of implementing this, 18

just to keep in mind a motion, it would seem to me 19

whether the Board would like to set forth a concept of 20

how this would work or an actual amendment to the 21

existing resolution and charter.22

CHAIR COURSON:  Mr. Carey?23

MS. JACOBS:  We don't have that to look at.24

MR. HUGHES:  I have copies, and I can also read 25
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the relevant part, if that's of interest.1

CHAIR COURSON:  Yes?2

MS. REDWAY:  Can we just direct staff, your 3

motion, that that's the sense to the Board, could staff 4

go and look at the charter?  And if they think any 5

changes need to be made, bring it back to the Board, 6

consistent with our -- rather than us trying to write it 7

right here?8

CHAIR COURSON:  I think that's a good point.9

Let me suggest -- and I certainly bow to 10

counsel, and we do have copies, I agree that I think the 11

charter -- the Compensation Committee charter does 12

embellish the issues that we've talked about.13

What I think is important is that we get a 14

sense of the Board on the record that specifically 15

says -- if we have to -- and I think that's a good 16

suggestion that we take a look at the charter if it needs 17

to be tweaked.  But I want a sense of the Board that 18

these items we're talking, about -- 1, 3, 4, and 6, as 19

we've described them –- the sense of the Board, is that's 20

the way -- that's what we want to approve.21

And we'll look at the charter, and if it needs 22

some tweaking or changing to accomplish the spirit of 23

that -- and I think we've had a good discussion -- then 24

we'll do that and bring it back to the Board at the next 25
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meeting for any changes to the Compensation Committee.1

Because one thing that is going to happen at 2

the next Compensation Committee, we're going to have to 3

appoint new members to the Compensation Committee, having 4

Mr. Czuker being gone.5

MR. HUGHES:  Just, again, one clarification.6

I don't want to make this any more difficult than it is, 7

but just sort of as a reminder, the staff has tried as 8

hard as possible to stay out of this process because9

that obviously affects us.  We've not been making 10

recommendations on the form of these things.11

I can certainly go back and we can take 12

the minutes and implement the sense of the Board to make 13

the existing charter more clear on those points and bring 14

it back, if that's the Board's desire.15

CHAIR COURSON:  I think that's what we're 16

saying.17

MR. HUGHES:  Up until now, we've not done that 18

because of our own involvement.19

CHAIR COURSON:  Because we haven't taken action 20

on these items.21

Mr. Carey?22

MR. CAREY:  I think if there are things that 23

are in conflict in the charter -- I don't feel the need 24

to revise the charter to incorporate every piece of this. 25
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My feelings today are just, we're just saying this is 1

today the sense of the Board; that if it's not in 2

conflict with what's written, I don't feel the need to 3

rewrite.4

MR. HUGHES:  Would it be helpful for me to 5

simply read the sentence or two that deals with this?6

And I do have copies if -- 7

But the charter has a subsection that defines 8

the authority.  It says that, "The staff of the Agency 9

will serve as a resource to the committee.  In 10

consultation with the Board Chairman and the Agency 11

Executive Director, the committee may direct the Agency 12

to engage consultants and advisors to assist the 13

committee in the execution of its duties."14

That, obviously, does create a role of the 15

committee to tell staff to hire these consultants.16

And then in the "duties" section of the 17

charter, Number 2, is, "To periodically cause to be 18

conducted salary surveys that will form the basis of the 19

compensation plan."20

So those concepts exist in the existing 21

charter.  And the question is, how, or to what extent, 22

you would want to revise them. 23

CHAIR COURSON:  But in this case we're saying 24

the Compensation Committee will make recommendations to 25
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the Board, and the Board is going to make that final 1

decision to enter into the contract and the scope of the 2

work.3

MR. HUGHES:  Okay.4

CHAIR COURSON:  Ms. Javits?5

MS. JAVITS:  My own view would be that it would 6

be to our advantage, given all of the conversation that's 7

happened about this, to clearly articulate with great 8

precision exactly what's written here on this page and 9

that that charter be amended to reflect precisely what's 10

written here, not left with the current language just to 11

prevent any confusion about what we intend in the future.12

CHAIR COURSON:  Ms. Peters?13

MS. PETERS:  Yes, I agree wholeheartedly that 14

we need to get this precisely set forth because we're 15

trying to make decisions based on minutes and verbal 16

readings of things.17

I think the sense of the Board seems to be all 18

there to go ahead with this.19

CHAIR COURSON:  Right.20

MS. PETERS:  Just one other thing that -- one 21

of the reasons why it would be very helpful to have staff 22

not make recommendations but just sort of wordsmith our 23

sense of the Board for us is that, you know, the major 24

contractual agreement mentioned in Number 1, I'm sensing 25
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that what we're saying is we want to declare that these 1

salary surveys and compensation contracts are, by 2

definition, major contractual agreements that need to 3

come before the Board.  And that seems to be something 4

that just staff can wordsmith for us.5

We may have all the pieces already in existing 6

authority, statute, document.  But to bring them all in 7

one place on this issue would be helpful.8

MR. HUGHES:  Right.  With respect -- and what9

I was referring to earlier, in that each one of these may 10

be handled somewhat differently, Number 1, the major 11

contractual obligation is actually existing regulation of 12

the Agency, which was implemented and approved by the 13

Board in 2005.  To change that definition requires us to 14

change the regulation and go through the regulatory 15

process with the Office of Administrative Law.  So that 16

one's a little bit different.17

MS. JAVITS:  Does it require a change to that? 18

I'm not following.  So does that not articulate that this 19

particular type of contract is a --20

MR. HUGHES:  It does not.21

MS. JAVITS:  -- major contract or --22

MR. HUGHES:  In the existing regulation, which 23

is also derived from a CalHFA statute, the Board approves 24

major contractual obligations.25
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The Board has approved and the Agency has 1

adopted a regulation which defines “major contractual 2

obligations” as essentially contracts that involve, or 3

are anticipated to involve a million dollars a year or 4

more.  So this wouldn’t fall within that. 5

MS. PARKER:  Tom, can't this merely be handled 6

by essentially specifying and amending the resolution, 7

that the Board considers this a major contract, and then 8

our regulations kick in --9

MS. JAVITS:  For any other contract.10

MS. PARKER:  -- that essentially already direct 11

staff for any major contract; and now under resolution, 12

this would also concur or be defined as such and, 13

therefore, would have to be brought forth?14

MR. HUGHES:  I think that probably the better 15

way to do that would be to ignore the major contractual 16

obligation, because that's a legally defined term, and 17

simply say that the Board would like the salary survey 18

contract to come before it.19

MS. JAVITS:  Right.20

MR. HUGHES:  And disregard the major 21

contractual obligation.22

CHAIR COURSON:  What I'm trying to do is carve 23

out of the contract discussion for this purpose anything 24

that has to do with salaries, compensation.  I think that 25
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was the intent here.  And those are the ones -- we'll 1

deal with the other as a separate question -- but those 2

are the ones, I think, we're talking about in this 3

specific instance.4

MS. JACOBS:  Right.  And, you know, it's a 5

state agency.  And sometimes you have to go through the 6

rulemaking process.  And it doesn't seem like it’s any 7

fun, but you have to do it, anyway.  So I think what we 8

want to do is do it right, do it precisely.  And, you 9

know, if it requires a change to some charter, then…10

MS. JAVITS:  Well, what I heard is, it wouldn't 11

necessarily; it's just if we don't use the term -- I 12

think we're talking about words here – “major contractual 13

agreement.”  But, instead, we'd reference explicitly any 14

contract with independent outside advisors to conduct 15

salary surveys or other items of concern.16

MR. HUGHES:  I think the simple way to do this 17

is to simply amend the compensation charter to say that 18

precisely.19

MS. JAVITS:  Right.20

CHAIR COURSON:  All right, Mr. Carey?21

MR. CAREY:  I'm not sure I would throw in the 22

"or other items of concern" without understanding the 23

breadth of that.24

CHAIR COURSON:  Where are we --25
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MR. CAREY:  That's in Item 1, where it says, 1

"to conduct…” -- 2

CHAIR COURSON:  Oh, yes.  I was just -- I'm not 3

looking at 1.4

I think if we deal with -- we'll come back and 5

look at the contract thing.6

Is there a motion?7

MS. JACOBS:  There's plenty of motions.8

CHAIR COURSON:  We've had one?  Okay.9

Do we have it?10

   MS. GALANTE:  I think Lynn started the motion.11

CHAIR COURSON:  Okay, Ms. Jacobs made the 12

motion.13

Is there a second?14

Let me tell you what I think.  Let’s see if 15

I --16

MS. JACOBS:  Let's all restate the motion 17

together.18

CHAIR COURSON:  I'll take a crack at this and 19

you can let me know.20

MS. JACOBS:  I'm grateful to you.21

CHAIR COURSON:  A, that the motion is that the 22

Board confirms the retention of a compensation committee; 23

and that the Compensation Committee in a review of their 24

charter will be -- the review of the charter will 25
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encompass items as set forth in Number 2 and Number 3 of 1

counsel's memorandum.  And in regards to Item Number 6, 2

the Executive Director would be instructed to execute a 3

contract dealing with compensation matters as approved by 4

the Board, period.5

MS. JACOBS:  Excellent.6

CHAIR COURSON:  Ms. Jacobs makes the motion.7

Is there a second?8

MS. JAVITS:  I think that left out Number 4.9

In what you just said, you left out Number 4.10

CHAIR COURSON:  I meant 3 and 4.  I meant 2, 3 11

and 4.  2 deals with the Compensation Committee.  3 and 4 12

will be incorporated into the charter to encompass the 13

provisions in 2 and 3 and 4; and that the Executive 14

Director would then execute a contract as approved by the 15

Board.16

I'm sorry, I had my numbering wrong.17

Ms. Jacobs still is making the motion.18

MS. JACOBS:  I'm still making the motion.19

CHAIR COURSON:  Is there a second?20

MS. JAVITS:  I second.21

CHAIR COURSON:  Ms. Javits seconds.22

Is there any further discussion on this motion?23

(No response) 24

CHAIR COURSON:  Is there any comment from the 25
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public?1

(No response) 2

CHAIR COURSON:  Let's call the roll.3

MS. OJIMA:  Ms. Peters? 4

MS. PETERS:  Yes.5

MS. OJIMA:  Mr. Carey? 6

MR. CAREY:  Yes.7

MS. OJIMA:  Ms. Galante? 8

MS. GALANTE:  Yes.9

MS. OJIMA:  Ms. Jacobs? 10

MS. JACOBS:  Yes.11

MS. OJIMA:  Javits? 12

MS. JAVITS:  Yes.13

MS. OJIMA:  Ms. Redway? 14

MS. REDWAY:  Yes.15

MS. OJIMA:  Mr. Courson? 16

CHAIR COURSON:  Yes.17

MS. OJIMA:  The motion has been approved.18

MR. HUGHES:  Mr. Chair, I'd just make one 19

suggestion as a matter of process, and we can do this 20

consistent with the Opening Meeting laws; that as we work 21

to wordsmith this document, that the staff work with the 22

chair to make sure it's consistent with your thoughts 23

before we bring it back to the Board.24

CHAIR COURSON:  And we'll bring it back at the 25

84



85

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

next Board meeting.1

MS. JAVITS:  Great.2

CHAIR COURSON:  Let's talk about Item Number 5, 3

which is related to the action we just took.  And this 4

was the question that was discussed -- and I know the5

Audit Committee talked about it -- as to the role of 6

management -- Executive Director, senior staff -- dealing 7

with an entity that's hired by the Board now as we talk 8

about it, and what that role should be, and should they 9

have a relationship, and should there be any reporting 10

between this third-party contractor and the Executive 11

Director or the staff, or should it only to be the 12

Compensation Committee.  That was the question.13

MS. JACOBS:  And you know what this sounds like 14

to me?  CEQA.15

CHAIR COURSON:  That's pretty good.16

MS. JACOBS:  And while I don't think it's the 17

purview of the CalHFA Board to take on CEQA reform today, 18

I think that we have the Compensation Committee 19

recommending the contract to the Board, the Board 20

authorizing the contract to be executed.21

I believe there should be enough specificity in 22

the contract so that the roles and responsibilities are 23

well-defined.  I think that's something, you know, as 24

we've talked about today, the first time around you don't 25
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see all the things that you could do better.1

I think they have to be able to interact with 2

staff because, first of all, staff handles the billing.3

I don't think we want to get involved with billing on the 4

Board.  I don't think, you know -- you know, progress 5

billing.  I think they're going to need information.6

And to have to come to the Board so that the 7

Board asks the Executive Director what the salaries were 8

in 1995 is a little bit onerous.  So I would like to not 9

have this provision where the contractor can't deal with 10

the staff, is how I read this provision.  I may be 11

putting a little too much into it.12

CHAIR COURSON:  Right.  No, I think that was 13

the --14

MS. JACOBS:  I’ve paid for too many EIRs in my 15

lifetime.16

CHAIR COURSON:  Ms. Galante?17

MS. GALANTE:  Yes, and I have the benefit of 18

being in on these more in-depth conversations.  I think 19

part of what this was trying to deal with is, should 20

staff be directly contacting what might be considered 21

other agencies that are going to be used as comparables 22

in a salary survey, you know, that kind of  thing.  How 23

deeply involved should the staff be in the actual setting 24

of, for example, you know, who are they being comped 25
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against when it's their own position.1

So, you know, my feeling is that the Executive 2

Director clearly should be involved with those 3

discussions with the Compensation Committee and whatever 4

consultant the Compensation Committee has selected for 5

all of the appointments under the Executive Director.6

So trying to comp what Tom's position is in 7

another agency, who is in a better position to understand 8

that than our Executive Director.9

But I think that was raised as a question. And, 10

again, my feeling is that the Executive Director, as 11

opposed to kind of all exempt key management -- in other 12

words, Tom probably shouldn't be involved in trying to 13

make comparables with other general counsels of other 14

agencies in making those recommendations.  So, you know, 15

to me, that's just the Executive Director has to be 16

involved in all the positions below his or her rank, so 17

to speak.18

And to say that the compensation consultant 19

can't talk to staff on those issues really wouldn't make 20

a lot of sense.21

I think with respect to the Executive 22

Director's salary, he or she should not be involved -- 23

the Compensation Committee needs to take a higher level 24

of involvement in figuring out, with the compensation 25
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consultant, I think, where the appropriate comparables 1

might lie.2

CHAIR COURSON:  Mr. Carey?3

MR. CAREY:  I think the goal is to have a study 4

with integrity and validity.  And I would hope that the 5

Compensation Committee would think that through in the 6

process.  And I'm not sure that it requires Board policy 7

to outline every piece of that.8

CHAIR COURSON:  Other comments?9

(No response)10

CHAIR COURSON:  Do we want to take any action, 11

or is the sense of the Board in the minutes reflective of 12

our attitude towards Item Number 6?13

MS. JACOBS:  Or 5.14

CHAIR COURSON:  Or 5?15

I'm having some math problems today.16

MS. JAVITS:  Well, just in the sense that --17

I mean, I guess the spirit of my comments are that these 18

issues continue to seem to be under discussion.  And so 19

to the extent possible, I would like to be as clear as20

we possibly can going forward so that it's quite clear21

on the record how these things are being managed.22

And one thought related to that could be that 23

we attempt to include something in the charter for the 24

Compensation Committee that directs the chair of the 25
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Compensation Committee to work closely with the Agency 1

director to ensure that all activities related to the 2

carrying out of a compensation survey be done in a way 3

that maintains maximum integrity and -- I don't know, 4

appropriate -- yes, maximum integrity.5

I'm not sure how to -- what the next word is, 6

but…7

CHAIR COURSON:  Following up on that, you8

could go that the chair of the Compensation 9

Committee would review with the Executive Director and 10

approve interactions -- 11

MS. JAVITS:  A work plan, yes.12

CHAIR COURSON:  -- interactions with any hired 13

contractor.14

MS. JACOBS:  I don't like that.15

CHAIR COURSON:  Okay.16

MS. JACOBS:  I think that we have a process 17

now, after what we did -- it may need to be formalized 18

more -- but after what we've discussed today, that 19

removes staff from the initial process of contracting, 20

and what the details of that contract are.21

And I'm totally with Carla that, you know, we 22

put, with highest integrity and fairness in every other 23

little sentence, if not every sentence of this.  But I 24

don't think then we want to get into micromanaging what 25
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constitutes talking to the staff because I think it will 1

be spelled out in the contract, which will be not 2

negotiated by staff.3

I think the point that we've been trying to get 4

to here is that the staff is not involved in negotiating 5

the contract for a salary survey.  It's done -- the Audit 6

Committee with a recommendation to the Board, and the 7

Board makes a final decision.  And I think that's really 8

the change from a public perception point of view, that 9

we're making.  I think that's enough.10

But I think if we get into, "Well, this phone 11

call has to be made by these three people" and -- 12

CHAIR COURSON:  Oh, I see.13

MS. PETERS:  “Micromanaging” is exactly the 14

word that I was going to use.15

MS. JACOBS:  Yes, I think it's going to stop 16

some process with unintended consequences.17

CHAIR COURSON:  Bettina?18

MS. REDWAY:  Carla had said we should try to be 19

as explicit as possible on the record since clearly this 20

got quite confused.21

You could try to come up with some language 22

that just said that the Compensation Committee, in doing 23

its work, shall try to prevent any real or actual, in 24

developing the contract or however -- I don't want to say 25
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"developing the contract.”1

MS. PETERS:  Executing.2

MS. REDWAY:  Just in doing its work shall work 3

to prevent any actual or real –- actual or appearance4

of a staff who might benefit if it was a salary survey 5

influencing the recommendations that are made.6

So that you're that not trying to tell them 7

they can't have conversations with them and they can't 8

sign the contract.  They're just saying, build in 9

protections so that there isn't the appearance of a staff 10

influencing the recommendations on salaries or benefits.11

MS. GALANTE:  Is that a motion?12

MS. REDWAY:  Yes, but I don't know how13

exactly -– I don’t know whether I can ask staff to do 14

this because they have pointed out that they're not 15

supposed to be.  But I think you could probably…16

CHAIR COURSON:  You could probably direct the 17

Chair to work -- as I'm working through the charter, to 18

bring it back with staff to include that.19

MS. REDWAY:  Okay.  Then that would be a 20

motion.21

And I don't know whether that was clear enough, 22

or do I need to restate it?23

CHAIR COURSON:  Everybody got it?24

MR. CAREY:  It's clear enough for me.25
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CHAIR COURSON:  I think we've got it.1

Is there a second?2

MR. CAREY:  Second.3

CHAIR COURSON:  And any further discussion? 4

(No response) 5

CHAIR COURSON:  Any discussion from the public?6

(No response) 7

CHAIR COURSON:  Okay, let's call the roll.8

MS. OJIMA:  Ms. Peters? 9

MS. PETERS:  Yes.10

MS. OJIMA:  Mr. Carey? 11

MR. CAREY:  Yes. 12

MS. OJIMA:  Ms. Galante? 13

MS. GALANTE:  Yes.14

MS. OJIMA:  Ms. Jacobs? 15

MS. JACOBS:  Yes.16

MS. OJIMA:  Ms. Javits? 17

MS. JAVITS:  Yes.18

MS. OJIMA:  Ms. Redway? 19

MS. REDWAY:  Yes.20

MS. OJIMA:  Mr. Courson? 21

CHAIR COURSON:  Yes.22

MS. OJIMA:  The motion has been approved.23

CHAIR COURSON:  All right, let's go to 24

page 456.  And my suggestion is obviously up to the 25
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Board, but my suggestion is we deal with Items 7, 8, and 1

9, because they all tend to cluster around the same 2

question.3

And should the members of the Board be required 4

to provide an annual statement that sets forth the 5

business they do, directly or indirectly with the Agency, 6

is one; and, two, obviously, therefore, should the Agency 7

adopt a set of principles, that it treats Board members 8

who do business with the Agency the same as anyone else; 9

and, three, which Ms. Galante mentioned, is the question 10

of, if a Board member has any business dealings with the 11

Agency, should they be permitted to vote on compensation 12

issues?13

And I think those all sort of are in the same, 14

general venue of discussion, so… 15

MS. JACOBS:  I am under the impression that16

I think is correct, that all Board members fill out a17

Form 700.18

CHAIR COURSON:  That is correct.19

MS. JACOBS:  And I think trying to make this 20

board different from other state agencies and boards with 21

different requirements than that would not be something 22

that I would support.23

CHAIR COURSON:  Other comments?24

Ms. Peters?25
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MS. PETERS:  I agree.  And I would add that 1

there's well-defined law on conflicts of interest that 2

every Board member is bound to follow that I think gets 3

to the goal of what these imprecisely stated statements 4

are trying to reach.5

CHAIR COURSON:  Other comments?6

Ms. Galante?7

MS. GALANTE:  I'm happy to leave it to the8

Form 700 -- is that what it is, Form 700 -- on the one 9

hand.10

On the other hand, just to maybe play devil's 11

advocate a little bit, I think it was Mr. Morris who 12

raised that, you know, he didn't know, as a Board member, 13

that, say, Mr. Shine was on a board of Habitat for 14

Humanity.  It might have been disclosed but he, as a 15

Board member, didn't know that when things are being 16

voted on, you know, as one example.17

And the issue has come up of, you know, "I may 18

not have a direct conflict on any particular vote on a 19

multifamily deal that's before us, but the fact that I do 20

business with CalHFA on multifamily deals, you know, 21

should other Board members understand where we’re all 22

coming from and kind of what our business is?"23

And that was the concern that I heard that, you 24

know, I have to say it felt like it had some legitimacy 25
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to me.  I don't know that this is the way to deal with 1

it.  But there was this sense that we as Board members 2

don't necessarily understand where our business connects 3

for other Board members.  We understand for ourselves, 4

but other people don't necessarily understand that.5

So that was his concern, so I just feel like 6

maybe I should articulate that on his behalf.7

CHAIR COURSON:  Mr. Carey?8

MR. CAREY:  I think you're absolutely right 9

about what the concern was.  And I found myself feeling 10

somewhat the same way.11

As I stated this morning, I found myself 12

wondering what the effect would be of my awareness of 13

someone's business dealings that have been publicly 14

disclosed in a Form 700, which CalHFA counsel has agreed 15

does not constitute a legal conflict of interest.  Would 16

it be then within my role to challenge that individual's 17

vote on an item before our agenda?  I'm not sure it 18

really would.  I'm not the FPPC.19

So while I find it with -- in hindsight, 20

looking back at a decision that was made, I might want to 21

say, "Gee, I knew that."  On the other hand, I'm not sure 22

that I'm in a role to enforce or act upon that knowledge 23

in any way.24

I do believe the Form 700's are public 25
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information; aren't they?1

MR. HUGHES:  Yes, they are.2

MR. CAREY:  Are they easily accessible?3

MR. HUGHES:  Yes, and as a matter of fact, the 4

Public Records Act requires us to produce them within two 5

hours of a request.  So they are very public.6

MR. CAREY:  Okay.7

MR. HUGHES:  And we maintain them in our 8

office.9

MS. OJIMA:  I can do that right now.10

MR. HUGHES:  And we do that.11

MS. JACOBS:  Just even having a six-hour debate 12

on what "do business with the Agency” means was a little 13

off-putting to me.  But I would say that as Director of 14

HCD and as deputy secretary of Business, Transportation, 15

and Housing, for housing issues, we do business with 16

CalHFA.17

Now, whether I get any personal financial gain 18

from that is a completely different issue.  And that's 19

more of the Form 700 deal to me.  And I don't know why it 20

would be up to me to declare whether or not Carol has a 21

conflict.22

People -- you know, it's up to each individual 23

Board member to abstain when they think there's a 24

conflict.  It's not up to somebody else to make a 25
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decision for them.1

I understand what the concern was, and I'm 2

glad, Carol, that you embellished on what the concern 3

was, and Peter.  But I just think this is not the road to 4

go down.5

CHAIR COURSON:  Ms. Peters?6

MS. PETERS:  Might this be accomplished by just 7

directing staff to copy all Board members on everyone's 8

Form 700's as they are filed, so we're all generally 9

aware of that?10

MS. JACOBS:  No, because I don't think that's 11

what the legal process is.  I think if I wanted to see 12

all the Form 700's, I would call, and I could get to see 13

them within two hours.14

So, I mean, I think we could -- we have said 15

this at a Board meeting, Board members who are not here 16

can read the minutes, where we accentuate, once again, 17

that the Form 700's are completely accessible to anyone 18

who wants to see them.  But I think doing that extra 19

step, are we setting a precedent for other boards and all 20

this other kind of thing?  It seems easy, but these 21

things always bite you.22

CHAIR COURSON:  Ms. Javits?23

MS. JAVITS:  Do we know anything about how 24

other boards do deal with any of these questions?25
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CHAIR COURSON:  I can't respond.  I’m going to 1

have to -- 2

MS. REDWAY:  I am not the lawyer on this, Tom 3

is.  But we have an exception that allows individuals who 4

do business to sit on the board -- many boards -- because 5

it's necessary to have people who understand the business 6

on the Board.  Many boards don't allow that overlap so 7

they wouldn't have that situation.8

MR. HUGHES:  That's correct.  Just to 9

elaborate, the CalHFA statutes actually require Board 10

members to be from certain designated industry groups.11

And those board members historically have tended to be 12

people with experience in the affordable housing business 13

or the real estate business, and it is not at all 14

uncommon for those folks to have business dealings.15

Having said that, CalHFA is still subject to 16

all the conflict-of-interest rules.  And just to clarify 17

one point that has come up repeatedly -- and I know I've 18

talked to the Board at great length about this but Board 19

members have changed -- because CalHFA is different in 20

that we typically are dealing with contract matters, each 21

one of our loans is a contract, we fall within the rules 22

of Government Code section 1090; and if any board member 23

has a conflict, the entire board is disqualified.24

And, you know, we go to great lengths to 25
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encourage Board members to talk to our office first, so 1

that we can identify these issues.  The question that has 2

come up here is whether in the absence of that conflict 3

there should be some further requirement.4

And I did want to bring this up to remind the 5

Board, my own sense is that Number 9 is probably not 6

legal.  I don't think the Board could restrict a Board 7

member from voting where there is no conflict of 8

interest.9

Certainly in the past, Board members have 10

recused themselves when they have no conflict of interest 11

just to avoid an appearance of impropriety.  If they did 12

have a conflict, the Board couldn't proceed.  But I don't 13

think the Board can mandate that a Board member not vote. 14

That takes away their statutory power.15

MS. JAVITS:  And on Number 8, is there anything 16

in our current -- sort of the rules or regulations that 17

currently govern CalHFA that speaks to that question in a 18

general, in a broad sense?19

MR. HUGHES:  I don't think there's anything 20

formal.  I know that, in practice, we go to great lengths 21

to make sure that that's absolutely the case, that we 22

treat everyone the same.23

CHAIR COURSON:  Is it a sense of the Board 24

that, therefore, the potential action would be that in 25

99



100

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

regards to Item Numbers 7, 8, and 9, that the Board does 1

not agree with those?2

MS. GALANTE:  That 9 would be the reverse.3

CHAIR COURSON:  Oh, yes, okay.4

MS. REDWAY:  It's a double negative.5

MR. CAREY:  If I were to make a suggestion, it 6

would be that we state that we feel that the existing 7

conflict-of-interest rules of the Agency and of the State 8

are adequate assurance, and leave it at that rather than 9

referring to --10

CHAIR COURSON:  Okay.11

MS. JACOBS:  Absolutely.  If that's a motion, 12

then I'll second it.13

CHAIR COURSON:  Let's make sure that we're 14

making that motion in reference to responding to Items 7, 15

8, and 9.16

MR. CAREY:  Right.17

CHAIR COURSON:  Okay, that's the motion.18

Is there a second?19

MS. JACOBS:  Yes.20

CHAIR COURSON:  Jacobs second.21

Any further discussion?22

(No response) 23

CHAIR COURSON:  Any comment from the public?24

(No response) 25
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CHAIR COURSON:  Let's call the roll.1

MS. OJIMA:  Ms. Peters? 2

MS. PETERS:  Yes.3

MS. OJIMA:  Mr. Carey? 4

MR. CAREY:  Yes.5

MS. OJIMA:  Ms. Galante? 6

MS. GALANTE:  Yes.7

MS. OJIMA:  Ms. Jacobs? 8

MS. JACOBS:  Yes.9

MS. OJIMA:  Ms. Javits? 10

MS. JAVITS:  Yes.11

MS. OJIMA:  Ms. Redway? 12

MS. REDWAY:  Yes.13

MS. OJIMA:  Mr. Courson? 14

CHAIR COURSON:  Yes.15

MS. OJIMA:  The motion has been approved.16

CHAIR COURSON:  Okay, let's go back up to 17

Number 1, which talks about -- and this came -- I'm not 18

quite sure how the contract piece came in here, to be 19

very candid with you.  But it's here, so we're going to 20

deal with it.21

We, as Tom has -- as counsel has alluded to, we 22

passed a Board resolution two years ago, maybe three 23

years -- '05?24

MR. HUGHES:  2005, correct.25
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CHAIR COURSON:  -- in 2005 that set forth the 1

parameters, contracting authority for the Executive 2

Director versus the board.3

And so I guess what this item is referring to 4

is, does the Board want to revisit that action that we 5

took in 2005.6

And can you summarize, sort of in general 7

terms, what that contracting authority is, that 8

resolution?9

MR. HUGHES:  Again, briefly, CalHFA statutes 10

define the authority of both the Board and the Executive 11

Director.  It's a little bit different than in a 12

corporate model, in that all authority isn't delegated 13

down to the Executive Director.  There's a line between 14

the Board's authority and the Executive Director's.15

The line is not particularly clearly drawn in 16

statutes.  The statute requires that the Board approve 17

two things:  The issuance of securities and major 18

contractual obligations.19

So since the 1980s, the Agency has had a 20

regulation that's attempted to define what a major 21

contractual obligation is.22

There's a number of elements to it.  The one 23

that we discussed most often is a dollar threshold for 24

making a contract major or not major.  Anything over the 25
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line that is a major contractual obligation is within the 1

authority of the Board.  Anything under the line is 2

within the authority of the Executive Director.3

Since the 1980s, that regulation had provided 4

that contracts that involved $500,000 or more were major 5

contractual obligations.6

In 2005, we suggested that that regulation be 7

changed, really to accomplish two things:8

First, and actually the lesser of the two, was 9

that the number be changed to be a million dollars in a 10

year because the number had not changed since the 1980s, 11

and the value of contracts had gone up.  That would push 12

only, you know, very significant contracts into that 13

category.14

And two, the existing regulation didn't provide 15

any guidance as to what that $500,000 meant, whether it 16

was in one year, over the life of the contract, what 17

happens if you thought it would be under, but it went 18

over because it was based on an hourly rate or something. 19

So the regulation attempts to define that.20

We also had extended discussions on that 21

because the resolutions that the Board enacts in 22

January for the financing resolutions that Bruce referred 23

to earlier provide to the Agency a delegation to do many 24

contracts on a delegated basis without regard to that 25
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regulation.  And those are all of the contracts necessary 1

to implement the bond finance programs.  All of the 2

financial agreements which, of course, very often involve 3

large amounts of money.  So that was the discussion.4

The Board passed that in January 2005.5

Mr. Morris requested -- he had objected to that and 6

requested to come back to the Board in March of 2005.7

The Board looked at that item again and did not 8

make any changes to that.  And that's where it stands to 9

this day.10

MS. PARKER:  Mr. Chairman, just, again, to11

make sure on the record, so it's discussed, it was my 12

recollection that this was an item that Mr. Morris had 13

asked be added to consideration by the Audit Committee.14

In fact, when there was a discussion about hiring15

outside counsel, initially there was the discussion of 16

having that outside investigation or review also look at 17

this contracting authority relative to other state 18

agencies.19

And, Tom, the status of that work -- because 20

you might as well talk about it now so that's not just 21

kind of left…22

MR. HUGHES:  I knew Mr. Morris had wanted to 23

determine what other state agencies did.  I have not -- 24

I'm not aware of anything that --25

104



105

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

CHAIR COURSON:  I can respond to part of it.1

In talking to the counsel from Manatt Phelps 2

that did the work, counsel said and related to me, and3

I think maybe even to the Board, that that was not an 4

assignment that he would recommend that he continue on 5

and work in the contracting area.  That his job -- he 6

thought the compensation was the right thing to do; and 7

that any work in the contracting area was really -- I 8

don't want to put words in his mouth, but certainly my 9

impression was we have a contracting authority; and just 10

revisiting that as a board as a policy decision, it 11

didn't take an outside third-party review.12

MR. HUGHES:  That's exactly correct.  And I had 13

that conversation with Steve Nissen of Manatt Phelps.14

And his recommendation or suggestion was that his firm 15

can certainly do that work if the Agency and the Board 16

desired.  He frankly didn't think it was necessary.17

MS. PARKER:  I just want to tie all of these 18

items up because they were related, and not leave any 19

parts to -- I think that's what you're trying to 20

accomplish.21

CHAIR COURSON:  So I guess the question is, 22

does the Board -- and we've dealt with the compensation 23

piece of this -- does the Board want to -- I would 24

suggest we don't try to do it today -- but want to review 25
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the contracting resolution that was approved in 2005 at a 1

subsequent meeting?  Or are we satisfied with Tom's 2

description of what's there?  I mean, that is what it is. 3

Or do we want to delve back into it at a future meeting?4

MS. JACOBS:  I think it's fine the way it is.5

CHAIR COURSON:  Okay, other thoughts?6

(No response) 7

CHAIR COURSON:  Seeing no one wanting to delve 8

back into it, is it fair to say that the sense of the 9

Board, unless I hear some objection, it's the sense of 10

the Board that at this point we'll let the contracting 11

authority and resolution stand as in 2005 -- and, 12

obviously, at any time the Board or anybody, if a member 13

of the Board wants to bring it up, it's something that we 14

would put on the agenda for discussion.15

MR. HUGHES:  I will say, Mr. Chair, that just 16

one clarification because I know the composition of the 17

Board has changed.  That when the staff did get that 18

resolution approved, we did indicate to the Board that if 19

we thought a particular contract was sensitive in some 20

way, that we would always bring it back; and, in fact, we 21

have brought back a number of contracts which otherwise 22

would have been under the threshold because we thought it 23

was something particular that the Board would want to 24

know about.25
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MS. REDWAY:  I had a thought on the prior 1

discussions, 7, 8, and 9, which was not to change the 2

prior motion.  But whether or not we could partially 3

address those concerns by thinking about amending the 4

Compensation Committee's charter to explicitly require 5

that at least half of the members be members who did not 6

do business with CalHFA.  And I think that is consistent, 7

actually, with the current makeup of the Compensation 8

Committee.  But I would have to ask staff whether doing 9

that would cause too many problems?  We have --10

CHAIR COURSON:  I think you get back into the 11

slippery slope of creating different classes of directors 12

on the Board as to you can or can't do -- I'm just 13

stating my own personal opinion -- and what you can or 14

can't do, and what committees you could or could not 15

serve on.  My concern would be if we go that route for 16

the Compensation Committee, I can assure you, following 17

right behind is going to be a discussion about the Audit 18

Committee.19

And so as we get those two committees and we 20

get people on them, do we, in effect, really run out of 21

people that can serve on those committees?  That's just 22

my thought.  That's a personal comment.23

MS. GALANTE:  I'm not sure that you have enough 24

people on the Board that don't do some kind of business 25
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with CalHFA, that you could actually implement that very 1

easily.2

CHAIR COURSON:  Okay.  All right, unless 3

there's anything else that a member of the Board would 4

like to discuss in regards to the items set forth in the 5

memorandum that we've been discussing regarding pending 6

Audit Committee issues… 7

(No response) 8

CHAIR COURSON:  And seeing none, thank you for 9

your perseverance.10

I thought we had a good discussion, as a matter 11

of fact; and I'm glad we certainly had time, dealt with 12

it, and moved on about our business.13

The deliverable back to the Board will be a 14

revised Compensation Committee charter for consideration 15

at the next meeting, for discussion and consideration.16

We are going to take a ten-minute break.  We 17

will be back at 11:45.  And the next item will be our 18

business plan, which is our last item on our agenda.19

MS. PARKER:  We have to have the -- just as 20

long as it incorporates the action item --21

CHAIR COURSON:  That's the business plan. 22

MS. PARKER:  Right, but we have an action item 23

that we need to do for our insurance.24

CHAIR COURSON:  Okay.25
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(A recess was taken at 11:37 a.m.)1

          (Proceedings resumed at 11:49 a.m.)2

                        --o0o-- 3

Item 8.   Progress Report on Development of the CalHFA 4

          Five-Year Business Plan (2008-09 to 2012-13)5

CHAIR COURSON:  The next item on our agenda is 6

the Business Plan Review.7

And to start that, you have a handout called, 8

“Re-calibrating CalHFA's Risk Portfolio.”  Everybody 9

should have one of these at their place.  And Bruce is 10

going to walk us through this.11

Obviously, as he alluded to before and as we 12

all know, there have been dramatic events in the capital 13

markets that certainly, as we have talked about at past 14

Board meetings, have a direct impact, a significant 15

impact on CalHFA and our role as directors of CalHFA.16

So I know the staff has worked feverishly over 17

the last few days and as late as yesterday to really put 18

together a briefing and document for us so we all have a 19

very good sense about the impact on CalHFA and where we 20

are today.21

So, Bruce, I'll turn it over to you.22

MS. PARKER:  I'll give a little brief 23

introduction, Mr. Chairman.24

When Tim talked about doing this, we all jumped 25
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on and thought that this was a really important 1

presentation to have go to the Board.2

We've been talking in the work that we had with 3

the Citi people come out and trying to give some 4

background about what's happening with the subprime 5

market.  We talked a lot about what's happening on the 6

lending side. And a lot of the discussion has been around 7

whether there should be a pull-back or a tightening of 8

lending criteria.9

We haven't -- although it's been certainly very 10

volatile -- had discussions on what's on the debt side, 11

the bonding side.12

And as those items of tightening ripple through 13

that, the actuality is that they are all very integrally 14

related.  And we didn't think that we could have a 15

discussion just on trying to make some changes and manage 16

on the programmatic loan side, but also recognizing how 17

that impacts the debt and bonding side, and for the 18

ability for the Agency to do business in totality, and 19

where we wanted to be essentially targeting our business 20

through this period for the next -- at least year, let 21

alone a five-year business plan.22

So I think you will find this very interesting. 23

It's a bit daunting in some respects.  But maybe in 24

following to the last discussion, I would say that I am 25
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so incredibly proud of the caliber and quality of the 1

staff of the Housing Finance Agency because if we were 2

not able to hire the people that could do this work, I 3

would hate to think about where we would be and what we 4

would be telling you today.5

So with that as an introduction, I turn this 6

over to the brain trust.7

MR. GILBERTSON:  Well, thank you, Terri.8

Just for the purposes of the Board, I don't 9

know that Tim Hsu has an opportunity to present to the 10

Board very often.  But Tim is a member of the Financing 11

Division.  He is our Financing Risk Manager.  Tim is 12

quite a qualified individual, has worked on Wall Street 13

before for investment banking firms and done financial, 14

advisory, and other quantitative analysis.15

So Tim had a heavy hand in the preparation of 16

this material today.17

But as Terri has talked and we have talked with 18

the Board, we entered a very challenging financial 19

market, I would say sometime last August is where people 20

are kind of drawing the bright line.21

And we believe that the financial markets at 22

this point have fundamentally changed in a variety of 23

ways.  And, quite honestly, I think they're considerably 24

worse in the last six weeks than they have been prior to 25
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that period of time.  And we'll go through some of this.1

There's a lot of things like that going on in 2

the marketplace.  Risk premiums have certainly widened.3

So everybody is reassessing and repricing risk in a lot 4

of different ways.  And we have a number of financial 5

relationships with partners, lenders, and the whole gamut 6

that would encompass the lending business that we're a 7

part of.8

In many cases, trading relationships are not 9

rational.  There is no reason that a tax-exempt municipal 10

bond should trade at a higher rate of interest than a 11

U.S. Treasury bond that is federally taxable.  But that's 12

the environment that we're working in today.13

So I think the way we thought it would be best 14

to go through this -- I referred to these as “chapters” 15

earlier today -- but we have five components of the 16

presentation.17

I think what Tim and I would like to do is 18

we're going to go back and forth a little bit on this.19

At the end of every chapter, if you will, maybe we'll 20

open it up and see if there are questions.  Otherwise,21

I think this is going to be a rather long presentation.22

And I think having an interactive discussion is going to 23

be more valuable for the Board than if we just are, you 24

know, sitting up here talking for 30 minutes or so.25
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So as we went through this, we really want to 1

focus on a couple of things.  One is, there's been 2

significant municipal bond market dislocation over the 3

last seven months.4

You know, what is the impact to CalHFA?  You 5

know, we were a pretty significant player in this 6

marketplace.  And what do we mean when we talk about 7

"repricing of these risk premiums"?  We wanted to go 8

through a little bit of this, talk specifically about 9

where our debt portfolio sits today, and some of the 10

restructuring that we are well underway with as we try to 11

move the Agency to a new place in a different market, if 12

you will.13

I think that ties in with the historical 14

context of the debt-issuance activity for the Agency.15

And then the last is kind of what we think are 16

reasonable steps for us to re-calibrate and relook at17

the risk profile for the Agency, what that means 18

programmatically and as it relates to the business plan.19

Just one other bit -- another statement of kind 20

of a preview, is that all of this was done with the 21

involvement of Terri and the senior management team of 22

the Agency.  This isn't just a Financing Division 23

activity.  We unfortunately sometimes become the bearers 24

of the negative news and the reality that the Agency 25
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needs to take a slightly different direction.1

I hear some chuckling from my colleagues in the 2

background.3

But we've tried to be open, honest, and 4

educational, as we've had these meetings over the last 5

six to eight weeks.6

So this first section is to talk about the muni 7

market dislocation and how that has really impacted the 8

Agency.9

We've debated back and forth a little bit about 10

how technical that this presentation should be; and we 11

want it to be at the right level.  If you don't think 12

it's technical enough, please ask questions.  We'll do 13

our best to respond to that.  But we will probably 14

elevate it a little bit, just so that we can resonate and 15

have some key points that will be take-aways in all of 16

this.17

I think one of the things -- and we're going to 18

take a look at our debt portfolio in more detail in a few 19

moments.  But the Agency has issued bonds in a number of 20

different ways.  We have fixed-rate bonds.  We have three 21

different types of variable-rate bonds that we have 22

offered historically.  One is an index bond.  It's simply 23

a spread to an index in the marketplace.  And there are 24

two other pieces:  The auction-rate security market and 25
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the variable-rate demand obligation market.1

This first slide is really talking about the 2

auction-rate security market.  This was a security 3

instrument for the last five years, was performing very, 4

very, very well.  In many cases, it was outperforming 5

many other variable-rate bonds in the marketplace.  And 6

we had investment bankers pitching us the idea that maybe 7

we should do more of this.  This was a great thing.8

A lot of things have changed and liquidity is 9

king in the marketplace today.  And this is a product -- 10

a bond product that doesn't have liquidity.  If there 11

isn't an investor to buy it, you might be holding a 12

30-year bond that resets on a weekly or every-monthly 13

basis for a long period of time.14

So investors kind of backed away from this.15

We think, for the Agency, this is probably not 16

a product that will work for us on a going-forward basis. 17

We have plans underway to remove ourself from this 18

marketplace.  And we'll try to reposition ourselves in 19

other variable-rate products or perhaps some fixed-rate 20

products.21

So irreparably harmed in our view.22

Rating agency downgrades of the bond insurers. 23

You may recall, we had a briefing of the Board back at 24

the November meeting, where we talked about what was 25
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going on with the bond insurers; and at that time we did 1

talk a little bit about where we might be exposed with 2

auction-rate securities.3

Well, some of our thoughts at that time have 4

actually become reality at this point.5

We first offered auction-rate securities much 6

earlier in this decade.  We had never had what was called 7

a "failed auction."  A failed auction resonates all by 8

itself.  I don't believe I need to explain that, but I 9

will in some way.  An auction-rate security is reliant on 10

a Dutch auction process where investors bid an interest11

rate for an amount of bonds.12

The clearing bid, or the highest interest rate 13

to clear all of the bonds, in an example where there 14

might be $50 million of bonds outstanding, would be the 15

highest rate to clear $50 million, will be the new 16

interest rate that all of the bond-holders receive as a 17

result of that Dutch auction.18

What happened -- and I remember the day 19

specifically, it was February 13th, the first time we 20

ever had a failed auction, and we had four of them all 21

occur on one day.22

Subsequent to that, we've had 13 additional 23

failed auctions, because many of these auctions fail on a 24

weekly basis at this point.25
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Certainly our cost of borrowing goes up 1

dramatically under a failed auction.  You know, we have 2

both taxable auctions and tax-exempt auctions.3

You know, we believe, when we entered into this 4

marketplace, that they would trade relatively close to 5

indexes, either a taxable index, we would track this to 6

the LIBOR, one-month LIBOR, or if it was a tax-exempt 7

security, to follow what used to be called BMA and is now 8

referred as a SIFMA index.9

These failed.10

Every document has different maximum interest 11

rates that are assessed, as high as 15 percent.12

Many of the failed auctions that we have reset 13

at max rates of about 4-and-a-half percent or 4.7 percent 14

interest, because the documentation was derived off of 15

formula rather than just a stated maximum rate.16

The other aspect of the variable-rate market 17

that we have to react to is this variable-rate demand 18

obligation market.  These are bonds that are 19

traditionally sold to municipal money-market funds.  So 20

they have to be what is referred to as "money-market 21

eligible."22

Without trying to give you all of the details 23

of that, I think a couple things are key.  You have to 24

have an AA-rated security to be money-market eligible; 25
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and it can't have a maturity of longer than 13 months.1

Our bonds that are variable-rate demand 2

obligations do have longer-dated terms, but they have a 3

liquidity facility so that the investor can get out of it 4

on any interest-rate reset date.5

I think the slide here is telling us that 6

there's a lot of liquidity concerns in the marketplace. 7

As they spread, many of these securities have been sold 8

because they had insurance attached to them.9

Some of the municipalities that have issued 10

this type of debt are a lower-rated entity, perhaps an 11

A-rated credit.  They've used the bond insurance 12

marketplace to get to an AAA standard because they had13

to attain an AA standard to meet the money-market 14

eligibility standards.  But, unfortunately, the15

investors don't want that because they're fearful that 16

the bond insurer is going to fail.  And then the 17

liquidity facility has events to terminate the liquidity 18

facility if the bond insurer fails.19

I'm already thinking I'm way deeper into this 20

than I want to be at this point.  But maybe I will pause 21

there and just ask if there's any questions that I can 22

help make this clearer to the Board members regarding 23

auction-rate securities and these variable-rate demand 24

obligations.25
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The point is that we're incurring higher 1

interest-rate expenses.2

MS. PARKER:  Show them the picture.3

MR. GILBERTSON:  Okay, that's maybe a good way 4

to settle in on all of this.5

Here's the scatter diagram that shows the 6

resets of a number of our variable-rate bonds, what we're 7

calling "tainted bonds."8

And I'm going to have Tim walk us through this 9

slide.10

CHAIR COURSON:  Bruce, can I ask one question?11

MR. GILBERTSON:  Sure.12

CHAIR COURSON:  Of the bond insurers that we 13

use -- and, obviously, a number of them have made the 14

headlines in terms of their enfeebled financial15

capacity -- can you characterize what the status of our 16

various bond insurers that we're currently using would 17

be?18

MR. GILBERTSON:  Yes, we have relationships 19

with four bond insurers.20

The best of the group that we have is FSA.  FSA 21

has retained their AAA ratings all along.  They are not 22

on negative outlook or negative watch by any of the 23

rating agencies.24

The next group of insurers would be MBIA and 25
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AMBAC.  They have retained their AAA ratings by S & P and 1

Moody's, which is important to us, but they do have some 2

form of negative outlook or negative watch attached to 3

them.4

And then the third grouping would be, FGIC is a 5

bond insurer of ours.  They have actually experienced 6

downgrades at this point by either S & P or Moody's or 7

both.  And I'm not current on all of the absolute 8

ratings.  But certainly we can provide that to the Board.9

CHAIR COURSON:  Thank you.10

MR. HSU:  And the only thing I would add to 11

that is that, to some extent, the second group of bond 12

insurers keeping their AAA for the moment, that fact by 13

itself is not preventing a lot of our bonds as wrapped by 14

these insurers to trade off the benchmarks.  And that's a 15

great segue into this chart.16

Our director of Marketing said I should be 17

different and stand up.18

I thought that would be instructive to show the 19

impact of what's happening first.  And we'll sort of step 20

back to look at the instruction plans that we have in 21

place, and we'll define what we mean by "tainted bonds" 22

later on in the presentation.23

What this chart is showing is, we roughly have, 24

currently, about $4.5 billion of variable-rate bonds.25
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And that spans over about 60 to 80 series.  And what the 1

chart is showing is the variable resets over time.  And I 2

started this chart here in February of last year.3

So the blue dots are the resets that we have, 4

and that yellow line here is the industry benchmark 5

that's referred to as SIFMA these days.  So that's 6

basically the average of about 357, or something like 7

that, of variable-rate bonds in the industry, in the 8

country.9

So what we see is when we started out on this 10

chart, we cluster around this yellow line here, which is 11

SIFMA, quite closely, and, generally, happily, because 12

we're generally below the yellow line.13

And I think the bad news hitting around August 14

of last year, and Bear announced that their hedge fund 15

had suffered losses.16

And you can see this dispersion of our reset 17

rate widening out as we approach today.18

And all these resets above the yellow line here 19

are problematic.  So the one that we had mentioned 20

earlier where we had a failed auction is all the way up 21

here (pointing) -- I can't even reach it, 15 percent.22

And these larger dots here all represent failed auctions.23

We do have some failed auctions which are down 24

here, too, but these obviously are highlighting the 25
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problems that we have.  And if we take all these dots 1

that are right above the yellow line, you could think of 2

that as an increase to our cost of funds which we didn't 3

expect.  Certainly we should be borrowing taxes at rates 4

in order to make our programs work.5

And when we just add up all these dots and 6

multiply by the roughly 4.5 -- well, that's these dots 7

above the yellow lines here represent about a billion 8

dollars of bonds.  So if we take these dots and multiply 9

by a billion over time, roughly, we think that over the 10

last six months it has increased our costs by about 11

$3.7 million.12

CHAIR COURSON:  And, Tim, talk about while 13

SIFMA is going down, the blue dots are going up.14

MR. HSU:  It's true.  I think that you can see 15

that the blue dots are still clustering generally, 16

perhaps, near the yellow lines as the rates are going 17

down.  But there is a lot of dislocation in the 18

marketplace, where even, as Bruce mentioned earlier, we 19

have about $600 million of bonds as insured by FSA, which 20

has not been tainted at all by all the negative news in 21

the subprime market.22

And I heard today that we did have an FSA piece 23

of paper that reset yesterday at 5 percent.  That the 24

marketplace -- I think Bruce alluded to this earlier -- 25
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is not rational at this point.  Even an AAA-insured piece 1

of paper, which has our underlying rating, could shrink 2

at 5 percent on a given day.3

And to be sure, what's down here to form this 4

cluster of blue is actually our credit that's unenhanced 5

by the bond insurers.  Meaning, that if people look 6

straight to our credit, they say, "Oh, I think that's a 7

better credit than having our credit that's insured by 8

FSA’s AAA.”  That just doesn't seem to make much sense, 9

but that's what the marketplace is doing.10

And this irrationality, to some extent -- some 11

of this, these rates up here, these are auction products 12

in which the market dislocation is an issue and those 13

investors have to evacuate from those market places, so 14

that seems to make sense.  But there's a lot of dots in 15

here that don't really make much sense.  But the bottom 16

line is that we are paying more for our cost of funds, 17

which is a real issue as we fund our programs on an 18

ongoing basis.19

MS. GALANTE:  I was just trying to go back to 20

where Bruce started and then take this information.21

So that the four-and-a-half billion dollars 22

that you are representing on this chart over time is all 23

of our variable-rate debt or just this -- I'm trying to 24

understand whether that represents all the variable-rate 25
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or just a subcomponent that is subject to the auction 1

process.2

MR. HSU:  The four-point --3

MR. GILBERTSON:  Is this chart of the4

tainted -- what we're calling the tainted ones, or does 5

it represent all of them?6

MR. HSU:  This is the $4.5 billion of7

variable-rate bonds that we have.8

The one subset of the variable-rate bonds as 9

I've included are the index floaters that we have.  And 10

those are taxable bonds.  And as Bruce said earlier, they 11

apply the LIBOR plus, let’s say 30, and that never 12

changes over time.  So in some sense, we're not 13

experiencing risk on them, if you will, because we lock 14

in that spread over time.  That's why we don't put that 15

on this analysis because there's really no variance, if 16

you will.17

So this is representing the $4.5 billion.  And 18

within that $4.5 billion, we have $3.5 billion that are 19

untainted, if you will, and there's $1 billion that's 20

tainted.21

And the way to think about where that tainted 22

$1 billion are resetting, generally they're about this 23

yellow line, and this dispersion up here is representing 24

where the $1 billion is resetting.25
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But there are some -- there are going to be 1

some dots above the yellow line that are also 2

representing the 3.5 that's untainted, and that's the 3

irrationality that we were speaking to.4

MS. GALANTE:  So in my own language then, this 5

is most of our variable-rate debt, there's a small 6

component that's not in this chart because they --7

MR. GILBERTSON:  This is the chart of our 8

entire debt portfolio.9

MS. GALANTE:  That’s what I’m looking for.10

Thank you. 11

MR. GILBERTSON:  Why don't we start here and go 12

through this?13

MR. HSU:  In total, we have $7.9 billion of all 14

debt, fixed-rate, variable-rate, everything included.15

And what we're showing here is a pie chart that breaks 16

down the universe of our bonds.17

So we have $2.4 billion fixed-rate debt in 18

which we are not taking any risk on because all the risks 19

are shifted to the investors.20

And this is the $3.5 billion I'm talking about. 21

These are variable-rate bonds and they are considered to 22

be untainted, as in, generally speaking, on average over 23

time, they're still doing okay.24

And these index floaters, these are primarily 25
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owned by the Federal Home Loan Bank of San Francisco, and 1

these are taxable index floaters that reset at a spread 2

over LIBOR.  And these don't have any variance.  We know 3

what we're getting ourselves into, and these have no 4

problems.5

It's this little slice of pie over here which 6

represents about $1 billion bonds that are sort of our 7

issues of the day.  And they break down into -- as Bruce 8

mentioned earlier, the entire auction world is basically 9

out for the count.  And there's really -- we haven't 10

heard any market players saying that that market is ever 11

coming back.  And the key thing there is that while we 12

could be avoiding failed auctions, meaning, that perhaps 13

we're not resetting at 15 percent anymore, we're 14

resetting at 4 percent, that in itself is not a cure 15

because we're expecting that marketplace to price at a 16

benchmark that's equal to that yellow line I was showing 17

you earlier.18

So resetting at 4 percent and not approaching 19

the yellow, that itself means that that product is 20

flawed, and it's basically a downward account.  So that 21

entire world is gone.22

And the VRDOs that are insured by MBIA/AMBAC 23

that represents about $462 million, that is also a 24

problem that we're trying to deal with.25
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MS. GALANTE:  That was very helpful.  Thank 1

you.2

Can I just ask then, on the other variable-rate 3

debt that you don't feel is tainted, can you articulate 4

just a little bit more why you don't think -- I mean, I 5

understand the insurers, how confident are you that that 6

variable-rate debt is also not --7

MR. GILBERTSON:  You've hit on the key point in 8

all of this, Carol, quite honestly.  That is critical to 9

the Agency.  That's a huge block of bonds that are 10

performing quite well today because our credit -- our 11

underlying credit is still an AA.  We're going to go 12

through this in a little more detail in a while.13

And the FSA bond insurer has not been 14

implicated in any of this at all.  They have, as we 15

understand, very little involvement in insurance, on CDOs 16

and other subprime securities.  So we believe that 17

they're going to hold up quite well.  But if they started 18

to underperform, you can see our problem has just 19

tripled, quadrupled.20

And so to date, with all this disruption, they 21

have performed well.  Tim did have some evidence that we 22

had some isolated cases where some of the bonds are not 23

performing well.24

Again, without getting too involved in this, 25
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just one other comment on that whole variable-rate bond 1

market and our reliance on broker dealers on Wall Street, 2

big players.  These are the Merrill-Lynches, Citi Groups, 3

Golden Sachs, Bear Stearns, and others, that have a role 4

for us to remarket these bonds on a daily or weekly 5

basis.  As they have had financial challenges -- and we 6

can talk at whatever level of detail you'd like to about 7

the Bear Stearns situation that occurred over the 8

weekend, we do have some exposures there.  And I'll leave 9

that up to the Board as to where they want to go with 10

that.11

But they provide the first source of liquidity 12

for all of these variable-rate bonds because, 13

historically, they took them into inventory and held them 14

and then worked them off over time.  They would find 15

another investor during the course of the week or 16

tomorrow or something; but as they had more pressure put 17

on them financially because of reported losses, they 18

didn't have the liquidity to extend to that, to CalHFA 19

and other municipal issuers in the form of taking a lot 20

of these bonds back into inventory.21

We had one of the worst weeks in this last 22

six-week period, was the last week in February.  It was 23

not only month end, it was quarter end for some of the 24

big banks on Wall Street, and they simply were telling us 25
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that they had to position their balance sheet for 1

reporting at the end of the quarter, and weren't being 2

able to make a lot of investments in support of our 3

transactions.4

So you have a wide range of things that are 5

kind of dislocating this marketplace.  And at a price, 6

these bonds will be placed with somebody in most cases.7

But, of course, we want that price to equate to that 8

yellow bar.9

MS. PARKER:  Bruce, just also from the 10

standpoint of trying to give the Board members some 11

context about how the staff are managing this, tell them 12

a little bit about the experience we had with the bond 13

that was being put back to Fannie and the conversations 14

we had with the bank and the traders.15

MR. GILBERTSON:  Yes, well, it was interesting. 16

Terri and I had an opportunity to go to Washington, D.C., 17

to meet with Fannie Mae on another matter related to the 18

MBS program that Terri has taken a leadership role in 19

working with our national organization and other state 20

housing agencies to reprice an affinity agreement for 21

Fannie Mae to provide a preferred pricing to state HFAs 22

in the security market for mortgages.23

As a part of that, we were getting a lot of 24

news.  And what also happened in February was the 25

129



130

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

formality of the documents were all of a sudden being 1

followed to the "T."  So this required that if an 2

investor wanted to tender a bond or put a bond back to 3

the remarketing agent, formal notices were coming out of 4

the investment banks, notifying the bond trustee, the 5

issuer, CalHFA, and the liquidity bank that was providing 6

the backstop to the investor because the liquidity bank 7

is sitting there in a position to buy all bonds that 8

aren't successfully remarketed by the remarketing agent.9

So we've been pitching to our colleagues at 10

Fannie Mae that we also would like to -- we had a request 11

in to them for them to provide us with additional 12

liquidity, okay, for variable-rate bond issuance over 13

time.14

They started to get tender notices, saying that 15

there's some likelihood that you might have bonds put 16

back to you, Fannie Mae, because this is the role you 17

signed up for many, many years ago.18

Of course, that doesn't help the negotiations 19

very well.  And so they were concerned, and they were 20

having internal meetings within Fannie Mae at the highest 21

levels -- executive, vice-presidents and the treasurer -- 22

about “How are we going to reprice this,” and, you know, 23

"We didn't think this was ever going to happen."  Because 24

this hasn't happened historically except for very few 25
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instances with very weak credits.1

MS. PARKER:  But I guess my point about that 2

was when we got on the phone to talk to the bank, 3

including the traders, and they essentially said that 4

they had kind of run a drill of looking at these 5

documents and, you know, these just sort of popped out.6

And it was almost like you had to go back in after the 7

fact and certainly say, you know, "Your ‘oops’ of just 8

not taking an action before really looking at what the 9

documents were and what the underlying credits were is 10

enough to make the market and others nervous."11

And that's how fragile, I think, the 12

environment is we're dealing with.  That even though that 13

there are these things that might smooth themselves out, 14

but just because the market is so reactive by them, 15

somebody doing something and then kind of going and 16

saying, "Oops, we really didn't mean to," well, that in 17

itself is enough for us to go in and battle back on why 18

our credit's good, why investments should be good, 19

et cetera, et cetera, et cetera.20

MR. GILBERTSON:  Right.  And, again, this is 21

kind of self-preservation.  We're trying to protect that 22

$3.5 billion slice of the pie that you saw earlier 23

because the Fannie Mae-backed bonds would be a part of 24

that $3.5 billion.25
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Yes?1

MS. JAVITS:  I have two questions related to 2

that.3

One is, so you laid out the bond insurers, and 4

you mentioned that $600 million was insured by FSA.5

What's the exposure to each of them, just in 6

ballpark numbers?7

MS. PARKER:  Bruce, you have those charts.  Why 8

don’t you go over it --9

MS. JAVITS:  Or maybe more exactly --10

MS. PARKER:  -- or why don't you go through a 11

couple of ones?  Because I think that section of which 12

that chart starts is where really the meat of a lot of 13

the things they're going to be interested in is.14

MS. JAVITS:  That's kind of an underlying 15

question.16

I guess a different question is, so is what 17

this is telling us -- and I know there's no precision to 18

this, that things could change dramatically -- but if 19

they stayed roughly the same, is this like a run rate of 20

3.7 million over seven months?21

MR. GILBERTSON:  No, I think --22

MS. JAVITS:  So, in other words --23

MR. GILBERTSON:  No, a big part of what we're 24

going to tell you is that the billion dollars that we are 25
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calling tainted, we have plans underway, and we're trying 1

to mitigate that to make them perform as they should.  So 2

we're going to refund bonds, we're going to do some 3

amendments to some documents.  We're hopeful that all of 4

those things are going to improve the performance of 5

these bonds.6

And many of these things, we have a time-line 7

that will show you, by the middle of April -- so really, 8

literally four weeks away we will have hopefully improved 9

the performance on about six- or seven-hundred million 10

dollars --11

Does that sound right, Tim?12

MR. HSU:   Yes.13

MR. GILBERTSON:  -- of the bonds that aren't 14

performing well.15

MS. JAVITS:  But just in simple terms, so 16

essentially right now we're spending, since 17

September 1st, '07, $3.7 million more than we 18

anticipated?19

MR. GILBERTSON:  Absolutely.20

MS. JAVITS:  And just in ballpark, I mean, in 21

the scenarios you've run, what are we contemplating going 22

forward?  Do we know -- is that something you've done or 23

are you doing scenarios on that or…24

MR. HSU:  Well, actually --25
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MR. GILBERTSON:  Go ahead, Tim.1

MR. HSU:  Can you move that slide to the very 2

end?3

MR. GILBERTSON:  Yes, I'll find it.4

MS. JAVITS:  And what page is that, do you 5

know?6

MR. GILBERTSON:  This is page 23.7

MR. HSU:  23.8

That $3.7 million on that first chart is 9

included in this orange stack here.  And what this 10

represents is a cumulative and periodic basis risk.11

And, in a sense, you might argue that the 12

degree of risk that we are incurring in this past 13

six-month period, in dollar amounts, is certainly less 14

than some of these periodic stacks that we've had in the 15

past.  But the basis points is equivalent to the highest 16

we ever had over here, in 2005.17

So to answer -- I believe your question was,18

is this something that we have expected in the past or is 19

this something that we had planned for?20

I mean, the degree and the dollar amount basis 21

risk that we have here is no greater than perhaps what we 22

experienced in the past, in a certain sense.  But the 23

difference is that some of these basis risks were due to 24

technical factors that we think had possibilities of 25
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self-correcting, so there are self-correcting mechanisms 1

for them to revert back and we see the stack is going 2

down.3

But some of the problems that we're dealing 4

with today we think are more terminal issues.  And that's 5

part of -- that's sort of the meat of this, is that we're 6

going to tell you how to deal with taking out those 7

tainted bonds.8

MR. GILBERTSON:  Is that helpful, Carla?9

MS. JAVITS:  Yes.  And my question was kind of 10

more going forward.11

I mean, I understand you're trying to do your 12

best to try to mitigate the risks and to bring down the 13

losses, essentially.  But I'm just wondering -- I'm just 14

trying to get a sense for our budget, since we're going 15

to look next at our plan.  You know, what are we really 16

thinking about in terms of the resource issues?17

MR. GILBERTSON:  You know, I think we conclude 18

this presentation with kind of the recommendations that 19

we have about the size of programs and how we price our 20

loan products, which is taking into consideration the 21

dislocations.22

MS. JAVITS:  All right, thank you.23

MR. HSU:  Now, we’re back to the charts.24

We were all over the place.  But this section 25
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here, I think, talks a little bit about the point that 1

Terri was making earlier, in the sense that our 2

marketplace certainly doesn't exist in isolation.  And 3

there is a very general market trend of this idea of 4

repricing of risk or the adjustment to market-risk 5

premium.6

And in a fixed-income market, normally people 7

look at credit spreads as an indication of that, or 8

people look at volatilities as an indication of that.9

So I thought that it would be instructive to 10

step backwards again and think about this general market 11

context of the idea of repricing of risk.12

And this slide here is, I'm trying to look at 13

that repricing of risk in the LIBOR swap market.14

So what you see here is that nearly two or 15

three years ago, the spread of the 10-year LIBOR to a 16

10-year note was about 40 basis points.  And today, that 17

has more than doubled.  But you can also get a sense 18

without calculating what's really happening here, that 19

this is sort of jumpy.  This sort of is going up and down 20

at a rate -- sort of at a clip that seems to be higher 21

than over here.22

So that idea of wider credit spreads and more 23

volatility is happening in this trillion-dollar swap 24

market, which dwarfs the muni market.25

136



137

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

And likewise, when you look at market rates1

for Fannie Mae reservation rates, that marketplace is 2

experiencing something very similar, where a credit 3

spread is widening out over the last two or three years. 4

And you can also sense that this resetting of the 5

Fannie Mae rates versus ten-year Treasury bond is also 6

more volatile recently.  And, again, credit spreads, 7

widening out, and volatility increasing.8

And this is going back to the theme of our 9

presentation, which is that we do have some bonds that 10

are tainted and what are we going to do about 11

restructuring these bonds.  And as we mentioned, this is 12

the universe of bonds that we're thinking about 13

restructuring.14

And this is at a high level what we're doing at 15

about that $1 billion bonds.16

For, roughly, $300 million of those bonds, 17

there are, without going to the arcane calculations as to 18

how we did all this, they are overspread, as in, we have 19

more time to deal with them.  If we wait a whole year to 20

address the issues regarding this $300 million, it's 21

really not going to hurt our bottom line.22

For another roughly $300 million, we are 23

modifying the standby purchase agreement, which is the 24

contract between the liquidity bank and the Agency.25
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And I think Bruce talked earlier about the 1

issues that are within these contracts that's causing 2

fear on the investor's part for liquidity.  And that's 3

also going upward, $300 million of that.4

The two deals that we're working on right now 5

to restructure our debt are the tax-exempt restructuring 6

for $300 million, and tax-exempt restructuring of 7

$400 million.  So that together comprise the totality of 8

all the bonds that we are concerned about.9

And immediately, these three categories here, 10

they will all be taken care of by the middle of May.11

The restructuring itself, the restructuring of 12

these total of a billion dollars of bonds requires about 13

$375 million in liquidity facility. 14

We have identified $300 million of that 15

$575 million, and $275 million to be identified.16

And as you can see, that $300 million that 17

we've identified so far, that would take care of these 18

auction bonds from our HMRB credit and these auction 19

bonds from our general obligations. 20

MR. GILBERTSON:  Maybe this is a good time 21

again to stop to just see if there's questions and make 22

sure that we’re -- we're trying to explain this with as 23

little technical terms as possible.  But, you know, it 24

falls into three categories of what we're working on 25
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today:  A group of bonds that is a part of the billion 1

dollars that we think that because of very specific 2

tax-law reasons and the success of our lending programs, 3

that we have more time.  Okay, we can wait on the 4

$295 million, and we'll probably deal with that later 5

this year.6

The $316 million that we're modifying, the 7

standby bond purchase agreements, kind of a technical 8

approach, we're going back, renegotiating the terms9

of these things with the liquidity bank, so we think that 10

the bonds will appear more appealing to the investors.11

And then the last two columns, there are bond 12

transactions that we are working on feverishly right now. 13

We hope to close both of those -- well, a big chunk of 14

both of those the first week in April.  April 9th is our 15

closing date.16

So as we progress -- and I wanted to stop 17

there, we have a time-line that will kind of lay this 18

out, the redemption notices that we've offered and when 19

the old bonds will be called out and the new bonds will 20

be performing.21

But any questions on this slide?22

Carol?23

MS. GALANTE:  I just want to make sure I 24

understand.25
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I understand the basics of what you're talking 1

about in terms of the transactions.  But can you talk a 2

little bit more about what that liquidity needs are?  You 3

know, what is that going for?  Are those costs of the 4

transactions or are those losses, so to speak, in making 5

the transfer from the --6

MR. GILBERTSON:  Yes, that's a very good point.7

Liquidity means a lot of different things to 8

different people in this context.9

The liquidity that we're referring to here is 10

liquidity that we receive in the form of these standby 11

bond-purchase agreements.  It's liquidity provided by 12

commercial banks, typically, that are simply contractual 13

relationships that we have with the bank that, if the 14

investors no longer want the bonds and they put them back 15

to the remarketing agent and the remarketing agent can't 16

find another investor, the bank is obligated to buy the 17

bonds.  So it's that type of liquidity.  It's very 18

scarce.19

The next slide is going to talk --20

MS. PARKER:  Before you go on, go back to the 21

one -- the one thing I want the Board to be aware of, you 22

see that we've identified $300 million.  Bruce and Tim 23

were very effective on bended knee pads to be able, in 24

this environment, to secure that.25
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But if you look at that, you see that the 1

majority of it is going for restructuring, but 2

$76 million of it is for the deals that were at the 3

January and today's Board meeting.  So there's just 4

$76 million of that that is liquidity for actions to 5

date.  So the majority of it is going back to solve the 6

restructuring programs, but this is going to be a key 7

part of the discussion because what's left over is more 8

liquidity needed for restructuring.  But we are going to 9

be talking about the need for liquidity for deals going 10

forward.11

MR. GILBERTSON:  Just maybe to tie this all in 12

a little bit.  If we believe now that the auction-rate 13

security market is flawed and doesn't work for CalHFA, 14

we're left with two forms of variable-rate bonds:  The 15

variable-rate demand obligations, which needs to have a 16

liquidity facility attached to it, and the other is the 17

index bonds.  We've used those primarily in the taxable 18

bond market so they don't work well for variable-rate 19

bonds.20

But it is the issuance of variable-rate bonds 21

that has allowed us over the last ten years, or 22

thereabouts, to lower our lending rates because we issued 23

variable-rate bonds and layered on interest-rate swaps.24

So absent that, we're faced with the challenge 25
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of operating in the fixed-rate municipal-bond market at 1

likely much higher bond yields, meaning, that loan rates 2

will have to go up as well.3

MR. HSU:  As we mentioned, liquidity4

facility -- I think what Bruce said earlier was that 5

liquidity is king.  Cash is king in today's marketplace. 6

So the ability to provide liquidity to someone else is a 7

very scarce commodity today.8

Back in 2006, we did an RFP to ask for 9

liquidity facilities, and we got $3 billion back in 10

capacity.  And on average, they price at about ten basis 11

points for a three-year facility.12

Today, most people will tell us not to even 13

send out an RFP because they'll go unanswered.  And they 14

will charge -- the banks mostly today on average are 15

charging somewhere between 35 basis points to 40 basis 16

points for a three-year facility.17

So you can see this marketplace is just pricing 18

wider.  Much like the idea we talked about earlier of the 19

repricing of risk, these spreads are widening out.20

And I think that Bruce mentioned earlier that 21

prior to this year, we never had a draw.  But that's also 22

true through the general marketplace.23

Prior to this year, we've heard that there's 24

never been a draw of any liquidity facilities in the 25
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market as a whole.  But today, these facilities are drawn 1

upon regularly.  And the threat of drawing on them is 2

almost daily, sometimes weekly.3

And the folks who have the misfortune of having 4

a single A rating have got really hit quite hard in this 5

marketplace because they have single rating and they're 6

carrying the bond insurer's rating which is tainted.7

So in this marketplace, we believe that 8

maintaining our AA rating is just absolutely critical.9

And this is the chart that Bruce was talking 10

about earlier.  This is a time-line of the restructuring 11

plans for our tainted HMRB bonds.  And just to give you a 12

sense that we have a very aggressive schedule so that by 13

the middle of May, we think that about 95 percent of 14

these tainted bonds are gone.15

We are right about here, I believe; and we have 16

served call notices for a lot of our auction bonds in the 17

HMRB indenture already.18

Any questions?19

MR. GILBERTSON:  You know, the narrative boxes, 20

those codes don't mean much to you, but those identify 21

individual bonds for us, and it's a means for us to kind 22

of track what's next on our plate because on a weekly 23

basis, we're either issuing redemption notices or we 24

expect to achieve another milestone as we go through the 25
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time-line here.1

But you can clearly see as we get into April, 2

and some of this trails over into the early part of May, 3

that we think a big block of what isn't performing well 4

will be back on target.5

MR. HSU:  While I think that we have a really 6

good plan of restructuring, the restructuring itself is 7

going to cost us quite a bit of commitment going forward.8

The liquidity premium these days, as I alluded 9

to earlier, is quite expensive.  The $300 million 10

commitment that we have for the three-year facility is at 11

40 basis points.12

And the category of roughly, also, $300 million 13

in which we're doing the modification of the standby 14

purchase agreements for the contracts for the liquidity 15

facility, the banks who we are negotiating with are also 16

taking this opportunity to renegotiate the terms of the 17

contract, to extract a higher premium for doing the 18

modification.  So the modification, while possible, and 19

perhaps more efficient than doing other forms of 20

restructuring, are also expensive.21

And as it turns out, doing the restructuring 22

itself would also have certain tax consequences.  And we 23

are estimating for the moment that the restructuring will 24

cost up to, in present value terms, about $10 million.25
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But we still think this is preferable because some of 1

these financings are variable-rate bonds which we have 2

associated, which have interest-rate swaps on them.  If 3

we want to terminate the swaps, the cost to the Agency 4

today would be even higher than incurring this 5

$10 million of losses which is present value of future 6

losses.7

MR. GILBERTSON:  And then a couple more slides 8

in this section, and then we'll look back at history and 9

talk about kind of the future as we see it.10

The one thing that we've mentioned throughout 11

is that we think maintaining our AAA rating is critical, 12

and -- 13

MR. HSU:  AA. 14

MR. GILBERTSON:  or AA.15

AAA?  I wish I could make it AAA that quickly.16

Our AA rating is critical.17

You know, I got a call from -- you know, we use 18

two bond-rating agency services.  We use Standard & 19

Poor’s and Moody's.20

The depth of review changes from year to year, 21

in my estimation.  These days, Moody's is more 22

analytical, asking for more information, doing more 23

thorough reviews, in my opinion.24

We had a call with them about two weeks ago, 25
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and they said because -- not that necessarily the housing 1

bond rating analysts that review our credit are 2

concerned -- because I really think they are still our 3

ally -- but from higher-up entities within Moody's, 4

they're being asked to do more and more analysis and 5

review.6

They've referred to it as a top-to-bottom 7

review of CalHFA because of our high concentration of 8

that variable-rate debt.9

At this point, I don't think there's anything 10

to worry about.  We've been providing all the information 11

that they've requested.  We have good conversations with 12

them.  Tim and I were on the phone with them yesterday 13

morning for at least an hour, maybe an hour and 14

ten minutes, just making sure that they were aware of our 15

plans, what we were doing, and how we were assessing the 16

situation.17

There is a typo in here that I want to point 18

out.  It's not $3.9 billion of uninsured variable-rate 19

bonds, it's actually 2.9.  And that big wedge that we 20

showed on the pie chart was $3.4 billion -- or 21

$3.5 billion, because it included the uninsured bonds and 22

the FSA-insured bonds.23

But we're concerned with all of this, that if 24

as a result of further rating agency review there was any 25
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kind of negative tone, negative word, you know, that 1

would have a significant impact.  And we don't know 2

exactly how investors would react.  But our guess is that 3

they would probably try to get out of it and ask 4

questions later.  They'd try to reposition their own 5

portfolios and then ask questions later rather than 6

hanging onto it and believing that everything is fine.7

Again, I'm hopeful that that's not going to be 8

the case, but that's something we need to keep in the 9

back of our minds.10

So we thought as a result we'd just show kind 11

of what are the two rating scales that we operate12

under.  This is -- and we have a split rating by13

Moody's.  And the HMRB reference in here for those of14

you is our very large single-family bond indenture.  It 15

has $5.5 dollars of the almost $8 billion of debt 16

outstanding.17

But it has the lowest AA rating by S & P, and 18

it has a mid-AA rating by Moody's.19

By comparison, the Agency's issuer credit 20

rating or our general obligation rating is rated AA- and 21

AA3, the lowest category of the AA group by both of the 22

rating agencies.23

Probably another good point to stop before we 24

take a look back at the Agency's history as it relates to 25
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some of the -- the recent history on debt issuance.1

Okay.2

We thought this was pretty illustrative of kind 3

of the Agency's last ten years.  If you look back in 4

1999, like most other municipal bond issuers, all of the 5

other agencies –- or nearly all, 93 percent -- had been 6

issued as fixed-rate bonds.  And we financed mortgages, 7

be those for affordable housing rental properties or for 8

first-time home buyers.  With that, everything was fine. 9

 We issued the bonds, made the loans, and, you know, away 10

we went.  And we would have, as you know, redemption 11

strategy as prepayments occurred and things like that.12

You know, for a variety of good reasons, to 13

expand and do more loan production, to create new loan 14

products, and to allow us the opportunity to leverage 15

with taxable debt, and to provide lower interest rates to 16

our clients, our borrowers, be they developers or 17

first-time home buyers, we began issuing variable-rate 18

bonds in about 2000.19

You can see how quickly, you know, the 20

portfolio bonds went from nearly fixed -- 100 percent 21

fixed-rate, to 2006, there was 9 percent of the debt 22

portfolio, which at that time was about $7 billion that 23

had fixed-rate bonds outstanding.  All the remaining were 24

one of the three categories of variable-rate bonds.25
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And then you can see that certainly because of 1

market conditions and for a variety of other reasons we 2

started to issue more fixed-rate debt beginning in 3

calendar year 2005 and 2006, actually.  And so as we sit 4

here today, we have about 30 percent of our debt 5

outstanding is fixed-rate.6

This is probably where we could talk about the 7

Bear Stearns situation to the extent the Board wants to.8

The chairman is indicating yes.9

CHAIR COURSON:  It's begging the question.10

MR. GILBERTSON:  Yes, exactly.11

So we wanted to -- again, when we issued 12

variable-rate bonds, what this is showing is that we have 13

swaps outstanding on 58 percent of all of our debt.  And 14

all but -- I think it's about 10 percent -- of the 15

variable-rate bonds are swapped as well.16

These are our counterparties.  As we've talked 17

before, we have what we believe to be a very high-quality 18

group of swap counterparties.19

Let's just tackle the Bear Stearns situation 20

right up-front.21

Bear Stearns got into trouble very, very 22

quickly last week.  It was amazing to me.  I had 23

conversations with our lead banker about Tuesday of last 24

week and saying there's a lot of news out there, I just 25
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want to make sure you're aware we're okay, there's still 1

liquidity.  But as their partners in the financial 2

marketplace wouldn't do trades with them, they just had3

a run on their capital.  And it took a matter of two or 4

three days, and they sat there on Friday, and they were 5

out of capital.  So it happened very quickly.6

The good thing for us is that we don't face 7

Bear Stearns & Companies as a swap counterparty.  They 8

created years ago a separate entity, a special-purpose 9

entity that is AAA-rated, it has AAA ratings today, it's 10

separately capitalized and bankruptcy-remote.  So we 11

aren't facing the entity that has gone under, that has 12

recently been acquired by J.P. Morgan.13

So I think we're feeling fairly good about 14

that.15

The other things that I know happened late last 16

week is that there was a trigger event, when the Bear 17

Stearns rating fell on Friday and a contingent manager of 18

this, what we call Bear Stearns Financial Products entity 19

was put into place.  It's called Canadian Imperial Bank. 20

And they were to actively manage the portfolio of swaps 21

and other hedges that they have within that entity.22

As recently as late yesterday afternoon I 23

talked with folks at Bear Stearns.  Bear Stearns was 24

actually asking the rating agency if that trigger event 25
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could be rescinded.  They would like to take control and 1

retain control of the swap book with the new news that 2

J.P. Morgan is actually guaranteeing a lot of the Bear 3

Stearns obligations and providing additional liquidity to 4

them.5

I think we have to hang on to the notion that 6

the AAA rating, the separate capital, and the7

bankruptcy-remoteness of the entity is our saving grace 8

as it relates to Bear Stearns and that we don't have a 9

reason to be concerned at this point.10

CHAIR COURSON:  And that entity is part of the 11

acquisition?12

MR. GILBERTSON:  Yes.13

So this is the full rundown of all of our swap 14

counterparties and the notional amount of bonds that we 15

are swapping, effectively, with each of these 16

counterparties.17

MS. PARKER:  Bruce, just to also note, that we 18

are already in contact with the folks at J.P. Morgan --19

          MR. GILBERTSON:  Absolutely. 20

MS. PARKER:  -- and had several calls with them 21

on the phone yesterday about this very issue.22

MR. GILBERTSON:  Yes.23

Carol?24

MS. GALANTE:  So we're fortunate that Bear 25
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Stearns has a separate entity.  So the implication is 1

that if they didn't, there would be some problem for us 2

with the Bear Stearns situation?3

MR. GILBERTSON:  Yes.4

MS. GALANTE:  And the reason I want to 5

understand is that you've got four or five other ones 6

here that, who knows where they are in that top list of 7

how much, you know, swap we have in there.8

MR. GILBERTSON:  Well, I think we talked -- at 9

the November meeting, we talked a lot about Merrill 10

Lynch, because it is now in the single A category.  And 11

we do have a couple of different counterparty 12

relationships with Merrill Lynch.  One of them is to the 13

main company.14

Certainly Merrill Lynch, the A1/A+ rated entity 15

does not meet our standard for new swap activity.  So the 16

Agency by policy would not enter into an additional swap 17

or a new swap transaction with Merrill Lynch.18

But I think to understand it, I'm flipping to 19

the next slide on page 22.  You know, our exposure in the 20

swap market to these counterparties is that if their 21

rating were to deteriorate to a certain level, it may 22

trigger a termination event, okay.  Even though their 23

credit has deteriorated, we may have to unwind the swap.24

This chart is showing today, for each of those 25
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counterparties, what the current valuation of those swap 1

contracts are.  So we've aggregated, you know, for the 2

first one, Merrill Lynch, which is a negative 3

$70 million, that's a number that could be 12 or 15 4

individual swaps, perhaps more.5

But the negative marks on each of the 6

individual ones if you add them up is a negative 7

$70 million.  That effectively means that Merrill Lynch 8

is taking credit exposure to CalHFA.  Because if there's 9

a termination event, we have to pay Merrill Lynch 10

$70 million to exit those relationships.11

So in that event, if that were to happen with 12

any one of these counterparties, we would prefer not to 13

have additional unhedged floating-rate bonds, okay, 14

because we finance long-term mortgages that are at a 15

fixed rate, and would like to have a fixed rate of 16

borrowing to match up against the fixed-rate mortgages 17

that we've made to all of our borrowers over time.18

We would reenter the swap market with a viable 19

swap counterparty that would meet our criteria of AA or 20

better, and replace the swaps, the collection of swap 21

contracts or confirms that we have with a failing entity. 22

And with the exception of the transaction cost of doing 23

that, we should receive an up-front payment equal to the 24

amount of the termination fee that we made to terminate 25
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the contracts.1

I said a lot there, I think, in the last 2

few minutes.  So maybe this is another good time to take 3

a breath and see if there's any questions.4

MS. JAVITS:  I just wanted to go back.  I don't 5

know if you have this data, but I was curious, just back 6

at the insurance, since that seems critical in terms of 7

this --8

MR. GILBERTSON:  I did pull out -- this is a 9

little dated information.  This was backup material for a 10

report I made in November.11

We have insurance provided by the four 12

entities.  Please remember as I quote these numbers that 13

some of the insurance is attached to fixed-rate bonds, so 14

we were credit-enhancing a bond bought by an investor.15

And once we issued a fixed-rate bond, we have no risk at 16

all.  If the insurer fails, well, the investor doesn't 17

have an AAA-rated security.  Now, they have what our 18

rating is.19

AMBAC, as of about November of last year, we 20

had $120 million -- or, I'm sorry, $488 million of 21

insurance from AMBAC.22

FGIC, we had a billion dollars -- a little over 23

a billion dollars.  940 -- I'm sorry, $960 million of 24

that was fixed-rate bonds.  So, again, we're feeling good 25
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about that.1

FSA, we had $1.3 billion.2

And MBIA, $1.1 billion.3

And certainly we can provide you further 4

updates on that.  Perhaps I should do a report on bond 5

insurers for the next meeting or something.6

We talked about the basis mismatch.7

You know, as much as -- and I just want to make 8

sure that you have a full appreciation.  Because with 9

Tim's abilities and the training that Tim has provided to 10

other Financing Division staff members, we are doing 11

regression analysis.  And this swap business is highly 12

analytical and quantitative.  We have reset our 13

variable-rate swap formulas twice in the last four years, 14

as we're trying to better match the performance of how 15

our bonds trade and the formula that we receive is a part 16

of the swap contracts.17

Nonetheless, there is a dislocation.  We can 18

never, by formula, predict how our bonds are going to 19

trade in the open market.  And this is really the 20

depiction of that.21

And I think everybody, even in 2000, would have 22

agreed that we knew that there was going to be a 23

difference, positive or negative.  It happens early on in 24

our swap life that we were getting a benefit from that.25
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And it has gone the other way in the last few years.1

Okay, so what does all this mean?2

So what we called, “Re-calibrating our Risk 3

Profile.”  Just kind of a summary of a lot of what we've 4

talked about.  You know, we've certainly accumulated the 5

risk profile that we have today with a pretty significant 6

concentration of variable-rate bonds during a period of 7

what we refer to as declining market risk premium.8

Credit spreads, there was very little credit spread 9

between an AAA and an AA.  Liquidity was abundant for the 10

most part during those periods of time.  The marketplace 11

is a totally different creature today.12

You know, again, as I mentioned earlier, our 13

variable-rate issuance strategy, hedged in the swap 14

market, has provided significant programmatic benefits to 15

the Agency over the last ten years.  Allowed us to do the 16

new loan products, increased production levels, and lower 17

our lending rates.18

But I think at the foremost, as managers of 19

this $10 billion financial institution, we need to 20

reprice risk ourselves.  The marketplace around us is.21

Fannie Mae is repricing risk.  Everybody is repricing 22

risk.  You know, the investment community, investors 23

themselves.  And we have to go through with this and 24

reassess things on our own.25
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So I think what we're believing that is going 1

to be an outcome of this, at least in the near term -- 2

and we don't know where the markets will be in a year or 3

six months, I tend to be a pretty optimistic individual. 4

I think there will become some rational behavior in the 5

marketplace over time.  I just don't know when that might 6

be.7

But I think what will happen in our programs is 8

that borrowers will have to meet higher credit standards.9

We have already imposed higher FICO scores on 10

our homeownership program.  We're hopeful that a program 11

bulletin will go out by the end of the week or early next 12

week to lower the loan-to-value ratios that we're 13

allowing for our first-time home-buyer program and the 14

combined loan-to-value ratios.15

And we're going to have to rely on the 16

fixed-rate bond market.  Absent liquidity, that we've 17

talked so much about, we don't have an ability in today's 18

market to issue variable-rate bonds.  The little bit that 19

we have acquired recently needs to be on a priority basis 20

to restructure some of the underperforming bonds.21

And this is kind of the big lead-in to the 22

business plan discussion.  But what does that mean on 23

business-planned activity?24

We believe that bond finance programs will have 25
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to be scaled back as fewer borrowers qualify for perhaps 1

higher rates or higher credit standards.2

Borrowers may need to have some skin in the 3

game, if you will.  You know, we've been running programs 4

for the last few years that they really don't have to put 5

a penny into the deal to buy a home because we're 6

providing down-payment assistance and we're covering 7

closing costs.8

We'll still try to do our best to make sure 9

that we have some products that will be of that same 10

level, but there are going to be others where borrowers 11

are going to have to cover some of the closing costs, 12

certainly, and perhaps a down payment.13

And this will lead to reduced funding levels 14

for those HAT-funded loan programs that we have:15

Down-Payment Assistance, the HELP loan program, and the 16

Habitat for Humanity programs.17

So I thought we'd try to end this on -- if 18

we're trying to recalibrate risk profile, what do we 19

think the debt profile should look like as we roll this 20

forward two or three years?21

Through the greater reliance on fixed-rate 22

bonds -- you know, and, actually, this began in 2006.  We 23

hoped to migrate the debt portfolio to a 50-50 balance, 24

where we have an equal amount of variable-rate bonds and 25
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an equal amount of fixed-rate bonds outstanding within1

three or three-and-a-half years.2

This will require a significant change to the 3

issuance activity of the last seven or eight years, 4

probably limiting the variable-rate component of that 5

total annual issuance to no more than 25 percent.  And 6

that will probably be reserved for some of the highly 7

public purpose programs that we plan to operate.8

An example of that -- and we'll talk more about 9

this in this next section -- is the REO program we plan 10

to do as a part of the Homeownership program.11

And so this is a depiction.  Again, this is -- 12

best-laid plans don't mean this is what is going to 13

happen, but this is where we think we need to go as we 14

roll forward to late 2011, where we might have equal 15

balance between variable-rate bonds and fixed-rate bonds.16

CHAIR COURSON:  Are there any questions of Tim 17

or Bruce?18

(No response) 19

CHAIR COURSON:  I have to commend you on taking 20

a very tough topic.  And the presentation you've done, I 21

know the work you've put in over the last few days to 22

adjust to quickly happening events and present them here 23

to the Board.  And I think from my standpoint, it's an 24

excellent job, and certainly it's our responsibility as 25
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directors to be informed of this, and you've done a good 1

job of this.2

MS. JAVITS:  That was a tremendous 3

presentation.  Thank you very much.4

CHAIR COURSON:  Thank you.5

MR. GILBERTSON:  Thanks, Tim.6

CHAIR COURSON:  And, Tim, you coach well by our 7

communications staff.8

MR. HSU:  Okay.9

MS. PARKER:  We have to give Tim a bad time.10

Not many of us are used to seeing him in a suit and tie. 11

He usually wanders around the office looking much more 12

professorial.13

You know, I really think that we have tried 14

to -– and it's almost like having kind of the market stop 15

for a minute so we can kind of get a sense of where we're 16

going, particularly to try to make a projection about 17

where we should be doing.  This business plan is a 18

five-year business plan, and we try to provide some 19

certainty for our business partners.  But I don't know 20

that there's much certainty we can provide to anybody.21

But at least we're going to try to take our best shot for 22

the next year.23

We're going to go through this and have a 24

discussion.25
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Remember that what we really as staff today are 1

doing is kind of bringing to you what we think in this 2

environment might be, based on what we have heard from 3

you in the past, conceptually a business plan with goals 4

and objectives for the staff, in that sense, to go 5

forward next year and implement.  This is based on, 6

again, what we were seeing in the marketplace, 7

conversations that we have had with our stakeholders 8

groups.9

Bob can certainly talk to you about his own 10

experiences.11

I haven't seen very much of him because he's 12

been on the road doing calls to all of our potential 13

business on the Multifamily side.14

So, again, we're doing this with the idea of 15

getting -- this is really our opportunity to get feedback 16

from you so that we can come to the next Board meeting 17

and bring you a plan that pretty much matches, you know, 18

what we think we should be doing.19

Now, having said that, you know, depending on 20

what happens in the next 60 days, you know, we all might 21

need to come, and you might expect us to come and be 22

giving you some different recommendations.23

And again, it's a little bit of what I was 24

saying earlier, we try to be good about giving you 25
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material ahead of time.  I know particularly for some of 1

the Board members that need to talk to their authorizing 2

environments.  But we also want to try to be as timely as 3

we can about what's happening with the market and be 4

responsive, because it's changing every day.5

We're going to walk through and, obviously, 6

talk about what our production goals are going to be and 7

all of our various programs.  But I really want, Jerry, 8

if you would go to the heart and soul of the discussion 9

is really around page 3, and that's the special program 10

initiatives and production levels.11

And the reason why I want you to focus -- and 12

we can come back to this at the end -- is I believe one 13

of you -- and at least Ms. Javits or Ms. Galante asked 14

what does all of Bruce's presentation mean as far as what 15

the Agency should have available in order to be doing 16

programs.  And how that really translates is the use of 17

Housing Assistance Trust Funds, because those are the 18

funds at the end of the day that come through at the 19

various investment pools that we're required to have; and 20

it's the last bit of money that is available for us to 21

have the Board to have some discretion on what housing -- 22

because it only can be for housing -- programs do we want 23

to use these very scarce resources to promote either 24

public policy, public benefit, or production.25
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Now, you'll notice under HAT -- that's your 1

Housing Assistance Trust Fund programs -- we're proposing 2

a distribution of about $48.5 million for next year.3

If you remember, when we did this a year ago, 4

we were proposing to have a HAT-funded program almost to 5

about $70 million.  And we essentially said, based on 6

looking at our portfolio over a period of time, we think 7

we can manage over the next couple of years, on balance, 8

around $70 million investment.  That way, we're not 9

having peaks and valleys to some of our down-payment 10

assistance programs.  We don't have a situation where 11

some of our partners on Multifamily are counting on 12

starting on a project but they may not be coming in for 13

financing this year, maybe next year, so that we have 14

some reliance and predictability.15

So we essentially at that time decided that we 16

thought if we really disciplined ourselves, we could have 17

around 70 million.  That is down from -- I'm trying to 18

remember what year it was where we spent over -- almost a 19

hundred million dollars in HAT funds alone just in20

down-payment assistance on the single-family side.21

So we have really tried to discipline 22

ourselves.23

So, once again, we've sat back, and that's why 24

Bruce was saying that the discussions that we've been 25
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having had been among all of the senior managers so that 1

the entire agency has a sense of what is going on, so 2

that individual managers of Single-Family, Multifamily, 3

and Insurance can come back and, you know, look at where 4

their program should be in this context, not only on the 5

credit side but the risk side.6

So we are proposing, first of all, to only use 7

almost a little under $50 million for Housing Assistance 8

Trust Funds.9

We think that we can produce what we think is10

a balanced program with this, but also not that there is 11

$70 million available, and certainly there isn't if you 12

take into consideration the expectation that we are now 13

expending more for debt that we have already lent out 14

than we are realizing.  And so those will be reducing 15

what would be producing those HAT funds in the future.16

Is everybody with me?17

Okay, so we're going to go through this.  But 18

just to take you back, this is the most important part of 19

the whole presentation, is to focus back on what do you 20

want to do with HAT funds, because how much you put in 21

down-payment assistance, how much you put in subsidy 22

programs and Multifamily really dictates the amount of 23

lending we believe we can achieve.24

So with that, Jerry and -- I'm going to turn 25
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you over to the homeownership insurance brain trust and 1

have Jerry and Chuck walk you through what we're 2

proposing to do on the Homeownership side with changes 3

that are going to take place, both on the lending and on 4

the insurance risk side.5

MR. SMART:  Thank you, Terri.6

Mr. Chairman and Members of the Board, good 7

afternoon.8

In light of the context that Bruce and Tim9

just gave you on the financial condition that we have, 10

and also considering what we anticipate to receive in the 11

way of future CDLAC allocation for the coming fiscal 12

year, and the tightening of underwriting requirements 13

that we have imposed or will be imposing,   we have 14

scaled back the Homeownership business plan from a 15

1.5 billion-dollar goal, which is our current plan, 16

currently, to 1.2 for the next fiscal year.17

What that comprises of is $600 million for FHA 18

product.  In fact, as we speak today, we're seeing a 19

migration in our portfolio, moving from a conventional 20

loan product, conventional insured and uninsured, 21

migrating now over to FHA.  We see that in our daily 22

reservations, and we expect that that will increase given 23

the new FHA loan limits that were just adopted.  That 24

that will continue to grow.25
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Currently, FHA is about 33 percent of our book 1

of business.  And we're anticipating that that will 2

increase to about half of our portfolio next year, or 3

$600 million.4

Next, for our conventional standard product, 5

which includes our 30-year fixed, our 35-year 6

interest-only fixed, and 40-year fixed-rate product, 7

we're projecting $400 million for the coming fiscal year. 8

300 of it will be insured.  And we anticipate about 9

$100 million will come in at under 80 percent 10

loan-to-value, usually with a combination of down-payment 11

assistance and local assistance.  So that will be the 12

uninsured piece.13

As Terri indicated -- or excuse me, Bruce had 14

indicated in his plan that, you know, we are about to 15

implement a new policy restriction on a conventional16

loan product, reducing the loan-to-value to 95 percent.17

When that takes place either later this week or next 18

week, it will have a profound impact on our continuing 19

reservations.20

We realize that we're in the market to21

provide homeownership opportunities to low-income and 22

moderate-income home buyers.23

So we plan to use for that payment 24

assistance -- or that down-payment requirement,25
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down-payment assistance, namely with our CHDAP, CHAP, and 1

HiCAP programs.2

As indicated on the previous slide, the CHAP 3

and the HiCAP programs are funded from the HAT fund.4

$24 million is what's set aside.5

And the CHDAP program, which I believe was 6

calculated at $40 million for the coming fiscal year, is 7

derived from the G.O. bond fund, Prop. 46 and Prop. 1C. 8

And that's the primary source of those funds.9

It has become necessary that in order to 10

provide those funds, we are going to reallocate the funds 11

that we had set aside in the past for the HELP and 12

Habitat program to fund the CHAP and HiCAP down-payment 13

assistance programs.14

And likewise, for the RLDP -- or excuse me, the 15

CHDAP program, we will be using those funds that had been 16

in the past allocated to RDLP.  Those will be reallocated 17

to CHDAP.  And that's in accordance with the Health and 18

Safety Code, that the priority be given to CHDAP.19

I think we've all read and heard, and we all 20

know that that there's a huge amount of REOs in 21

California, a staggering number of vacant homes.  We have 22

seen a huge price decline as lenders try to unload those 23

as quickly as possible.24

But there's kind of a unique opportunity 25
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there -- a blessing in disguise -- in that with these 1

reduced prices there's an opportunity for first-time home 2

buyers to obtain ownership.3

And we are proposing in the coming fiscal year 4

to develop a unique REO stimulus program that would 5

provide funding for first-time home buyers as well as 6

removing these excess units off the market.7

We're proposing, I think later this week, to8

go to CDLAC to seek a one-time special allocation, 9

$200 million.  With that allocation, if it's granted, we 10

would provide 100 percent loan-to-value financing --11

that's an exception to our 95 percent policy -- 30-year 12

fixed-rate loans to low-income home buyers.13

And with that, we would price these at our 14

lowest possible prices to leverage the tax benefits from 15

the MRB funds to promote home ownership through 16

first-time home buyers.17

The major component of that program -- and 18

this, of course, is kind of a dynamic and fluid project 19

that we are working on -- not all of the program 20

requirements have been finalized -- but one of the key 21

components would be that those participating in financial 22

institutions that would participate, we would require 23

that they reduce the sales price of these REOs to 24

90 percent of the appraised value, current market value 25
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of the units as a component in order to participate.1

If we're granted the $200 million allocation, 2

we would expect to do in the neighborhood of 800 units in 3

the fiscal year.4

And last, but not least, we are continuing with 5

our loan -- for the fiscal year, the loan origination 6

project.  We've reported on that in the past.7

Last January, we went out with the RFP to 8

vendors.  Subsequent to that, we have held a vendor 9

conference.10

Going forward, in April, we expect to have a 11

draft proposal submitted to us.  And we'll meet with the 12

vendors in a confidential conference and review those, 13

tell them what they need to change or modify so that it's 14

acceptable.  And then we would expect that the finals 15

would come in in June.  During the course of the summer, 16

we would do site visits and review those projects and 17

make selections.  Bring in the final proposal and 18

recommended a vendor to the Board in September.19

Then if the Board approves the vendor that we 20

have selected, then we would hope to finalize the 21

contract in October and commence the project thereafter.22

Completion would probably be 18 months after 23

the commencement of the project.24

So that's pretty much our present business 25
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plan.  It is somewhat fluid.  And given the context of 1

where we are in the market, things may change.2

That concludes my remarks.3

CHAIR COURSON:  Questions?4

Chuck, do you want to take over for Mortgage 5

Insurance?6

MR. McMANUS:  Yes, I'm Chuck McManus, the 7

director of Mortgage Insurance.  It's my job to attempt 8

to manage the risks, the credit and property risk in this 9

environment.10

We anticipate, and we basically go off of 11

Jerry's plan, the homeownership volume, as to what 12

percentage we will be insuring and what percentage will 13

go FHA and what percentage will be uninsured.14

We project for next fiscal year to do 15

$500 million in Mortgage Insurance:  $300 million at 16

95 percent LTV, loan-to-value, and below, and 17

$200 million in the 100 percent loan-to-value REO 18

program.19

MS. PARKER:  Change your slide.20

MR. McMANUS:  I'm sorry, can you change that 21

slide?22

I'm sorry.23

Anyway, $100 million in the 80 percent-and-24

under loan-to-value.25
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We also, as an agency, do insure that the top 1

50 percent, and it's called gap insurance.  So there is 2

risk there.3

We underwrite another 1,600 loans on which we 4

issue CHDAP subordinate loans in order to maintain the 5

credit quality of those loans.  And so we have -- in an 6

effort -- you're all familiar with the mortgage market.7

The 100 percent LTV loan has disappeared from the 8

California first-mortgage market, except for CalHFA at 9

this stage.  We will be announcing tonight that we will 10

be restricting ongoing business to 95 percent LTV 11

effective end of Sunday.  So next Monday, 95 will be our 12

maximum loan-to-value.13

In an effort to continue to offer the 100 up 14

until now, we have increased the FICO score requirement 15

to 680.  That dramatically helps us on default rates and 16

pricing and with the rating agencies.17

The FICO requirement on the 95 and below is 18

620.  And we will continue at the 620 level.19

And in order to not cut off people who don't 20

have the down-payment funds, we will attempt to promote 21

the down-payment assistance to go along with the 95 LTV 22

loans going forward.23

MS. PARKER:  Chuck, did you -- I apologize if I 24

was out of the room, did you talk about Genworth and its 25
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requirements on this?1

MR. McMANUS:  I did not.2

Do you want me to?3

MS. PARKER:  Well, I just -- I only think it's 4

important for, it's not like we dreamt this up; and maybe 5

to give not only context for what we're doing with our 6

business model, but what's happening in the marketplace. 7

Because, you know, in our recent negotiations that the 8

HFAs have done in totality with Fannie, for example, on 9

the partnership we've had with them for the last 10

18 months, and that we have another 36 months to go,11

they have made some changes on pricing requirements, not 12

only to the HFAs, but to the broader market; and from13

the standpoint of loan-to-values and risk and whatnot.14

So it's Fannie Maes, it's the MIs, it's the entities that 15

are pushing.  So to some extent, we're being pushed and 16

reacting.17

MR. McMANUS:  Yes, there are constrictions of 18

the availability of reinsurance at the 100 percent LTV 19

limit.20

There basically isn't any.  Genworth is going 21

to stay with us on the 40 percent restriction of our 22

volume because of our relationship.  And they've done 23

well up until now.24

All the other mortgage insurers have withdrawn 25
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in the California market and put out restrictions.  They 1

just call California a declining market, along with about 2

five other states.  And they just are out of the 3

100 percent market, out of the 97 market.  And 95 is very 4

restricted, and usually a 680 FICO score is required on a 5

 95 in the general market.6

So we are alone and we are getting a lot of 7

business because we are alone at the 100 LTV.  And as I 8

say, that will stop at the end of this week.9

And we just basically had to cut back because 10

we couldn't get reinsurance on more than 40 percent of 11

our volume.12

MS. PARKER:  And given the fact that we have 13

75 percent reinsurance -- our risk is laid off to 14

Genworth, to the extent if we wanted to choose to do 15

loans outside our arrangement with Genworth, we would be 16

taking substantial risk unleveraged onto our balance 17

sheets.18

But I just wanted to point this out because 19

this goes to the nature of doing this $200 million of the 20

special program.  Not only are we trying to do it with 21

the best rates, but to provide a loan product type that 22

just won't be there.  And so we really want to try to use 23

this as an economic stimulus to either work in the 24

hardest economic areas or some major public benefit to 25
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get out of that, because it will be such a limited amount 1

that we can do.2

MR. McMANUS:  And just for relationships, in 3

the fourth quarter of 2007, 79 percent of our business 4

was either 100 LTV or 97.5

So we're walking away from 80 percent of our 6

conventional, and then trying to supplement it with FHA 7

and with a combination of 95 plus down-payment 8

assistance.  But we've had to do it.9

MS. PARKER:  The only other unknown that I just 10

would call your attention to that may impact a little bit 11

of the numbers that goes back to the housing -- you said 12

Housing Assistance Trust Funds for down-payment 13

assistance.  If it is a situation that FHA through 14

subsequent legislation has reforms to what would allow 15

their loan limits to go from the current 97 percent to16

98-and-a-half, that would allow us with the down-payment 17

assistance that we're projecting here to perhaps be able 18

to do some more loans through that mechanism.  Then what 19

will come in as a trigger or a cap will be how much bond 20

cap that we can get from the CDLAC committee.21

So I'm just wondering, do you know -- there's a 22

bunch of different triggers we're operating under for 23

scarce resources.24

MS. GALANTE:  Can I ask about the bond 25
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allocation?1

The $200 million you're going after -- and I 2

haven't spent a lot of time thinking about the bond 3

allocation -- is that within the single-family money that 4

you normally would have gotten for other things?5

MS. PARKER:  What we are asking of the 6

Committee at this particular point in time -- the 7

Committee in January essentially set up allocations by 8

categories.  And this would request the committee to 9

essentially be willing to look at making some transfers 10

within those categories.11

We aren't asking them to give it to us yet,12

but we can't proceed unless we know that during the year, 13

that we can count on the allocation we need.  Otherwise, 14

what we have essentially told the committee is, given15

the amount of allocation that we have right now, we16

think our first priority is to do our overall program 17

statewide, since this would be limited to just certain 18

areas.19

But one of the things that we're talking to the 20

Committee about at this particular point in time, they 21

have, in the categories that they've put together, it's a 22

little over $600 million for single-family, and CalHFA 23

usually gets about half of that.  And what we have is an 24

amount between locals and CalHFA which is $250 million; 25
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and then there's $110 million that was earmarked for 1

CalHFA for the Extra Credit Teacher Program.2

So one possibility at this moment is to have 3

the committee look at whether or not they would be 4

interested in having us to not pursue Extra Credit 5

Teacher and utilize 110 of that for this, and that there 6

would be another $90 million that would have to come from 7

someplace else.8

CHAIR COURSON:  Peter?9

MR. CAREY:  I may have just run out of my 10

ability to understand things, but can you explain the 11

last bullet?12

MR. McMANUS:  Yes.  DAP is “down-payment 13

assistance programs.”14

If we can promote -- get a 95 percent first 15

mortgage, and then we work CHAP and CHDAP to make up16

5 or 6 -- 5 percent in this instance -- then the people 17

could still buy it with just closing cost.  You know, if 18

they can cover closing costs somehow.19

MR. CAREY:  Right.  I thought we weren't going 20

to be making 100 percent loans?21

MR. McMANUS:  It would be a 100 percent 22

combined loan-to-value.  It would only be a 95 percent 23

first mortgage.24

MR. CAREY:  Okay.25
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MR. McMANUS:  And right now, we're doing up to 1

106 percent combined loan-to-value when they get2

down-payment assistance, closing-cost assistance, and so 3

forth.  Okay.4

CHAIR COURSON:  Okay, Multifamily?5

MS. PARKER:  Bob, Margaret, do you want to --6

CHAIR COURSON:  And Asset Management.7

MR. DEANER:  Well, you can tell from my slide 8

that my other glass is half full.9

I projected 250 million for the next fiscal 10

year.  However, with the volatility in the market, that 11

could change.12

A couple factors obviously is the ability to 13

issue variable-rate bonds and the ability to issue 14

fixed-rate bonds and what that cost is in today's market. 15

This is a goal.  I've been out marketing, that I would 16

love to achieve.  However, depending on market 17

conditions, you know, it could be cut in half.  It just 18

depends on what happens in the bond market.19

If the bond market in the next 90 days were to 20

come back based on the marketing that we've done, as a 21

group, we could achieve this.  But, again, it's going to 22

depend on this, and then tax-credit equity.23

I think a number of deals you're going to find, 24

if they don't achieve their tax-credit equity, will get 25
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pushed back or may even get canceled.  So that's another 1

factor if we have 20 deals in the pipeline, you know, 2

five or ten could fall out.3

Then that goes into being competitive.  We had 4

reduced our interest rates, our loan fees, and expedited 5

our processing.  That's going to have to be relooked at 6

in today's market with the issuance of how we have to 7

issue our bonds.8

If we have to go to a fixed rate, our cost of 9

funds is going to go up; and we have to pass that on 10

because we can't incur that cost going forward.11

So in the market of reduced rates we've always 12

been under the variable-rate market.  And we've been able 13

to achieve current -- what we've competed against with 14

the banks.15

Although talking to -- as Terri was16

mentioning earlier, I've been on the road with probably 17

30 developers in the last 60 days and hearing from a 18

number of them that some of the banks are going sideways 19

and they're getting nervous on the banks.  And they're 20

also talking tax -- or a big reduction in tax-credit 21

equity.22

So we're not alone.  I'm going to do everything 23

in our power to keep us competitive, keep our pipeline 24

moving forward, but there's factors outside of that that 25
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we can't control.1

A real positive note is under the MHSA 2

Homelessness Initiative that we're working on.  That is 3

coming together between the Department of Mental Health 4

and the counties of which we're administering the funds. 5

And we've got a number of deals that we're looking at to 6

move forward shortly.  I'm staffing up for that.7

One of the things that I've done with that 8

program is to couple in that we do the construction loan 9

and perm. if we're doing the MHSA.  And, again, we'll 10

look at that as that goes forward.  But that's a little 11

bit out in time, probably 90 days, 120 days before we 12

really start seeing that product.  So that may help us 13

with our pipeline for next year.14

Another initiative that I'm working on, is a 15

partnership with Fannie Mae.  They're going to be out 16

next Tuesday, an executive from Fannie Mae on their 17

multifamily side, to discuss a risk-share program.18

I'm an ex-Fannie Mae multifamily lender.  So I 19

speak their speak and understand their programs.  And one 20

way to assist us in the multifamily arena is to build a 21

partnership with them to do a risk-share program to issue 22

bonds and use both their credit rating and our credit 23

rating.  And then that fact would reduce our cost of 24

funds and make our product very competitive.  So I'm 25
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going to push that very hard for us.1

And two other programs that I had been working 2

on that depend on what happens in the market was an 3

acquisition program, under the MHSA and smaller deals to 4

short-term the projects because capital was becoming 5

scarce and, in turn, we would take it out with our own 6

construction loan and perm.  I'm still working on that.7

I've worked with a group of supportive housing, 8

and we're talking about potentially forming a joint 9

venture -- I was with them two weeks ago -- and partner 10

something there that we could work together.11

And then a low-floater program is something 12

from my past that is done quite frequently that is 13

offered on a permanent basis.  Currently, we only offer a 14

fixed perm. loan.  And I would like to create a 15

low-floater program where the bonds actually floats over 16

SIFMA plus "X," and the borrower does a mechanism of a 17

swap or a cap rate.  And that also in that, if we have a 18

liquidity issue, the bonds would give us the ability to 19

sell more bonds.20

So I'm very optimistic with my production and 21

the things that our group has done.22

The Agency and senior management have been very 23

supportive of all the changes and the things that we've 24

gone forward.  And the group that I have has done a 25
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fantastic job of working together.  You're going to find 1

at the next Board meeting we're going to have a number of 2

deals we're bringing in because we've escalated up the 3

pipeline.  So now it's just a matter of the market 4

behaving the way that it should because it is irrational 5

at this point, and we're all working to make sure that 6

all these deals get done.7

CHAIR COURSON:  Okay, questions for Bob?8

MR. DEANER:  Questions?9

(No response) 10

CHAIR COURSON:  Margaret?11

MS. ALVAREZ:  On the Asset Management side, 12

just a report on the portfolio.  We're finding that the 13

rental market and occupancy rates are remaining very 14

strong.  We're not seeing vacancies at any high levels, 15

people are renting.  So that's a very good sign.16

The one thing we are seeing is that operating 17

costs are putting a squeeze on the bottom line.  So we're 18

kind of keeping our eye out for that.19

You know, there's a lot of costs you can't 20

change.  So the ones that you can control -- maintenance 21

and payroll -- seem to be the ones that get the cuts.  So 22

we appreciate the comments earlier from the Board on 23

keeping our eye on that.  And I wanted to assure you that 24

we are keeping our eye on that.25
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The portfolio is aging, as I often come before 1

you and talk about.  We actually have many loans where 2

the loan terms are expiring and others where the projects 3

need rehab and recapitalization.4

And our owners are also aging.  We're kind of 5

getting a lot of calls these days from people that are 6

trying to set up their portfolios for the next generation 7

or get out of them completely, and kind of butting our 8

heads with a lot of our long-term policies in the Agency 9

against prepayment and some other things.10

And a very interesting time, that suddenly 11

everybody wants to do something in their portfolio at the 12

worst time for us to be able to do it.  So we're kind of 13

hanging onto our hats and planning on it being a little 14

bit of a bumpy year in Asset Management that way.15

Our resources, our main resource has been the 16

last couple years, the last few years, is our policy of 17

letting the projects refinance in-house.  And we use 18

Bob's staff quite a bit for that.  In fact, when he talks 19

about the Board meeting coming up, a lot of those 20

projects in the next board meeting are our portfolio 21

loans.  And this has been really a saving grace in our 22

portfolio as a means to use tax credits and bond 23

allocation to renovate the properties and to recapitalize 24

them and make everybody happy in a really good way.  And, 25
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of course, the squeeze is being put on that.  But to the 1

extent possible, we are really using that program and 2

trying to move people in that direction.3

The Agency has dedicated $8 million of our HAT 4

funds towards the projects that don't want to sell that 5

maybe have some recapitalization needs.6

Last year, this past year, current year, we had 7

a 10-million-dollar award, and we've loaned about half of 8

that or committed about half of that.9

We also have earned surplus funds, which is 10

earned by the Section 8 portfolio.  And that gets used 11

for the Section 8 portfolio.  We haven't had a lot of 12

business in that area this year because, again, we're 13

pushing a lot of the projects towards sales.  But to the 14

extent we can use that money for people who don't want to 15

sell but need to recapitalize or do some improvement, we 16

have those funds.17

SB 707, as I mentioned last time, is an 18

extension of the RHCP program.  So starting in July, we 19

have some projects that have just been waiting for that 20

legislation that will go into effect at that time.  And 21

we can move forward with that.22

We also have done three different things in our 23

Asset Management group together with the other divisions 24

of our Agency.  And that is, we're working on a watch 25
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list of projects with very low debt-coverage ratio, or 1

that we just may identify as potential problems going 2

forward.  We're going to really be stepping up our 3

oversight of those properties.4

We also are putting the finishing touches on 5

what we call a “report card project,” where we've taken a 6

look back five years later, after we've approved the 7

loans here at the Board and looked at how they're 8

operating, to see how are they doing, share that 9

information with our colleagues, and see if we can 10

improve our underwriting going forward.11

I'll just say that having shared that with some 12

of Bob's staff a couple weeks ago to put the finishing 13

touches on that, it looks really good.  I mean, it's not 14

like there's any major tweaking that the Agency has to 15

do.  Our underwriting is always very positive, and that 16

always shows, as you know, that we don't have multifamily 17

loans failing very often.  It's been ten years since one 18

failed –- or longer than that.19

And then we're also continuing our efforts to 20

create an in-house refinance program that really, I 21

think, is going to get sidelined, if I'm honest, because 22

of the inability to get money at a decent rate that 23

people want to borrow.  But we keep trying because we 24

never throw in the towel.  So we'll continue to work on 25
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that and hopefully get something in place that will be of 1

use when the time is right.2

And that concludes my presentation.3

If there are any questions --4

CHAIR COURSON:  Questions from Margaret on our 5

Asset Management?6

(No response) 7

CHAIR COURSON:  Thank you.8

MS. ALVAREZ:  Thank you.9

MS. PARKER:  The last part, I wanted to bring 10

Steve up here.11

The business plan presentation, obviously, is 12

the plan by which the Agency will operate.13

We will then -- to the extent that we have some 14

sense about direction, we are also in the process of 15

developing the operating budget, which will come back, 16

and the Board also adopts in May.17

A good part of the operating budget is around 18

these strategic initiatives that you're well aware that 19

we've been working on and working through.  So Steve 20

wants to give you an update of where we are.21

But I did want to make one comment, 22

particularly because some of my colleagues on the Board, 23

our department directors, because of what's happening 24

with the state budget, are in a situation of having to 25
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look at taking 10 percent reductions in their operating 1

budget.  And while CalHFA doesn't have, because we're not 2

a   state general fund, sort of an artificial target to 3

reduce our operating budget, I can tell you that given 4

the conversations we've just gone through, that we are, 5

as always, having to be responsive to what's happening6

in our business plan for a direct relationship to our 7

operating budget.  If we have production going down, you 8

know, that is a direct impact on whether there is a need 9

for staff or not, and vice versa.  So, obviously, there's 10

a number of components.11

But with our concerns here, we will be going 12

through and developing our operating budget certainly 13

with an eye to the expenditure side relative to what is 14

needed to produce the business plan that we will be 15

presenting to you in May.16

So, Steve?17

MR. SPEARS:  I've cut my hour-long presentation 18

down a little bit, so hopefully I won't wear you down as 19

much.20

CHAIR COURSON:  If I'm correct, we all got 21

another notebook that is chock-full of a lot of 22

information.23

MR. SPEARS:  Yes.  I thought I would cover that 24

first.25
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A little background.  Two years ago, you got a 1

binder, for those of you that were here, from Mike 2

Howland, and he gave a presentation.  And it's a complete 3

assessment of our systems, enterprise-wide, how we were 4

doing, hardware, software platforms, the whole thing.  It 5

was a soup-to-nuts analysis.  It was a great job.  They 6

worked very hard on it.7

What we did was convert the things that needed 8

to be done, that were identified in that binder, into a 9

strategic projects, enterprise-wide projects.  And we 10

converted them -- if they're not I.T. projects, we gave 11

them executive sponsors, and we've talked about the 12

structure before.13

This is an update, the strategic projects 14

update that provides you with a list of those projects, 15

the accomplishments we've been able to achieve so far.16

The reason why we're giving this to you is not 17

just because we like to brag and talk about the things 18

we've done and the things we have planned; but in the 19

next fiscal year, we're going to be asking you to approve 20

at least one contract related to the homeownership 21

project.  And we think that it's prudent for you to 22

understand the process that we've been through, the costs 23

involved, the time-line, and that sort of thing.  So when 24

the time comes, you can stay up late at night and read 25
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this, we'll brief you on it.  We're happy to provide any 1

answers to any questions that you might have.  But that's 2

why you got this book.  Hang onto it for future 3

reference.4

I thought I would just go over four important 5

strategic projects that we had, that you see in front of 6

you here very quickly.7

You already heard about the loan-origination 8

system from Jerry.9

You're going to see that contract probably at 10

the September Board.  That contract and the costs 11

associated with that will be in the five-million-dollar 12

range, just so that you've got -- and we've gone over 13

these numbers before, but just to give you a sense of how 14

that's going to play out costwise.15

Fiscal services re-platforming is the Phase I 16

project that we're working on right now.  This is a 17

critical project and so is the homeownership project.18

Those two systems are 20 years old.  And if you had a 19

home computer at your house that was manufactured in 20

about 1990, it would be doing very strange things to21

you right now.  It would be coughing and sputtering.22

And that's what we're beginning to see.  We need to get 23

the homeownership system done and the fiscal services24

re-platforming done immediately.  Those are critical 25
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projects that are going forward.1

And we're making terrific progress.  We had 2

extremely good responses to the RFP for both of these 3

projects.  The fiscal services re-platforming is4

slightly ahead of schedule and is coming in below what5

we thought the costs would be on that.  So that's great 6

news there.7

The enterprise content management project is a 8

project we've undertaken to manage all of the documents 9

that we handle internally, handle them more efficiently 10

to make our general counsel happier about how we can find 11

projects, kill fewer trees, and the imaging of the 12

promissory notes -- we've talked about this before, we've 13

got files and files of notes that are in fire-proof 14

cabinets in the basement that would be inundated if water 15

intruded.  So we'll get those out of the basement, 16

imaged, and they'll be safer.  But it will also be easier 17

for staff to call those up, look at them, work with them. 18

  It will be a much better situation.19

Then the debt management project is not an 20

expensive project.  But some of the analysis that you saw 21

from Bruce today took a lot of work -- a lot of work to 22

pull information from different places.  He's been able 23

to -- and his staff -- put together a series of 24

Excel-based spreadsheets.  We're going to automate that, 25
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tie that into systems, and make that easier for them to 1

use so they can be more productive there.2

Those are the four system projects that we've 3

worked on.  Then we've talked about this consolidation 4

project.  We sent an RFP out around the first of the year 5

for leased space.  We're able to use a lot of the 6

information that we gained last year where we were 7

looking for an ownership situation.  And we've gotten 8

four responses back, and we're adding that to -- those 9

are four relocate responses.  And we're adding that to 10

the analysis of staying right where we are.11

They're all in the downtown core.  Some of them 12

are much more expensive than what we're spending now, and 13

some of them are cheaper than what we're spending now.14

But we're still analyzing those.  We're using the 15

architect to go in and see if we can configure things in 16

some of these proposed locations that would be better for 17

us all the way around.18

And one project is a brand-new building that's 19

planned at Ninth and L.  Their planned building that they 20

would lease to us was somewhat bigger.  They have gone 21

back to the drawing board to see if they can take space 22

out of that and risk out of that business and reprice it 23

for us at a lower cost.  So this is something ongoing.24

We'll have a lot more information for you in May.25
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Just quickly, you are here (pointing).1

CHAIR COURSON:  You've had the media training, 2

too, I can see.3

MR. SPEARS:  Carol Merrill from “The Price is 4

Right.”5

You are there in the third quarter of the 6

2007-2008 fiscal year.  You can see that several of these 7

projects, especially the fiscal services project, will 8

take a number of years to complete.9

The homeownership project will have folks 10

in-house and rolling along with the implementation 11

probably sooner than this.  That's probably a little 12

ahead of schedule.13

The enterprise content management, right now 14

Bruce's group are the guinea pigs for a concept design 15

proposal, they're also trying to find an off-the-shelf 16

debt-management system that might work.  I think that’s 17

true.18

Bruce, will it be custom?19

MR. GILBERTSON:  Yes.  Pretty much developed, 20

too.21

MR. SPEARS:  Yes, it's pretty much developed.22

We just need to put it in place.  And the point of all 23

this is -- and the reason why we talk about this -- at 24

the same time as the business plan, we're doing all of 25
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this, and we've been able to accomplish all of these 1

other things while we're doing production.  This creates 2

some hardship, especially in the area of homeownership.3

They've assigned some very key individuals to work on 4

these projects, and that's a hardship.  They're having to 5

do that and still do production at the same time.  They 6

deserve kudos for that.  The folks are working very, very 7

hard on all of this.8

So if you have any questions about that, I'd be 9

happy to entertain.  But we'll have a lot more time in 10

May to also talk about this as well.11

CHAIR COURSON:  Any questions?12

And I'm sure that as you read Mike's notebook 13

and so on, that you'll have many questions; and you can 14

certainly call Steve or Mike, and they'll be happy to 15

talk about it.16

MR. SPEARS:  Absolutely.17

MS. JAVITS:  I have kind of an overall comment 18

or question on the whole -- is this an appropriate time 19

for that?20

CHAIR COURSON:  This is it, because we're going 21

to move on to another topic.22

MS. JAVITS:  Okay.  That's what I thought.  So 23

very quickly, and just trying to project ahead to the 24

next presentation, which is really when we're going to 25
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make decisions about the business plan, just a couple of 1

thoughts.2

What would be helpful to me as a Board member 3

is to understand, even in rough terms, not just the 4

dollar amount we're committing to these various aspects 5

of our work, but how many people in California we expect 6

to help.7

So how many people are we going to put into 8

homes, homeownership?  How many people are we going to 9

put into apartments and multifamily buildings?10

And I'm fully understanding these are 11

guesstimates and very difficult to project.12

MS. PARKER:  We can do that.  I mean, everybody 13

has an average.  What's the average loan amount?14

MS. JAVITS:  It would be nice to know. 15

MS. PARKER:  We can take that $1.2 billion and 16

figure out how many loans we think we can do.  I mean, 17

that's the eight or nine hundred comes out of that 18

$200 million.  It would be a different number for the 19

balance, so that's easy to do.20

And we would do the same factor, roughly, on 21

the rental side.22

MS. JAVITS:  So anything we can learn about23

the number of people that are going to be impacted.24

Anything we can learn about the geography of those 25
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people.  Anything we can learn about their income levels. 1

Anything we can learn about, at a higher level, related 2

to that, kind of where we add value that the private 3

market won't, particularly in a more competitive 4

environment where our money is getting more expensive, 5

you know, what -- you know, just in each of these -- at6

a high level, just -- what are we doing in Multifamily 7

that nobody else is getting done because we're the 8

CalHFA, that the market's not going to do otherwise?9

That was a large part of our conversation about this 10

business plan the last time we talked.  So that's kind of 11

one set of questions.12

And then just on a -- this is a much more 13

specific -- the second general comment.  I mean, here we 14

have HCD and we have the Treasurer here at the table.15

And I know that there's many complicated reasons.  We 16

don't have a housing plan for California, in a sense, if 17

you want to -- you know, in that higher-level sense.18

But I guess it would be wonderful to understand just, 19

again, in relation to the value that CalHFA adds, you 20

know, in relation to the other agencies that are trying 21

to create housing for people in California, do we know 22

anything about that relationship?  Is there something 23

we're leveraging in particular there?  Is this aligned24

in some way with what TCAC and HCD are doing?  Just any 25
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information on that would be of tremendous value.1

MS. REDWAY:  I just want to -- we've actually 2

asked at the Treasurer's office for the same information, 3

trying to understand just how many dollars are going into 4

every rental unit or every home that is purchased.5

Because a lot of times, TCAC and CalHFA are working 6

together, or CalHFA and CDLAC and 4 percent credit.  So 7

there is a lot -- and locals are putting matches up.  But 8

nobody seems to have an answer.9

CHAIR COURSON:  Well, I think that those are 10

items, though, as we look at a business plan that Terri 11

and the staff -- I mean, some of those numbers are here, 12

some will be harder to extract.13

MS. PARKER:  I'm just going to try to think 14

about the second question, you know, on various levels 15

because it's -- certainly on the affordable housing side, 16

you know, housing doesn’t get done if it doesn't have17

tax credits tied to it.  And so, you know, it's kind of, 18

do you start out by looking at the tax credit scarce 19

resource and then, you know, see what the numbers are, 20

that that is developed and then, you know, how much of 21

that is CalHFA?22

Then there's the overlap, though, between the 23

partnership between CalHFA and HCD as they go through the 24

last stages of their, you know, Prop. 1C funds.25
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MS. JAVITS:  The spirit of the question is1

less about the specifics of getting numbers, all the 2

numbers.  It's more about in the spirit of the first 3

question.4

So we're one of three major agencies trying to 5

do something about affordable housing in California.6

We're going to affect so many people with the money that 7

we have, that we're proposing to do.  We have two other 8

major state agencies.  Kind of, just what's our value add 9

in relation to them?  Is there something different we 10

should be doing with our resources in relation to those 11

two other agencies?  Would we want to make an argument 12

that they should be doing something different?  Or that 13

together we could do something better to affect more 14

people, or more people of extremely low -- you know, with 15

lower incomes?  That's more the nature of the question 16

I'm asking.  And I fully recognize -- and I really17

appreciate the great presentation, all the work that's 18

going into it -- how complicated and difficult it is to 19

answer that question.  But I'm just saying, as a Board 20

member, anything you can do to shed light on that I think 21

will help us make better decisions about the business 22

plan going forward.23

MS. PARKER:  Well, I mean, I think one very 24

easy thing for me to tell you is I think the25
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200 million-dollar proposal that we're proposing on the 1

REOs --2

MS. JAVITS:  That's really exciting.3

MS. PARKER:  -- is something that nobody else 4

is doing.5

I'm not sure that anybody else really, besides 6

us, could do it because they wouldn't have the ability to 7

do 100 percent loan because nobody else would have the 8

mortgage-insurance capability.  And, clearly, that is a 9

partnership that CDLAC, you know, will decide whether or 10

not relative to the other demands.11

But I think if that's the kind of thing that 12

you are talking about, I can say very definitively, no 13

one is doing anything on foreclosures like that.  This,14

I think, is unique -- at least that's what we're hearing 15

from our counterparts in the rest of the country.  And 16

this is very much something that is kind of an idea 17

that's been put together by my colleagues in BT & H,18

and in that sense, presenting it to the Treasurer's 19

office.  So I'll try to think more about that context20

in describing some of the things we're proposing to do.21

MS. JAVITS:  That's great.  Thank you.22

CHAIR COURSON:  Okay.23

MS. GALANTE:  I know we're all brain-dead at 24

this point in time, but I want to follow that up by 25
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saying, I would love to understand the REO program.  You 1

know, we just touched on it today.  And given all the 2

information, I'd love to, maybe at the next meeting, have 3

us get into more detail about what the strategy is, about 4

how to make that work, and partnerships, and that kind of 5

thing.6

MS. PARKER:  Well, yes, we've tried to do a 7

balance between, on the one hand, you know, obviously the 8

volume cap is a very scarce resource.  And, you know, it 9

may or may not -- the committee may or may not decide 10

that this is, you know, an important use of it.11

So on the one hand, we've been doing that.12

On the other hand, we've been trying to work 13

with -- when John and I met with Fannie Mae, that was one 14

of the things that we talked to the chief business 15

officer about, would Fannie Mae be interested in.16

Because their involvement could do a number of things.17

They could provide us liquidity, which would help us to 18

do, as we are concerned about doing variable-rate debt, 19

which would help us make those loans even cheaper.20

We might do something through an affinity 21

agreement with them.22

So to some extent, as we get some of those 23

answers, we're better able to then come back and say, 24

"This is how we think we could design that."  They may or 25
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may not have some wants as part of that design plan.1

MS. GALANTE:  They also have their own REO.2

MS. PARKER:  Yes.  And we are talking to them 3

about that, but I'm glad you brought that up because 4

there's been some discussion about that.5

And I have told them that while they could 6

partner with us, that we would not utilize this program 7

to only help their REOs.  That our vision of this is that 8

if they did participate on liquidity, they would be 9

expected to take a haircut on the properties, et cetera, 10

et cetera, et cetera; that there would be some of their 11

properties that could be -- because it is also going to 12

be by geographical area.  But we want to have other13

banks and lenders because we think that actually the 14

competition will be helpful in making these housing 15

products for the borrower -- you know, if there is only 16

so many slots that the owners or banks are willing to 17

negotiate down for more affordability of the borrower.18

MS. GALANTE:  The only other comment I was 19

going to make, in Di's report, there is a bill, I guess, 20

in the Legislature on putting $50 million aside for 21

refinancing subprime mortgages.22

How closely are you all following that?  Do23

we have an opinion as CalHFA about that?  I just read24

the one paragraph, that's all I know about it.25
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MS. PARKER:  Di is all over it, but she would 1

be the best person to talk to about it.2

I think we've said to you before that we've had 3

many conversations with legislative staff who have come 4

to us and essentially say, "What can you do?  How can you 5

help?  How do you fix this?”6

MS. GALANTE:  I'm just trying to understand if 7

it's something we're supportive or not.8

MS. RICHARDSON:  We actually don’t have a 9

position on the bill yet.10

Chuck is here.  He and I had a long 11

conversation with some folks about the bill yesterday.12

It's sponsored -- actually, it came out of the Speaker's 13

office, Tia Boatman Patterson has been looking for 14

something to do in this area for a while.  And it's 15

actually patterned after -- the legislation is modeled 16

after the Small Business Development Loan Guarantee 17

program within the Business, Transportation, and Housing 18

Agency.19

There are some significant differences, 20

however, between that program and what's being proposed 21

in the bill -- that program, the loan guarantees.22

I believe they told us yesterday they are about 23

$100,000 each.  They're very small loans.  And the 24

guarantee runs for the entire term of the loan.25
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This proposal would be a 20 -- what she's 1

proposing is that the original lender write down the loan 2

to the new assessed value, and either make a new loan or 3

someone else make a new loan at that level.  And then 4

this guarantee fund would come to CalHFA, it would be set 5

up as a trust fund, and then we would disburse it to 6

other entities that would administer those funds doing a 7

20 percent guarantee on the top loss for five years, 8

which we think could be a little problematic.9

The community development facility groups -- I 10

can't think of the official name, but the folks that do 11

the small business loan guarantees, Chuck and I did have 12

conversations yesterday with their representative.  We're 13

going to have some more conversations with them on Monday 14

morning.  They're actually quite interested in the idea. 15

They, of course, make a big fee.  That's how they support 16

their business.17

They don't seem to have any mortgage-lending 18

experience.  And, in fact, the representative, when we 19

were talking to her, said, "Well, lending is lending.20

It's all kind of the same thing."21

And we said, "Well, it's really not the same 22

thing.  You know, you need to have some very specific 23

underwriting experience and the loans would have to be 24

underwritten."25

201



202

CalHFA Board of Directors Meeting – March 19, 2008 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

So the bill was originally scheduled to be 1

heard Monday.  And I've been told it's been pulled, and 2

it won't be heard until April 7th.3

I think the bigger hurdle is going to be the 4

$50 million appropriation.  That might be problematic in 5

this environment.  But we also have a Legislature who is 6

just chomping at the bit to do something, to say that 7

they've done something in this area.8

So we're still sort of taking a look at it and 9

comparing things and trying to figure out --10

MS. PARKER:  Di, one of the things is their 11

assumption that you could take that $50 million, and by 12

having it be some kind of a guarantee pool, substantially 13

leverage it and have a greater impact.  And we have been 14

trying to tell them that we don't think that you would be 15

able to leverage it.16

We think that, you know, the assumptions17

about getting ratings and investors and everything, that 18

if somebody did do this, they would probably want 19

dollar-for-dollar coverage.20

And so given that you can't leverage, and so 21

the ability of what you can get with $50 million is 22

substantially less than if you had the ability to take 23

$50 million and leverage it, much like our insurance fund 24

now is capitalized typically at 10-to-1.25
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So we've tried to explain that we don't think 1

that can happen; so that if people were really going to 2

do this, they need to understand for that much money, 3

what would you get out of it.4

MS. RICHARDSON:  Right.  And I think their 5

response to that is, well, you would just have to develop 6

underwriting guidelines that would ensure that there were 7

not many defaults.8

CHAIR COURSON:  Thank you.  Thank you, Di.9

The next item on our agenda is --10

MS. PARKER:  But before we leave this --11

CHAIR COURSON:  Yes?12

MS. PARKER:  -- you know, this is the time -- 13

does the Board -- I go back to this sheet that shows our 14

housing trust fund.  If the Board wants us to look at 15

anything else?16

Now, we, again, have talked about some of the 17

programs that we've done in the past using HAT funds, 18

HELP, some of these things.  We're going to discontinue 19

them right now just because of the situation.  So I just 20

want to make it very clear if, from your perspective,21

if you want us to be doing something different, we can22

go back and do staff work and give you some perspective 23

on it.24

But absent -- this is our –- this is what we 25
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think, following what we've heard from you in the past, 1

would be what you would expect us to be presenting it.2

MS. JAVITS:  Again, I'm interested in how we 3

help as many people with low incomes in California as 4

possible have a place to live.  And so if there's some 5

opportunity -- I mean, these are the flexible funds we 6

have to leverage other monies.  So, I mean, in the 7

absence of other information, this seems fine.  But I 8

guess the spirit of my question was just, you know, is9

if there's something at HCD or in the tax-credit program 10

where if we allocated $5 million of these funds, we could 11

house many more people in California than -- 12

MS. PARKER:  I understand.  I guess my response 13

back would be as much as we've done with MSHA, that we 14

have looked for those opportunities.  And I don't know 15

that we know of anything else than what we're doing, but 16

we're always looking for those kinds of opportunities.17

MS. JAVITS:  Okay. 18

MS. GALANTE:  I'm sorry, one last thing.19

The refinance program for Multifamily was kind 20

of touched on, you know, given the difficulties in the 21

bond market right now, that that probably is, you know, 22

going to go on hold.23

And I would just encourage us to keep that as a 24

high priority.  I just think this aging portfolio that we 25
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have, and people would like to refinance with CalHFA and 1

keep those properties affordable.  And I feel that trying 2

to find a way to enable that to happen really should be a 3

high priority in the Multifamily.4

CHAIR COURSON:  Peter? 5

MR. CAREY:  And I would agree with both of 6

those comments.  I also think that this is a year where7

a stark sense of reality is important, and our first 8

priority has got to be the fiscal health of the Agency; 9

and, secondly, I think that given the foreclosure crisis, 10

that we've got to be taking steps as we are to be an 11

active player in there.  And I'm willing to see some of 12

my other dreams for creativity set off for a year because 13

I think this is a crisis year in many ways.14

MS. PARKER:  One thing we didn't talk about –- 15

and I don't want to prolong this -- but we have in the 16

past been reporting to you on where we are with our own 17

REO portfolio.  I don't know if Jerry said this, but part 18

of the other reason is not just the HAT money, but it's 19

just staff resources.  By eliminating HELP and some of 20

these other programs that are very, very staff-intensive, 21

we're really shoring up and redirecting the staff to work 22

on our REOs.23

We are expecting to see 20 REO properties a 24

month, and more and more of these because of the lending 25
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we’ve done are going to be on our books rather than FHA 1

books.  And so, you know, that’s another part of what we 2

are trying to -- we're looking forward, but we're also 3

having to very much deal with everything that we have 4

done in the past.5

CHAIR COURSON:  I have asked the elder 6

statesman on the Board, Mr. Carey, to take over the 7

chair.  I have an airplane to catch so I will be 8

departing for the Sacramento International Airport.9

And Peter is going to chair the rest of the 10

meeting.11

And I want to thank everybody.12

It's been quite a meeting.  But it's the type 13

of thing that, as a board, that I had always hoped and 14

envisioned is the kind of issues that we've dealt with, 15

that we need dealt with.  And they're not hard, they're 16

real tough.  But I really appreciate the Board's 17

perseverance today.18

MR. CAREY:   I'm not sure whether to challenge 19

the word “elder” or question the use of the word 20

"statesman."21

CHAIR COURSON:  This was an easy one.22

ACTING CHAIR CAREY:  Any further comments about 23

the five-year plan?24

(No response)25
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 //1

 //2

Item 9.   Public hearing pursuant to Health and Safety3

Code section 51657(a) regarding revisions to4

 the Agency’s schedule of mortgage insurance 5

premium rates.6

ACTING CHAIR CAREY:  With that, our next item 7

is the public hearing related to Mortgage Insurance.8

MR. McMANUS:  I'm going to have to ask you to 9

look at your books because the PowerPoint is not on the 10

system here.  But this will be no more than four minutes, 11

if you all stay with me, depending on if you have 12

questions.  Okay, and it's page 539.  Page 539 in your 13

books.  And there are handouts over there.14

We all are aware of the tough real estate 15

single-family and condo real estate market in California. 16

 And what I'm going to ask you for is to go through the 17

analysis that we need to increase premium rates.  It 18

varies.  It's basically an 11 to 12 percent increase in 19

our premium rates which were undermarket.  It will bring 20

them to what were the market rates of other MI companies, 21

all of whom have withdrawn from the 100 and 97 LTV 22

market, and others have placed surcharges on their 23

premium rates in what they call “declining markets,” and 24

they call California a declining market.25
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We need to increase these to support writing 1

the insurance, basically, and to stay financially 2

solvent.  So we're recommending that they be increased.3

If you go to page 540, if you look at the right 4

hand, you'll see, "Stable and rising market alternative 5

rates," and then you have a "greater than 25-year."6

Those rates are our existing rates, okay.  That's what I 7

would call a stable market, lower than market premium 8

rates.9

We are proposing to change them to what are 10

labeled "standard rates," which are standard retail 11

market rates.12

The top two, which are 80 percent of our 13

business, it's an 11-basis-point increase, an .11 percent 14

increase.  And it's 15 basis points at the 95 level.15

These will bring us in line with what were 16

current market rates and have us priced so that we17

can still sell insurance and handle the six to18

seven-and-a-half defaults per hundred that we have 19

anticipated incurring over time.  So we're asking to 20

price where we can be in the business and do it.21

The 35 percent coverage shown on the left, that 22

is our standard coverage on all of our bond programs.23

If you go down to the next page, 541, Chart 2, 24

we show some reduced coverages.  These may be possible25
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if we cut a deal to sell home loans to either Fannie Mae, 1

Freddie Mac, or some other investor.2

If you go to the next page, page 542, Chart 3, 3

this is a currently proposed set of insurance coverages 4

for a Fannie Mae deal:  28 percent coverage on a 5

100 percent LTV, 25, 22, 18, and 12.  So this would be if 6

we were going to sell through Fannie Mae, quite likely 7

the insurance rates we would offer to the borrowers.8

They're reduced coverage because Fannie Mae then puts 9

their coverage over and beyond it.10

And if we can go to these rates, then I think 11

we can stay in the marketplace and continue to insure.12

I have in my hand the notice from Genworth, who 13

is our reinsurer, to all HFAs on their coverages.  As of 14

March 4th, they departed the 100 percent LTV market in 15

all declining markets, and they defined California as one 16

of the six states that are declining markets.17

So if they were our primary insurer, we would 18

not be doing any 97’s and 100’s.  They are a reinsurer, 19

and, therefore, they work with us as the lead insurer.20

So we can stay in the market but to a limited extent.21

And in our case, we'll work towards reducing our 22

percentage of business to 40 percent of our overall 23

business in the 97 and 100.24

So I'm submitting this increase in rates to the 25
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Board for comment if you have any, or questions.1

MS. PARKER:  This is not an action item, and 2

this constitutes our requirement for a public meeting on 3

it.4

MR. HUGHES:  The primary purpose of this item 5

is to solicit public comment on mortgage-insurance 6

premium rates.7

ACTING CHAIR CAREY:   Any questions for Chuck 8

before we open the public comment?9

(No response)10

                        --o0o—-11

Item 12.  Public Testimony12

ACTING CHAIR CAREY:  Well, this is a public 13

hearing.  If there is anyone who wishes to comment on the 14

proposed mortgage-insurance rates, step forward.15

(No response) 16

ACTING CHAIR CAREY:  Seeing none, we'll close 17

the hearing.18

MS. PARKER:  Mr. Chairman, I think that 19

concludes our business plan20

ACTING CHAIR CAREY:  If there's any staff 21

member that wants to make a report, it's at their risk.22

MS. PARKER:  Thank you all for your patience.23

And there's information, obviously, about our 24

next meeting in May.  We'll be meeting in Burbank on 25
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May 14th.1

Obviously, in the interim, if there's anything 2

significant that happens, we'll be keeping you all 3

apprised.4

ACTING CHAIR CAREY:   Thank you.  The meeting 5

is adjourned.6

(The meeting concluded at 2:09 p.m.) 7

--oOo--8
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REPORTER'S CERTIFICATE

         I hereby certify that the foregoing proceedings 

were duly reported by me at the time and place herein 

specified;

         That the testimony of said witnesses was 

reported by me, a duly certified shorthand reporter and a 

disinterested person, and was thereafter transcribed into 

typewriting.

         I further certify that I am not of counsel or 

attorney for either or any of the parties to said 

deposition, nor in any way interested in the outcome of 

the cause named in said caption. 

         IN WITNESS WHEREOF, I have hereunto set my hand 

on the 26th day of March 2007. 

                         _______________________________ 
                    DANIEL P. FELDHAUS  
                          California CSR #6949 
                          Registered Diplomate Reporter 
                          Certified Realtime Reporter 
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CALIFORNIA HOUSING FINANCE AGENCY 
Final Commitment 

Mission Garden Apartments 
Santa Cruz, Santa Cruz County, CA  

CalHFA # 07-022-A/N 

SUMMARY 

This is a Final Commitment request for acquisition and permanent financing.  Security for the 
acquisition/rehabilitation and permanent loans will be a 50-unit family and senior apartment 
complex known as Mission Garden Apartments, located at 90 Grandview Street, Santa Cruz, 
California.  Mission Gardens Affordable, L.P., (“Borrower”) whose managing general partners 
are Mission Gardens AGP, L.P. and Las Palmas Housing and Development Corporation 
Foundation, a California nonprofit corporation, will own the project. 

Mission Gardens Apartments is an existing portfolio loan currently owned by Santa Cruz 
Mission Gardens, a California General Partnership, whose general partners are Byron Kelly and 
Wayne Kelly.  The project was constructed in 1981 and is a 50-unit, one and two-story 9 
building, family and senior apartment complex (28 family units and 22 age restricted senior 
units).  The project is 100% Section 8 and the initial 20-year Housing Assistance Payments 
(HAP) contract plus two (2) additional 5-year renewals expires on June 15, 2011.  The Borrower 
will seek a new HAP contract upon expiration.  CalHFA loan terms and conditions may be 
modified by staff in the event that said approvals impact the transaction. 

LOAN TERMS 

Acquisition/Rehabilitation

First Mortgage    $4,170,000 
Interest Rate     5.00%, fixed 

 Term    24 Months, interest only 
 Financing   Tax-Exempt 
      

Second Mortgage*    $450,000 
 Interest Rate   5.00%  
 Term    5 year fixed, fully amortized 
 Financing   Tax-Exempt 

 *At the time of permanent loan funding, this loan will remain in place and will be 
subordinate to the CalHFA’s Permanent First Mortgage. 

Permanent

First Mortgage    $4,170,000 
 Interest Rate   5.00% 
 Term    35 year fixed, fully amortized 
 Prepayment   After year 15 
 Financing   Tax-Exempt 
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CalHFA acquisition/rehabilitation financing is subject to the assignment by the borrower of tax 
credit equity and all rights under non-CalHFA financing commitments. 

OTHER FINANCING 

The Redevelopment Agency of the City of Santa Cruz will fund $1,500,000 to be disbursed at 
follows: $1,000,000 during rehabilitation and $500,000 at permanent loan closing.  The interest 
rate is 3% for a term of 55 years, payable from residual receipts.  The loan, and development 
and regulatory agreements shall subordinate to the CalHFA financing. 

HOUSING ASSISTANCE PAYMENT (“HAP”) CONTRACT 

The original HAP contract was executed on January 15, 1981, for a term of 20 years.  The HAP 
contract expired on June 15, 2001, and by its terms, was extended for the first of two (2) 
additional 5-year terms (30 years total).  The contract is in its final renewal period.  CalHFA is 
the Section 8 Contract Administrator. 

Assignment of the HAP contract to the Borrower, any required modification to the HAP contract, 
and the general plan of financing, are all subject to the approval of the Department of Housing 
and Urban Development (“HUD”).  

CalHFA is currently seeking approval from the San Francisco HUD office recommending that 
the existing 5-year HAP contract remain in place.  A response from HUD is still pending. 

The borrower will be required to seek and accept any renewals of the project based Section 8 
contract or other HUD subsidies. 

This project is a pre-1980 HAP contract with limited distribution to the project sponsor.  The 
existing replacement and operating reserves will be transferred with the property at the time of 
sale to Mission Gardens Affordable, L.P.

PROJECT DESCRIPTION 

Project Location 

� The project is located approximately three miles southwest of downtown Santa Cruz, one 
half mile north of the Pacific Ocean and the Natural Bridges State beach. 

� The project is approximately 0.1miles north of Highway 1 (Cabrillo Highway) and two 
miles southwest from State Route 17 (Highway 17), both routes are north/south with 
Highway 1 running slightly west/east of the subject property.  Highway 17 is the main 
thoroughfare from the city of San Jose and the San Jose International Airport.  In 
addition, the University of California, Santa Cruz, is located less than one mile north of 
the site. 

� The project is proximate to retail uses to the east that include a grocery store.  Adjoining 
land uses to the north and east include various single family homes, a subsidized housing 
project, operated by the City of Santa Cruz Housing Authority to the south, a residential 
condominium project to the west, a condominium conversion project to the southeast. 
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� A bus stop and Highway One access in within 0.1 miles of the project.  The Safeway 
grocery store is within 0.4 miles of the project, an elementary school is within 0.8 miles, 
the middle school and high school are within 1.7 miles, the Galleria Shopping Mall is 
within 2.2 miles and the Dominican Hospital, providing adult and pediatric care, is located 
within 4.5 miles. 

Site

� The 4.58 acre site is sloped north to south and is irregular in shape. 
� The site is zoned RL, Multiple Residence-Low Density, by the City of Santa Cruz, which 

allows for development of no more than 50 units per acre.  The site and its use are 
legally conforming. 

Improvements

� This 50-unit, garden style project was built in 1981 and consists of seven two-story 
residential buildings, a one-story community room/office building and one-story 
maintenance building.  There are no fences or gates along the frontage or rear of the 
property, however, there are fences on the west and east sides.  There is a landscaped 
open space on the east side of the property that contains a playground, visitor parking, 
and a creek.  The open space is connected to the main site via a wood bridge.  The 
buildings are wood framed with stucco exterior siding and wood trim, constructed from 
on grade reinforced concrete footings with concrete slab on grades at the lower floor.  
The roofs are a combination of built-up roofing and concrete tiles.  Interior walkways lead 
to each of the units.  In addition, there are two secured parking areas, one is located in 
the rear of the project and the other is located at the end of the building.   

� There are 26 one-bedroom, 16 two-bedroom, and 8 three-bedroom units.  Out of the 26 
one-bedroom units, 22 are age restricted senior units.  All but 8 of the units are of flat 
design and have one bathroom.  There are 4 accessible one-bedroom units and 2 
accessible two- bedroom units.  The remaining 8 three-bedroom units are of townhome 
design with two bathrooms, a washer/dryer hook-up and a two car garage. 

� Each unit has an electric range with hood, a frost-free refrigerator, a garbage disposal, 
single bowl sinks, and a patio or balcony.  Each unit also contains wall unit gas heating.  
There is no air conditioning.   

� There are common area amenities include two laundry rooms, and a community building 
that contains a meeting room with a fireplace, a leasing office, a maintenance office, a 
kitchen and toilet facilities.  In addition, there is a separate maintenance building. 

� The project provides 60 parking spaces, including 8 townhome garages representing 16 
covered spaces. 

PHYSICAL NEEDS ASSESSMENT/SCOPE OF WORK

� The project is in average condition for a development of this type and age. 
� The scope of rehabilitation work totals $1,056,000 or $21,123 per unit and includes: 

o Site work, $140,237 – grade modifications ($60,000) fence repair, site wall 
replacement, landscaping, common area lighting ($43,600), playground/tot lot 
equipment ($25,000), and parking lot repair and resurface ($11,637). 

o Building, $383,016 –  windows and sliding glass doors ($129,439), exterior 
painting and stucco repairs ($86,750), roofing ($86,327), repair and replace unit 
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stairwells, caps, railings ($50,500), office, common area, and community room 
repairs and upgrades ($25,000), and repair concrete walks ($5,000). 

o Residential Units, $532,874 – new kitchen cabinets and counters, new 
bathroom cabinets and counters ($257,332), replace and install kitchen and 
bathroom sinks, faucets, lights, electrical upgrades ($81,385), heat pumps and 
in-wall furnaces ($65,000), replace and install kitchen and bathroom flooring 
($50,000), appliances ($45,750), and interior painting and drywall repair 
($33,407).

Work is scheduled to commence by September 2008 and is projected to be completed 
within 12 months. 

Off-site improvements

� No off-site improvements and/or costs are required. 

Relocation

� There is $50,000 in relocation expense allocated for this project.  Most of the renovation 
will take place around the occupied units.  The rehabilitation plan does not assume 
invasive construction activity which would result in the temporary displacement of 
tenants.  However, specific interior unit renovation such as window replacement, vinyl 
flooring, and cabinet replacement is going to take place on a cluster basis (groups of 
units) and is scheduled to be completed within 2-4 days.  The residents will be offered a 
hotel voucher or cash equivalent for the period of their displacement.  The Borrower’s 
relocation staff will provide transportation and assist with moving arrangements.  In 
addition, these temporarily displaced residents shall be entitled to compensation for all 
reasonable out of pocket expenses incurred in connection with temporary relocation. 

The Borrower will conduct tenant orientation meetings prior to the purchase of the 
property and before and during the rehabilitation period regarding the scope of work and 
timelines, to address any tenant issue or concerns regarding the project. 

MARKET 

Market Overview 

The Primary Market Area (PMA) for the property is defined as the area bound by Soquel 
Drive/Highway 1 to the north, Interstate 710 (Long Beach Freeway) and 41st Avenue to the 
east, West and Cliff Drive to the south and Shafer to the west.  This PMA was utilized to assess 
both family and senior demand.  The Secondary Market Area (SMA) is considered to be Santa 
Cruz-Watsonville MSA. 

The total population in the PMA in 2007 was 78,142 persons, and in the SMA was 264,678, with 
an annual growth rate of 0.9% from 1990-2000.  Slow growth is projected to continue in the 
PMA at 0.3% annually through 2012, for a total population of 79,255.  The senior population 
within the PMA population for 2007 was 6,719 persons and in the SMA was 25,762.  The 
projected PMA senior population for 2012 is 7,425, and 29,701 in the SMA, representing a 2.0% 
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increase per year.  Growth in the senior population in the PMA is projected to increase at a 
faster rate from 2008 to 2012 than the general PMA population.   

In 2007, of the 30,289 households within the PMA population, 51.7% are renters and 48.3% are 
owners.  Within the PMA, approximately 13.9% or 4,209 households are senior households with 
72.6% home owners and 27.4% renters.  Within the PMA, approximately 28.0% of the 
households earned below $35,000 and approximately 10.7% earned less than $15,000.  As a 
comparison, approximately 42.7% of senior households earned below $35,000, while 18.0% of 
senior households earned below $15,000 in 2007.  The demographic data implies a strong 
demand for family and senior affordable rental housing in the PMA.   

Housing Supply and Demand 

� The rental housing stock in the PMA is primarily comprised of market rate apartments 
(1965-2004) in average to good condition. 

� Occupancy rate for market rate units as of June 2006 is 97.0%.  LIHTC properties within 
the PMA, consisting of one senior and five family projects, with only one located within a 
one-mile radius, have an average occupancy rate of 99%, with a waiting list ranging from 
one year to several years long.  The property’s occupancy rate is 100% with waiting list 
that has been closed since November 2005. 

� The Housing Authority of the County of Santa Cruz, which administers the Section 8 
program for the entire county, stated that there are 4,000 Housing Choice Vouchers 
designated for Santa Cruz County with all 4,000 in current use for a usage rate of 100%.  
The waiting list was opened in November 2007 and contains 4,000 households.  The 
Housing Authority does not track the percentage of senior households.  Given the 
extensive waiting list for the subject property, the LIHTC properties, and housing 
authority vouchers, there is a significant demand for affordable family and senior housing 
in Santa Cruz County. 

� There are no new LIHTC/bond projects or market rate housing currently planned within 
the PMA.  There were LIHTC issued to one property in the PMA during the 2004, 2005, 
2006, and 2007 allocation cycles.  None of the allocated properties target senior 
population.

PROJECT FEASIBILITY 

Estimated Lease-up Period

� The project is currently 100% leased and the proposed rehabilitation will not interfere 
with occupancy.    

ENVIRONMENTAL

Barr & Clark Environmental completed a Phase I Environmental Assessment report on March 
14, 2008.  The report concludes that there are no adverse environmental conditions that warrant 
further investigation or remedial action.  
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SEISMIC 

URS Corporation performed a seismic review assessment on April 18, 2008.  The damage ratio 
met the Agency’s seismic risk criteria and no further review is needed. 

DEVELOPMENT TEAM 

Borrower

Mission Gardens Affordable, L.P.

� The non-profit Managing General Partner will be Las Palmas Housing and Development 
Corporation (LPHDC), located in Carlsbad, California.  LPHDC is a subsidiary of Las 
Palmas Foundation, which was founded in 1992, and Joseph M. Michaels is the 
President and Executive Director.  Mr. Michaels’ has over 22 years of experience in 
affordable multifamily development. 

� The co-general partner and sponsor/developer, Mission Gardens AGP, L.P., a 
subsidiary of Mission Gardens GP, LLC (Bentall Residential), will be an initial general 
partner in the LP.  Bentall was founded in 2002 in Irvine, California to acquire and 
manage affordable and market rate multifamily housing in the United States.  Kenneth J. 
Reiner is the President and has over 25 years of real estate development experience.  
Bentall has over 20 years of experience developing affordable quality rental housing.  In 
the past 6 years, Bentall has developed 11 senior/family facilities representing over 
2,766 units, in San Jose, Oakland, and various cities throughout Southern California. 

Bentall has developed 13 projects with CalHFA including Baywood (77-unit, senior 
facility), El Rancho Verde (700-unit, senior facility), Coronado Terrace (312-unit family 
facility), Summercrest (372-unit, family and senior facility), Vista Terrace Hills (262-unit, 
family facility,) Hemet Estates (80-unit family facility), Sterling Village (80-unit family 
facility), Palm Springs Senior Villa (116-unit senior facility), Indio Gardens (151-unit 
family facility), Parkview Apartments (97-unit family facility), Ridgewood Apartments (41-
unit family facility), La Loma Apartments, (34-unit family facility), and Casa de las 
Hermanitas (88-unit senior facility).   

Management Agent 

The John Stewart Company

� The John Stewart Company will manage the property.  The John Stewart Company was 
founded in 1978 and provides management, development and consulting services for 
non-profit and private sector clients throughout California.  The John Stewart Company 
services approximately 200 housing developments representing 20,000 residential units 
for low-income to extremely low-income persons.  The John Stewart Company manages 
various types of properties including senior communities, tax credit projects, HUD, and 
Section 8 properties. 
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Architect

Ground Floor Design, Inc. (Ground Floor)

� Ground Floor, located in Tustin has provided all phase services of development and 
construction administration since 2002.  The Borrower has engaged Ground Floor to 
assist them in project design, renovation, and construction management during the 
rehabilitation process.  Ground Floor has designed numerous multifamily projects in the 
Northern California, Bay Area, and Southern California regions. 

Contractor

Precision General Commercial Contractors (Precision GCC)

� Precision GCC has been a general contractor since 1987.  Their work includes primarily 
multi-family, government assisted (Low Income Housing and Tax Credit assisted) and 
commercial properties.  They specialize in all aspects of construction and development 
in over 16 states, primarily California, Arizona, Texas, Oklahoma and Washington, 
representing over 30,000 units.  
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PROJECT SUMMARY      PROJECT NUMBER: 07-022-A/N
Final Commitment

Project: Mission Gardens
Location: 90 Grandview Street Developer: Bentall Residential
City: Santa Cruz Partner: Las Palmas
County: Santa Cruz Investor: Yet to be determined
Zip Code: 

No. of Buildings: 9
Project Type: Rehabilitation No. of Stories: 2 and 1 story
Occupancy: Family and Senior Residential Space 40,508 sq. ft. 
Total Units: 50 Community/Leasing Spac 1,690 sq. ft. 
Style Units: Townhomes and Flats Commercial Space 0 sq. ft. 
Elevators: no Gross Area 42,198 sq. ft. 
Total Parking 60 Land Area 200,376 sq. ft. 
Covered 16 Units per acre 11

CalHFA Acquisition/Rehab Financing Amount Rate Term (Mths)
CalHFA Acquisition Financing $4,170,000 5.000% 24
Existing Operating Reserve
Existing Replacement Reserve
Income from Operations

Permanent Sources of Funds Amount Rate Years
CalHFA First Mortgage $4,170,000 5.00% 35
CalHFA Bridge Loan $0 0.00% 0
CalHFA Second Mortgage (funded at acquisition) $450,000 5.00% 5
Source 4 $0 0.00% 0
City of Santa Cruz ($1,000,000 funded at acquisition) $1,500,000 0.00% 0
Source 6 $0 0.00% 0
Source 7 $0 0.00% 0
Source 8 $0 0.00% 0
Source 9 $0 0.00% 0
Source 10 $0 0.00% 0
Source 11 $0 0.00% 0
Source 12 $0 0.00% 0
Income from Operations $73,613  
Developer Contribution - Mezz.Loan $0  
Deferred Dev. Fee $191,205  
Tax Credit Equity ($1,919,631 funded at acquisition) $2,132,624  

           Construction Valuation Appraisal Value Upon Completion
Investment Value $7,560,000 Appraisal Date: 3/10/08 Restricted Value $6,300,000
Loan / Cost 58% Cap Rate: 6.00% Perm. Loan / Cost 53%
Loan / Value 61% Perm. Loan / Value 73%

CalHFA Fees and Reserve Requirements

CalHFA Loan Fees Amount Required Reserves Amount
CalHFA Acquisition Loan Fee $23,100  Other Reserve $0
CalHFA Permanent Loan Fees $10,425  Replacement Resv. Initial Deposit $75,000
Other Fee $0  Repl. Reserve - Per Unit/ Per Yr $500

Construction Loan - Guarantees and Fees CalHFA Operating Expense Reserve $0
Completion Guarantee Fee $0  Rent Up Reserve $0
Contractors Payment/Perf. Bond $0  Transitional Operating Reserve $156,000
 $0  Other Reserve $0

Date: 4/29/2008 Senior Staff Date: 4/23/2008

95060

$86,981
$73,613

$40,855

222



UNIT MIX AND RENT SUMMARY Mission Gardens

07-022-A/N
Total Unit Mix 

# of # of Average
Units Unit Type Baths Sq. Ft. 

Studio 1
26 1 Bedroom Flat 1
16 2 Bedroom Flat 1

2 Bedroom Townhome 2
8 3 Bedroom Townhome 2

4 Bedroom Townhome 2.5

50

Number of Regulated Units By Agency
Agency 35% 45% 50% 60% 80%

CalHFA 15
Tax Credits 50

City of Santa Cruz 15 35

HCD

AHP

Zoning

Other

Restricted Rents Compared to Average Market Rents
Median Income Units Restricted Avg. Market Dollars % of 

Rent Levels Restricted Rents Rate Rents Difference Market
One Bedroom $1,503

35% 0 $0 $0 0%
45% 0 $0 $0 0%
50% 8 $763 $740 51%
60% 18 $926 $577 62%
80% 0 $0 $0 0%

Two Bedroom $1,893  
35% 0 $0 $0 0%
45% 0 $0 $0 0%
50% 5 $912 $981 48%
60% 10 $1,108 $785 59%
80% 0 $0 $0 0%

Three Bedroom $2,239
 35% 0 $0 $0 0%

45% 0 $0 $0 0%
50% 3 $1,008 $1,231 45%
60% 5 $1,277 $962 57%
80% 0 $0 $0 0%

Four Bedroom $0
35% 0 $0 $0 0%

 45% 0 $0 $0 0%
50% 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 $0 0%

1,268

619
859
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Sources and Uses of Funds Mission Gardens
07-022-A/N

Funds in during Funds in at Final Commitment
SOURCES OF FUNDS: Acq/Rehab ($) Permanent ($)

CalHFA Acquisition Financing 4,170,000 Total Development Sources
Construction Only Source 2 -                       Total Sources Sources  
Construction Only Source 3 -                       of Funds ($) per Unit %
CalHFA First Mortgage  4,170,000          4,170,000         83,400          48%
CalHFA Second Mortgage 450,000                -                    450,000            9,000            5%
Existing Replacement Reserve 86,981                  -                    86,981              1,740            1%
Earned Surplus -                       -                    -                    -                0%
Existing Operating Reserve 40,855                  -                    40,855              817               0%
City of Santa Cruz 1,000,000             500,000             1,500,000         30,000          17%
Source 6 -                       -                    -                    -                0%
Source 7 -                       -                    -                    -                0%
Source 8 -                       -                    -                    -                0%
Source 9 -                       -                    -                    -                0%
Source 10 -                       -                    -                    -                0%
Source 11 -                       -                    -                    -                0%
Source 12 -                       -                    -                    -                0%
Income from Operations 73,613                  -                    73,613              1,472            1%
Developer Contribution - Mezz.Loan -                       -                    -                    -                0%
Deferred Developer Fee 191,205                -                    191,205            3,824            2%
Tax Credit Equity 1,919,361             213,263             2,132,624         42,652          25%

Total Sources 7,932,015             4,883,263          8,645,278         172,906        100%
(Gap)/Surplus -                     -                   -                  

USES OF FUNDS: Acq/Rehab ($) Permanent ($)

LOAN PAYOFFS & ROLLOVERS Total Development Costs
Construction Loan payoffs $4,170,000 Total Uses Cost %

of Funds ($) per Unit 
ACQUISITION    

Lesser of Land Cost or Value 1,375,000          -                   1,375,000       27,500         16%
Seller's Prepayment Penalty 253,809             -                   253,809          5,076           3%

Legal - Acquisition Related Fees 7,500                 -                   7,500              150              0%
Subtotal - Land Cost / Value 1,636,309          -                   1,636,309       
Existing Improvements Value 3,871,192          -                   3,871,192       77,424         45%

Off-Site Improvements -                     -                   -                  -               0%
Other - Commission 165,000             -                   165,000          3,300           2%

Total Acquisition 5,672,500         -                 5,672,500     113,450       66%

REHABILITATION
Site Work 138,237             -                   138,237          2,765           2%

Rehab to Structures 917,890             -                   917,890          18,358         11%
General Requirements 63,368               -                   63,368            1,267           1%
Contractors Overhead 21,123               -                   21,123            422              0%

Contractors Profit 63,368               -                   63,368            1,267           1%
Contractor's Bond 10,561               -                   10,561            211              0%

General Liability Insurance 14,575               -                   14,575            292              0%
Environmental Mitigation Expense -                     -                   -                  -               0%

Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total Rehabilitation 1,229,122         -                 1,229,122     24,582         14%

RELOCATION EXPENSES
Relocation Expense 50,000               -                   50,000            1,000           1%

Relocation Compliance Monitoring -                     -                   -                  -               0%
Total Relocation 50,000              -                 50,000          1,000           1%

(Continued on Next 2 Pages)
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USES OF FUNDS (Cont'd): Acq/Rehab ($) Permanent ($) Total Development Costs
  Total Uses Cost per Unit %

of Funds ($) per Unit 
NEW CONSTRUCTION

Site Work -                     -                   -                  -               0%
Structures (Hard Costs) -                     -                   -                  -               0%
General Requirements -                     -                   -                  -               0%
Contractors Overhead -                     -                   -                  -               0%

Contractors Profit -                     -                   -                  -               0%
Contractor's Perf. & Pymt Bond -                     -                   -                  -               0%

General Liability Insurance -                     -                   -                  -               0%
Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total New Construction -                    -                 -                -               0%

ARCHITECTURAL & ENGINEERING
Architectural Design 40,000               -                   40,000            800              0%

Architect's Supv during Construction -                     -                   -                  -               0%
Total Architectural 40,000              -                 40,000          800              0%

Engineering Expense -                     -                   -                  -               0%
Engineers Supv. during Construction -                     -                   -                  -               0%

ALTA Survey -                     -                   -                  -               0%
Total Engineering & Survey -                    -                 -                -               0%

ACQUISITION LOAN COSTS
Acquisition Loan Interest -                     -                  -               0%

CalHFA Acquisition Loan Fee 23,100               23,100            462              0%
Other Acquisition Loan Fees -                     -                  -               0%

CalHFA Outside Legal Counsel Fees -                     -                  -               0%
Other Lender Req'd Legal Fees -                     -                  -               0%

Title and Recording fees -                     -                  -               0%
CalHFA Req'd Inspection Fees 9,000                 9,000              180              0%

Other Req'd Inspection Fees -                     -                  -               0%
Prevailing Wage Monitoring Expense -                     -                  -               0%

Taxes & Insurance during rehab -                     -                  -               0%
Predevelopment Interest -                      -                  -               0%

Cost for Completion Guarantee -                      -                  -               0%
Other -                     -                  -               0%

Total Acquisition Loan Expense 32,100              -                 32,100          642              0%

PERMANENT LOAN COSTS
CalHFA Perm Loan Fees -                     10,425             10,425            209              0%

CalHFA Bridge Loan Fees -                     -                   -                  -               0%
CalHFA Loan Application Fee 500                     -                   500                 10                0%

Other Lender Perm. Loan Fees -                     -                   -                  -               0%
Title and Recording -                     5,000               5,000              100              0%

Perm. Bridge Loan Interest Expense -                     -                   -                  -               0%
Bond Origination Guarantee Fee -                     -                   -                  -               0%

Tax Exempt Bond Allocation Fee 600                     -                   600                 12                0%
Other -                     -                   -                  -               0%

Total Permanent Loan Expense 1,100                15,425           16,525          331              0%

LEGAL FEES
Borrower Legal Fee 75,000               -                   75,000            1,500           1%

Other -                     -                   -                  -               0%
Total Attorney Expense 75,000              -                 75,000          1,500           1%
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USES OF FUNDS (Cont'd): Acq/Rehab ($) Permanent ($) Total Development Costs
  Permanent Per Unit %

of Funds ($) per Unit 
CONTRACT / REPORT COSTS

Appraisal 10,000               -                   10,000            200              0%
Market Study 6,500                 -                   6,500              130              0%

Physical Needs Assessment 6,000                 -                   6,000              120              0%
HUD Risk Share Environ. Review -                     -                   -                  -               0%
CalHFA EQ Seismic Review Fee 3,200                 -                   3,200              64                0%

Environmental Phase I / II Reports 5,000                 -                   5,000              100              0%
Soils / Geotech Reports -                     -                   -                  -               0%

Asbestos / Lead-based Paint Report -                     -                   -                  -               0%
Noise/Acoustical/Traffic Study Report -                     -                   -                  -               0%

Termite/dry rot 4,800                 -                   4,800              96                0%
Consultant / Processing Agent 35,000               -                   35,000            700              0%

Total Contract Costs 70,500              -                 70,500          1,410           1%

CONTINGENCY
Hard Cost Contingency 121,455             -                   121,455          2,429           1%
Soft Cost Contingency 20,000               -                   20,000            400              0%

Total Contingency 141,455            -                 141,455        2,829           2%

RESERVES
CalHFA Operating Expense Reserve -                     -                   -                  -               0%

Construction Defects Reserve -                     -                   -                  -               0%
Funded Replacement Reserve 75,000               -                   75,000            1,500           1%

Capitalized Investor Req'd Reserve -                     -                   -                  -               0%
Transitional Operating Reserve 156,000             -                   156,000          3,120           2%

Total Reserves 231,000            -                 231,000        4,620           3%

OTHER
CTCAC App/Alloc/Monitor Fees 25,009               -                   25,009            500              0%

Local Permit Fees 20,000               -                   20,000            400              0%
Local Development Impact Fees -                     -                   -                  -               0%

Other Local Fees -                     -                   -                  -               0%
Advertising & Marketing Expenses -                     -                   -                  -               0%

1st Year Taxes & Insurance 68,024               -                   68,024            1,360           1%
Furnishings 75,000               -                   75,000            1,500           1%

Final Cost Audit Expense -                     -                   -                  -               0%
Miscellaneous Admin Fees 10,000               -                   10,000            200              0%

Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total Other Expenses 198,033            -                 198,033        3,961           2%

SUBTOTAL PROJECT COSTS 7,740,810         4,185,425     7,756,235     155,125       90%

DEVELOPER COSTS
Developer Overhead/Profit (5% Acq.) -                     -                   -                  -               0%

Developer Overhead/Profit (NC/Rehab) 191,205             697,838           889,043          17,781         10%
Consultant / Processing Agent -                     -                   -                  -               0%

Project Administration -                     -                   -                  -               0%
Broker Fees to a related party -                     -                   -                  -               0%
Construction Mgmt. Oversight -                     -                   -                  -               0%

Other -                     -                   -                  -               0%
Total Developer Fee / Costs 191,205            697,838         889,043        17,781         10%

Total Costs 7,932,015         4,883,263     8,645,278     172,906 100%
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Annual Operating Budget Mission Gardens
Final Commitment

INCOME: $ Amount Per Unit % of Total

Total Rental Income $692,580 $13,852 99.36%
Laundry $4,483 $90 0.64%
Other Income $0 $0 0.00%

Gross Potential Income (GPI) $697,063 $13,941 100.00%

Less:
Vacancy Loss $28,917 $578 4.33%

Effective Gross Income $668,146 $13,363

EXPENSES: Total Cost Per Unit % of Total 

Payroll $82,877 $1,658 29.20%
Administrative $16,979 $340 5.98%
Management fee $26,700 $534 9.41%
Utilities $40,078 $802 14.12%
Operating and Maintenance $55,621 $1,112 19.60%
Insurance and Business Taxes $32,347 $647 11.40%
Locality Compliance Monitoring Fee $0 $0 0.00%
Other $0 $0 0.00%

Subtotal Expenses $254,602 $5,092 89.70%

Replacement Reserves $25,000 $500 8.81%

Taxes & Assessments $4,233 $85 1.49%
Total Expenses $283,835 $5,677 100.00%

Financial Expenses
CalHFA First Mortgage $208,500 $4,170
CalHFA Second Mortgage $101,905 $2,038
Other Required Debt Service $0 $0

NET OPERATING INCOME $73,907 $1,478
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#169730v1

1
2

RESOLUTION 08-123
4

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT5
6
7

WHEREAS, the California Housing Finance Agency (the "Agency") has received 8
a loan application on behalf of Mission Gardens Affordable, L.P.,  a California limited 9
partnership (the "Borrower"), seeking a loan commitment, the proceeds of which are to be 10
used to provide financing for a multifamily housing development located in the Santa 11
Cruz, Santa Cruz County, California, to be known as Mission Garden Apartments (the 12
"Development"); and13

14
WHEREAS, the loan application has been reviewed by Agency staff which 15

prepared a report presented to the Board on the meeting date recited below (the "Staff 16
Report"), recommending Board approval subject to certain recommended terms and 17
conditions; and18

19
WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as 20

the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior 21
expenditures for the Development with proceeds of a subsequent borrowing; and22

23
WHEREAS, on March 24, 2008, the Executive Director exercised the authority 24

delegated to her under Resolution 94-10 to declare the official intent of the Agency to 25
reimburse such prior expenditures for the Development; and26

27
WHEREAS, based upon the recommendation of staff and due deliberation by the 28

Board, the Board has determined that a final loan commitment be made for the 29
Development;30

31
1. The Executive Director, or in his/her absence, either the Chief Deputy 32

Director or the Director of Multifamily Programs of the Agency is hereby authorized to 33
execute and deliver a final commitment letter, in a form acceptable to the Agency, and 34
subject to recommended terms and conditions set forth in the Staff Report and any terms 35
and conditions as the Board has designated in the Minutes or the Board Meeting, in relation 36
to the Development described above and as follows:37

38
PROJECT   DEVELOPMENT NAME/      MORTGAGE  39
NUMBER  LOCALITY                AMOUNT_40
   41

07-022-A/N Mission Garden Apartments $4,170,000.00 Acq/Rehab First Mortgage42
Santa Cruz, Santa Cruz County $   450,000.00 Second Mortgage 43
California $4,170,000.00 Permanent First Mortgage44

45
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#169730v1

Resolution  08-121
Page 22

3
4

2. The Executive Director may modify the terms and conditions of the loans or 5
loans as described in the Staff Report, provided that major modifications, as defined below,6
must be submitted to this Board for approval.  "Major modifications" as used herein means 7
modifications which either (i) increase the total aggregate amount of any loans made pursuant to 8
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive 9
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily 10
Programs of the Agency, adversely change the financial or public purpose aspects of the final 11
commitment in a substantial way.12

13
I hereby certify that this is a true and correct copy of Resolution 08-12 adopted at a duly 14
constituted meeting of the Board of the Agency held on May 14, 2008at Burbank, California.15

16
17
18

ATTEST:_______________________                                   19
 Secretary20

21
22
23
24
25
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April 23, 2008 1

CALIFORNIA HOUSING FINANCE AGENCY 
Final Commitment 

Fourth Street Apartments 
San Jose, Santa Clara County CA  

CalHFA # 07-006C/N 

SUMMARY 

This is a Final Commitment request for construction and permanent loan financing.   Security 
will be a 100-unit family apartment complex known as Fourth Street Apartments, located at 
1470 North Fourth Street, San Jose California. Fourth Street Apartments, L.P., is the borrower 
(“Borrower”) and Fourth Street Apartments, LLC (LLC) is the general partner of the Borrower. 
First Community Housing, a California nonprofit corporation (“FCH”) is the managing member of 
the LLC. 

Upon completion, Fourth Street Apartments will be a 100-unit project on .75 acres, consisting of 
39 one-bedroom, 31 two-bedroom and 30 three-bedroom units in a mid-rise 9 story building. 
Thirty-five percent of the units will be limited to a tenant population defined as developmentally 
disabled who are also at risk of homelessness. 

LOAN TERMS 

Acquisition/Construction Period 

First Mortgage    $33,965,000 
Interest Rate     5%, fixed rate for tax-exempt bonds 
      6.7% fixed rate for taxable bonds 

 Term    24 Months, interest only 
 Financing   $30,000,000 Tax-Exempt Bonds 
     $3,965,000 Taxable Bonds 

Permanent Loan Period 

First Mortgage    $9,590,000 
 Interest Rate   3.5% fixed-years 1-10; 4.5% fixed, years  
     11-20; 5% fixed, years 21-35. 
 Term    35 year fully amortized, pre-payable after 

the qualified project period with 120 day 
notice to Agency 

 Financing   Tax-Exempt      

Agency financing is subject to the assignment by the borrower of tax credit equity and all rights 
under non-Agency financing commitments. 

The CalHFA Regulatory Agreement is to remain in place for the minimum of the qualified project 
period or payment in full of the loan. 

The CalHFA loan documents will be in first lien position. 
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 SPECIAL NEEDS LOAN TERMS 

The interest rate on the permanent will be reduced by the Agency from 5% to 3.5% using HAT 
funds to subsidize the rate. The rate subsidy will be discontinued beginning in year 21 and is 
estimated to cost $479,500. All of CalHFA’s Special Needs financing requirements are to be 
satisfied prior to construction loan closing. 

OTHER FINANCING 

Source Type Loan 
Amount

Term Interest 
Rate

Repayment

MHP Loan $8,789,846 55 3.00% Residual Receipts 
City of San Jose  Loan $9,875,000 55 3.00% Residual Receipts 
HCD Infrastructure 
Grant Loan $1,513,561 0% None
San Andreas Regional 
Center Loan 1,200,000 55 3% Residual Receipts 
Tax Credit Equity Equity $17,107,754    

The HCD MHP loan will specify that thirty-five percent of the units (35) are for use by 
households with at least one tenant who is defined as developmentally disabled and who is at 
risk of homeless.  

The Agency will require that all of HCD’s supportive housing requirements be satisfied at time of 
construction loan closing. 

The HCD Infrastructure Grant was applied for in March and is expected to be awarded by the 
end of June. The CalHFA approval is subject to approval of an acceptable commitment by HCD 
for the Infrastructure Grant. 

The City of San Jose’s Housing Department has funded a land acquisition loan and has 
approved the construction/permanent loan.  

The CalHFA Regulatory Agreement shall be recorded in a priority position to all other recorded 
loan documentation and regulatory constraints. The Regulatory Agreement shall regulate 20% 
or 20 units at 50% AMI for a period of at least the qualified project period.   

PROJECT DESCRIPTION 

Project Location 

� The subject is located on North Fourth Street between Archer Street and W. Gish Road.  
The site is ¼ of a mile from Highway 101 and ½ mile from Highway 880. 

� The site is located along the outside border of downtown San Jose, the center of which is 2 
miles away. The downtown area offers all levels of services, medical facilities, hotels, 
restaurants, theatres and shopping. 

� The location is an older commercial area consisting of light manufacturing uses, hotel and 
retail uses. Multifamily residential properties are located ¼ mile away, on North First Street. 
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� Adjacent land uses consist of single-story light industrial buildings to the North, South and 
East and a high end hotel is located East of the site.  

� A full-service grocery store is .55 miles away, all levels of schools are from .3 to 4.4 miles 
away including San Jose State. 

� A public park is .45 miles away, medical facilities are 2 miles away. 
� Public transportation via the Light Rail line and bus stop is 2 blocks away and provides 

access throughout the City of San Jose and County of Santa Clara. 
� All tenants will receive a free Eco Pass, which is a pass to ride all busses and light rail 

services throughout the County service area. 

Site

� The site is a .75 acre parcel currently improved with a vacant single-story commercial 
building that will be demolished prior to start of construction. 

� The site is zoned Light Industrial (LI) with a General Plan overlay allowing for 55 units 
per acre.

� The developer has received all land use approvals required to develop the property as 
planned.

Improvements

� The project will be a nine-story, steel-frame building with a two-story above-ground 
garage containing 114 spaces and five stories of residential construction. There will be 
39 one-bedroom, 31 two-bedroom and 30 three bedroom flats. 

� Each unit will have a balcony, energy-efficient windows, wiring for internet access, 
dishwasher, microwave, disposal, air conditioning and refrigerator. 

� The common area improvements consist of a computer lab, a community room, offices 
for supportive services and management, a courtyard on the third floor with a play lot, 
picnic area and seating, two elevators, two stairwells and two laundry rooms. 

� The project will also have a 12,500 square foot accessible “living roof” which conserves 
energy by providing insulation, treats and reduces storm water runoff, improves air 
quality and reduces the urban heat island effect. The roof will be accessible to residents 
and satisfies open space requirements imposed by the Planning Department.  

� A reduction in the number of parking spaces was approved due to the fact that project is 
located near a transportation hub.  FCH is providing free transportation passes to all of 
the tenants, and FCH has demonstrated that the developmentally disabled population 
does not typically drive cars. There will be five parking spaces for the two-bedroom units 
dedicated to the developmentally disabled population. These spaces are anticipated to 
be used for live-in care-givers. 

� In order to accommodate 114 parking spaces in two parking levels on a small site, the 
project will utilize 36 parking lift machines which will stack two cars into one space for 
the two and three-bedroom units.

� Construction is scheduled to commence in September 2008 and is projected to be 
completed within 20 months. 

� Prevailing wages will be paid on this project. 
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SPECIAL NEEDS SERVICES

� Thirty-five (35) of the units will be reserved for households that include at least one adult 
with a developmental disability. Additionally, the households must be at risk of 
homelessness.

� Developmental disabilities are defined as those disabilities that originate before the 
individual reaches the age of 21, are expected to continue indefinitely, and constitute a 
substantial disability for the individual.  They include mental retardation, cerebral palsy, 
epilepsy and autism.  The definition does not include handicapping conditions that are 
solely of a physical nature.   

� There will be 20 one-bedroom units, 11 two-bedroom and 4 three-bedroom units set 
aside for the developmentally disabled population and rented at 25% AMI. 

� The developmentally disabled residents will have their service needs evaluated and will 
have an individual service plan developed for each tenant. 

� Services for the developmentally disabled residents will be provided by the San Andreas 
Regional Center (SARC). SARC’s services includes evaluating the client’s service 
needs, developing an Individual Program Plan (IPP) and connecting the clients with 
agencies approved by the department of Developmental Services to provide the 
appropriate level of services.

� The lead service provider will be Housing Choices Coalition (HCC), a non-profit 
corporation that provides services to developmentally disabled persons in Santa Clara, 
Monterey and Santa Cruz counties. HCC receives funding from the San Andreas 
Regional Center, the Department of Developmental Services, and various foundations in 
the Bay Area. HCC will provide housing services to the residents of the project including:   

o A part-time resident services coordinator on site, who will be responsible for 
tenant outreach and engagement for on-site activities.  The coordinator will be at 
the site 10-12 hours per week.   

o Two to three weekly social activities for the residents.  
o Staffing for a local chapter of People First, a self-advocacy group for people with 

developmental disabilities.   
o A meeting with each resident at least once a month to check in on issues related 

to housing such as assistance with lease renewals, compliance with lease terms 
and Section 8 issues.   

o Training for independent living skills, supportive living services such as daily 
living skills, advocacy, and facilitating community participation. 

o Interface between tenants and property management on issues such as 
compliance with lease terms, behavior issues and communication between the 
client and property management. 

o Working with residents to ensure that appropriate services are being supplied to 
residents by Regional Center vendors.     

The borrower will be required to lease 35 units to special needs tenants for 10 years and enter 
into a 10-year agreement with HCC to provide supportive services.  These requirements will be 
incorporated into the Agency’s regulatory agreement.  
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HOUSING SUPPLY AND DEMAND 

� The market study defines the Primary Market Area (PMA) is generally defined as the 
northern part of downtown area and portions of the City of Santa Clara.  The 
population within the PMA is 70,797.  

� The Secondary Market Area (SMA) includes the City of San Jose, with a population 
of 933,710.  

� The median income in the PMA is $62,043 and in the SMA it is $84,860. 
� The housing stock in the PMA is primarily comprised of market rate single family 

homes and apartments (1960’s-2005) in average to good condition. 
� The market study found a strong need for affordable family apartments in the PMA, 

citing the 100% occupancy rates of comparable affordable housing projects and 95% 
occupancy rates for market rate apartments. 

� There were 1,125 people on waiting lists for the five affordable properties, totaling 
471 units, in the survey. 

� The absorption rate for the 65 units offered to the general population is estimated to 
be 23 units per month and a total of 4 months to fully lease these units. 

� The project would need to capture only 1.5% of the estimated demand for the 
project’s general population units to be fully leased up. 

� Thirty-five units will be rented to tenants designated as developmentally disabled and 
specific data on the number of persons with developmental disabilities is difficult to 
accurately track. However the 2000 Census states that there are 2,494 individuals 
within the project’s zip code that have a mental disability of some kind. In addition, 
Housing Choices Coalition has 1,140 clients in Santa Clara County that are in their 
database and who qualify as developmentally disabled. 

� As an example of the extremely high demand for affordable housing for tenants with 
developmental disabilities, Gish Apartments, a 34-unit affordable housing project ¼ 
mile away, has 13 units set aside for developmentally disabled tenants at 20% of 
AMI. The project completed in 2007 and the entire project leased in less than 2 
months, with 800 applicants. The waiting list for this project is over 400 applicants 
and the units leased to developmentally disabled were the units that leased first. 

� In the City of San Jose, there are several affordable housing projects totaling 900 
units that are planned for 2008, none of which are located within the project’s PMA.  

ENVIRONMENTAL

A Phase I Environmental report by Confidential Compliance Consultants dated March 20, 2007 
states that the existing light industrial building was constructed around 1955 and prior use was 
agricultural. Previous tenants of the building included a printing press and a research facility. 
Due to the building’s age and previous uses, a Phase II has been recommended and is 
underway. The updated report and implementation of its recommendations is required prior to 
closing the construction loan 

Geotechnical Report 

A Geotechnical Report dated March 28, 2008 concluded that ground water levels fluctuate from 
9 1/2 to 11 feet below grade and found a potential for liquefaction in the case of an earthquake. 
The site is not in an earthquake fault zone. However, the report recommends construction of a 
conventional mat foundation.
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DEVELOPMENT TEAM 

Borrower

Fourth Street Apartments, L.P. 

The project is to be owned by Fourth Street Apartments, L.P. a California limited partnership.  
Fourth Street Apartments, LLC will be the general partner.  The sponsor will be the sole 
member of Fourth Street Apartments, LLC.  FCH was founded in 1986 and has completed 15 
projects containing over 900 units. Currently three projects with 212 units are in various stages 
of construction. CalHFA has financed loans for FCH on three completed properties which are 
Murphy Ranch Phase I and Phase II, Gish Apartments and Villa Montgomery, all of which have 
been completed and converted to permanent loans. CalHFA is financing two other projects for 
FCH, which are scheduled to close the construction loans and start construction in the summer 
of 2008. These projects are Bay Avenue Apartments and Salinas Gateway Apartments. 

Management Agent 

Jon Berkley Management Inc.

Jon Berkley Management Inc. (“JBM”) was formed in 1979 and manages a wide range of 
market rate and affordable apartments in the Bay Area and Sacramento Valley. The company 
specializes in affordable housing and manages five projects financed by CalHFA including Villa 
Montgomery in Redwood City. 

Architect

Fisher-Friedman Associates

Fisher-Friedman Associates was founded in 1964 and specializes in residential design and 
planning.  They have designed over 50 apartment projects in California totaling over 9,500 units. 
Fisher-Friedman is also the architect for Murphy Ranch and Villa Montgomery.

Contractor

Branagh Construction 

Branagh Construction has been in business since 1920, with projects ranging from educational 
facilities to churches, high density residential, commercial, hotels and offices. Branagh is based 
in Oakland and its projects are primarily in the Bay Area.  Branagh has built 3 projects 
developed by FCH including Villa Montgomery and Gish Road Apartments. 
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PROJECT SUMMARY      PROJECT NUMBER: 07-006 C/N
Final Commitment

Project: Fourth Street 4/23/2008
Location: 1470 North 4th Street Developer: First Community Housing
City: San Jose Partner: Fourth Street Apartments LLC, GP
County: Santa Clara Investor: Unknown
Zip Code: 95112

No. of Buildings: 1
Project Type: New Construction No. of Stories: 7 story residential over 2 parking levels
Occupancy: Family Residential Space 111,928 sq. ft. 
Total Units: 100 Office Space 3,337 sq. ft. 
Style Units: Flats Commercial Space 0 sq. ft. 
Elevators: Yes Gross Area 115,265 sq. ft. 
Total Parking 114 Land Area 32,670 sq. ft. 
Covered 104 Units per acre 133

CalHFA Construction Financing Amount Rate Term (Mths)
CalHFA Construction Financing-Tax-Exempt $30,000,000 5.00% fixed 24
CalHFA Construction Financing-Taxable $3,965,000 6.70% fixed 24

Permanent Sources of Funds Amount Rate Years
CalHFA First Mortgage **see below $9,590,000 3.50% 35
CalHFA Bridge Loan $0 0.00% 0
CalHFA Gap Loan-Second Mortgage $0 0.00% 0
MHP $8,789,846 3.00% 55
City of San Jose $9,875,000 3.00% 55
HCD Infrastructure Grant $1,513,561 0.00% 55
San Andreas Regional Center $1,200,000 3.00% 55
Income from Operations $0  
GP Contribution $199,004  
Deferred Dev. Fee $0  
Tax Credit Equity $17,017,754  
**NOTE: Interest rate in years 1-10 is 3.5%, the rate for years 10-20 is 4.5% and the rate for years 20-35 is 5%

           Construction Valuation Appraisal Value Upon Completion
Investment Value $0 Appraisal Date: 0/0/0 Restricted Value $0
Loan / Cost 64% Cap Rate: 0.00% Perm. Loan / Cost 20%
Loan / Value #DIV/0! Perm. Loan / Value #DIV/0!

CalHFA Fees and Reserve Requirements

CalHFA Loan Fees Amount Required Reserves Amount
CalHFA Construction Loan Fee $169,825  Other Reserve $0
CalHFA Permanent Loan Fees $23,975  Replacement Resv. Initial Deposit $0
Other Fee $0  Repl. Reserve - Per Unit/ Per Yr* $500

*375 year 1-2; 500 years 5-35
Construction Loan - Guarantees and Fees Capitalized Replacement Reserve 25,000
Completion Guarantee Fee $33,450,000  CalHFA Operating Expense Rese $110,902
Contractors Payment Bond $33,450,000  Other Reserve $128,920
Contractors Performance Bond $33,450,000  Tax-Exempt Bond Test (Min. 50% 62.65%

Date: 4/23/2008 Senior Staff Date: 4/23/2008

243



UNIT MIX AND RENT SUMMARY Fourth Street

07-006 C/N
Total Unit Mix 

# of # of Average
Units Unit Type Baths Sq. Ft. 

39 1 Bedroom Flat 1
31 2 Bedroom Flat 1
0 2 Bedroom Townhome 1.5
0 2 Bedroom Townhome 2

30 3 Bedroom Flat 2
4 Bedroom Townhome 2.5

100

Agency 25% 45% 50% 60% 80% Unrestricted Total

CalHFA 20 20
Tax Credits 99 99

City of San Jose 35 0 40 25 100
HCD-MHP 35 15 25 24 1 100

HCD-IIG 99 99

Zoning 0

Other 0

Restricted Rents Compared to Average Market Rents
Median Income Units Restricted Avg. Market Dollars % of 

Rent Levels Restricted Rents Rate Rents Difference Market
One Bedroom $1,400

25% 20 $465 $935 33%
45% 0 $0 $0 0%
50% 19 $963 $437 31%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

Two Bedroom $1,700
25% 11 $554 $1,146 33%
45% 5 $1,032 $668 61%
50% 4 $1,151 $549 32%
55% 5 $1,271 $429 75%
60% 5 $1,390 $310 82%

Three Bedroom $2,100
 25% 4 $636 $1,464 30%

45% 10 $1,188 $912 57%
50% 2 $1,326 $774 37%
55% 10 $1,464 $636 70%
60% 4 $1,602 $498 76%

Four Bedroom $0
25% 0 $0 $0 0%

 45% 0 $0 $0 0%
50% 0 $0 $0 0%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

Number of Regulated Units By Agency

1,168

652
897
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Sources and Uses of Funds Fourth Street
07-006 C/N

Funds in during Funds in at Final Commitment
SOURCES OF FUNDS: Construction ($) Permanent ($)

CalHFA Construction Financing-Tax-Exempt 30,000,000 Total Development Sources
CalHFA Construction Financing-Taxable 3,965,000              Total Sources Sources  
Construction Only Source 3 -                         of Funds ($) per Unit %
CalHFA First Mortgage  9,590,000          9,590,000          95,900           20%
CalHFA Gap Loan-Second Mortgage -                         -                     -                     -                 0%
MHP -                         8,789,846          8,789,846          87,898           18%
City of San Jose 9,875,000              -                     9,875,000          98,750           20%
HCD Infrastructure Grant 1,513,561              -                     1,513,561          15,136           3%
San Andreas Regional Center 700,000                 500,000             1,200,000          12,000           2%
Income from Operations -                         -                     -                     -                 0%
GP Contribution -                         199,004             199,004             1,990             0%
Deferred Developer Fee -                         -                     -                     -                 0%
Tax Credit Equity 735,000                 16,282,754        17,017,754        170,178         35%

Total Sources 46,788,561           35,361,604        48,185,165        481,852         100%
(Gap)/Surplus -                      -                   -

USES OF FUNDS: Construction ($) Permanent ($)

LOAN PAYOFFS & ROLLOVERS Total Development Costs
Construction Loan payoffs $33,965,000 Total Uses Cost %

of Funds ($) per Unit 
ACQUISITION    

Lesser of Land Cost or Value 2,190,000           -                   2,190,000       21,900         5%
Demolition 200,000              -                   200,000          2,000           0%

Legal - Acquisition Related Fees 30,000                -                   30,000            300              0%
Subtotal - Land Cost / Value 2,420,000           -                   2,420,000
Existing Improvements Value -                      -                   -                  -               0%

Off-Site Improvements 200,000              -                   200,000          2,000           0%
Other -                      -                   -                  -               0%

Total Acquisition 2,620,000         -                 2,620,000     26,200         5%

REHABILITATION
Site Work -                      -                   -                  -               0%

Rehab to Structures -                      -                   -                  -               0%
General Requirements -                      -                   -                  -               0%
Contractors Overhead -                      -                   -                  -               0%

Contractors Profit -                      -                   -                  -               0%
Contractor's Bond -                      -                   -                  -               0%

General Liability Insurance -                      -                   -                  -               0%
Total Rehabilitation -                    -                 -                -               0%

RELOCATION EXPENSES
Relocation Expense -                      -                   -                  -               0%

Relocation Compliance Monitoring -                      -                   -                  -               0%
Total Relocation -                    -                 -                -               0%

NEW CONSTRUCTION
Site Work 1,000,000           -                   1,000,000       10,000         2%

Structures (Hard Costs) 28,490,000         -                   28,490,000     284,900       59%
General Requirements 2,000,000           -                   2,000,000       20,000         4%
Contractors Overhead 1,000,000           -                   1,000,000       10,000         2%

Contractors Profit 960,000              -                   960,000          9,600           2%
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USES OF FUNDS (Cont'd): Construction ($) Permanent ($) Total Development Costs
  Total Uses Cost per Unit %

Construction Continued of Funds ($) per Unit 
Contractor's Perf. & Pymt Bond -                      -                   -                  -               0%

General Liability Insurance -                      -                   -                  -               0%
Total Construction Contract 33,450,000 - 33,450,000 334,500       69%

Joint Trench/Utility Work 100,000              -                   100,000          1,000           0%
Total New Construction 33,550,000       -                 33,550,000   335,500       70%

ARCHITECTURAL & ENGINEERING
Architectural Design 1,600,000           -                   1,600,000       16,000         3%

Architect's Supv during Construction 400,000              -                   400,000          4,000           1%
Total Architectural 2,000,000         -                 2,000,000     20,000         4%

Engineering Expense 200,000              -                   200,000          2,000           0%
Engineers Supv. during Construction -                      -                   -                  -               0%

ALTA Survey 50,000                -                   50,000            500              0%
Total Engineering & Survey 250,000            -                 250,000        2,500           1%

CONSTRUCTION LOAN COSTS
Construction Loan Interest 2,052,099           -                   2,052,099       20,521         4%

CalHFA Construction Loan Fee 169,825              -                   169,825          1,698           0%
Other Construction Loan Fees 7,904                  -                   7,904              79                0%

CalHFA Outside Legal Counsel Fees 3,500                  -                   3,500              35                0%
Other Lender Req'd Legal Fees -                      -                   -                  -               0%

Title and Recording fees 25,000                -                   25,000            250              0%
CalHFA Req'd Inspection Fees 18,000                -                   18,000            180              0%

Other Req'd Inspection Fees -                      -                   -                  -               0%
Prevailing Wage Monitoring Expense -                      -                   -                  -               0%

Taxes, Insurance,bonds during construction 691,353              -                   691,353          6,914           1%
Predevelopment Interest 324,684              -                   324,684          3,247           1%

Cost for Completion Guarantee -                      -                   -                  -               0%
Cityof San Jose Const. Interest 697,491              -                   697,491          6,975           1%

Total Construction Loan Expense 3,989,856         -                 3,989,856     39,899         8%

PERMANENT LOAN COSTS
CalHFA Perm Loan Fees 23,975                -                   23,975            240              0%

CalHFA Bridge Loan Fees -                      -                   -                  -               0%
CalHFA Loan Application Fee 500                     -                   500                 5                  0%

Other Lender Perm. Loan Fees -                      -                   -                  -               0%
Title and Recording -                      10,000             10,000            100              0%

Perm. Bridge Loan Interest Expense -                      -                   -                  -               0%
Bond Origination Guarantee Fee -                      -                   -                  -               0%

Tax Exempt Bond Allocation Fee 600                     -                   600                 6                  0%
Total Permanent Loan Expense 25,075              10,000           35,075          351              0%

LEGAL FEES
Borrower Legal Fee 40,000 - 40,000            400              0%

Other 35,000 - 35,000            350              0%
Total Attorney Expense 75,000              -                 75,000          750              0%
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USES OF FUNDS (Cont'd): Construction ($) Permanent ($) Total Development Costs
  Permanent Per Unit %

of Funds ($) per Unit 
CONTRACT / REPORT COSTS

Appraisal 10,000                -                   10,000            100              0%
Market Study 10,000                -                   10,000            100              0%

Physical Needs Assessment -                      -                   -                  -               0%
HUD Risk Share Environ. Review -                      -                   -                  -               0%

CalHFA EQ Waiver Seismic Review Fee -                      -                   -                  -               0%
Environmental Phase I / II Reports 30,000                -                   30,000            300              0%

Soils / Geotech Reports -                      -                   -                  -               0%
Asbestos / Lead-based Paint Report -                      -                   -                  -               0%

Noise/Acoustical/Traffic Study Report -                      -                   -                  -               0%
Other -                      -                   -                  -               0%
Other -                      -                   -                  -               0%

Total Contract Costs 50,000              -                 50,000          500              0%

CONTINGENCY
Hard Cost Contingency 1,692,500           -                   1,692,500       16,925         4%
Soft Cost Contingency 125,000              -                   125,000          1,250           0%

Total Contingency 1,817,500         -                 1,817,500     18,175         4%

RESERVES
CalHFA Operating Expense Reserve -                      110,902           110,902          1,109           0%

Construction Defects Reserve -                      -                   -                  -               0%
Investor Reserve -                      128,920           128,920          1,289           0%

Capitalized Replacement Reserve -                      25,000             25,000 250              0%
Total Reserves -                    264,822         264,822        2,648           1%

OTHER
CTCAC App/Alloc/Monitor Fees 57,912                -                   57,912            579              0%

Local Permit Fees 800,000              -                   800,000          8,000           2%
Local Development Impact Fees 1,000,000           -                   1,000,000       10,000         2%

Other Local Fees -                      -                   -                  -               0%
Advertising & Marketing Expenses 30,000                -                   30,000            300              0%

1st Year Taxes & Insurance -                      -                   -                  -               0%
Furnishings 100,000              -                   100,000          1,000           0%

Final Cost Audit Expense 30,000                -                   30,000            300              0%
Miscellaneous Admin Fees -                      -                   -                  -               0%

Total Other Expenses 2,017,912         -                 2,017,912     20,179         4%

SUBTOTAL PROJECT COSTS 46,395,343       34,239,822    46,670,165   466,702       97%

DEVELOPER COSTS
Developer Overhead/Profit (5% Acq.) -                      -                   -                  -               0%

Developer Overhead/Profit (NC/Rehab) 278,218              1,121,782        1,400,000       14,000         3%
Consultant / Processing Agent 40,000                -                   40,000            400              0%

Project Administration -                      -                   -                  -               0%
Broker Fees to a related party -                      -                   -                  -               0%
Construction Mgmt. & Testing 75,000                -                   75,000            750              0%

Other -                      -                   -                  -               0%
Total Developer Fee / Costs 393,218            1,121,782      1,515,000     15,150         3%

Total Costs 46,788,561       35,361,604    48,185,165   481,852 100%
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Annual Operating Budget Fourth Street
Final Commitment

INCOME: $ Amount Per Unit % of Total

Total Rental Income $1,155,288 $11,553 98.96%
Laundry $12,098 $121 1.04%
Other Income $0 $0 0.00%

Gross Potential Income (GPI) $1,167,386 $11,674 100.00%

Less:
Vacancy Loss $58,369 $584 5.26%

Effective Gross Income $1,109,017 $11,090

EXPENSES: Total Cost Per Unit % of Total 

Payroll $135,000 $1,350 24.28%
Administrative $50,000 $500 8.99%
Management fee $45,600 $456 8.20%
Utilities $159,416 $1,594 28.67%
Operating and Maintenance $70,000 $700 12.59%
Insurance and Business Taxes $35,000 $350 6.29%
Locality Compliance Monitoring Fee $0 $0 0.00%
Other $0 $0 0.00%

Subtotal Expenses $495,016 $4,950 89.03%

Replacement Reserves $50,000 $500 8.99%

Taxes & Assessments $11,000 $110 1.98%
Total Expenses $556,016 $5,560 100.00%

Financial Expenses
CalHFA First Mortgage $475,615 $4,756
CalHFA Gap Loan-Second Mortgage $0 $0
Other Required Debt Service $36,917 $369

NET OPERATING INCOME $40,468 $405
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#169732v1

1
2

RESOLUTION 08-143
4

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT5
6
7

WHEREAS, the California Housing Finance Agency (the "Agency") has received 8
a loan application on behalf of Fourth Street Apartments, L.P., a California limited 9
partnership (the "Borrower"), seeking a loan commitment, the proceeds of which are to be 10
used to provide financing for a multifamily housing development located in San Jose, 11
Santa Clara County, California, to be known as Fourth Street Apartments (the 12
"Development"); and13

14
WHEREAS, the loan application has been reviewed by Agency staff which 15

prepared a report presented to the Board on the meeting date recited below (the "Staff 16
Report"), recommending Board approval subject to certain recommended terms and 17
conditions; and18

19
WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as 20

the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior 21
expenditures for the Development with proceeds of a subsequent borrowing; and22

23
WHEREAS, on March 18, 2008, the Executive Director exercised the authority 24

delegated to her under Resolution 94-10 to declare the official intent of the Agency to 25
reimburse such prior expenditures for the Development; and26

27
WHEREAS, based upon the recommendation of staff and due deliberation by the 28

Board, the Board has determined that a final loan commitment be made for the 29
Development;30

31
1. The Executive Director, or in his/her absence, either the Chief Deputy 32

Director or the Director of Multifamily Programs of the Agency is hereby authorized to 33
execute and deliver a final commitment letter, in a form acceptable to the Agency, and 34
subject to recommended terms and conditions set forth in the Staff Report and any terms 35
and conditions as the Board has designated in the Minutes or the Board Meeting, in relation 36
to the Development described above and as follows:37

38
PROJECT DEVELOPMENT NAME/ MORTGAGE39
NUMBER LOCALITY                AMOUNT_40

41
07-006-C/N Fourth Street Apartments $33,965,000.00 Construction 1st Mortgage42

San Jose, Santa Clara County $  9,590,000.00 Permanent 1st Mortgage43
44
45
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Resolution 08-141
Page 22

3
4

2. The Executive Director may modify the terms and conditions of the loans or 5
loans as described in the Staff Report, provided that major modifications, as defined below,6
must be submitted to this Board for approval.  "Major modifications" as used herein means 7
modifications which either (i) increase the total aggregate amount of any loans made pursuant to 8
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive 9
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily 10
Programs of the Agency, adversely change the financial or public purpose aspects of the final 11
commitment in a substantial way.12

13
I hereby certify that this is a true and correct copy of Resolution 08-14 adopted at a duly 14
constituted meeting of the Board of the Agency held on May 14, 2008at Burbank, California.15

16
17
18

ATTEST:_______________________        19
 Secretary20

21
22
23
24
25
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April 28, 2008 1

CALIFORNIA HOUSING FINANCE AGENCY 
Final Commitment 

Salinas Gateway Apartments 
Salinas, Monterey County,CA  

CalHFA # 08-003-/N 

SUMMARY 

This is a Final Commitment request for construction and permanent loan financing.   Security 
will be a 52-unit family apartment complex known as Salinas Gateway Apartments, located at 
25 Lincoln Avenue, Salinas California. Salinas Gateway, L.P. is the borrower (“Borrower”) and 
Salinas Gateway, LLC is the general partner of the Borrower. First Community Housing, a 
California nonprofit corporation is the managing member of the LLC. 

Upon completion, Salinas Gateway Apartments will be a 52-unit project on .7 acres, consisting 
of 25 studios, 21 one-bedroom and 6 two-bedroom. The building is four stories, with podium 
parking and 2,770 square feet of commercial space on the first floor and 3 stories of residential 
space. Fifty-percent of the units will be reserved for residents with developmental disabilities 
and fifty-percent of the units will be reserved for residents with chronic illness. 

LOAN TERMS 

Acquisition/Construction Period 

First Mortgage    $12,190,000. 
Interest Rate     5% fixed  

 Term    24 Months, interest only. 
 Financing   $12,190,000 Tax-Exempt Bonds 

Second Mortgage   $300,000. 
 Interest Rate   3% residual receipts 
 Term:    24 months, interest only 
 Financing   HAT Funds 

Permanent Loan Period 

First Mortgage    $400,000. 
 Interest Rate   5% fixed 
 Term    30 year fully amortized, pre-payable after 

qualified project period with 120 day notice 
to Agency 

 Financing   Tax-Exempt      

Second Mortgage    $300,000. 
 Interest Rate   3% fixed-residual receipts repayment 
 Term    30 years, due and payable with the First 

Mortgage.
 Financing   HAT Funds 
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April 28, 2008 2

CalHFA loan documents shall be in first lien position. 

Agency financing is subject to the assignment by the borrower of tax credit equity and all rights 
under non-Agency financing commitments. 

The CalHFA Regulatory Agreement is to remain in place for the minimum of the qualified project 
period or payment in full of the loan. 

 SPECIAL NEEDS LOAN TERMS 

The $300,000 loan is funded under the Residual Gap Loan Program using HAT funds. The 
special needs rate subsidy is estimated to cost $4,448. for the term of the loan. All of CalHFA’s 
Special Needs financing requirements are to be satisfied prior to construction loan closing. 

OTHER FINANCING 

Source Type
Loan
Amount Term

Interest
Rate Repayment

MHP Loan $5,212,894 55 3% Residual Receipts 
City of Salinas-RDA Loan $1,590,000 55 3% Residual Receipts 
City of Salinas-HOME Loan $1,210,000 20* 3% Residual Receipts 
HCD Infrastructure 
Grant Loan $1,500,000 0% None
San Andreas Regional 
Center Loan $300,000 55 3% Residual Receipts 
Commercial Sales 
Proceeds $900,000
Tax Credit Equity Equity $7,175,008    

The HCD MHP loan will specify that fifty-percent of the units will be reserved for residents with 
developmental disabilities and fifty percent of the units will be reserved for residents with chronic 
illness. The Agency will require that all of HCD’s supportive housing requirements be satisfied at 
time of construction loan closing. 

The HCD Infrastructure Grant was applied for in March and will be awarded by the end of June. 
The CalHFA approval is subject to approval of an acceptable commitment by HCD for the 
Infrastructure Grant. 

The City of Salinas’ RDA funds have been disbursed for acquisition and pre-development. The 
HOME funds have been committed and a portion of the HOME funds have already been 
disbursed. During construction $900,000 of the HOME funds will be available. Prior to 
permanent loan closing the HOME loan is to be extended to a 30 year term. 

The CalHFA Regulatory Agreement shall be recorded in a priority position to all other recorded 
loan documentation and regulatory constraints. The Regulatory Agreement shall regulate 20% 
or 20 units at 50% AMI for a period of at least the qualified project period.   
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PROJECT DESCRIPTION 

Project Location 

� The subject is located Salinas, which is 20 miles northeast of Monterey and 55 miles south 
of San Jose. 

� The property is located at the corner of Lincoln Avenue and Market Street, near the heart of 
the downtown central business district of Salinas.  

� Downtown Salinas has all levels of retail, entertainment and restaurant facilities and is 
home to the Steinbeck Museum. 

� The site is .75 miles from Highway 101 and is on Market Street, which a main thoroughfare. 
� The site is 1 block from the Amtrack Station and 1/2 block from the bus station which is 

served by the Greyhound and the Monterey-Salinas Transit systems. Plans are underway 
to extend the CalTrain service from Gilroy to Salinas as well.  

� All tenants will receive a free pass for the local bus service. Residents of this project will 
have convenient access to all services within Salinas and locations served by Amtrack and 
Greyhound. 

� A grocery store, library, medical facilities, a park and all levels of schools are from .25 to .5 
miles away. 

� The project is located in an area consisting primarily of older commercial and retail 
buildings, single family homes and apartments.  

Site

� The site is vacant and consists of 2 lots totaling .7 acres. Prior to construction loan 
closing, the two lots will be combined into one. 

� The project is zoned for mixed use with a Conditional Use Permit allowing for high 
density residential use and a reduction in the parking requirements. The reduction in 
parking was supported by findings that the developmentally disabled population does not 
typically drive and will access nearby public transportation. 

� The developer has received all land use approvals required to develop the property as 
planned.

Improvements

� The project will be a four-story apartment building with an at-grade garage containing 40 
parking spaces and 2,770 square feet of commercial space. There will be three stories 
of residential construction with 25 studio, 21 one-bedroom and 6 two-bedroom units, 
office space, for property management and service providers, community space, a 
computer room, courtyard and a play area with benches.

� Each unit will have a balcony, energy-efficient windows, wiring for internet access, a 
dishwasher, microwave, disposal, air conditioning and refrigerator. 

� The project will have a “living roof” which is an extension of the existing roof system and 
involves water-proofing, drainage and a lightweight growing medium to support native 
sedums and drought-resistant plants. The living roof provides savings on heating and 
cooling costs and is a natural sound insulator. The system reduces storm water run-off 
by using a cistern to collect water during the winter months and using it to irrigate the 
green roof and other landscaped areas. The living roof is accessible to residents and 
satisfies open space requirements imposed by the Planning Department. 
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� The project is estimated to exceed Title 24 standards by 10% by utilizing “green” 
features such as recycled carpet, low VOC paint, energy-efficient appliances, green-
rated cabinets. 

� Construction is scheduled to commence in August 2008 and is projected to be 
completed within 21 months. 

� Prevailing wages will be paid on this project. 

SPECIAL NEEDS SERVICES

� Twenty-five (25) of the units will be reserved for households that include at least one 
adult with a developmental disability and twenty-six (26) units will be reserved for 
tenants with a chronic illness. Additionally, all of the households must be at risk of 
homelessness which is defined as households earning between 20% to 30% AMI. 

� Developmental disabilities are defined as those disabilities that originate before the 
individual reaches the age of 21, are expected to continue indefinitely, and constitute a 
substantial disability for the individual.  They include mental retardation, cerebral palsy, 
epilepsy and autism.  

� Developmentally disabled persons have a variety of service needs depending on their 
level of independence. Residents will have their service needs evaluated, and will have 
an individual service plan developed for them. They will be connected with agencies 
approved by the Department of Developmental Services to provide appropriate services.  
Services for developmentally disabled residents will be paid for by the San Andreas 
Regional Center (SARC). 

� The service provider will be Housing Choices Coalition (HCC), a non-profit corporation 
that provides services to developmentally disabled persons in Santa Clara, Monterey 
and Santa Cruz counties. HCC receives funding from the SARC, the Department of 
Developmental Services, and various foundations in Monterey County.  

� Through a part-time services coordinator, HCC will provide tenant outreach and 
engagement for on-site activities and will work with residents to ensure that appropriate 
services are being supplied to residents by Regional Center vendors.

� SARC has committed an annual subsidy of $72,000 for services for this project. The 
subsidy will increase by 5% per year for a term of 30 years. Chronic illness is defined as 
a person who has long-term chronic health condition that qualifies them for 20 or more 
personal care hours per week under the In-Home Supportive Services Program (IHSS). 
These individuals have a broad spectrum of physical disabilities which require 
personalized care related to domestic chores, personal care and routine medical care. 

� Services for the chronically ill will be coordinated by an on-site, part-time resident 
coordinator who will work with service providers to provide information, referral, peer 
counseling, training and assist in tenant likages for medical, social and service providers. 

� HCC will also provide a variety of support services for the chronically ill population, with 
funding provided by Monterey County. 

� Some of the tenants will require a live-in attendant and there are 6 two-bedroom units to 
support this living arrangement. 

� The borrower will be required to enter into a 10-year agreement with HCC to provide 
supportive services and supportive housing requirements will be incorporated into the 
Agency’s regulatory agreement.
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HOUSING SUPPLY AND DEMAND 

� The market study defines the Primary Market Area (PMA) for this population as all of 
Monterey County.  

� Market rate projects in the City of Salinas have an average occupancy of 98%. 
� Affordable projects in the City of Salinas have an average occupancy of 99% with 

waiting lists. 
� There is a high demand for affordable supportive housing of all types and the market 

study found that this project would have to capture 1.2% of the market in order to 
fully lease the project. 

� The units for the chronically ill and developmentally disables populations will be 
referred by HCC, SARC, Monterey County Housing Authority and other service 
providers throughout the county. 

� Marketing and pre-leasing activities are expected to begin several months prior to 
completion and the project is expected to lease up at 10 units per month. Therefore, 
the term of the construction loan will be sufficient to cover the construction and 
lease-up period. 

ENVIRONMENTAL

A Phase 1 report has been completed, with the recommendation of continuing onto a Phase II 
analysis, which is presently underway. The recommendation was made because one of the lots 
contained a gas station until 1978, when the underground tanks were removed and the building 
was demolished. The second lot contained a residential structure, which was also demolished 
around the same time. The Monterey Office of the Regional Water Control Board issued a 
“Closure Letter” in 1998. 

A Phase II will be completed prior to construction loan closing and recommendations for 
remediation, if any, will be included in the scope of work to be completed.  

DEVELOPMENT TEAM 

Borrower

Salinas Gateway, L.P. 

The project is to be owned by Salinas Gateway, L.P. a California limited partnership. Salinas 
Gateway, LLC will be the general partner.  The sponsor, First Community Housing Corporation, 
a California nonprofit public benefit corporation (FCH) will be the sole member of Salinas 
Gateway, LLC and the general partner.  FCH was founded in 1986 and has completed 15 
projects containing over 900 units. Currently three projects with 212 units are in various stages 
of construction. CalHFA has financed loans for FCH on three completed properties which are 
Murphy Ranch Phase I and Phase II, Gish Apartments and Villa Montgomery, all of which have 
been completed and converted to permanent loans. CalHFA is financing two other projects for 
FCH, which are scheduled to close the construction loans and start construction in the summer 
of 2008. These projects are Bay Avenue Apartments and Salinas Gateway Apartments. 
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Management Agent 

Solari Enterprises, Inc.

Solari Enterprises Inc. has been in business for 30 years and is a full service affordable housing 
management, development and consulting company. The company manages over 51 housing 
projects ranging including tax credit special needs, senior and family projects as well as those 
financed by HUD and USDA. Solari Enterprises has performed the lease-up certifications for 
over 30 tax-credit projects and also provides compliance monitoring services. The company 
manages nine properties in Northern California, two of which are FCH’s projects called Murphy 
Ranch and Curtner Studios.

Architect

OJK Architects, Inc. (formerly the Office of Jerome King)

OJK Architects, Inc. was formed in 1981.   The firm has extensive experience in historic 
restoration and adaptive reuse, commercial development, and affordable housing.  They have 
designed eight affordable housing complexes, including Gish Apartments, Craig Gardens and 
Betty Ann Gardens, for First Community Housing.  Craig Gardens, a senior project, won a “Best 
in Seniors Housing” award from the National Association of Home Builders and Betty Ann 
Gardens which was featured in a case study on best-practices on green-building by the Green 
Affordable Housing Coalition.  Gish Apartments was recently awarded the “Gold” award by 
LEED for environmentally sustainable building practices.

Contractor

L & D Construction

L & D Construction Co., Inc. (“L & D”) was incorporated in 1979 and their primary focus is on 
multifamily construction. Their client list includes projects for the major non-profit developers in 
Northern California and L & D has completed several affordable housing projects financed by 
CalHFA, including Murphy Ranch Phase I and 2 for FCH. 
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PROJECT SUMMARY      PROJECT NUMBER: 08-003
Final Commitment 4-28-08

Project: Salinas Gateway Apartments
Location: 25 Lincoln Avenue Developer: First Community Housing
City: Salinas Partner: Same
County: Monterey Investor: Yet to be determined
Zip Code: 93901

No. of Buildings: 1
Project Type: New Construction No. of Stories: 3
Occupancy: Family Residential Space 49,819 sq. ft. 
Total Units: 52 Office Space 705 sq. ft. 
Style Units: Townhomes & Flats Commercial Space 2,770 sq. ft. 
Elevators: Yes Gross Area 53,294 sq. ft. 
Total Parking 40 Land Area 29,875 sq. ft. 
Covered 36 Units per acre 76

CalHFA Construction Financing Amount Rate Term (Mths)
CalHFA Construction Financing  $12,190,000 5.00% fixed 24

Permanent Sources of Funds Amount Rate Years
CalHFA First Mortgage $400,000 5.00% 30
CalHFA Bridge Loan $0 0.00% 0
CalHFA Second Mortgage $300,000 3.00% 30
MHP $5,212,894 3.00% 55
City of Salinas-HOME $1,210,000 3.00% 20
City of Salinas-RDA $1,590,000 3.00% 55
San Andreas Regional Center $300,000 3.00% 55
Commercial Sales proceeds $900,000 0.00% 0
Infill Infrastructure Grant Program $1,500,000 0.00% 0
Income from Operations $0  
Developer Contribution $310,413  
Deferred Dev. Fee $0    
Tax Credit Equity $7,175,008  

           Construction Valuation Appraisal Value Upon Completion
Investment Value To be determined Appraisal Date: 0/0/0 Restricted Value To be determined
Loan / Cost 69% Cap Rate: 0.00% Perm. Loan / Cost 2%
Loan / Value $0 Perm. Loan / Value $0

CalHFA Fees and Reserve Requirements

CalHFA Loan Fees Amount Required Reserves Amount
CalHFA Construction Loan Fee $62,450  Other Reserve $0
CalHFA Permanent Loan Fees $1,000  Replacement Resv. Initial Deposit $20,800
Other Fee $0  Repl. Reserve - Per Unit/ Per Yr. $500 *

*$250/unit year 1. $350/unit year 2. $500/unit years 3-30.
Construction Loan - Guarantees and Fees CalHFA Operating Expense Reser $28,371
Completion Guarantee Fee $12,804,360  Transition Reserve $139,529
Contractors Payment Bond $12,804,360  
Contractors Performance Bond $12,804,360  Tax-Exempt Bond Test (Min. 50%) 65.20%

Date: 4/24/2008 Senior Staff Date: 4/28/2008
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UNIT MIX AND RENT SUMMARY Salinas Gateway Apartments

08-003
Total Unit Mix 

# of # of Average
Units Unit Type Baths Sq. Ft. 

25 Studios 1
21 1 Bedroom Flat 1
6 2 Bedroom Flat 1

2 Bedroom Townhome 2
0 3 Bedroom Townhome 2
0 4 Bedroom Townhome 2.5

52

Agency 30% 40% 50% 55% 60% 110% Total 

CalHFA 10 10
Tax Credits 51 51
City-HOME 6 10 16

City-RDA 25 26 51
HCD-MHP 51 51

Zoning 19 32 51

Other 0

Restricted Rents Compared to Average Market Rents
Median Income Units Restricted Avg. Market Dollars % of 

Rent Levels Restricted Rents Rate Rents Difference Market
Studio $760

30% 25 $322 $438 42%
40% 0 $0 $0 0%
50% 0 $0 $0 0%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

One Bedroom $882  
30% 21 $339 $543 38%
40% 0 $0 $0 0%
50% 0 $0 $0 0%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

Two Bedroom $1,070
 30% 5 $402 $668 38%

40% 0 $0 $0 0%
50% 0 $0 $0 0%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

Three Bedroom
30% 0 $0 $0 0%

 40% 0 $0 $0 0%
50% 0 $0 $0 0%
55% 0 $0 $0 0%
60% 0 $0 $0 0%

Number of Regulated Units By Agency

530
685

1,030
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Sources and Uses of Funds Salinas Gateway Apartments
08-003

Funds in during Funds in at Final Commitment 4-28-08
SOURCES OF FUNDS: Construction ($) Permanent ($)

CalHFA Construction Financing 12,190,000 Total Development Sources
Construction Only Source 2 -                        Total Sources Sources  
Construction Only Source 3 -                        of Funds ($) per Unit %
CalHFA First Mortgage -                        400,000              400,000             7,692             2%
CalHFA Second Mortgage 300,000                 -                     300,000             5,769             2%
MHP -                        5,212,894           5,212,894          100,248         28%
City of Salinas-RDA 1,590,000              -                     1,590,000          30,577           8%
City of Salinas-HOME 1,210,000              1,210,000          
San Andreas Regional Center 300,000                 -                     300,000             5,769             2%
Commercial Sales proceeds -                        900,000              900,000             17,308           5%
Infill Infrastructure Grant Program 1,500,000              -                     1,500,000          28,846           8%
Income from Operations -                        -                     -                     -                 0%
Developer Contribution -                        310,413              310,413             5,969             2%
Deferred Developer Fee 0 -                     -                 0%
Tax Credit Equity 589,000                 6,586,008           7,175,008          137,981         38%

Total Sources 17,679,000            13,409,315         18,898,315        363,429         94%
(Gap)/Surplus -                     -                   -                  

USES OF FUNDS: Construction ($) Permanent ($)

LOAN PAYOFFS & ROLLOVERS Total Development Costs
Construction Loan payoffs $12,190,000 Total Uses Cost %

of Funds ($) per Unit 
ACQUISITION    

Lesser of Land Cost or Value 910,000              -                   910,000          17,500         5%
Demolition -                     -                   -                  -               0%

Legal - Acquisition Related Fees -                     -                   -                  -               0%
Subtotal - Land Cost / Value 910,000              -                   910,000          
Existing Improvements Value -                     -                   -                  -               0%

Off-Site Improvements -                     -                   -                  -               0%
Total Acquisition 910,000             -                 910,000        17,500         5%

REHABILITATION
Site Work -                     -                   -                  -               0%

Rehab to Structures -                     -                   -                  -               0%
General Requirements -                     -                   -                  -               0%
Contractors Overhead -                     -                   -                  -               0%

Contractors Profit -                     -                   -                  -               0%
Contractor's Bond -                     -                   -                  -               0%

General Liability Insurance -                     -                   -                  -               0%
Total Rehabilitation -                    -                 -                 -              0%

RELOCATION EXPENSES
Relocation Expense -                     -                   -                  -               0%

Relocation Compliance Monitoring -                     -                   -                  -               0%
Total Relocation -                    -                 -                 -              0%

NEW CONSTRUCTION
Site Work 882,062              -                   882,062          16,963         5%

Structures (Hard Costs) 10,306,000         -                   10,306,000     198,192       55%
General Requirements 585,946              -                   585,946          11,268         3%
Contractors Overhead 400,232              -                   400,232          7,697           2%
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USES OF FUNDS (Cont'd): Construction ($) Permanent ($) Total Development Costs
  Permanent Per Unit %

Construction Loan Costs Continued of Funds ($) per Unit 
Contractors Profit 630,120              -                   630,120          12,118         3%

Contractor's Perf. & Pymt Bond -                     -                   -               0%
General Liability Insurance -                     -                   -                  -               0%

Total Contract Amount 12,804,360         -                   12,804,360     246,238       68%
Joint trench 107,629              -                   107,629          2,070           1%

Total New Construction 12,911,989        -                 12,911,989   248,307       68%

ARCHITECTURAL & ENGINEERING
Architectural Design 600,000              -                   600,000          11,538         3%

Architect's Supv during Construction 150,000              -                   150,000          2,885           1%
Total Architectural 750,000             -                 750,000        14,423         4%

Engineering Expense 75,000                -                   75,000            1,442           0%
Engineers Supv. during Construction 5,000                  -                   5,000              96                0%

ALTA Survey -                     -                   -                  -               0%
Total Engineering & Survey 80,000               -                 80,000          1,538           0%

CONSTRUCTION LOAN COSTS
Construction Loan Interest 700,000              -                   700,000          13,462         4%

CalHFA Construction Loan Fee 62,450                -                   62,450            1,201           0%
Other Construction Loan Fees -                     -                   -                  -               0%

CalHFA Outside Legal Counsel Fees 3,000                  -                   3,000              58                0%
Other Lender Req'd Legal Fees -                     -                   -                  -               0%

Title and Recording fees 30,000                -                   30,000            577              0%
CalHFA Req'd Inspection Fees 18,000                -                   18,000            346              0%

Other Req'd Inspection Fees 3,900                  -                   3,900              75                0%
Prevailing Wage Monitoring Expense -                     -                   -                  -               0%

Taxes, Insurance, bonds during construction 260,000              -                   260,000          5,000           1%
Predevelopment Interest -                     -                   -               0%

Total Construction Loan Expense 1,077,350          -                 1,077,350     20,718         6%

PERMANENT LOAN COSTS
CalHFA Perm Loan Fees 1,000                  -                   1,000              19                0%

CalHFA Bridge Loan Fees -                     -                   -                  -               0%
CalHFA Loan Application Fee 500                     -                   500                 10                0%

Other Lender Perm. Loan Fees -                     -                   -                  -               0%
Title and Recording -                     10,000             10,000            192              0%

Tax Exempt Bond Allocation Fee 600                     -                   600                 12                0%
Total Permanent Loan Expense 2,100                 10,000           12,100          233             0%

LEGAL FEES
Borrower Legal Fee 35,000                -                   35,000            673              0%

Other 35,000                -                   35,000            673              0%
Total Attorney Expense 70,000               -                 70,000          1,346           0%

CONTRACT / REPORT COSTS
Appraisal 10,000                -                   10,000            192              0%

Market Study 10,000                -                   10,000            192              0%
CalHFA EQ Waiver Seismic Review Fee 12,000                -                   12,000            231              0%

Environmental Phase I / II Reports 10,000                -                   10,000            192              0%
Soils / Geotech Reports -                     -                   -                  -               0%

Total Contract Costs 42,000               -                 42,000          808             0%
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USES OF FUNDS (Cont'd): Construction ($) Permanent ($) Total Development Costs
  Permanent Per Unit %

of Funds ($) per Unit 
CONTINGENCY

Hard Cost Contingency 640,000              -                   640,000          12,308         3%
Soft Cost Contingency 117,776              -                   117,776          2,265           1%

Total Contingency 757,776             -                 757,776        14,573         4%

RESERVES
CalHFA Operating Expense Reserve -                     28,371             28,371            546              0%

Construction Defects Reserve -                     -                   -                  -               0%
Rent-Up Reserve -                     -                   -               0%

Capitalized Replacement Reserve -                     20,800             20,800            400              0%
Transition Reserve -                     139,529           139,529          2,683           1%

Total Reserves -                    188,700         188,700        3,629           1%

OTHER
CTCAC App/Alloc/Monitor Fees 57,400                -                   57,400            1,104           0%

Local Permit Fees 200,000              -                   200,000          3,846           1%
Local Development Impact Fees 400,000              -                   400,000          7,692           2%

Other Local Fees -                     -                   -                  -               0%
Advertising & Marketing Expenses 30,000                -                   30,000            577              0%

1st Year Taxes & Insurance -                     -                   -                  -               0%
Furnishings 10,000                -                   10,000            192              0%

Final Cost Audit Expense -                     -                   -                  -               0%
Total Other Expenses 697,400             -                 697,400        13,412         4%

SUBTOTAL PROJECT COSTS 17,298,615        12,388,700    17,497,315   336,487       93%

DEVELOPER COSTS
Developer Overhead/Profit (5% Acq.) 360,385              1,000,615        1,361,000       26,173         7%

Developer Overhead/Profit (NC/Rehab) -                   -               0%
Consultant / Processing Agent 20,000                20,000             40,000            769              0%

Project Administration -                     -                   -                  -               0%
Broker Fees to a related party -                     -                   -                  -               0%
Construction Mgmt. Oversight -                     -                   -                  -               0%
Total Developer Fee / Costs 380,385             1,020,615      1,401,000     26,942         7%

Total Costs 17,679,000        13,409,315    18,898,315   363,429 100%
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Annual Operating Budget Salinas Gateway Apartments
Final Commitment 4-28-08

INCOME: $ Amount Per Unit % of Total

Total Rental Income $287,388 $5,527 97.70%
Laundry $6,760 $130 2.30%
Other Income $0 $0 0.00%

Gross Potential Income (GPI) $294,148 $5,657 100.00%

Less:
Vacancy Loss $10,434 $201 3.68%

Effective Gross Income $283,714 $5,456

EXPENSES: Total Cost Per Unit % of Total 

Payroll $83,740 $1,610 36.30%
Administrative $23,850 $459 10.34%
Management fee $24,960 $480 10.82%
Utilities $34,400 $662 14.91%
Operating and Maintenance $34,000 $654 14.74%
Insurance and Taxes $14,250 $274 6.18%
Locality Compliance Monitoring Fee $0 $0 0.00%
Other $0 $0 0.00%

Subtotal Expenses $215,200 $4,138 93.28%

Replacement Reserves $13,000 $250 5.64%

Taxes & Assessments $2,500 $48 1.08%
Total Expenses $230,700 $4,437 100.00%

Financial Expenses
CalHFA First Mortgage $25,767 $496
CalHFA Second Mortgage $0 $0
Other Required Debt Service $21,894 $421

NET OPERATING INCOME $5,353 $103

270



C
as

h 
Fl

ow
Fi

na
l C

om
m

itm
en

t 4
-2

8-
08

C
al

H
FA

 P
ro

je
ct

 N
um

be
r:

 
08

-0
03

Sa
lin

as
 G

at
ew

ay
 A

pa
rt

m
en

ts

R
EN

TA
L 

IN
C

O
M

E
Ye

ar
 1

Ye
ar

 2
Ye

ar
 3

Ye
ar

 4
Ye

ar
 5

Ye
ar

 6
Ye

ar
 7

Ye
ar

 8
Ye

ar
 9

Ye
ar

 1
0

A
ffo

rd
ab

le
 R

en
ts

20
6,

14
8

21
6,

45
5

22
7,

27
8

23
8,

64
2

25
0,

57
4

26
3,

10
3

27
6,

25
8

29
0,

07
1

30
4,

57
4

31
9,

80
3

A
ffo

rd
ab

le
 R

en
t I

nc
re

as
e

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

R
en

ta
l S

ub
si

di
es

 
72

,0
00

75
,6

00
79

,3
80

83
,3

49
87

,5
16

91
,8

92
96

,4
87

10
1,

31
1

10
6,

37
7

11
1,

69
6

R
en

ta
l S

ub
si

dy
 In

cr
ea

se
s

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

M
ar

ke
t R

at
e 

U
ni

ts
 

9,
24

0
9,

47
1

9,
70

8
9,

95
0

10
,1

99
10

,4
54

10
,7

16
10

,9
83

11
,2

58
11

,5
39

U
nr

es
tri

ct
ed

/M
ar

ke
t U

ni
t I

nc
re

as
es

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

TO
TA

L 
R

EN
TA

L 
IN

C
O

M
E

28
7,

38
8

30
1,

52
6

31
6,

36
6

33
1,

94
2

34
8,

29
0

36
5,

44
9

38
3,

46
0

40
2,

36
6

42
2,

20
9

44
3,

03
8

O
TH

ER
 IN

C
O

M
E

La
un

dr
y

6,
76

0
6,

92
9

7,
10

2
7,

28
0

7,
46

2
7,

64
8

7,
84

0
8,

03
6

8,
23

6
8,

44
2

O
th

er
 In

co
m

e
0

0
0

0
0

0
0

0
0

0
O

th
er

 In
co

m
e 

In
cr

ea
se

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

TO
TA

L 
O

TH
ER

 IN
C

O
M

E
6,

76
0

6,
92

9
7,

10
2

7,
28

0
7,

46
2

7,
64

8
7,

84
0

8,
03

6
8,

23
6

8,
44

2

G
R

O
SS

 P
O

TE
N

TI
A

L 
IN

C
O

M
E 

29
4,

14
8

30
8,

45
5

32
3,

46
8

33
9,

22
1

35
5,

75
2

37
3,

09
8

39
1,

30
0

41
0,

40
1

43
0,

44
6

45
1,

48
1

VA
C

A
N

C
Y 

A
SS

U
M

PT
IO

N
S 

A
ffo

rd
ab

le
 (B

le
nd

ed
 A

ve
ra

ge
)

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

R
en

ta
l S

ub
si

dy
 In

co
m

e 
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
U

nr
es

tri
ct

ed
 U

ni
ts

 / 
M

ar
ke

t R
at

e 
U

ni
ts

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

La
un

dr
y 

&
 O

th
er

 In
co

m
e 

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

LE
SS

: V
A

C
A

N
C

Y 
LO

SS
10

,4
34

10
,9

38
11

,4
67

12
,0

22
12

,6
04

13
,2

15
13

,8
56

14
,5

29
15

,2
34

15
,9

75

EF
FE

C
TI

VE
 G

R
O

SS
 IN

C
O

M
E 

28
3,

71
4

29
7,

51
7

31
2,

00
1

32
7,

19
9

34
3,

14
7

35
9,

88
2

37
7,

44
4

39
5,

87
2

41
5,

21
1

43
5,

50
6

O
PE

R
A

TI
N

G
 E

XP
EN

SE
S

Ex
pe

ns
es

21
5,

20
0

22
2,

73
2

23
0,

52
8

23
8,

59
6

24
6,

94
7

25
5,

59
0

26
4,

53
6

27
3,

79
4

28
3,

37
7

29
3,

29
6

A
nn

ua
l E

xp
en

se
 In

cr
ea

se
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
Ta

xe
s 

an
d 

A
ss

es
sm

en
ts

2,
50

0
2,

58
8

2,
67

8
2,

77
2

2,
86

9
2,

96
9

3,
07

3
3,

18
1

3,
29

2
3,

40
7

A
nn

ua
l T

ax
 In

cr
ea

se
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
R

ep
la

ce
m

en
t R

es
er

ve
31

,2
00

13
,0

00
18

,2
00

26
,0

00
26

,0
00

26
,0

00
27

,3
00

27
,3

00
27

,3
00

27
,3

00
27

,3
00

P
er

ce
nt

ag
e 

In
cr

ea
se

 Y
ea

rly
52

00
0

0.
00

%
0.

00
%

0.
00

%
0.

00
%

5.
00

%
0.

00
%

0.
00

%
0.

00
%

0.
00

%
5.

00
%

TO
TA

L 
EX

PE
N

SE
S

20
,8

00
23

0,
70

0
24

3,
52

0
25

9,
20

6
26

7,
36

8
27

5,
81

6
28

5,
85

9
29

4,
90

9
30

4,
27

5
31

3,
96

9
32

4,
00

3

N
ET

 O
PE

R
A

TI
N

G
 IN

C
O

M
E 

53
,0

14
53

,9
98

52
,7

95
59

,8
31

67
,3

32
74

,0
23

82
,5

35
91

,5
97

10
1,

24
2

11
1,

50
3

D
EB

T 
SE

R
VI

C
E

C
al

H
FA

 - 
1s

t M
or

tg
ag

e
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
C

al
H

FA
 - 

B
rid

ge
 L

oa
n

0
0

0
0

0
C

al
H

FA
 - 

2n
d 

M
or

tg
ag

e
0

0
0

0
0

0
0

0
0

0
M

H
P

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

N
on

e
0

0
0

0
0

0
0

0
0

0

D
EB

T 
 C

O
VE

R
A

G
E 

 R
A

TI
O

 
1.

11
1.

13
1.

11
1.

26
1.

41
1.

55
1.

73
1.

92
2.

12
2.

34

27
1



C
as

h 
Fl

ow

R
EN

TA
L 

IN
C

O
M

E
A

ffo
rd

ab
le

 R
en

ts
A

ffo
rd

ab
le

 R
en

t I
nc

re
as

e
R

en
ta

l S
ub

si
di

es
 

R
en

ta
l S

ub
si

dy
 In

cr
ea

se
s

M
ar

ke
t R

at
e 

U
ni

ts
 

U
nr

es
tri

ct
ed

/M
ar

ke
t U

ni
t I

nc
re

as
es

TO
TA

L 
R

EN
TA

L 
IN

C
O

M
E

O
TH

ER
 IN

C
O

M
E

La
un

dr
y

O
th

er
 In

co
m

e
O

th
er

 In
co

m
e 

In
cr

ea
se

TO
TA

L 
O

TH
ER

 IN
C

O
M

E

G
R

O
SS

 P
O

TE
N

TI
A

L 
IN

C
O

M
E 

VA
C

A
N

C
Y 

A
SS

U
M

PT
IO

N
S 

A
ffo

rd
ab

le
 (B

le
nd

ed
 A

ve
ra

ge
)

R
en

ta
l S

ub
si

dy
 In

co
m

e 
U

nr
es

tri
ct

ed
 U

ni
ts

 / 
M

ar
ke

t R
at

e 
U

ni
ts

La
un

dr
y 

&
 O

th
er

 In
co

m
e 

LE
SS

: V
A

C
A

N
C

Y 
LO

SS

EF
FE

C
TI

VE
 G

R
O

SS
 IN

C
O

M
E 

O
PE

R
A

TI
N

G
 E

XP
EN

SE
S

Ex
pe

ns
es

A
nn

ua
l E

xp
en

se
 In

cr
ea

se
Ta

xe
s 

an
d 

A
ss

es
sm

en
ts

A
nn

ua
l T

ax
 In

cr
ea

se
R

ep
la

ce
m

en
t R

es
er

ve
31

,2
00

P
er

ce
nt

ag
e 

In
cr

ea
se

 Y
ea

rly
52

00
0

TO
TA

L 
EX

PE
N

SE
S

20
,8

00

N
ET

 O
PE

R
A

TI
N

G
 IN

C
O

M
E 

D
EB

T 
SE

R
VI

C
E

C
al

H
FA

 - 
1s

t M
or

tg
ag

e
C

al
H

FA
 - 

B
rid

ge
 L

oa
n

C
al

H
FA

 - 
2n

d 
M

or
tg

ag
e

M
H

P
N

on
e

D
EB

T 
 C

O
VE

R
A

G
E 

 R
A

TI
O

 

C
al

H
FA

 P
ro

je
ct

 N
um

be
r:

 
08

-0
03

Sa
lin

as
 G

at
ew

ay
 A

pa
rt

m
en

ts

Ye
ar

 1
1

Ye
ar

 1
2

Ye
ar

 1
3

Ye
ar

 1
4

Ye
ar

 1
5

Ye
ar

 1
6

Ye
ar

 1
7

Ye
ar

 1
8

Ye
ar

 1
9

Ye
ar

 2
0

33
5,

79
3

35
2,

58
3

37
0,

21
2

38
8,

72
3

40
8,

15
9

42
8,

56
7

44
0,

35
2

45
2,

46
2

46
4,

90
5

47
7,

69
0

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
2.

75
%

2.
75

%
2.

75
%

2.
75

%
2.

75
%

11
7,

28
0

12
3,

14
4

12
9,

30
2

13
5,

76
7

14
2,

55
5

14
9,

68
3

15
7,

16
7

16
5,

02
5

17
3,

27
7

18
1,

94
0

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

11
,8

28
12

,1
24

12
,4

27
12

,7
37

13
,0

56
13

,3
82

13
,7

17
14

,0
60

14
,4

11
14

,7
72

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

46
4,

90
2

48
7,

85
1

51
1,

94
1

53
7,

22
7

56
3,

77
0

59
1,

63
2

61
1,

23
6

63
1,

54
7

65
2,

59
3

67
4,

40
2

8,
65

3
8,

87
0

9,
09

1
9,

31
9

9,
55

2
9,

79
0

10
,0

35
10

,2
86

10
,5

43
10

,8
07

0
0

0
0

0
0

0
0

0
0

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

8,
65

3
8,

87
0

9,
09

1
9,

31
9

9,
55

2
9,

79
0

10
,0

35
10

,2
86

10
,5

43
10

,8
07

47
3,

55
5

49
6,

72
1

52
1,

03
2

54
6,

54
6

57
3,

32
2

60
1,

42
2

62
1,

27
2

64
1,

83
3

66
3,

13
6

68
5,

20
9

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

16
,7

52
17

,5
67

18
,4

23
19

,3
20

20
,2

62
15

,0
36

15
,5

32
16

,0
46

16
,5

78
17

,1
30

45
6,

80
3

47
9,

15
4

50
2,

61
0

52
7,

22
6

55
3,

06
0

58
6,

38
7

60
5,

74
0

62
5,

78
8

64
6,

55
8

66
8,

07
8

30
3,

56
1

31
4,

18
5

32
5,

18
2

33
6,

56
3

34
8,

34
3

36
0,

53
5

37
3,

15
4

38
6,

21
4

39
9,

73
2

41
3,

72
2

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3,
52

6
3,

65
0

3,
77

8
3,

91
0

4,
04

7
4,

18
8

4,
33

5
4,

48
7

4,
64

4
4,

80
6

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

28
,6

65
28

,6
65

28
,6

65
28

,6
65

28
,6

65
30

,0
98

30
,0

98
30

,0
98

30
,0

98
30

,0
98

0.
00

%
0.

00
%

0.
00

%
0.

00
%

5.
00

%
0.

00
%

0.
00

%
0.

00
%

0.
00

%
5.

00
%

33
5,

75
2

34
6,

50
0

35
7,

62
5

36
9,

13
8

38
1,

05
5

39
4,

82
2

40
7,

58
7

42
0,

79
9

43
4,

47
4

44
8,

62
7

12
1,

05
1

13
2,

65
3

14
4,

98
5

15
8,

08
7

17
2,

00
5

19
1,

56
5

19
8,

15
3

20
4,

98
8

21
2,

08
4

21
9,

45
2

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

0
0

0
0

0
0

0
0

0
0

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

0
0

0
0

0
0

0
0

0
0

2.
54

2.
78

3.
04

3.
32

3.
61

4.
02

4.
16

4.
30

4.
45

4.
60

27
2



C
as

h 
Fl

ow

R
EN

TA
L 

IN
C

O
M

E
A

ffo
rd

ab
le

 R
en

ts
A

ffo
rd

ab
le

 R
en

t I
nc

re
as

e
R

en
ta

l S
ub

si
di

es
 

R
en

ta
l S

ub
si

dy
 In

cr
ea

se
s

M
ar

ke
t R

at
e 

U
ni

ts
 

U
nr

es
tri

ct
ed

/M
ar

ke
t U

ni
t I

nc
re

as
es

TO
TA

L 
R

EN
TA

L 
IN

C
O

M
E

O
TH

ER
 IN

C
O

M
E

La
un

dr
y

O
th

er
 In

co
m

e
O

th
er

 In
co

m
e 

In
cr

ea
se

TO
TA

L 
O

TH
ER

 IN
C

O
M

E

G
R

O
SS

 P
O

TE
N

TI
A

L 
IN

C
O

M
E 

VA
C

A
N

C
Y 

A
SS

U
M

PT
IO

N
S 

A
ffo

rd
ab

le
 (B

le
nd

ed
 A

ve
ra

ge
)

R
en

ta
l S

ub
si

dy
 In

co
m

e 
U

nr
es

tri
ct

ed
 U

ni
ts

 / 
M

ar
ke

t R
at

e 
U

ni
ts

La
un

dr
y 

&
 O

th
er

 In
co

m
e 

LE
SS

: V
A

C
A

N
C

Y 
LO

SS

EF
FE

C
TI

VE
 G

R
O

SS
 IN

C
O

M
E 

O
PE

R
A

TI
N

G
 E

XP
EN

SE
S

Ex
pe

ns
es

A
nn

ua
l E

xp
en

se
 In

cr
ea

se
Ta

xe
s 

an
d 

A
ss

es
sm

en
ts

A
nn

ua
l T

ax
 In

cr
ea

se
R

ep
la

ce
m

en
t R

es
er

ve
31

,2
00

P
er

ce
nt

ag
e 

In
cr

ea
se

 Y
ea

rly
52

00
0

TO
TA

L 
EX

PE
N

SE
S

20
,8

00

N
ET

 O
PE

R
A

TI
N

G
 IN

C
O

M
E 

D
EB

T 
SE

R
VI

C
E

C
al

H
FA

 - 
1s

t M
or

tg
ag

e
C

al
H

FA
 - 

B
rid

ge
 L

oa
n

C
al

H
FA

 - 
2n

d 
M

or
tg

ag
e

M
H

P
N

on
e

D
EB

T 
 C

O
VE

R
A

G
E 

 R
A

TI
O

 

C
al

H
FA

 P
ro

je
ct

 N
um

be
r:

 0
8-

00
3

Sa
lin

as
 G

at
ew

ay
 A

pa
rt

m
en

ts

Ye
ar

 2
1

Ye
ar

 2
2

Ye
ar

 2
3

Ye
ar

 2
4

Ye
ar

 2
5

Ye
ar

 2
6

Ye
ar

 2
7

Ye
ar

 2
8

Ye
ar

 2
9

Ye
ar

 3
0

49
0,

82
6

50
4,

32
4

51
8,

19
3

53
2,

44
3

54
7,

08
5

56
2,

13
0

57
7,

58
9

59
3,

47
2

60
9,

79
3

62
6,

56
2

2.
75

%
2.

75
%

2.
75

%
2.

75
%

2.
75

%
2.

75
%

2.
75

%
2.

75
%

2.
75

%
2.

75
%

19
1,

03
7

20
0,

58
9

21
0,

61
9

22
1,

15
0

23
2,

20
7

24
3,

81
8

25
6,

00
8

26
8,

80
9

28
2,

24
9

29
6,

36
2

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

5.
00

%
5.

00
%

15
,1

41
15

,5
19

15
,9

07
16

,3
05

16
,7

13
17

,1
30

17
,5

59
17

,9
98

18
,4

48
18

,9
09

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

69
7,

00
4

72
0,

43
3

74
4,

71
9

76
9,

89
8

79
6,

00
5

82
3,

07
8

85
1,

15
6

88
0,

27
9

91
0,

49
0

94
1,

83
3

11
,0

77
11

,3
5 4

11
,6

38
11

,9
29

12
,2

27
12

,5
33

12
,8

46
13

,1
67

13
,4

96
13

,8
34

0
0

0
0

0
0

0
0

0
0

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

11
,0

77
11

,3
54

11
,6

38
11

,9
29

12
,2

27
12

,5
33

12
,8

46
13

,1
67

13
,4

96
13

,8
34

70
8,

08
2

73
1,

78
7

75
6,

35
7

78
1,

82
7

80
8,

23
2

83
5,

61
1

86
4,

00
2

89
3,

44
6

92
3,

98
6

95
5,

66
7

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

2.
50

%
2.

50
%

17
,7

02
18

,2
95

18
,9

09
19

,5
46

20
,2

06
20

,8
90

21
,6

00
22

,3
36

23
,1

00
23

,8
92

69
0,

37
9

71
3,

49
2

73
7,

44
8

76
2,

28
1

78
8,

02
6

81
4,

72
1

84
2,

40
2

87
1,

11
0

90
0,

88
7

93
1,

77
5

42
8,

20
3

44
3,

19
0

45
8,

70
1

47
4,

75
6

49
1,

37
2

50
8,

57
0

52
6,

37
0

54
4,

79
3

56
3,

86
1

58
3,

59
6

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

4,
97

4
5,

14
9

5,
32

9
5,

51
5

5,
70

8
5,

90
8

6,
11

5
6,

32
9

6,
55

0
6,

78
0

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

3.
50

%
3.

50
%

31
,6

03
31

,6
03

31
,6

03
31

,6
03

31
,6

03
33

,1
83

33
,1

83
33

,1
83

33
,1

83
33

,1
83

0.
00

%
0.

00
%

0.
00

%
0.

00
%

5.
00

%
0.

00
%

0.
00

%
0.

00
%

0.
00

%
0.

00
%

46
4,

78
0

47
9,

94
1

49
5,

63
3

51
1,

87
4

52
8,

68
4

54
7,

66
2

56
5,

66
8

58
4,

30
5

60
3,

59
5

62
3,

55
9

22
5,

59
9

23
3,

55
1

24
1,

81
5

25
0,

40
7

25
9,

34
3

26
7,

05
9

27
6,

73
3

28
6,

80
4

29
7,

29
2

30
8,

21
6

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

25
,7

67
25

,7
67

0
0

0
0

0
0

0
0

0
0

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

21
,8

94
21

,8
94

0
0

0
0

0
0

0
0

0
0

4.
73

4.
90

5.
07

5.
25

5.
44

5.
60

5.
81

6.
02

6.
24

6.
47

27
3



THIS PAGE 
INTENTIONALLY

LEFT BLANK 

274



Street Atlas USA® 2006 Plus

Salinas Gateway

Data use subject to license.
© 2005 DeLorme. Street Atlas USA® 2006 Plus.
www.delorme.com

TN

MN (14.1°E)
0 6 12 18 24 30

0 10 20 30 40 50

mi
km

Scale 1 : 1,100,000

1" = 17.36 mi Data Zoom 7-5

275



THIS PAGE 
INTENTIONALLY

LEFT BLANK 

276



Street Atlas USA® 2006 Plus

Salinas Gateway

Data use subject to license.
© 2005 DeLorme. Street Atlas USA® 2006 Plus.
www.delorme.com

TN

MN (14.1°E)
0 200 400 600 800 1000

0 80 160 240 320 400

ft
m

Scale 1 : 8,800

1" = 733.3 ft Data Zoom 14-5

277



THIS PAGE 
INTENTIONALLY

LEFT BLANK 

278



#169741v1

1
2

RESOLUTION 08-153
4

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT5
6
7

WHEREAS, the California Housing Finance Agency (the "Agency") has received 8
a loan application on behalf of Salinas Gateway, L.P., a California limited partnership (the 9
"Borrower"), seeking a loan commitment, the proceeds of which are to be used to provide 10
financing for a multifamily housing development located in Salinas, Monterey County, 11
California, to be known as Salinas Gateway Apartments (the "Development"); and12

13
WHEREAS, the loan application has been reviewed by Agency staff which 14

prepared a report presented to the Board on the meeting date recited below (the "Staff 15
Report"), recommending Board approval subject to certain recommended terms and 16
conditions; and17

18
WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as 19

the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior 20
expenditures for the Development with proceeds of a subsequent borrowing; and21

22
WHEREAS, on January 18, 2008, the Executive Director exercised the authority 23

delegated to her under Resolution 94-10 to declare the official intent of the Agency to 24
reimburse such prior expenditures for the Development; and25

26
WHEREAS, based upon the recommendation of staff and due deliberation by the 27

Board, the Board has determined that a final loan commitment be made for the 28
Development;29

30
1. The Executive Director, or in his/her absence, either the Chief Deputy 31

Director or the Director of Multifamily Programs of the Agency is hereby authorized to 32
execute and deliver a final commitment letter, in a form acceptable to the Agency, and 33
subject to recommended terms and conditions set forth in the Staff Report and any terms 34
and conditions as the Board has designated in the Minutes or the Board Meeting, in relation 35
to the Development described above and as follows:36

37
PROJECT DEVELOPMENT NAME/ MORTGAGE  38
NUMBER LOCALITY                AMOUNT__39

40
08-003-C/N Salinas Gateway Apartments $12,190,000.00 Construction 1st Mortgage41

Salinas, Monterey County, $     300,000.00 Permanent 2nd Mortgage 42
California  (HAT Funds)43

$     400,000.00 Permanent 1st Mortgage44
45
46
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Resolution 08-151
Page 22

3
4

2. The Executive Director may modify the terms and conditions of the loans or 5
loans as described in the Staff Report, provided that major modifications, as defined below,6
must be submitted to this Board for approval.  "Major modifications" as used herein means 7
modifications which either (i) increase the total aggregate amount of any loans made pursuant to 8
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive 9
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily 10
Programs of the Agency, adversely change the financial or public purpose aspects of the final 11
commitment in a substantial way.12

13
I hereby certify that this is a true and correct copy of Resolution 08-15 adopted at a duly 14
constituted meeting of the Board of the Agency held on May 14, 2008 at Burbank, California.15

16
17
18

ATTEST:_______________________                                   19
 Secretary20

21
22
23
24
25
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CALIFORNIA HOUSING FINANCE AGENCY 
Loan Modification to Final Commitment 

Grand Plaza Apartments 
Los Angeles, Los Angeles County, CA  

CalHFA # 07-014-A/S 

SUMMARY   

This is a request to modify the final commitment approved by the California Housing 
Financing Agency (“CalHFA”) Board of Directors on January 17, 2008 for Grand Plaza 
Apartments.  The modification request is to approve the withdrawal of AESI from the Co-
GP of Borrower and to advise the Board that AIMCO will no longer be buying the limited 
obligation conduit revenue bonds issued by CalHFA to fund the tax-exempt subordinate 
loan in the amount of $3,500,000. 

PARTNERSHIP CHANGE 

Grand Plaza Preservation GP, LLC, a Delaware limited liability company is the co-
general partner of the Borrower (“Co-GP”).  The Co-GP originally consisted of two 
members, TRG NY, LLC, a New York limited liability company (“TRG NY”) and AIMCO 
Equity Services, Inc., a Virginia corporation (“AESI”). Pursuant to the Limited Liability 
Company Agreement of Grand Plaza Preservation GP, LLC, dated as of April 17, 2007 
(the “LLC Agreement”), both of TRG NY and AESI owned a 50% limited liability 
company interest in the Co-GP. The parties then entered into a First Amendment to 
Limited Liability Company Agreement dated February 28, 2008.  TRG NY withdrew as a 
member of the Co-GP and was replaced by TRG Grand Plaza, LLC, a California limited 
liability company (“TRG CA”). TRG CA is an affiliate of The Richman Group.  Keep it 
simple.  We will have a copy with us at the Board meeting.  

TRG CA has asked to exercise its option to purchase AESI’s 50% limited liability 
company interest pursuant to the terms of section 35 of the LLC Agreement and become 
the sole member of the Co-GP.  The purchase price offered by TRG CA for AESI’s 
limited liability company interest is $1,350,000.  If this purchase takes place, AESI will no 
longer hold an interest in the Co-GP. The Borrower has requested that CalHFA approve 
the change in Borrower’s structure so that AESI, an affiliate of AIMCO, no longer holds a 
limited liability company interest in the Co-GP.   

The Borrower is also proposing that U.S.A. Institutional Tax Credit Fund LXVII L.P., a 
Delaware limited partnership be admitted as the tax credit investor rather than an 
AIMCO affiliate

The $3,500,000 subordinate loan to be funded from the proceeds of limited obligation 
conduit revenue bonds issued by CalHFA shall be placed with one or more sophisticated 
investors who will sign an investor letter and be bound by transfer restrictions developed 
by CalHFA staff in consultation with the CalHFA's bond counsel, Orrick, Herrington & 
Sutcliffe.

All other terms and conditions, financing and loan amounts would remain unchanged. 
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CALIFORNIA HOUSING FINANCE AGENCY 
Final Commitment 

 Grand Plaza Apartments 
Los Angeles, Los Angeles County, CA  

CalHFA # 07-014-A/S 

SUMMARY 

This is a Final Commitment request for acquisition and permanent long term financing.   
Security will be a 302-unit senior apartment complex known as Grand Plaza Apartments, 
located at 601 North Grand Avenue, Los Angeles, California.  Grand Plaza Preservation, L.P., 
(“Borrower”) whose managing general partners are Grand Plaza Preservation, LLC, a Delaware 
limited liability company and Las Palmas Foundation., a California nonprofit corporation, will 
own the project. 

Grand Plaza Apartments is an existing portfolio loan currently owned by 601 North Grand 
Avenue Partners, a limited partnership, whose general partner is CARE Housing Services 
Corporation.  The project was constructed in 1990 and is a 302-unit, four- and six-story 5 
building, senior apartment complex.  Grand Plaza was constructed under the Section 42 Low 
Income Housing Tax Credit (LIHTC) program and exited the tax credit program on December 
31, 2006.  The property currently operates under a CalHFA bond regulatory agreement that 
restricts 20% of the units to tenants earning no more than 80% of the Area Median Income 
(AMI) and 100% of the units to seniors aged 62 and older.  The expiration of the low income 
housing tax credit restrictions has placed the existing senior tenant population at risk of an 
extreme rent increase.  The borrower proposes to not increase the rent on any in place tenant 
more than six percent annually, until the rents reach the maximum LITHC levels – 30% at 50% 
AMI and 70% at 60% AMI.  The project age restriction will remain at 62 and over. 

LOAN TERMS 

Acquisition Period 

First Mortgage    $16,400,000 
Interest Rate     5.10%, variable 

 Term    12 Months, interest only 
 Financing   Tax-Exempt 

Second Mortgage*    $3,500,000 
 Interest Rate   6.25%  
 Term    30 year, first 15 years interest only, then 

amortized.
 Financing   Tax-Exempt 
 Prepayment   After Year 15 

Pursuant to 30/15 program with 120 days 
notice to Agency 

 *At the time of permanent loan funding, this loan will remain in place and will be 
subordinate to the CalHFA’s long term First Mortgage. 
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December 27, 2007 2

Permanent Loan Period 

First Mortgage    $16,400,000 
 Interest Rate   5.0% 
 Term    30 year fixed, fully amortized 
 Prepayment Term   After year 15  
 Financing   Tax-Exempt     
     Pursuant to 30/15 program with 120 days 
     notice to the Agency 

CalHFA acquisition/rehabilitation financing is subject to the assignment by the borrower of tax 
credit equity and all rights under non-CalHFA financing commitments. 

SUBORDINATE DEBT

AIMCO will commit to purchase at acquisition loan close $3,500,000 tax-exempt bond, un-
enhanced, fully subordinated per CalHFA’s standard debt documentation, fixed at 6.25% 
interest rate.  Restrictions shall be placed on the sale and transfer of such bonds satisfactory to 
the Agency. 

OTHER FINANCING 

There is no other financing involved in this transaction. 

PROJECT DESCRIPTION 

Project Location 

 The subject development is located in the Chinatown Redevelopment Plan area within the 
Central City North Community Plan area of central Los Angeles. 

 The site is accessible from Grand Avenue. Grand Avenue traverses north/south that 
connects to Cesar E. Chavez Avenue adjacent to the subject.  Cesar E. Chavez Avenue 
provides access to the Freeway 101/110 interchange 0.3 miles north of the subject.  
Freeways 101/110 provide access to all parts of the Los Angeles metro area, as well as 
linking the area with numerous Interstates. 

 The project is bordered to the north by small multifamily and single-family private owned 
developments in average condition.  Central Los Angles High School is under construction 
to the southeast of the subject, and Orisini Apartments II is to the southwest of the subject. 
Management indicated they have not begun to lease units.  This development will be a 
market rate community.  To the east of the subject consists of multifamily and single-family 
developments in average condition as well as a parking lot in the northwest corner of Cesar 
E. Chavez Avenue and Grant Avenue.  To the west of the development of the subject, at 
the northwest corner of Bunker Hill Avenue and Cesar E. Chavez Avenue is a liquor store.  
Additional developments west of the subject include small multifamily and single-family 
owned developments in average condition.  
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 The property is close to shopping, employment, recreation, entertainment, and education 
opportunities.  Social Services, public transportation, and public safety services are all 
within close proximity.   

Site

 The site is a slightly oblong shaped parcel and is 0.85 acres in size. 
 The first and second floors of the subject facing Cesar E. Chavez Avenue consist of 

various commercial developments, including offices and a Subway restaurant.  This 
portion of the subject building is under separate ownership from the subject; therefore, 
the site has several zonings.  The site has commercial and residential zonings that 
include C2-2D, C4-2D, and R-4 zones.  The site and its use are legally conforming. 

Improvements

 This 302-unit project was built in 1990 and consists of five, 4 and 6 story residential 
buildings that are connected and contain 88 studio units, 189 one-bedrooms, and 25 
two-bedroom apartment units.  The units are flat style, contained in an elevator serviced 
building.  The building is wood-frame construction, with wood stucco siding and flat 
roofs.

 The subject unit amenities include carpeting and vinyl flooring, blinds, range, refrigerator, 
disposal, and a patio or balcony.  Each unit also contains electric baseboard heat and 
wall air-conditioning. 

 The common area amenities include a central laundry facility, community room, 
community kitchen, sun rooms, game rooms, and courtyard areas.  The subject also 
offers controlled access entry, perimeter fencing, and video surveillance of the parking 
area.

 The project includes 147 subterranean parking spaces.   

PHYSICAL NEEDS ASSESSMENT/SCOPE OF WORK

 The project is in average overall condition for a development of this type when compared 
to other developments of similar type and age in the southern portion of the City of 
Concord and surrounding areas. 

 The scope of rehabilitation work totals $3,165,885 or $10,483 per unit and includes: 
Site work, $44,125- landscaping and drainage upgrades ($36,000. 
Building, $835,000 – roofing for buildings ($200,000), windows ($342,250), paint 
($161,750), balcony decks and miscellaneous ($131,000). 
Residential Units, $1,291,760– new cabinets ($479,500), countertops ($75,500), 
appliances ($225,990), interior painting ($262,400), flooring ($248,370). 
Mechanical systems, $752,500 – replace and install baseboard heater, air conditioners 
($422,500), new water heaters ($90,000), elevators ($240,000). 
Hallways – $142,500
Community Center and common areas - $100,000

Work is scheduled to commence in late fall 2007 and is projected to be completed within 
12 months. 
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Off-site improvements

 No off-site improvements and/or costs are required. 

Relocation

 There is approximately $75,000 in relocation expense allocated for this project. Most of 
the renovation will take place around the occupied units.  The rehabilitation plan does 
not assume invasive construction activity. However, specific interior unit renovation such 
as window replacement, vinyl flooring, and cabinet replacement is going to take place on 
a cluster basis (groups of units) and is scheduled to be completed within 3 days and two 
nights.  The residents will be offered a hotel voucher or cash equivalent for the period of 
their displacement.  The Borrower will provide transportation and moving arrangements.  
In addition, these temporary displaced residents shall be entitled to compensation for all 
reasonable out-of-pocket expenses incurred in connection with temporary relocation. 

The Borrower will conduct tenant orientation meetings prior to the purchase of the 
property and before and during the rehabilitation period regarding the scope of work and 
timelines, and address any tenant issue or concerns regarding the project. 

MARKET 

Market Overview 

The Primary Market Area (PMA) is defined as bound by Sunset Boulevard, Stadium Way, 110 
Freeway to the north, Los Angeles River to the east, Wilshire Bouleard/6th Street to the south, 
and Alvarado to the west.  The secondary market area (SMA) for the subject is Los Angeles-
Long Beach Metropolitan Statistical Area (MSA), or Los Angeles County. 

The subject’s immediate area is experiencing economic growth, and many employment 
opportunities exist within a short distance of the subject.  Demographic projections indicate 
positive growth of population and households in the PMA between 2006 and 2011.  In 2006, 
83.8 percent of households in the PMA and 60.1 percent of households in the SMA earned less 
than $50,000 annually.  This data suggests strong support for affordable rental housing in the 
subject’s PMA.  In addition, approximately 82.7 percent of renters in the PMA will make less 
than $50,000 at the time rehabilitation is completed in 2008.  The demographic data suggests a 
strong demand for affordable rental housing in the PMA.  The senior population age 65 and over 
in the PNA has steadily increased from 2000 to 2006 by 2.1 percent and is anticipated to remain 
stable through 2011.  At the time of rehabilitation completion, it is anticipated that there will be 
14,218 persons age 65 and over within the PNA. 

 Housing Supply and Demand

Housing Supply and Demand 

 The rental housing stock in the PMA is primarily comprised of market rate apartments 
(1970-1997) in average to good condition. 
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 Occupancy rates for market rate units as of June 2006 is 96.5%  LIHTC properties have 
an average occupancy rate of 100%, with waiting list ranging from six months to several 
years long.  The subject has a 12 month waiting list. 

 Orsini Apartments, located 0.1 miles northwest of the subject recently completed 
construction and will offer one and two bedroom units. This development will be a 
market rate complex which will not be considered directly competitive with the subject. 

 The Housing Authority of the Country of Los Angeles which administers the Section 8 
program for the entire county indicated an extensive waiting list. 

 The subject’s proposed LIHTC rents provide an attractive rent advantage over estimated 
achievable market rents.  Post rehab, the subject will be in good condition and offer 
amenities equal or slightly superior to existing market rate properties in the PMA. 

PROJECT FEASIBILITY 

Estimated Lease-up Period

 The project is currently 100% leased and the proposed rehabilitation will not interfere 
with occupancy.    

ENVIRONMENTAL

Blackstone Consulting completed a Phase I Environmental Assessment report on July 9, 2007.  
The report concludes that there are no adverse environmental conditions that warrant further 
investigation or remedial action.  

SEISMIC 

URS Corporation performed a seismic review assessment on December 28, 2007. The damage 
ratio meets the Agency’s seismic risk criteria and no further review is needed.  

DEVELOPMENT TEAM 

Borrower

Grand Plaza Preservation, L.P.

 The non-profit Managing General Partner will be Las Palmas Foundation, located in 
Carlsbad, California.  Las Palmas was found in 1992, and Joseph M. Michaels is the 
President and Executive Director.  Mr. Michaels’ has over 22 years of experience in 
affordable multifamily development.  

 The co-general partner and sponsor/developer, Grand Plaza Preservation GP, LLC, a 
Delaware limited liability company will be an initial general partner in the LP.  AIMCO 
Equity Services Inc. (“AESI”) is a subsidiary of Grand Plaza Preservation GP, LLC that 
specializes in finance and development services.  AIMCO and AESI have been actively 
involved as a developer of affordable housing developments for over seven years 
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Management Agent 

Griswold Real Estate Management, Inc.

Griswold Real Estate Management, Inc. has served property owners for nearly twenty-five 
years.  Griswold Real Estate Management, Inc. has been the existing management agent for 
the subject over the past fifteen years.  In addition to their corporate office in San Diego and a 
satellite office in Los Angeles (serving all five Southern California counties), they also have a 
large corporate office in Las Vegas which has served southern Nevada for fifteen years.   

Architect

Davis Group.

 The Davis Group was established in 1974 and the office is located in San Diego, 
California.   Davis Group has provided complete architectural and planning services to a 
variety of project types, including affordable, market rate, and luxury multi-family 
residential, single family residential developments, mixed use (retail/residential) and 
religious facilities. 

Contractor

Portrait Homes, Inc.

 Portrait Homes, Inc. has been a general contractor since 1989.  The company is located 
in Corona, California.  Their work includes primarily multi-family, government assisted 
(Low Income Housing and Tax Credit assisted) and commercial properties.  They 
specialize in all aspects of new construction, rehabilitation, and development.  
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PROJECT SUMMARY      PROJECT NUMBER: 07-014 A/S
Final application

Project: Grand Plaza
Location: 601 North Grand Avenue Developer: Grand Plaza Preservation L.P.
City: Los Angeles Partner: Las Palmas Foundation
County: Los Angeles Investor: AIMCO Corp. Fund VII
Zip Code: 

No. of Buildings: 5
Project Type: Wood Frame No. of Stories: 4 & 6
Occupancy: Senior Residential Space 166,260 sq. ft. 
Total Units: 302 Community/Leasing Spac 0 sq. ft. 
Style Units: Flats Commercial Space 0 sq. ft. 
Elevators: Yes Gross Area 166,260 sq. ft. 
Total Parking 147 Land Area 36,895 sq. ft. 
Covered 0 Units per acre 357

CalHFA Acquisition/Rehab Financing Amount Rate Term (Mths)
CalHFA Acquisition Financing $16,400,000 5.000% 12
Developer Contribution - Mezz.Loan
Deferred Dev. Fee 

Permanent Sources of Funds Amount Rate Years
CalHFA First Mortgage* $16,400,000 5.00% 30
CalHFA Bridge Loan $0 0.00% 0
CalHFA Second Mortgage* (funded at acquisition) $3,500,000 6.25% 30
Source 4 $0 0.00% 0
Source 5 $0 0.00% 0
Source 6 $0 0.00% 0
Source 7 $0 0.00% 0
Source 8 $0 0.00% 0
Source 9 $0 0.00% 0
Source 10 $0 0.00% 0
Source 11 $0 0.00% 0
Source 12 $0 0.00% 0
Income from Operations $0  
Developer Contribution - Mezz.Loan
Deferred Dev. Fee $10,000  
Tax Credit Equity (_______ funded at acquisition) $9,032,562  

           Construction Valuation Appraisal Value Upon Completion
Investment Value $34,180,000 Appraisal Date: 9/9/07 Restricted Value $23,500,000
Loan / Cost 64% Cap Rate: 6.00% Perm. Loan / Cost 62%
Loan / Value 58% Perm. Loan / Value 85%

CalHFA Fees and Reserve Requirements

CalHFA Loan Fees Amount Required Reserves Amount
CalHFA Acquisition Loan Fee $82,000  Other Reserve $0
CalHFA Permanent Loan Fees $41,000  Replacement Resv. Initial Deposit $453,000
CalHFA Second Loan Fees $35,000  Repl. Reserve - Per Unit/ Per Yr $500

(bond rate + qtr. Pt.)
Construction Loan - Guarantees and Fees CalHFA Operating Expense Reserve $0
Completion Guarantee Fee $0  Rent Up Reserve $0
Contractors Payment/Perf. Bond $0  Transitional Operating Reserve $570,000
 $0  Other Reserve $0

Date: 1/3/2008 Senior Staff Date: 12/27/2007

90012

$2,338,874
$0

$0
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UNIT MIX AND RENT SUMMARY Grand Plaza

07-014 A/S
Total Unit Mix 

# of # of Average
Units Unit Type Baths Sq. Ft. 

89 0 Bedroom Flat 1
188 1 Bedroom Flat 1
25 2 Bedroom Flat 2

302

Number of Regulated Units By Agency
Agency 35% 50% 50% 60% 80%

CalHFA 61
Tax Credits 31 210

Locality

HCD

AHP

Zoning

Other

Restricted Rents Compared to Average Market Rents
Median Income Units Restricted Avg. Market Dollars % of 

Rent Levels Restricted Rents Rate Rents Difference Market
Studio $1,000

35% 0 $0 $0 0%
50% 9 $466 $534 47%
50% 18 $466 $534 47%
60% 60 $600 $400 60%
80% 0 $0 $0 0%

One Bedroom $1,100  
35% 0 $0 $0 0%
50% 19 $494 $606 45%
50% 38 $459 $641 42%
60% 132 $780 $320 71%
80% 0 $0 $0 0%

Two Bedroom $1,300
 35% 0 $0 $0 0%

50% 3 $589 $711 45%
50% 5 $589 $711 45%
60% 17 $910 $390 70%
80% 0 $0 $0 0%

$0
35% 0 $0 $0 0%

 50% 0 $0 $0 0%
50% 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 $0 0%

450
540
800
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Sources and Uses of Funds Grand Plaza
07-014 A/S

Funds in during Funds in at Final application
SOURCES OF FUNDS: Acq/Rehab ($) Permanent ($)

CalHFA Acquisition Financing 16,400,000 Total Development Sources
Construction Only Source 2 -                         Total Sources Sources  
Construction Only Source 3 -                         of Funds ($) per Unit %
CalHFA First Mortgage*  16,400,000         16,400,000        54,305           51%
CalHFA Second Mortgage* 3,500,000              -                      3,500,000          11,589           11%
Existing Replacement Reserve -                         -                      -                     -                 0%
Earned Surplus -                         -                      -                     -                 0%
Existing Operating Reserve -                         -                      -                     -                 0%
Source 5 -                         -                      -                     -                 0%
Source 6 -                         -                      -                     -                 0%
Source 7 -                         -                      -                     -                 0%
Source 8 -                         -                      -                     -                 0%
Source 9 -                         -                      -                     -                 0%
Source 10 -                         -                      -                     -                 0%
Source 11 -                         -                      -                     -                 0%
Source 12 -                         -                      -                     -                 0%
Income from Operations -                         -                      -                     -                 0%
Developer Contribution - Mezz.Loan -                         -                      -                     -                 0%
Deferred Developer Fee 2,338,874              10,000                2,348,874          7,778             7%
Tax Credit Equity 9,032,562              1,023,000           10,055,562        33,297           31%

Total Sources 31,271,436            17,433,000         32,304,436        106,968         100%
(Gap)/Surplus -                     -                   -                  

*Total Permanent Loans - $0, comprised of $0 T/E, $0 Agency Funds
USES OF FUNDS: Acq/Rehab ($) Permanent ($)

LOAN PAYOFFS & ROLLOVERS Total Development Costs
Construction Loan payoffs $16,400,000 Total Uses Cost %

of Funds ($) per Unit 
ACQUISITION    

Lesser of Land Cost or Value 2,200,000           -                   2,200,000       7,285           7%
Seller's Prepayment Penalty 1,200,000           -                   1,200,000       3,974           4%

Legal - Acquisition Related Fees -                     -                   -                  -               0%
Subtotal - Land Cost / Value 3,400,000           -                   3,400,000       
Existing Improvements Value 20,100,000         -                   20,100,000     66,556         62%

Off-Site Improvements -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total Acquisition 23,500,000         -                   23,500,000     77,815         73%

REHABILITATION
Site Work -                     -                   -                  -               0%

Rehab to Structures 3,165,885           -                   3,165,885       10,483         10%
General Requirements 185,589              -                   185,589          615              1%
Contractors Overhead 185,760              -                   185,760          615              1%

Contractors Profit 61,920                -                   61,920            205              0%
Contractor's Bond 36,562                -                   36,562            121              0%

General Liability Insurance 36,562                -                   36,562            121              0%
Environmental Mitigation Expense -                     -                   -                  -               0%

Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total Rehabilitation 3,672,278           -                   3,672,278       12,160         11%

RELOCATION EXPENSES
Relocation Expense 75,500                -                   75,500            250              0%

Relocation Compliance Monitoring -                     -                   -                  -               0%
Total Relocation 75,500                -                   75,500            250              0%

(Continued on Next 2 Pages)
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USES OF FUNDS (Cont'd): Acq/Rehab ($) Permanent ($) Total Development Costs
  Total Uses Cost per Unit %

of Funds ($) per Unit 
NEW CONSTRUCTION

Site Work -                     -                   -                  -               0%
Structures (Hard Costs) -                     -                   -                  -               0%
General Requirements -                     -                   -                  -               0%
Contractors Overhead -                     -                   -                  -               0%

Contractors Profit -                     -                   -                  -               0%
Contractor's Perf. & Pymt Bond -                     -                   -                  -               0%

General Liability Insurance -                     -                   -                  -               0%
Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total New Construction -                     -                   -                  -               0%

ARCHITECTURAL & ENGINEERING
Architectural Design 59,361                -                   59,361            197              0%

Architect's Supv during Construction 19,786                -                   19,786            66                0%
Total Architectural 79,147                -                   79,147            262              0%

Engineering Expense 65,000                -                   65,000            215              0%
Engineers Supv. during Construction -                     -                   -                  -               0%

ALTA Survey -                     -                   -                  -               0%
Total Engineering & Survey 65,000                -                   65,000            215              0%

ACQUISITION LOAN COSTS
Construction Loan Interest 487,900              487,900          1,616           2%

CalHFA Acquisition Loan Fee 82,000                82,000            272              0%
Other Const. Loan Fee -                     -                  -               0%

CalHFA Outside Legal Counsel Fees -                     -                  -               0%
Other Lender Req'd Legal Fees -                     -                  -               0%

Title and Recording fees 20,000                20,000            66                0%
CalHFA Req'd Inspection Fees 18,000                18,000            60                0%

Other Req'd Inspection Fees -                     -                  -               0%
Prevailing Wage Monitoring Expense -                     -                  -               0%

Taxes & Insurance during rehab 27,476                27,476            91                0%
Predevelopment Interest -                      -                  -               0%

Cost for Completion Guarantee -                      -                  -               0%
Other -                     -                  -               0%

Total Construction Loan Expense 635,376              -                   635,376          2,104           2%

PERMANENT LOAN COSTS
CalHFA Perm Loan Fees 41,000                -                   41,000            136              0%

CalHFA Second Loan Fees 35,000                -                   35,000            116              0%
CalHFA Loan Application Fee 500                     -                   500                 2                  0%

Other Lender Perm. Loan Fees -                     -                   -                  -               0%
Title and Recording -                     -                   -                  -               0%

Perm. Bridge Loan Interest Expense -                     -                   -                  -               0%
Bond Origination Guarantee Fee -                     -                   -                  -               0%

Tax Exempt Bond Allocation Fee 600                     -                   600                 2                  0%
Other -                     -                   -                  -               0%

Total Permanent Loan Expense 77,100                -                   77,100            255              0%

LEGAL FEES
Borrower Legal Fee 115,000              -                   115,000          381              0%

Syndication -                     -                   -                  -               0%
Total Attorney Expense 115,000              -                   115,000          381              0%
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USES OF FUNDS (Cont'd): Acq/Rehab ($) Permanent ($) Total Development Costs
  Permanent Per Unit %

of Funds ($) per Unit 
CONTRACT / REPORT COSTS

Appraisal 10,000                -                   10,000            33                0%
Market Study 10,000                -                   10,000            33                0%

Physical Needs Assessment 5,000                  -                   5,000              17                0%
HUD Risk Share Environ. Review -                     -                   -                  -               0%
CalHFA EQ Seismic Review Fee -                     -                   -                  -               0%

Environmental Phase I / II Reports 10,000                -                   10,000            33                0%
Soils / Geotech Reports 10,000                -                   10,000            33                0%

Asbestos / Lead-based Paint Report -                     -                   -                  -               0%
Noise/Acoustical/Traffic Study Report -                     -                   -                  -               0%

Termite/dry rot 1,200                  -                   1,200              4                  0%
Other -                     -                   -                  -               0%

Total Contract Costs 46,200                -                   46,200            153              0%

CONTINGENCY
Hard Cost Contingency 349,084              -                   349,084          1,156           1%
Soft Cost Contingency -                     -                   -                  -               0%

Total Contingency 349,084              -                   349,084          1,156           1%

RESERVES
CalHFA Operating Expense Reserve -                     -                   -                  -               0%

Construction Defects Reserve -                     -                   -                  -               0%
Funded Replacement Reserve -                     453,000           453,000          1,500           1%

Capitalized Investor Req'd Reserve -                     -                   -                  -               0%
Transitional Operating Reserve -                     570,000           570,000          1,887           2%

Total Reserves -                     1,023,000        1,023,000       3,387           3%

OTHER
CTCAC App/Alloc/Monitor Fees 136,751              -                   136,751          453              0%

Local Permit Fees 20,000                -                   20,000            66                0%
Local Development Impact Fees -                     -                   -                  -               0%

Other Local Fees -                     -                   -                  -               0%
Advertising & Marketing Expenses -                     -                   -                  -               0%

1st Year Taxes & Insurance -                     -                   -                  -               0%
Furnishings -                     -                   -                  -               0%

Final Cost Audit Expense -                     10,000             10,000            33                0%
Miscellaneous Admin Fees -                     -                   -                  -               0%

Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%
Other -                     -                   -                  -               0%

Total Other Expenses 156,751              10,000             166,751          552              1%

SUBTOTAL PROJECT COSTS 28,771,436         17,433,000      29,804,436     98,690         92%

DEVELOPER COSTS
Developer Overhead/Profit (5% Acq.) 2,500,000           -                   2,500,000       8,278           8%

Developer Overhead/Profit (NC/Rehab) -                     -                   -                  -               0%
Consultant / Processing Agent -                     -                   -                  -               0%

Project Administration -                     -                   -                  -               0%
Broker Fees to a related party -                     -                   -                  -               0%
Construction Mgmt. Oversight -                     -                   -                  -               0%

Other -                     -                   -                  -               0%
Total Developer Fee / Costs 2,500,000           -                   2,500,000       8,278           8%

Total Costs 31,271,436         17,433,000      32,304,436     106968 100%
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Annual Operating Budget Grand Plaza
Final application

INCOME: $ Amount Per Unit % of Total

Total Rental Income $2,382,624 $7,889 99.77%
Laundry $5,402 $18 0.23%
Other Income $0 $0 0.00%

Gross Potential Income (GPI) $2,388,026 $7,907 100.00%

Less:
Vacancy Loss $597,007 $1,977 33.33%

Effective Gross Income $1,791,020 $5,931

EXPENSES: Total Cost Per Unit % of Total 

Payroll $244,582 $810 22.45%
Administrative $51,489 $170 4.73%
Management fee $112,199 $372 10.30%
Utilities $153,601 $509 14.10%
Operating and Maintenance $185,976 $616 17.07%
Insurance and Business Taxes $170,164 $563 15.62%
Locality Compliance Monitoring Fee $0 $0 0.00%
Other $0 $0 0.00%

Subtotal Expenses $918,011 $3,040 84.25%

Replacement Reserves $151,000 $500 13.86%

Taxes & Assessments $20,612 $68 1.89%
Total Expenses $1,089,623 $3,608 100.00%

Financial Expenses
CalHFA First Mortgage* $0 $0
CalHFA Second Mortgage* $218,750 $724
Other Required Debt Service $0 $0

NET OPERATING INCOME $482,647 $1,598
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RESOLUTION 08-01 

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT 

 WHEREAS, the California Housing Finance Agency (the "Agency") has received 
a loan application on behalf of Grand Plaza Preservation, L.P., a California limited 
partnership (the "Borrower"), seeking a loan commitment, the proceeds of which are to be 
used to provide financing for a multifamily housing development located in Los Angeles, 
County, California, to be known as Grand Plaza Apartments (the "Development"); and 
       
 WHEREAS, the loan application has been reviewed by Agency staff which 
prepared a report presented to the Board on the meeting date recited below (the "Staff 
Report"), recommending Board approval subject to certain recommended terms and 
conditions; and 

 WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as 
the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior 
expenditures for the Development with proceeds of a subsequent borrowing; and 

  WHEREAS, on November 14, 2007, the Executive Director exercised the 
authority delegated to her under Resolution 94-10 to declare the official intent of the 
Agency to reimburse such prior expenditures for the Development; and 

 WHEREAS, based upon the recommendation of staff and due deliberation by the 
Board, the Board has determined that a final loan commitment be made for the 
Development; 

  1. The Executive Director, or in his/her absence, either the Chief Deputy 
Director or the Director of Multifamily Programs of the Agency is hereby authorized to 
execute and deliver a final commitment letter, in a form acceptable to the Agency, and 
subject to recommended terms and conditions set forth in the Staff Report, in relation to the 
Development described above and as follows: 

PROJECT      DEVELOPMENT NAME/       MORTGAGE    
NUMBER        LOCALITY   AMOUNT_38

39
40
41
42
43
44
45

07-014-A/S  Grand Plaza Apartments  $16,400,000.00 First Mortgage 
    Los Angeles County, California $  3,500,000.00 Second Mortgage 
                 

                            191301



Resolution 08-01 1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 2 

 2. The Executive Director may modify the terms and conditions of the loans or 
loans as described in the Staff Report, provided that major modifications, as defined below, 
must be submitted to this Board for approval.  "Major modifications" as used herein means 
modifications which either (i) increase the total aggregate amount of any loans made pursuant to 
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive 
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily 
Programs of the Agency, adversely change the financial or public purpose aspects of the final 
commitment in a substantial way. 

I hereby certify that this is a true and correct copy of Resolution 08-01 adopted at a duly 
constituted meeting of the Board of the Agency held on January 17, 2008 at Millbrae, 
California.

                     ATTEST:_______________________                                   
                Secretary 
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State of California 

M E M O R A N D U M 

To: Board of Directors      Date: 04-24-08 

   
 Tom Hughes, General Counsel 
From: CALIFORNIA HOUSING FINANCE AGENCY 

Subject: Board Actions Regarding Revisions to the Compensation Committee Charter 

At the March 19, 2008 meeting of the Board of Directors, the Board passed three resolutions 
regarding the Compensation Committee. Two of those resolutions adopted changes to the 
Compensation Committee charter, and staff was directed to prepare proposed language in the 
charter implementing those changes. I have attached copies of the three draft resolutions, as well 
as a revised Compensation Committee charter for the Board’s review. 

The three resolutions addressed the nine issues identified by the Audit Committee. The first 
action, Resolution 08-09, addressed issues 1,2,3,4 and 6. Those issues deal with the contracting 
authority of the staff and Committee in connection with the contracting process. The Board 
elected to retain the existence of the Compensation Committee, and to make certain changes to 
the compensation process. The Board directed that any contracts entered into to implement the 
compensation process, including the engagement of the consultant required to conduct the salary 
survey, be reviewed by the Committee. The Committee would then make a recommendation to 
the full Board, which would approve or disapprove the contract. If the Board approved the 
contract, the Executive Director would be directed to sign the contract on behalf of the Agency. 
The draft revisions to the Compensation Committee charter implement those directions under the 
“Duties” section, in paragraph 3. 

The second action, Resolution 08-10, addressed issue 5 on the Audit Committee list. That issue 
concerns the role of the staff and Committee in dealing with the compensation consultant. The 
Board directed the Committee to create a balanced compensation process which endeavors to 
avoid perceptions of conflicts of interest, while at the same time permitting the involvement of 
staff to the extent reasonably necessary to accomplish the Committee’s duties under the charter. 
The draft revisions to the charter implement those directions under the “Duties” section, in 
paragraph 4. 

Finally, the Board enacted Resolution 08-11, which addressed issues 7, 8 and 9. Those issues 
dealt with potential procedures relating to the role of Board members in the process. The Board 
decided that existing conflict of interest procedures were sufficient, and declined to adopt 
additional procedures. 
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RESOLUTION 08-09 
 
 
 

RESOLUTION REGARDING COMPENSATION COMMITTEE CHARTER 
 
 

 WHEREAS, the California Housing Finance Agency (the “Agency”) has 
adopted Resolution 06-16 approving the charter of the Compensation Committee; and 
 
 WHEREAS, the compensation process in 2006 and 2007 was reviewed by 
outside counsel and various recommendations have been made for changes to that 
process; and 
 

WHEREAS, the audit committee has reviewed the report of outside counsel and 
has identified and discussed various issues discussed in the report; and 

 
WHEREAS, the audit committee has not brought specific recommendations to 

the Board, the Board has elected to review those issues and to make appropriate 
decisions as to such issues; and 
 
 WHEREAS, issues identified by the audit committee are described in a memo to 
the Board dated March 4, 2008, a copy of which is attached hereto;  
 
  NOW, THEREFORE, BE IT RESOLVED by the Board of Directors as 
follows: 
 

1. In considering issues 1, 2, 3 , 4 and 6 identified by the audit committee, 
the Board takes the action described in paragraph 2, below. 

 
2.  The Compensation Committee shall be retained as a committee of the 

Board, according to the charter in Resolution 06-16, as that charter may be amended in 
accordance with the directions in this resolution. The Board directs staff to prepare 
draft changes to the charter, to be submitted to the Board at its next meeting, making 
the following changes and clarifications.  The charter shall provide that any contracts 
for the engagement of consultants to carry out the duties of the Compensation 
Committee, including the engagement of the outside advisor to conduct the salary 
survey required by Health & Safety Code section 50909,  shall be reviewed by the 
Committee. The Committee shall make recommendations to the Board of Directors for 
the approval of such contracts. If the Board approves any such contracts, the Board 
shall direct the Executive Director or her designee to execute such contracts on behalf 
of the Agency. 
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I hereby certify that this is a true and correct copy of Resolution 08-09 adopted at a 
duly constituted meeting of the Board of Directors of the Agency held on March 19, 
2008, at Sacramento, California. 
 
 
 
            ATTEST: ________________________                     
    Secretary 
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RESOLUTION 08-10 
 
 
 

RESOLUTION REGARDING COMPENSATION COMMITTEE CHARTER 
 
 

 WHEREAS, the California Housing Finance Agency (the “Agency”) has 
adopted Resolution 06-16 approving the charter of the Compensation Committee; and 
 
 WHEREAS, the compensation process in 2006 and 2007 was reviewed by 
outside counsel and various recommendations have been made for changes to that 
process; and 
 

WHEREAS, the audit committee has reviewed the report of outside counsel and 
has identified and discussed various issues discussed in the report; and 

 
WHEREAS, the audit committee has not brought specific recommendations to 

the Board, the Board has elected to review those issues and to make appropriate 
decisions as to such issues; and 
 
 WHEREAS, issues identified by the audit committee are described in a memo to 
the Board dated March 4, 2008, a copy of which is attached hereto;  
 
  NOW, THEREFORE, BE IT RESOLVED by the Board of Directors as 
follows: 
 

1. In considering issue 5 identified by the audit committee, the Board takes 
the action described in paragraph 2, below. 

 
2.    The Board directs staff to prepare draft changes to the charter, to be 

submitted to the Board at its next meeting, making the following changes and 
clarifications.  The Compensation Committee shall create a balanced compensation 
process that avoids conflicts of interest, and the appearance of conflicts of interest, 
while permitting the involvement of staff in a manner reasonably necessary to 
accomplish its purposes and duties under this charter. 

 
 
I hereby certify that this is a true and correct copy of Resolution 08-10 adopted at a 
duly constituted meeting of the Board of Directors of the Agency held on March 19, 
2008, at Sacramento, California. 
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            ATTEST: ________________________                     
    Secretary 
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RESOLUTION 08-11 
 
 
 

RESOLUTION REGARDING COMPENSATION COMMITTEE CHARTER 
 
 

 WHEREAS, the California Housing Finance Agency (the “Agency”) has 
adopted Resolution 06-16 approving the charter of the Compensation Committee; and 
 
 WHEREAS, the compensation process in 2006 and 2007 was reviewed by 
outside counsel and various recommendations have been made for changes to that 
process; and 
 

WHEREAS, the audit committee has reviewed the report of outside counsel and 
has identified and discussed various issues discussed in the report; and 

 
WHEREAS, the audit committee has not brought specific recommendations to 

the Board, the Board has elected to review those issues and to make appropriate 
decisions as to such issues; and 
 
 WHEREAS, issues identified by the audit committee are described in a memo to 
the Board dated March 4, 2008, a copy of which is attached hereto;  
 
  NOW, THEREFORE, BE IT RESOLVED by the Board of Directors as 
follows: 
 

1. In considering issues 7, 8 and 9 identified by the audit committee, the 
Board takes the action described in paragraph 2, below. 

 
2.    The Board finds that compliance with the Agency’s existing conflict of 

interest code, as well as state laws and requirements relating to conflicts of interest, is 
sufficient to address the issues in sections 7, 8 and 9. The Board does not adopt any 
further requirements. 

 
 
I hereby certify that this is a true and correct copy of Resolution 08-11 adopted at a 
duly constituted meeting of the Board of Directors of the Agency held on March 19, 
2008, at Sacramento, California. 
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            ATTEST: ________________________                     
    Secretary 
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California Housing Finance Agency
Compensation Committee Charter

Revised May, 2008

Mission

The Compensation Committee (the "Committee") is a committee of, and reports 
to, the Board of Directors of the California Housing Finance Agency (the 
"Board"). Through this Charter, the Board delegates certain responsibilities to 
assist the Board in fulfilling its oversight responsibilities in the compensation of 
key exempt management with the Agency. In performing its duties, the 
Committee will recommend to the Board compensation policies and procedures 
designed to attract and retain the best personnel to allow the Agency to achieve 
its goals and remain competitive in the marketplace. 

Membership

The Committee will be comprised of no fewer than three voting members of the 
Board, to be selected by the Chair of the Board to serve on a rotational basis with 
staggered terms. The Committee Chair will be designated by the Board Chair. 

Authority

The Committee was established by Board Resolutions 06-16 and revised by 
Resolution 08-XX. The Committee will act in an advisory capacity to the Board. 
Staff of the Agency will serve as a resource to Committee.  The Committee has 
the authority to conduct any review appropriate to fulfilling its responsibilities. All 
employees of the Agency are directed to cooperate as requested by members of 
the Committee and the Committee will have complete access to Agency records 
and data. 

Meetings

The Committee will meet as often as its members determine is necessary, but 
not less frequently than twice each calendar year. The committee will report its 
proceedings and recommendations to the full Board, at the first regular meeting 
of the Board following a Committee meeting. All meetings of the Committee shall 
be open public meetings subject to the same notice and agenda procedures as 
are regular meetings of the Board. Any personnel evaluations may be held in 
closed session to the extent permitted or required by the Bagley-Keene Act; 
provided, however, that discussions of compensation issues shall take place in 
open session. 

Deleted: i

Deleted: In consultation with the 
Board Chairman and the Agency 
Executive Director, the Committee 
may direct the Agency to engage 
consultants and advisors to assist the 
Committee in the execution of its 
duties.
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Minutes

Minutes of each meeting will be prepared and sent to all members of the Board. 
The Committee minutes need not be verbatim. Minutes of the Committee will be 
presented to the Committee for review and approval at the next meeting of the 
Committee. Minutes of Committee meetings are public records unless exempted 
under the California Public Records Act or other applicable law. 

Duties

The Committee will conduct the following activities: 

1. Make recommendations to the full Board to enable the Board to carry out its 
duties and functions under Health and Safety Code section 50909; 

2. Periodically cause to be conducted salary surveys that will form the basis of 
the design of a compensation plan that will attract and retain senior executive 
personnel qualified to lead the Agency in its mission and maintain its competitive 
posture in the marketplace. Such surveys will be conducted by independent 
outside advisors based on a comparison of compensation plans and 
compensation levels of other state and local housing finance agencies, other 
comparable agencies of the State of California, non-profit housing agencies, for-
profit institutions and other relevant labor pools;

3. The Committee shall review any proposed contracts to engage consultants
needed to carry out its duties under this Charter, including the outside advisor
conducting the salary survey required by Health & Safety Code section 50909.
The Committee shall make recommendations regarding such contracts to the 
Board, and the Board shall consider such recommendations. In the event that the 
Board approves any such contract, the Board shall direct the Executive Director 
to sign such contract on behalf of the Agency;

4. It shall be the policy of the Board and Committee to avoid any conflicts of 
interest in connection with the exercise of its duties. In carrying out its 
responsibilities under this Charter, the Committee shall endeavor to create a
balanced process that avoids the appearance of conflicts of interest to the extent 
reasonably possible, while permitting the involvement of staff in a way 
reasonably necessary to accomplish its purposes and duties under this charter.

5. Periodically review and evaluate, with the assistance of Agency management, 
staff and outside advisors, the structure and level of Agency compensation of 
those senior executives whose salaries are established by the Board pursuant to 
section 50909;  

Deleted: ;

Deleted: 3
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5. Annually review the performance of the Executive Director; 

6. Based on the annual review of the Executive Director's performance and the 
results of the salary surveys conducted by independent outside advisors, make a 
recommendation to the Board for the compensation level of the Executive 
Director; 

7. Annually review that portion of the Agency's budget containing the 
compensation of key exempt management and recommend to the Board 
approval or amendments to those compensation levels. The Committee's 
recommendation will be based on a review of performance evaluations 
completed by the Executive Director and the results of the salary surveys 
conducted by outside advisors; 

8. Review and discuss management succession at least annually; 

9. Review legal and regulatory matters that may have a material impact on the 
Agency's compensation philosophy, structure and plans. 

Other Committee Duties

In addition to the duties outlined above, the Committee annually will also: 

1. Conduct a review of its performance, including a review of its compliance with 
this Charter; 

2. Review and assess the adequacy of this Charter taking into account all 
legislative, regulatory and contractual requirements applicable as well as any 
best practices, and, if appropriate, will recommend Charter amendments to the 
Board.
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State of California 

M E M O R A N D U M 

To: Board of Directors      Date: 03-04-08 

   
 Tom Hughes, General Counsel 
From: CALIFORNIA HOUSING FINANCE AGENCY 

Subject: Pending Audit Committee Issues 

At the request of Board Chair John Courson and Audit Committee Chair Jack Shine, staff is 
providing the Board with a list of the issues related to the Manatt report that have been pending 
before the Audit Committee. The first seven items are taken verbatim from an email from Audit 
Committee Chair Jack Shine to me dated September 18, 2007. Item 8 is an issue raised in the 
Manatt report but not addressed in the September 18, 2007 email from Mr. Shine. Item 9 was 
raised by John Morris.

The issues considered by the Committee were: 

“1. Should the board of directors need to approve any major contractual agreement for the use of 
independent outside advisors to conduct salary surveys or other items of concern except for the 
contracts dealing with the daily finances that are on a regular basis.
2. Should we keep the compensation committee, (whether or not we change members) so that 

we can have a viable committee to whom we can make recommendations for their consideration 
and presentation to the board. 

3. Should the compensation committee be given the task of conducting an independent review 
prior to presentation to the board of directors for approval -- any agreement relating to 
compensation to key exempt management and any scope of work documents. 

4. Should the compensation committee recommend to the board of directors any work or 
instructions to be given to survey contractors prior to the commencement of a salary survey. 

5. Should key exempt management who are beneficiaries of a compensation determination, be 
advised to avoid any direct involvement with any entity hired by the agency to conduct salary 
surveys, --- and should a policy regarding independent third parties be created so that necessary 
tasks be done by this independent party would be reported only to the compensation committee. 

6. Should the authority of the executive director to sign contracts on behalf of the agency be 
delegated exclusively to the chair of the compensation committee or other designees --- and 
should any member tasked with overseeing this responsibility to establish key exempt 
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management compensation - be allowed to be a person or someone who has business dealings 
with Cal HFA. 

7. Should all members of the board be required to provide a statement annually setting forth the 
level of business they are involved with directly or indirectly, (if applicable) with the agency so 
that all board members are aware of this situation.” 

8. Should the Agency adopt a statement of principles that it treats Board members who do 
business with the Agency the same as any other person; and 

9. Should a Board member with business dealings with the Agency be permitted to vote on 
compensation issues? 

At the November 15, 2007 meeting of the Committee, the members considered each of these 
issues and formed some preliminary consensus. The Committee decided it would review the 
minutes at its next meeting, and would formalize those recommendations for presentation to the 
Board. A copy of the minutes is attached. 
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RESOLUTION 08-17 
 
 
 

RESOLUTION REVISING COMPENSATION COMMITTEE CHARTER 
 
 

 WHEREAS, the California Housing Finance Agency (the “Agency”) has 
adopted Resolution 06-16 approving the charter of the Compensation Committee; and 
 
 WHEREAS, the compensation process in 2006 and 2007 was reviewed by 
outside counsel and various recommendations have been made for changes to that 
process; and 
 

WHEREAS, the Board adopted Resolutions 08-09, 08-10 and 08-11 at the March 
19, 2008 Board meeting; and 

 
WHEREAS, Resolutions 08-09 and 08-10 directed that certain changes be made 

to the Compensation Committee charter adopted by resolution 06-16, and 
 
WHEREAS, the Board has reviewed the revised charter attached hereto, 

 
  NOW, THEREFORE, BE IT RESOLVED by the Board of Directors as 
follows: 
 

1. The attached “Compensation Committee Charter Revised May, 2008” is 
approved and adopted. 

 
 
I hereby certify that this is a true and correct copy of Resolution 08-17 adopted at a 
duly constituted meeting of the Board of Directors of the Agency held on May 14, 
2008, at Burbank, California. 
 
 
 
            ATTEST: ________________________                     
    Secretary 
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California Housing Finance Agency
Compensation Committee Charter

Revised May, 2008

Mission

The Compensation Committee (the "Committee") is a committee of, and reports 
to, the Board of Directors of the California Housing Finance Agency (the 
"Board"). Through this Charter, the Board delegates certain responsibilities to 
assist the Board in fulfilling its oversight responsibilities in the compensation of 
key exempt management with the Agency. In performing its duties, the 
Committee will recommend to the Board compensation policies and procedures 
designed to attract and retain the best personnel to allow the Agency to achieve 
its goals and remain competitive in the marketplace. 

Membership

The Committee will be comprised of no fewer than three voting members of the 
Board, to be selected by the Chair of the Board to serve on a rotational basis with 
staggered terms. The Committee Chair will be designated by the Board Chair. 

Authority

The Committee was established by Board Resolutions 06-16 and revised by 
Resolution 08-17. The Committee will act in an advisory capacity to the Board. 
Staff of the Agency will serve as a resource to Committee.  The Committee has 
the authority to conduct any review appropriate to fulfilling its responsibilities. All 
employees of the Agency are directed to cooperate as requested by members of 
the Committee and the Committee will have complete access to Agency records 
and data. 

Meetings

The Committee will meet as often as its members determine is necessary, but 
not less frequently than twice each calendar year. The committee will report its 
proceedings and recommendations to the full Board, at the first regular meeting 
of the Board following a Committee meeting. All meetings of the Committee shall 
be open public meetings subject to the same notice and agenda procedures as 
are regular meetings of the Board. Any personnel evaluations may be held in 
closed session to the extent permitted or required by the Bagley-Keene Act; 
provided, however, that discussions of compensation issues shall take place in 
open session. 
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Minutes

Minutes of each meeting will be prepared and sent to all members of the Board. 
The Committee minutes need not be verbatim. Minutes of the Committee will be 
presented to the Committee for review and approval at the next meeting of the 
Committee. Minutes of Committee meetings are public records unless exempted 
under the California Public Records Act or other applicable law. 

Duties

The Committee will conduct the following activities: 

1. Make recommendations to the full Board to enable the Board to carry out its 
duties and functions under Health and Safety Code section 50909; 

2. Periodically cause to be conducted salary surveys that will form the basis of 
the design of a compensation plan that will attract and retain senior executive 
personnel qualified to lead the Agency in its mission and maintain its competitive 
posture in the marketplace. Such surveys will be conducted by independent 
outside advisors based on a comparison of compensation plans and 
compensation levels of other state and local housing finance agencies, other 
comparable agencies of the State of California, non-profit housing agencies, for-
profit institutions and other relevant labor pools; 

3. The Committee shall review any proposed contracts to engage consultants 
needed to carry out its duties under this Charter, including the outside advisor 
conducting the salary survey required by Health & Safety Code section 50909. 
The Committee shall make recommendations regarding such contracts to the 
Board, and the Board shall consider such recommendations. In the event that the 
Board approves any such contract, the Board shall direct the Executive Director 
to sign such contract on behalf of the Agency; 

4. It shall be the policy of the Board and Committee to avoid any conflicts of 
interest in connection with the exercise of its duties. In carrying out its 
responsibilities under this Charter, the Committee shall endeavor to create a 
balanced process that avoids the appearance of conflicts of interest to the extent 
reasonably possible, while permitting the involvement of staff in a way 
reasonably necessary to accomplish its purposes and duties under this charter. 

5. Periodically review and evaluate, with the assistance of Agency management, 
staff and outside advisors, the structure and level of Agency compensation of 
those senior executives whose salaries are established by the Board pursuant to 
section 50909;

169476-2
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5. Annually review the performance of the Executive Director; 

6. Based on the annual review of the Executive Director's performance and the 
results of the salary surveys conducted by independent outside advisors, make a 
recommendation to the Board for the compensation level of the Executive 
Director;

7. Annually review that portion of the Agency's budget containing the 
compensation of key exempt management and recommend to the Board 
approval or amendments to those compensation levels. The Committee's 
recommendation will be based on a review of performance evaluations 
completed by the Executive Director and the results of the salary surveys 
conducted by outside advisors; 

8. Review and discuss management succession at least annually; 

9. Review legal and regulatory matters that may have a material impact on the 
Agency's compensation philosophy, structure and plans. 

Other Committee Duties

In addition to the duties outlined above, the Committee annually will also: 

1. Conduct a review of its performance, including a review of its compliance with 
this Charter; 

2. Review and assess the adequacy of this Charter taking into account all 
legislative, regulatory and contractual requirements applicable as well as any 
best practices, and, if appropriate, will recommend Charter amendments to the 
Board.

169476-2
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State of California 

M E M O R A N D U M 

To: CalHFA Board of Directors      Date:   May 1, 2008 

From: Theresa A. Parker, Executive Director 
 CALIFORNIA HOUSING FINANCE AGENCY

Subject: CalHFA Five-Year Business Plan 

 For your consideration and approval, I offer the 16th annual CalHFA Five-Year Business 
Plan for Fiscal Years 2008/09 through 2012/13. 

 The Five-Year Business Plan (Plan) provides the Board of Directors and the senior 
management team of CalHFA with business production goals, operational objectives and 
strategies to implement the Agency’s lending activities and operations.  In addition, the Plan 
provides the Board with an update on several important initiatives that fundamentally 
change the Agency’s business environment.  These strategies and initiatives will allow the 
Agency to meet head-on the challenges presented by the current housing and financial 
markets.  With this Plan, the Agency will manage its resources to continue to fulfill its 
mission while at the same time protect the Agency’s sound financial position and excellent 
credit rating.

Total lending volume of $10.2 billion is proposed by the Plan during the five-year period 
including more than $6.0 billion of new home mortgages, $2.3 billion of mortgage insurance 
activity, and $1.9 billion in multifamily lending.  Multifamily lending includes the 
continuation of the Bay Area Housing Plan and $400 million of Mental Health Services Act 
Housing Program money that will fund a unique program that creates housing units 
specifically for chronically homeless with mental disabilities.  The Agency has also 
redirected staff to effectively manage a growing inventory of CalHFA “real estate owned” 
(REO) properties to quickly return these properties to affordable housing stock and make 
them available for purchase by first-time homebuyers.  A broader program that will return 
REO properties owned by other financial institutions around the state is being designed to 
make these homes available to first-time homebuyers in communities hard-hit by subprime 
and Alt-A lending activities and subsequent foreclosures.
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The Agency faces two major challenges during the five year planning period.  First, 
California is bearing the brunt of the fallout from a very high level of nontraditional lending 
in the state.  Foreclosures are increasing and home prices are declining at a rapid pace.  At 
first glance, in the single family lending arena, lower home prices should provide more 
affordability and the Agency has seen an increase interest from first-time homebuyers.  
However, in response to tighter credit standards by CalHFA business partners and credit 
rating agencies, the Agency has implemented stricter loan underwriting criteria and this is 
reflected in the volume of lending activity in the Plan.

The second major challenge faced by the Agency is the current lack of liquidity in the 
financial markets, the dislocation of the tax-exempt bond markets and the difficulty of 
multifamily developers in receiving sufficient tax credit equity to make their projects 
feasible.  In the past, the Agency has employed the use of variable rate debt to make lower 
interest rates available to both homeowners and multifamily borrowers.  The lack of 
liquidity in the financial markets and the disruption in the tax-exempt bond market threatens 
this strategy and Financing Division staff  have begun an effort to restructure the use of 
variable rate debt and to search for additional sources of capital.  The lack of sufficient 
project tax credit equity, puts project feasibility in jeopardy and places more pressure on 
multifamily “gap financing” resources.  Multifamily staff will continue to work creatively 
with borrowers to find gap financing and other solutions.  

 During this past year, staff have been working tirelessly to manage the Agency’s programs 
and meet the housing challenges of Califorians.  CalHFA staff give 100% to their tasks 
because they know their work has a real impact of people’s quality of life.  Please join me in 
recognizing the fantastic job that the staff of Homeownership, Mortgage Insurance, 
Multifamily, Financing, Marketing, Legal, Asset Management, Administration, Information 
Technology, Fiscal Services, Special Lending and Loan Servicing has accomplished this 
past year. 

 Your approval of Resolution 08-18, adopting the 16th CalHFA Business Plan is requested.

      -2- 
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I. EXECUTIVE SUMMARY 

FY 2008/09 Business Plan Overview

The California Housing Finance Agency (CalHFA) Fiscal Year 2008/09 Five-Year Business 
Plan proposes total business volume of $10.2 billion during the five-year period.  
Homeownership and multifamily lending programs are estimated to be $7.9 billion with loan 
insurance activity contributing an additional $2.3 billion.  The previous five-year plan 
proposed a total of $12.8 billion.  The decline in this year’s business plan production is 
directly attributable to the housing and financial markets’ crises, brought on by past 
subprime and Alt-A lending activities in the State, and the impact of those crises on 
residential real estate markets.  The 2008/09 plan for Homeownership Lending Programs 
has a total lending goal that is $1.6 billion less than last years plan and the Mortgage 
Insurance production has been reduced by $1.3 billion.  Special Lending Programs have 
been temporarily suspended and available Housing Assistance Trust funds have been 
redirected to support core homeownership and multifamily lending programs.         

This business plan presents a disciplined approach to meeting the current and future 
challenges in the housing and financial markets.  Personnel and funding resources are 
being reallocated to manage a growing number of Real Estate Owned (REO) properties and 
to return those properties, to the greatest extent possible, to affordable housing stock.  
Housing Assistance Trust (HAT) funds, earned internally by the Agency, and remaining 
Proposition 46/Proposition 1C bond funds are targeted to meet these challenges and to 
leverage these funds to meet the Agency’s mission. 

During this period, the Agency will again invest significant resources in the strategic 
initiatives which were begun in FY 2006/07 and are designed to transform the Agency’s 
business environment into a more efficient operation, provide borrowers with better service, 
and give Agency staff more valuable and timely management and financial information.  
These initiatives will be completed during the five-year business plan period and will improve 
CalHFA’s strategic planning capabilities and the execution strategies outlined in this 
business plan. 

Summary of CalHFA’s Challenges

The past year has proved challenging not only to CalHFA but for the real estate markets and 
financial markets as well.  What started out as a subprime problem has evolved into a 
financial crisis.  Many banks and financial institutions are de-leveraging their balance sheets 
by selling both performing and non-performing assets in order to reduce their liabilities.  
Significant losses have also been reported as a result of asset write-downs. Certain asset 
categories with illiquid or non-existent secondary markets have forced holders of these 
assets to sell investments (many of them related to subprime mortgages) for a mere fraction 
of original values.       

Banks and other lending institutions vastly expanded the volume of subprime loans so as to 
increase profits and meet the high demand among Wall Street banks for these loans, which 
then securitized the subprime/Alt-A loans and sold them to investors.  Lenders routinely 
originated subprime/Alt-A loans, frequently defined as loans to borrowers with FICO scores 
below 620, with interest-only or payment option terms, non-standard documentation, high 
LTVs, and prepayment penalties.  In addition to these terms, it was common practice to 
originate these subprime loans as stated income loans.  Lenders did not examine pay stubs, 
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tax returns or a potential borrower’s employment history.  Further, lending institutions only 
considered a borrower's ability to repay a loan at the teaser rate, and often ignored whether 
or not the borrower possessed the resources to repay the loan at the fully indexed rate.   

In contrast, CalHFA did not participate in the subprime market, and continues to perform its 
due diligence in deciding whether or not to purchase a loan.  The Agency’s goal is to make 
homebuyers into homeowners.  This is evident from the Agency's tight underwriting 
standards.  CalHFA’s typical borrower had a FICO score of 700 or greater, and their income 
and employment history were verified through three years of tax returns and pay stubs. 

Arguably, California is bearing the brunt of the housing crisis and the severe repercussions 
of loose underwriting standards and easy access to credit.  A number of counties throughout 
the State such as Merced, San Joaquin, Stanislaus and Riverside have high delinquency 
and foreclosure rates.  Home prices in the cities and throughout the state have declined 
markedly as the number of foreclosures continues to rise.  While homeownership is slowly 
becoming more affordable, the demand for new housing remains very soft.  Homeowners 
and potential borrowers are apprehensive over the possibility of future declines in property 
values; this concern, coupled with inflationary pressures including the rising costs of gas and 
food prices, has dampened the demand for new construction and significantly reduced 
existing home sales.  In the aftermath of the housing boom that was largely fueled by 
subprime lending is that lenders have significantly tightened underwriting standards, most 
notably by requiring higher credit scores and larger down payments.      

In this difficult operating environment, CalHFA will face a number of challenges.  One 
challenge will be to strike a balance between identifying the proper lending package which 
will ensure continued demand for CalHFA single family loan products while remaining within 
its limited tax-exempt bond issuance authority.  CalHFA must balance the resource 
commitment for new loan production with an equally important goal - preserving the quality 
of its portfolio by mitigating the number of delinquencies and foreclosures while managing 
and disposing of non-performing real estate assets owned (REO).  Furthermore, CalHFA 
must manage its debt portfolio to limit the Agency's financial exposure to underperforming 
debt obligations and preserve its credit rating in light of the turmoil in the housing and 
financial markets. 

The performance of CalHFA's single-family portfolio remains strong; the financial soundness 
and quality of these assets is a testament to the Agency's stringent underwriting 
requirements.  While these assets continue to perform well, CalHFA is not completely 
immune to the adverse developments in the housing sector and more specifically the 
financial markets.  The dislocation of the Auction Rate Securities and certain insured 
Variable Rate Demand Obligations (VRDO) bonds has increased CalHFA’s cost of funds.  
To briefly elaborate, the Agency had $462 million of insured VRDOs and $568 million of 
Auction Rate Securities (ARS) outstanding on April 1, 2008.  Since September 1, 2007, 
these bonds have not performed as originally expected and have increased CalHFA's cost 
of funds by more than $3.7 million.  CalHFA has concluded that it is necessary to restructure 
the aforementioned $1 billion of underperforming bonds to mitigate the Agency's risks to 
these external events and ultimately preserve its “AA“ credit ratings.  During April, 2008, 
$321 million of these underperforming bonds were redeemed or noticed for future 
redemption.  In addition, the Agency expects to modify liquidity agreements during May 
2008 to mitigate the increased borrowing costs on $315 million of bonds insured by Ambac 
and MBIA.   
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Multifamily has a reduced goal for fiscal year 2008/2009 of $150 million for its core lending 
business activity.  The lower goal is based on the instability of the liquidity market and the 
current challenges of the municipal bond market.  Adding to the challenges is the difficulty of 
the Agency’s borrowers in receiving adequate tax credit equity to make their projects 
feasible, thus potentially reducing the number of projects that could be completed over the 
next year. 

Lending Goals

Homeownership Programs.  Estimated levels of first mortgage lending for homeownership 
are planned to be $1.2 billion for FY 2008/09, and for the next four fiscal years.  As part of 
FY 2008/09 lending, the Agency expects to initiate a REO program in the amount of $200 
million.  This program, described later in the Homeownership section, is intended to relieve 
some of the pressure on the real estate market in highly impacted areas and the local 
economies of the areas targeted by this program. 

The new five-year target for homeownership totals $6.0 billion, including the REO program.   
Sufficient tax-exempt issuance authority is available for issuance of bonds to attain the goal 
in the coming fiscal year.  Additional annual mortgage revenue bond (MRB) allocation for 
the Agency’s first mortgage program will be required during 2009 – 2013 to complete the 
plan.

Mortgage Insurance.  Mortgage insurance activity is proposed at $500 million for FY 
2008/09 and $2.3 billion for the five-year period.  This compares to the FY 2007/08 goal of 
$675 million and prior five-year plan activity of $3.6 billion.   We expect the recent changes 
in FHA loan limits to cause a shift to FHA insured loans.  

Multifamily Programs.  The FY 2008/09 goal for multifamily lending is $253 million, with a 
total target of $1.5 billion for the five-year period.  Projected permanent loan activity and 
construction lending are expected to increase gradually through the five year cycle.  The 
Mental Health Services Act (MHSA) Housing Program and programs for housing for the 
homeless will begin in earnest during FY 2008/09 with the initial commitment of $400 million 
by the county mental health directors.   

Special Lending Programs. The Housing Enabled by Local Partnerships (HELP) and 
Habitat for Humanity Loan Purchase programs have been temporarily suspended for FY 
2008/09, and funding for these programs has been redirected to other priority programs 
requiring HAT funds.  The Residential Development Loan Program (RDLP), which was 
funded from Propositions 46 and 1C, has been discontinued and the funds have been 
redirected to the California Homebuyer’s Downpayment Assistance Program (CHDAP) 
subordinate homebuyer loans as permitted by the Propositions.  Activities in these programs 
has been suspended for three reasons.  First, these programs are designed primarily to 
assist local governments and non-profits with new construction and staff has seen a 
significant reduction of new construction activity.  Second, personnel have been redirected 
to assist in the Agency’s effort to manage a growing inventory of REO properties.  
Unfortunately, although the Loan Servicing division and the Agency’s approved loan 
servicers are working with delinquent borrowers, staff is seeing a significant increase in REO 
properties.  To more effectively deal with this increase, the Agency is increasing the number 
of personnel dedicated to REO property management with the objective of returning as 
many of these properties to affordable housing stock as possible.  Finally, a more limited 
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amount of HAT funds forces the Agency to dedicate funding to downpayment and closing 
cost assistance that supports CalHFA’s first mortgage lending programs. 

Economic Impact. Although the business plan contains a reduction in planned lending 
activities during the five-year planning period, the Agency’s lending activities are still 
expected to directly generate more than $8 billion in new single family and multifamily 
construction activity during the five-year plan period. Financing of resale homes, multifamily 
rental property acquisition, the rehabilitation of multifamily properties and the Agency’s 
mortgage insurance activities will also generate significant economic activity.   This activity 
will support the creation of new jobs and will generate incremental economic activity. 

Strategic Initiatives

As discussed in last year’s business plan, the Agency in 2006 embarked on a campaign to 
transform the business environment by modernizing and automating business systems and 
operations.   CalHFA operates competitively within the mortgage banking and commercial 
lending industries and requires business systems and processes that allow the Agency to 
operate effectively in this environment.   Completion of these projects will improve service to 
the Agency’s business partners and borrowers and provide Agency staff with more timely 
and better information to effectively manage the Agency’s resources.  As the largest state 
housing finance agency in the nation with over $10 billion in assets, CalHFA owes a duty to 
the Board, its investors, borrowers and California citizens to apply best practices in its 
management of investor capital and other Agency resources.  

Significant progress has been made during FY 2007/08 and all of these initiatives are 
expected to be completed during the five-year planning period.    During the past year, the 
following projects were completed: 

� Mortgage Insurance Operations were moved into close proximity with 
Homeownership Operations to improve security over borrower files and 
information.

� A new restricted access system was completed for both the Senator Hotel and 
Meridian building locations in Sacramento that provides a more secure 
environment for employees, for Agency assets and for borrower information. 

� The Agency established formal security policies, hired an experienced 
information security officer, and established a security policy and incident 
governance structure to manage Agency security risks and incidents. 

� A business continuity plan that consists of an updated emergency response plan, 
a business resumption plan to ensure the continuance of critical business 
processes and operations in the event of a disaster or other catastrophic event, 
and an updated operational recovery plan that is designed to return the principal 
information technology assets (i.e., network, servers & workstations) to useful 
state after a disaster. 

.
Other major projects have been initiated that upgrade or replace legacy business systems 
and automate critical business functions.  These projects include a loan automation system 
for the Homeownership Division that will replace a 20-year old application, a new financial 
information system for the Fiscal Services Division, a debt management system for the 
Financing Division and an agencywide document management system.  All of these projects 
are expected to be completed during the five-year planning period. 
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II. MARKET CONDITIONS 

1.  CURRENT STATE OF THE CALIFORNIA HOUSING MARKET 1

During the 2001–2005 housing boom, lending institutions offered an array of adjustable-rate 
mortgage products - Hybrid, Interest Only, and Option ARM loans - to subprime borrowers 
(borrowers with a FICO score of less than 620).  The proliferation of subprime loans is 
illustrated by the staggering growth over a 10-year period.  In 1998, subprime lending 
amounted to $100 billion.  During 2007, the subprime market amounted to 20% of all 
mortgages originated in the nation, valued at a staggering $600 billion.  Subprime lending 
was equally prominent throughout California during the housing boom.  In fact, in 2006, 24% 
of all of subprime mortgage dollars loaned in the United States were in California.  As 
interest rates on adjustable rate mortgages continue to reset and borrowers are no longer 
able to afford their monthly mortgage payment, California is burdened with the 
consequences associated with easy access to credit and the loose underwriting standards 
that helped fuel the State's housing boom. 

Impact of Subprime/Alt-A Lending on the California Housing Market.  Recently
released foreclosure data illustrates the condition of the California housing market.  In 2007, 
in California alone, nearly 66,000 people lost their homes.  In addition, this past January, 
California had more than 57,000 foreclosure filings - which included default notices, auction 
sale notices and bank repossessions - one for every 227 homes.  Further, the risk of 
foreclosure jumped 22% in January 2008 from the same time a year earlier; and 9% from 
October, 2007.  Of the 36 markets nationwide undergoing double-digit home price declines, 
22 are in California, and are considered at risk of seeing a high foreclosure rate within the 
next six months.  Specifically, Bakersfield, California was rated the riskiest market among 
the 100 largest metro areas, as home prices have fallen nearly 17% during the past year.  
Stockton and Fresno were ranked the second and third riskiest housing markets, 
respectively, as home prices dropped by almost 19% in Stockton this past year and 16% in 
Fresno.

Several other leading indicators are good barometers of California's weak housing market.  
With regard to existing home sales, only 313,580 homes were sold in January 2008, a 30% 
decline from the 446,820 single-family units sold during the same month a year earlier.   The 
statistics reflect the tightening of underwriting standards lenders have imposed over the last 
several months - higher FICO scores, larger down payments, and documentation of a 
borrower's income and assets.  Thus, potential homebuyers are forced out of the market as 
credit is less accessible and expectations that property values will continue to decline in the 
coming months.  This explains the significant decline in home sales on a year-to-year basis.  
In addition to declining sales, the Unsold Inventory Index was 16.8 months this past 
January, more than double the Index reading of 7.6 months from January 2007.  Foreclosed 
homes have flooded the market, and as such it will take almost 17 months at the current 
sales level to absorb the current housing supply. 

Thus, the large housing supply and lack of demand taken together have put downward 
pressure on median home prices. The California median home price has declined by 21.9% 
from $551,220 in January 2007 to $430,370 in January 2008.  While thousands of California 
households have endured foreclosure or are at risk of experiencing foreclosure, homes are 
becoming more affordable.  The First Time Buyer Affordability Index supports this 
conclusion; 33% of first-time buyers were able to afford an entry level home in the fourth 

1 See page 47 for Works Cited. 
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quarter of 2007.  This is a significant increase from the index level of 25% from the same 
time a year earlier.  Lastly, the current housing market conditions are having an impact on 
California’s rental housing market.  Former homeowners are either forced back into the 
rental market, or have made the decision that it is cheaper to rent than make their monthly 
mortgage payment.  These factors force upward pressure on monthly rents. 

The current state of the single-family housing market bears a direct impact on the multifamily 
housing sector.  Although home prices are declining and homeownership is becoming more 
affordable, various market forces are increasing the demand for multifamily housing.  To 
elaborate, one-time homeowners are forced into the rental market as a result of home 
foreclosures, and tightened underwriting standards force potential home buyers out of the 
housing market as they have less access to credit.  Lastly, consumer apprehension over the 
possibility of future declines in property values has further softened the demand for single 
family housing.  These market forces are driving the demand for rental housing in Southern 
California.  The occupancy rate, a leading indicator, is an excellent barometer of the 
demand for multifamily housing.  The increase in the average monthly rent also reinforces 
the high demand for multifamily housing units.  The increasing demand for rental housing 
will enhance the attractiveness of the Agency’s multifamily loan products and represent a 
tremendous opportunity for CalHFA’s multifamily business.    

Current State of California's Economy.  The softening housing market has been the 
driving factor of the current condition of the labor market in California.   In January 2008, 
California's unemployment rate was 5.9%.  In contrast, the unemployment rate was 5% in 
January 2007.  The construction and mortgage banking industries are largely responsible for 
the increase in the State's unemployment.  For instance, 69,300 construction jobs were 
eliminated over the course of this past year.  While the manufacturing, information and 
financial sectors also posted job losses over the year, the construction industry had the 
biggest decline, a 7.6% decline on a year-by-year basis.  On the other hand, several 
industries should buoy the State's economy.  California's high tech and professional service 
industries, information related industries (including entertainment), and nonresidential 
construction experienced some growth near the year end.   

2.  CalHFA’S RESPONSES TO MARKET DEVELOPMENTS 

CalHFA is taking a number of steps to preserve the quality of its portfolio in light of the state 
of California's housing market and economy.  Effective March 25, 2008, CalHFA lowered its 
maximum LTV for its 30-Year, 35-Year interest only PLUSsm and 40-Year conventional loans 
to 95%.  In addition, for all CalHFA loans (including conventional and government insured/ 
guaranteed), the Agency established a maximum CLTV of 102%. (The only exception in FY 
2008/09 will be the REO mitigation program.) In concert with these changes, CalHFA has 
also increased its MI premiums and minimum FICO scores for all conventional loans.   

Of equal importance, CalHFA is also working toward restructuring a portion of its debt to 
mitigate risk and financial exposure in light of the turmoil in the financial markets.  CalHFA is 
in the process of restructuring $1 billion of its outstanding debt.  Currently, CalHFA has $462 
million of outstanding VRDOs (insured by MBIA or AMBAC), and $568 million of Auction 
Rate Securities outstanding.  By the end of May 2008 CalHFA expects that $680 million of 
bonds significantly impacted by the financial markets will have been refunded, redeemed or 
otherwise modified.  These strategies will reduce debt service costs on the bonds and bring 
borrowing costs back in-line with our expectations.        
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Funding Constraints. In developing the Five-Year Business Plan, CalHFA will briefly 
highlight some of the funding source constraints which could impact how much the Agency 
lends over the next five years.  For instance, CalHFA assumes that the Agency will continue 
to receive sufficient tax-exempt bond authority from the California Debt Limit Allocation 
Committee (CDLAC).  In the past, CalHFA has issued taxable bonds to further leverage its 
tax-exempt authority.  However, in the current market environment, this may be challenging. 

The availability of Housing Assistance Trust (HAT) funds to finance special lending 
programs also impacts the number and volume of loans the Agency makes over this five-
year period.  A critical part of the business planning process is to quantify expected liquidity 
over the term of the business plan to fund ongoing operations of the Agency as well as HAT 
funds used to finance a variety of programs.  More than $240 million of HAT funds have 
been identified in this plan to finance down payment assistance programs (CHAP and 
HiCAP), as well as support programs for both multifamily and asset management.  
Unfortunately Special Lending Programs have been temporarily suspended so that available 
funding can be directed to support core homeownership and multifamily lending programs.          

3.  CURRENT FISCAL YEAR BUSINESS PLAN PERFORMANCE

The following are estimated production levels for CalHFA lending and insurance compared to 
goal for FY 2007/08. 

 FY 2007/08 ESTIMATED        PERCENTAGE
      GOAL ACTUAL OF GOAL

   (in millions) (in millions)
       Homeownership Programs       $1,580     $1,344      85% 
       Mortgage Insurance  $   675 $   660      98% 
       Multifamily Programs $   210 $   239    114% 
       Special Lending Programs     $     60 $     49      82%  

Homeownership Programs. Moderate demand for CalHFA’s homeownership lending 
products is projected to generate volume of $1.34 billion during the current fiscal year.   This is 
a reduction in volume from FY 2006/07 which experienced the greatest one-year dollar volume 
in the Agency’s history at $1.7 billion.  The decline in volume this fiscal year can be attributed to 
the mortgage market disruption and financial turmoil brought on by the subprime meltdown.       

Mortgage Insurance.  Insurance activity is projected to be $660 million in FY 2007/08.  This is 
64% of the $1,033 million achieved in FY 2006/07 and is due to the decrease in 
homeownership conventional loan volume and a drop in the share of CalHFA conventional 
business due to the tightening of conventional interest-only loan underwriting guidelines.  The 
Agency has experienced a significant shift from FHA insured loans to conventionally insured 
loans over the past several years.  For many years 80%-85% or more of Homeownership’s first 
mortgage loans were FHA insured, but during 2003-2004 it dropped to 76%, 2004-2005 to 
51%, 2005-2006 to 17% and 2006-2007 to 16%.  In 2007-2008 the Agency, due to a further 
tightening of conventional loan underwriting standards, expects that approximately 30% of 
loans will be insured by FHA.  Based on the March 2008 Federal Legislation increasing FHA 
loan limits, FHA insured loans are expected to increase to 50% of volume in 2008-2009. 

Multifamily Programs.  Lending commitments are projected to total $239 million for FY 
2007/08 compared to FY 2006/07’s production of $106 million.  The Agency is aggressively 
reviewing all aspects of its multifamily lending programs to create more competitive and viable 
programs in the future.   
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Special Lending Programs.  Volume is expected to be $45 million in FY 2007/08.  The 
Residential Development Loan Program (RDLP) and Habitat for Humanity were successful 
during FY 2006/07 and FY 2007/08, lending $32.7 million for RDLP and a total of $6.7 
million for Habitat for Humanity. RDLP applications are due on May 2, 2008 for a second 
round of funding of $20 million under FY 2007/08 where successful applicants will be 
selected for funding.   However, with a decrease in demand for new construction, local 
government funding constraints, HAT fund constraints and an increase in CalHFA REO 
inventories, the Agency has made the decision to suspend these programs for the time 
being.
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III. AGENCY FIVE-YEAR BUSINESS PLAN - OVERVIEW 

The following pages describe the details of CalHFA’s Fiscal Year 2008/09 Five-Year Business Plan. 
The Plan is organized as follows:  

� Table I - Planned and Actual Summary displays the goals and actual results for FY 
2006/07 and the goals and projections for FY 2007/08.  

� Table II - Plan Summary shows goals by program for each of the years in the plan period FY 
2008/09 to FY 2012/13. 

� Section IV - Divisional Summaries lists the accomplishments and descriptions of how the 
plan will be carried out by the CalHFA divisions. These are followed by short descriptions of 
how each of the support divisions of CalHFA will assist the program divisions in meeting their 
objectives.  

� Section V -  Strategic Initiatives provides a discussion of the Strategic Initiatives. 
� Section VI - Financial Summary discusses in detail the Agency's equity position as of 

December 31, 2007, the restrictions on the Agency's reserves, management of the Agency's 
financial risks, and the projected fiscal effect of the plan over the five-year plan period. 
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TABLE II - PLAN SUMMARY
(In millions)

2008/09 2009/10 2010/11 2011/12 2012/13 5 Yr Total
HOMEOWNERSHIP PROGRAMS (a)

    Homeownership First Mortgages $1,000.0 $1,200.0 $1,200.0 $1,200.0 $1,200.0 $5,800.0
    REO Program 200.0 0.0 0.0 0.0 0.0 200.0
    Agency Funded Down Payment Assistance
         CalHFA Housing Assistance Program (CHAP) (b) 12.0 12.0 12.0 12.0 12.0 60.0
         High Cost Area Home Purch. Assist. Prog. (HiCAP) (b) 12.0 12.0 12.0 12.0 12.0 60.0
    Self-Help Builder Assistance (SHBAP) (b) 1.5 1.5 1.5 1.5 1.5 7.5

Prop. 46  Down Payment Assistance
         CA Homebuyer's Downpmt Assist. Prog.(CHDAP) 0.0 0.0 0.0 0.0 0.0 0.0
         Homeownership In Revital. Areas Prog. (HIRAP) 0.0 0.0 0.0 0.0 0.0 0.0
         Extra Credit Teacher Home Purchase Prog. (ECTP) 4.2 0.0 0.0 0.0 0.0 4.2
         School Facility Fee Down Pay. Assist. Prog. (SFF) 7.2 7.6 7.9 2.8 0.0 25.5

Prop. 1C  Down Payment Assistance
         CA Homebuyer's Downpmt Assist. Prog.(CHDAP) 40.0 40.0 40.0 40.0 40.0 200.0

Total Homeownership Programs $1,276.9 $1,273.1 $1,273.4 $1,268.3 $1,265.5 $6,357.2

MORTGAGE INSURANCE
    CalHFA - CalHFA Production (30% of CalHFA 1st Production) $300.0 $360.0 $360.0 $360.0 $360.0 $1,740.0
    CalHFA REO program 200.0 0.0 0.0 0.0 0.0 200.0
    Non-CalHFA 0.0 50.0 75.0 100.0 125.0 350.0

Total Mortgage Insurance $500.0 $410.0 $435.0 $460.0 $485.0 $2,290.0

MULTIFAMILY PROGRAMS (c)

    Multifamily Loan Programs $150.0 $175.0 $200.0 $225.0 $250.0 $1,000.0
         Funded from Agency's Housing Assistance Trust:
    Acquisition Program (b) 5.0 5.0 5.0 5.0 5.0 25.0
    Residual Gap Loan Program (b) 5.0 5.0 5.0 5.0 5.0 25.0
    Portfolio Preservation (b) 5.0 5.0 5.0 5.0 5.0 25.0
    Proposition 63 - Mental Health Services Act Housing Program (d)

         Loans 52.0 52.0 52.0 52.0 52.0 260.0
         Operating Subsidy 28.0 28.0 28.0 28.0 28.0 140.0
    Asset Management (b) 8.0 8.0 8.0 8.0 8.0 40.0

Total Multifamily Programs $253.0 $278.0 $303.0 $328.0 $353.0 $1,515.0

SPECIAL LENDING PROGRAMS (c)(e)

    Locality Programs 
         Housing Enabled through Local Partnerships (HELP) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
         Residential Develop. Lending Prog. for Local. (RDLP) 
              Prop 46 0.0 0.0 0.0 0.0 0.0 0.0
              Prop 1C 0.0 0.0 0.0 0.0 0.0 0.0
    Habitat for Humanity Loan Purchase Program 0.0 0.0 0.0 0.0 0.0 0.0

Total Special Lending Programs $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

TOTAL CalHFA PROGRAMS $2,029.9 $1,961.1 $2,011.4 $2,056.3 $2,103.5 $10,162.2

     (a)  Production total represent anticipated Homeownership loans purchased.
     (b)  Funded from Agency's Housing Assistance Trust.
     (c)  Production totals represent anticipated Multifamily and Special Lending Programs final commitments.
     (d)  $400 million is budgeted for the entire MHSA program, representing both lending and subsidy activities anticipated over the life of the Plan.
     (e)  Due to financing requirements for other fundamental loan programs, resource commitments for the Special Lending Programs have been suspended.
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IV.   AGENCY FIVE-YEAR BUSINESS PLAN - DIVISIONAL SUMMARIES 

1.  HOMEOWNERSHIP PROGRAMS:

Current Business Environment.  FY 2008/09 finds the mortgage lending industry in turmoil and 
uncertainty as to when stabilization will take hold.  Many mortgage lenders have exited the business 
and many remaining lenders, banks and other US financial institutions have reported severe losses 
and are forecasting a reduction in future loan production.   This is driven by the dramatic decrease in 
home values complicated by increases in foreclosures and REO inventory brought on rapidly in this 
“credit crunch”.  In response, mortgage lenders have tightened their credit standards and reduced 
available loan programs while seeking acceptable yield spreads.  This mortgage crisis has brought 
economic stress to communities all across the State, resulting in serious revenue loss to not only 
local governments but also the State general fund.    

Despite the turmoil in the housing market the Homeownership Program Division remains firm in its 
commitment to make the dream of homeownership possible for California’s low and moderate 
income first-time homebuyers. Though the decrease in home values has unfortunately impacted the 
lives of many Californians, it has also increased the number of “affordable” homes in the State.  This 
presents a unique opportunity for CalHFA to both continue to assist first-time homebuyers in 
purchasing their first home, and additionally help in lending programs participating in the reduction 
efforts of foreclosed properties impacting California’s economy. 

Objective Provide low and moderate income first-time homebuyers in California with affordable 
mortgage financing through programs offered by CalHFA and originated by CalHFA’s approved 
statewide network of lending institutions and other approved sponsors.   

In FY 2008/09, the CalHFA Homeowneship Program Division will pursue strategies designed to 
accomplish its objective and meet the demands in the current business environment as stated above 
while also addressing its continued contribution to the Agency balance sheet, customer service, and 
mission statement. 

� Contribution in strengthening Agency balance sheet 
� Management of programs and funding sources 
� Management of volume, pipeline and quality control 
� Best practices and standardization 
� State and Federal initiatives impacting HFA’s and/or CalHFA 

Strategies
� Contribution in strengthening Agency balance sheet 

� Monitor accordingly loan production volume, risk and delinquencies by adjusting interest 
rates, FICO scores, underwriting guidelines, etc. on programs sensitive to balance 
sheet economics such as return on assets, asset quality, and liquidity while maintaining 
effective affordable housing opportunities. 

� Provide only affordable fixed rate mortgage financing. 
� Begin to underwrite all CalHFA / FHA subordinate loans. 

� Management of programs and funding sources    
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Management of programs  
� Offer long-term, fixed-rate first mortgage conventional financing up to a maximum 95% 

LTV by purchasing 30 and 40-year term amortizing loans as well as interest only
PLUSsm, a 35-year term loan product with an initial five year interest only payment 
feature followed by a 30-year amortization period.  A minimum FICO Score of 620 is 
required for all conventional loans with an LTV less than 95% LTV, and a minimum 
Score of 680 for conventional loans equal to or greater then 95% LTV.  Also provide 
standard 30 year fixed rate FHA and VA financing up to maximum mortgage limits for 
each program.  Due to recent increases in the FHA insured loan amounts the Agency 
will encourage greater use of FHA insured mortgages.     

� Provide down payment assistance for teachers, administrators, other eligible 
credentialed staff and classified employees through the Extra Credit Teacher Home 
Purchase Program (ECTP).  Partner with local government housing agencies 
providing down payment assistance programs through the Agency's Affordable Housing 
Partnership Program (AHPP). 

� Provide down payment assistance through the CalHFA Housing Assistance Program 
(CHAP),  California Homebuyer’s Down Payment Assistance Program (CHDAP), 
School Facility Fee Down Payment Assistance Program (SFF), and High Cost Area 
Home Purchase Assistance Program (HiCAP) to assist homebuyers in extreme high 
cost areas of the state.  All CalHFA down payment assistance loans will be underwritten 
to CalHFA credit underwriting standards, including but not limited to the FICO Score 
requirements of the conventional loan products. 

� Explore other opportunities, develop solutions, assemble resources, and form 
partnerships to help existing homeowners stay in homes despite adverse market 
conditions. 

� Focus on low-income homebuyers; assist teachers, administrators, other eligible 
credentialed staff, and classified employees working in high priority schools to buy their 
first home. 

Funding sources and reallocation of funds or programs 
� Funding sources 

� Pursue relationships with Fannie Mae as a funding source.  A NCSHA 
Affinity relationship with Fannie Mae has created a funding source through 
MBS and Whole Loan delivery.  This relationship will incorporate the $200 
million REO mitigation Pilot Program for CalHFA offering special interest 
rates designated for this program.   Additionally the relationship and 
delivery process with Fannie Mae may also provide liquidity opportunities 
for CalHFA.
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� Reallocation of funds or programs 
� Temporarily reallocate HAT funds, currently used for HELP and Habitats for 

Humanity Programs, to fund and support the CHAP and HICAP Programs. 
� Redirect a portion of the Residential Development Loan Program (RDLP) 

funds to support the need for down payment assistance in accordance with 
the priorities stipulated in the Health and Safety code. 

� Manage volume, pipeline, quality control, portfolio management 
� Review daily reservation totals against program goals and recommend strategies to 

increase/decrease daily/weekly reservation volume.  
� Adjust personnel resources and procedural processes to streamline the flow of loans to 

reduce pipeline backlogs, and provide effective turnaround time and quality customer 
service and communication.   

� Continue to manage the rehab and sale of Agency acquired Real Estate Owned (REO) 
properties.  

� Adjust rates, modify policies or requirements within applicable legal program 
parameters, and or conduct outreach and marketing campaigns to distribute loans 
equitably throughout the state. 

� Conduct 100% program policy compliance and 5% quality control audits to insure all 
loans meet program eligibility requirements and fraud controls to insure the quality and 
integrity of the portfolio is maintained. 

� Promote affordable loan products to help absorb the supply of new construction 
housing.  

� Continue to offer financing designed to assist low-income disabled homebuyers.        
� Engage in efforts to identify new affordable housing needs and potential solutions. 
� Continue the Lead Generation Program with active loan officers to maintain loan 

volume.
� Utilize marketing support for customer service and communication tools and media 

resources as well.  Additionally participate in special events to generate awareness for 
our programs. 

� Expand the network of CalHFA approved loan servicers to minimize any inherent risk 
from too small of a servicing network. 

� Expand proactive Portfolio Management efforts to deal with increased need for 
mitigation of delinquencies and foreclosures. 

� Facilitate foreclosure loan counseling to mitigate the impact of increased loan payments 
caused by higher adjustable reset rates. 

� Identify a homebuyer counseling program pursuant to a partnership with Fannie Mae. 
� Continue to conduct annual servicing examinations and lender recertification to insure 

continued performance of servicers and originating lenders to CalHFA guidelines and 
requirements. 

� Best practices and standardization 
� Through the Loan Origination Strategic project, contract with technology providers to 

design and implement new loan processes and technology solutions to expedite the 
loan purchase process from reservation through purchase.  Find solutions to 
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accommodate industry trends, market changes, borrower demand and stakeholder 
reporting needs. 

� Adopt imaging technology to improve loan file documentation retention and access. 
� Support and participate in the Agency Business Continuity initiative to reduce risk from 

unexpected business interruptions. 
� Provide outreach, technical assistance, and training support to lenders and other 

industry organizations.  Implement a Webinar approach to lender training to improve the 
ability to target training to specific lender groups and functions with specialized training 
content. 

� Update Program Manuals and Policy & Procedure Manuals. 

� State and Federal initiatives impacting HFA’s and/or CalHFA 
� As stated above - REO Mitigation Pilot Program. CalHFA recently received a $200 

million allocation of tax-exempt bond issuance to create a pilot program to fund loans to 
first-time homebuyers for the purpose of purchasing REO properties owned by financial 
institutions in certain areas of the state that were originally financed with subprime 
loans.      

Program Performance and Strategy Implementation. Following is a list of the major 
Homeownership programs, with the applicable fiscal year and five-year goals.  A brief performance 
history against the current fiscal year goals for the listed programs is provided. 

First Mortgage Lending

    

The current fiscal year's Business Plan includes a first mortgage purchase goal of $1.5 billion.  As of 
March 31, 2008, the Agency has purchased loans totaling $737 million in the current fiscal year, of 
which 77% were for resale homes and 23% for newly constructed homes.   Approximately 40% of 
the purchased loans were to families categorized as low income. 

A one-year goal of $1.0 billion has been established for FY 2008/09.  An annual goal of $1.2 billion 
has been retained for each of the following four years and should be attainable subject to financial 
market conditions and interest rates remaining stable and the availability of obtaining sufficient bond 
allocation to fully fund the five-year $5.8 billion goal.   

First mortgage loan products currently offered include a standard 30-year fixed rate governmental 
(FHA/VA) loan from 97% to 100% LTV, a 95% LTV standard conventional fixed rate loan, a 95% 
LTV 40-year fixed rate conventional loan, and a maximum 95% LTV conventional loan with a five-
year interest only period followed by a 30-year amortizing period, both at the same fixed interest 
rate, known as interest only PLUSSM.

2007/08 Plan Goal:  
Projected: 

$1.500 billion 
$1.300 billion 

2008/09 Plan Goal: $1.000 billion  
Five-Year Goal: $5.800 billion 
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REO Mitigation/Economic Stimulus
Housing Financing Program

CalHFA anticipates offering a custom loan product with lower interest rates and high LTV to assist 
first-time homebuyers in purchasing REO properties owned by financial institutions in selected high 
foreclosure areas of the State.  Tax exempt bonds will facilitate REO purchases at interest rates as 
much as 1.25% below current market rates.  Purchasers will be offered 100% conventional 30-year 
fixed rate financing.  Financial institutions selling the REO properties will be required to set the 
purchase price of each eligible property at a discount to its current appraised value.  REO properties 
must be in good condition and borrowers must have a minimum FICO score of 680 to qualify for 97% 
LTV or 100% LTV loans.  CalHFA has received an additional $200 million allocation from California 
Debt Limit Allocation Committee (CDLAC) in March, 2008 to implement this program. 

CalHFA Housing Assistance
 Program (CHAP)

A $5.7 million goal was included in the current Five-Year Business Plan for the highly successful 
CHAP Program.  With CHAP, the financing for home purchases is comprised of a FHA insured 30-
year fixed rate first mortgage, and a 3% CHAP deferred payment second mortgage.  The deferred 
second mortgage reduces borrower down payment requirements without increasing monthly loan 
payments.  This product is used statewide and has been instrumental in assisting with the Agency's 
equitable distribution of loan fund objectives. 

Given the limited availability of HAT funds, the Agency proposes to temporarily reallocate HELP and 
Habitat for Humanity funds to increase funding of the CHAP program in the FY 2008/09 budget to 
$12.0 million.   

As of March 31, 2008, there have been 805 CHAP second mortgages purchased in FY 2007/08 for a 
total of $5.6 million. 

High Cost Area Home Purchase
 Assistance Program (HiCAP)

This program provides financing in the form of a deferred payment second mortgage for down 
payment assistance to create new opportunities for low to moderate income homebuyers to 
purchase housing in counties with extreme housing costs, very high job demand, where an 
affordability problem exists and where the Agency’s Homeownership program has underserved 
the county. 

As of March 31, 2008, the Agency has purchased 975 HiCAP second mortgages for a total of 
$8.9 million, with an additional $3.5 million anticipated during FY 2007/08.  CalHFA has also 
purchased associated first mortgage loans totaling $264 million. 

2007/08 Plan Goal:  
Projected: 

N.A. 
N.A. 

2008/09 Plan Goal: $200.0 million  
Five-Year Goal: $200.0 million 

2007/08 Plan Goal:    
Projected: 

$  5.7 million 
$  9.4 million 

2008/09 Plan Goal: $12.0 million  
Five-Year Goal: $60.0 million 

2007/08 Plan Goal: 
Projected: 

$  25.0 million 
$  12.4 million 

2008/09 Plan Goal: $  12.0 million 
Five-Year Goal: $  60.0 million 
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Continuing HiCAP’s purpose of assisting first-time homebuyers in the high cost areas of 
California, while keeping the program within HiCAP’s budget, the program has been restricted to 
eligible homebuyers in 16 counties.  

Self-Help Builder Assistance
 Program (SHBAP)

The SHBAP program provides development financing to nonprofit self-help developers.  This 
program provides loans for site acquisition, development and/or construction financing to nonprofit 
self-help housing sponsors, and permanent loans to borrowers.  The maximum loan amount is 
$750,000 and may be increased up to $1 million for top tier nonprofits.  The Agency recently 
amended program parameters to make this program more available to larger families.    

Families contribute their labor (“sweat equity”) in lieu of a cash down payment under the mutual 
self-help approach.   

California Homebuyer's
Down payment Assistance

 Program (CHDAP)

The CHDAP program provides a deferred payment, 3% simple interest, junior mortgage of up to 
3% of the purchase price or appraised value, whichever is less.  Used for down payment and/or 
closing cost assistance, it may be used in conjunction with a CalHFA or non-CalHFA first 
mortgage

As of March 31, 2008, the Agency has purchased 2,990 CHDAP junior mortgages for a total of 
$25.3 million.  CalHFA has also purchased 1,941 related first mortgage loans totaling $457.2
million.  The balance of the loans were non-Agency first mortgages. 

A total of $111.6 million was made available for loans from Proposition 46 for CHDAP as of 
January 2003.  A total of $95 million was made available from Proposition 1C.  Proposition. 46 
funding of CHDAP has been exhausted and Proposition 1C is now funding CHDAP exclusively.  As 
provided in Health and Safety Code statutes governing the funding of this program, funds are being 
reallocated from the Residential Development Lending Program in the Fiscal Year 2008/09 to 
supplement the CHDAP program.   Health and Safety Code gives priority to the CHDAP program 
for funding purposes. 

Homeownership in Revitalization Areas Program (HIRAP)

As a set-aside of CHDAP, within Proposition 46, $11.9 million was made available for HIRAP.  
This program was for down payment and closing cost assistance to lower-income first-time 
homebuyers.   Funds have been exhausted and the HIRAP program discontinued.  

2007/08 Plan Goal: 
Projected: 

$  1.3 million 
$  0.0 million 

2008/09 Plan Goal: $  1.5 million  
Five-Year Goal: $  7.5 million 

2007/08 Plan Goal - Prop 46: 
Projected:  

$    9.6 million 
$  10.2 million 

2008/09 Plan Goal $    0.0 million 
Five-Year Goal – Prop 46 $    0.0 million 
2007/08 Plan Goal - Prop 1C: 
Projected: 

$  26.4 million 
$  40.0 million 

2008/09 Plan Goal $  40.0 million 
Five-Year Goal - Prop 1C: $200.0 million 

341



18

            Extra Credit Teachers Home Purchase 
Program (ECTP)

The ECTP, funded by Proposition 46, is intended to help high priority schools recruit and retain 
credentialed teachers, administrators, staff and classified employees.  This program offers the 
combination of a CalHFA first mortgage at a reduced interest rate, along with a junior loan for 
down payment assistance.  The junior loan amount is limited to the greater of $7,500 or 3% of the 
sales price in CalHFA-defined statewide, non-high cost counties, or the greater of $15,000 or 3% 
of the sales price in CalHFA-defined high cost counties.  

As of March 31, 2008, the Agency has purchased 230 ECTP junior mortgages for a total of $2.8 
million, with an additional $1.3 million anticipated during FY 2007/08.   

School Facility Fee Down Payment Assistance 
Program (SFF)

Funded by Proposition 46, SFF offers conditional grants that can be used for down payment 
assistance or closing costs by eligible homebuyers.  The grants are based on the amount of the 
School Facility Fee paid by the developer for each particular new construction unit.  

A total of $47.5 million was made available for grants for down payment and closing cost 
assistance from Proposition 46.   A remaining total of $25.5 million is included in the Five-Year 
Business Plan for grants, to be divided equally between the two SFF programs: 1) “Economically 
Distressed Area” and, 2) “First-Time Homebuyer, Moderate Income Limits.”  As of March 31, 
2008, 1,092 grants have been disbursed for a total of $5.5 million with an additional $1.9 million 
anticipated during FY 2007/08. 

2007/08 Plan Goal:  
Projected: 

$  6.6 million 
$  4.1 million 

2008/09 Plan Goal: $  4.2 million 
Five-Year Goal: $  4.2 million 

2007/08 Plan Goal:  
Projected: 

$  3.7 million 
$  7.4 million 

2008/09 Plan Goal: $  7.2 million 
Five-Year Goal: $25.5 million 
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2.  SPECIAL LENDING PROGRAMS:

The role of Special Lending Programs is to administer unique lending activities which benefit low 
and moderate income families.  In August of 2007, Special Lending Programs was transitioned 
from the Multifamily Program Division to Homeownership Special Programs in a strategic effort to 
concentrate programs designated for ownership housing.   

The past success of these programs has depended on a number of factors, including demand for 
new construction, local government funding partnerships, sufficient Agency HAT funding 
availability, and adequate staff.  During the past few months, as the housing and financial markets 
crises have begun to have a statewide impact, the Agency has felt the need to reallocate staff and 
funding resources to core lending and REO management activities.  First, decreased demand for 
new construction and a reduction in local government funding has significantly slowed the flow of 
qualified applications into these programs.  In addition, demand for Agency HAT funds in core 
Homeownership lending activities has reduced HAT fund availability for Special Lending 
Programs.  Finally, with fewer applications and fewer available dollars, the Agency has made the 
strategic decision to reallocate staff to assist in the management of an increasing inventory of 
CalHFA REO properties.  Staff have placed an emphasis on readying these properties as quickly 
as possible for return to affordable housing stock and have put in place a process for listing the 
properties as quickly as possible and has made available a preferred interest rate for first-time 
homebuyers who purchase a CalHFA REO property.  

Due to these developments, effective for FY 2008/09, funding for the Housing Enabled by Local 
Partnerships (HELP) program and the Habitat for Humanity Loan Purchase program have been 
temporarily suspended. 

Objective. Special Lending Programs’ objective is to develop innovative financing for affordable 
housing with housing sponsors in markets which are not addressed through conventional CalHFA 
financing. 

Strategies.  Focus primarily on products that facilitate affordable housing through partnerships with 
other housing sponsors.  Strategies include: 

� Provide moderate term loans to local governments for their affordable housing efforts. 

� Incorporate this into strategies for Homeownership Programs.  Provide a short-term site 
acquisition/predevelopment/construction loan program to local governments to facilitate 
affordable infill for-sale housing. 

� Provide capitalization to California affiliates of Habitat for Humanity for additional affordable 
housing developments by purchasing and servicing qualified loans.  

Program Performance and Strategy Implementation. Following is a list of the major Special 
Lending Programs with the applicable fiscal year and five-year goals.  Also provided is a brief 
performance history against the current fiscal year goals for the listed programs.

Housing Enabled by 
 Local Partnerships (HELP)

    

*  Business Plan allocations for future years will be determined on a year-by-year basis. 

2007/08 Plan Goal:  
Projected: 

$15.0 million 
$  4.5 million 

2008/09 Plan Goal: $  0.0 million 
Five-Year Goal:    * 
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Introduced ten years ago, the successful HELP program provided loans to local government entities 
to carry out their affordable housing priorities.  During this year, loans were made at 3.5% interest for 
a ten-year term, with the maximum loan being $1.5 million. HELP represents both an investment in 
additional homeownership and rental housing throughout California and an investment in new and 
productive working relationships with local governments, housing authorities, and redevelopment 
agencies. 

CalHFA has committed $4.5 million to three localities in the first half of this fiscal year, bringing the 
nine-year commitment totals to $175 million allocated to 105 different localities.  The program was 
suspended in early Spring 2008 to redirect scarce HAT funds to other priority CalHFA loan products.  
Future HELP funding may resume if HAT fund is adequately replenished. 

Residential Development Loan Program for 
Localities

With up to a maximum of $75 million in underutilized monies from Proposition 46, initially 
designated for mortgage insurance, and an additional $100 million from the recently passed 
Proposition 1C bonds, the Residential Development Lending Program (RDLP) provides 3% interest 
loans to local government entities for the acquisition and predevelopment costs of developing 
ownership housing in urban infill areas. The program, which was launched in the current fiscal 
year and modified in the second half of the year to include construction funding, an increased 
maximum loan of $5 million and a longer 5-year loan term, couples its assistance with CalHFA’s 
down payment assistance programs.  The funds will leverage local public funds and conventional 
private financing used in the construction of ownership housing by local housing developers.  At 
the end of 2006/07, $7.75 million was committed to local government entities and an additional 
$5.4 million was committed in March of this year. An additional $20 million round of funding was 
announced on March 16, 2008, with commitments that arise from this funding to be committed in 
early fiscal year 2008/09. The program will be discontinued in FY 2008/09 and the funds will be 
transferred to the CHDAP subordinate loan program, as permitted by statute. 

Small Business Loan Program

    

The Small Business Loan Program was designed to lend funds to small developers for up to one-half 
of predevelopment expenses or $300,000, whichever is less. The program was intended to help fill a 
gap in carrying out the necessary due diligence and preliminary architectural and engineering costs 
necessary to initiate projects. Loans were made at a 3.0% interest rate, with Housing Assistance 
Trust being the funding source. 

The Agency, after considering the low volume and the dedication of resources, has decided to place 
the program on hold.  A review of the program will occur when adequate demand for the program 
occurs, perhaps as a result of changing real estate conditions. 

Habitat for Humanity Loan Purchase Program                                           

2007/08 Plan Goal:  
Projected: 

$ 40.0 million 
$ 36.0 million 

2008/09 Plan Goal: $   0.0 million 
Five-Year Goal: $   0.0 million 

2007/08 Plan Goal:  
Projected: 

$0.0 million 
$0.0 million 

2007/08 Plan Goal:       N. A.  
Five-Year Goal:      N. A.  

2007/08 Plan Goal:  
Projected: 

$ 5.0 million 
$ 4.0 million 

2008/09 Plan Goal: $    N.A.  
Five-Year Goal:     ** 
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** Business Plan allocations for future years will be determined on a year-by-year basis. 

CalHFA launched its Habitat for Humanity Loan Purchase Program in 2006, issuing commitments 
to purchase $3.1 million of qualified loans previously originated by Habitat organizations. Under 
these commitments, 37 loans will be purchased from six Habitat for Humanity affiliates.  In the 
second half of fiscal year 2006/2007, additional commitments totaling approximately $2.7 million 
were issued for the purchase of 36 loans from six affiliates. In December of 2007, an additional 
funding round was announced.  Commitments under this round were made in April 2008. The 
Program funds are invested to yield an approximate 4% rate to CalHFA.  A sustainable program 
demand of $5 million per year is expected in future funding rounds.  The program provides for 
CalHFA servicing and flexibility in re-purchase options.  Its purpose is to infuse capital for the 
growth of Habitat housing production.   

The source of funds for this program is the Housing Assistance Trust.  In an attempt to redirect 
the scarce HAT funds to conventional Homeownership Program loan products, the Habitat for 
Humanity Program will also be temporarily suspended.
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3.   MORTGAGE INSURANCE:

Objective.  Provide below-market premium rate mortgage insurance coverage to allow originating 
lenders and the Agency to provide affordable mortgage loans enabling California first-time 
homebuyers to purchase decent, safe and affordable housing by insuring new conventional 
CalHFA loans. 

Strategies

� Improve the level of credit and property underwriting service and provide program and 
borrower qualification support for lender loan officers and mortgage brokers doing 
business with CalHFA approved correspondent lenders. 

� Target loan officers and related industry professionals who work in low- and moderate-
income markets to ensure they are familiar with CalHFA programs, products and 
processes.  Focus on promoting the use of both CalHFA and locality down payment 
assistance programs in conjunction with CalHFA loans. 

� Participate with the Homeownership Program Division in educational and training 
opportunities with lenders, real estate professionals, and potential homebuyers.   Assist in 
the development of marketing material and online training modules that focus on meeting 
Agency production and ownership preservation objectives. 

� Provide staff development programs to constantly improve staff’s professional skills and 
knowledge, as well as enhance communication and teamwork. 

� Update credit underwriting guidelines for all conventional loans to meet the challenges 
brought about by market and economic changes.  Provide training to loan officers and 
lender operations staff on best practices for loan processing, underwriting and submission 
of completed loan files to CalHFA. 

Program Performance and Strategy Implementation 

 California Housing Finance Agency
 (CalHFA) Conventional Loans

Current conditions of declining values and high default rates in the California real estate market 
necessitate a continual review of the appropriateness of underwriting criteria.  In March 2008 
CalHFA tightened credit underwriting standards to address these risk issues.  As a result, loans 
now have a maximum Loan-To-Value (LTV) of 95% (reduced from 100%) for first mortgage loans 
and when down payment assistance and closing cost assistance is combined with a CalHFA 
conventional loan, the Combined Loan-To-Value (CLTV) ratio cannot exceed 102% (reduced from 
107%) of the lower of the sales price or appraised value.  In addition, mortgage insurance 
premium rates have been increased to reflect the increased risk of mortgage default, but these 
rates remain slightly below private mortgage insurance industry premium rates for conventional 
loans with similar characteristics.

Because of its historic stability and lower interest rates for low-income borrowers, CalHFA’s 30-
Year fixed rate loan program is expected to account for the majority of insured loans in FY 
2008/09, while the interest only PLUSsm 35-Year fixed rate and the 40-Year fixed rate loans are 
expected to represent a smaller portion of the product mix this year.   

2007/08 Plan Goal:
Projected:

$   675 million 
$   660 million 

2008/09 Goal: $   300 million 
Five-Year Goal: $1,740 million 
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REO Mitigation/Economic Stimulus
Housing Financing Program

CalHFA will introduce a $200 million REO Program with lower interest rates and high LTV ratios to 
assist first-time homebuyers in purchasing REO properties owned by financial institutions in selected 
high foreclosure areas of the State.  Homebuyers will be offered 30-year fixed rate conventional 
mortgage insured loans up to 100% LTV. 

 Non-CalHFA Loan Program

In FY 2009/10 Mortgage Insurance Services will explore the development of non-CalHFA loan 
mortgage insurance to affordable housing finance providers at the city and county level by 
developing mortgage insurance products to support low- and moderate-income first-time 
homebuyers programs. 

The Mortgage Insurance Division recruits and hires qualified mortgage loan underwriters who 
augment their experience through training updates, Mortgage Bankers Association certification 
courses, and industry risk management information.  These underwriters provide the important 
added assurance that CalHFA loans will be of high quality at origination and perform above 
average for the life of the loans.  

2007/08 Plan Goal:
Projected:

       N.A. 
       N. A.

2008/09 Goal: $ 200 million 
Five-Year Goal: $ 200 million 

2007/08 Plan Goal:
Projected:

       N.A. 
       N. A.

2008/09 Goal: $     0 million 
Five-Year Goal: $ 350 million 
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4.  MULTIFAMILY PROGRAMS:

The role of Multifamily Programs is to finance rental housing, for very low, low and moderate income 
individuals and families, and for special needs households.

Objective  The Division’s objective over the next five years is to increase its lending volume as 
projected in the five-year business plan and increase its service performance throughout the state to 
affordable housing developers.  Work with the Asset Management Division and borrowers to manage 
the current portfolio of properties to preserve and extend affordability.

Strategies  
� Proactive changes to the Division’s programs such as changes to the Architectural 

Guidelines and Seismic Requirements to make the loan products and programs more 
competitive.  

� As market changes permit, add new loan products and programs, such as a fixed rate 
construction loan and an acquisition program. 

� Increase marketing efforts for the 30-year fully amortized permanent loan with a 
prepayment option after year 15.   

� To remain competitive, conduct more frequent monitoring of competing market products 
and frequent reviews of the Agency’s interest rates and fees. 

� Re-visit the Division’s loan application and underwriting processes to increase its service 
performance and streamline the closings. 

� Provide in-house loan programs that will assist a developer in financing the gaps for an 
affordable housing project. 

� Work with the Agency’s Marketing Division to promote the Division’s programs, its changes 
and success of closed loans. 

� Collaborate with state and local housing, social service, and mental health agencies to 
finance affordable supportive housing for special needs populations, including the 
chronically homeless with mental disabilities.

� Continue discussions with Fannie Mae regarding a risk-share initiative or other form of loan 
credit enhancement. 

Program Performance and Strategy Implementation.  Following is a list of the major multifamily 
programs with the applicable fiscal year and five-year goals.  Also provided is a brief performance 
history against the current fiscal year goals for the listed programs. 

Construction/Permanent/Preservation/ Special 
Needs Loans

In FY 2007/08, committed volume is estimated at $236 million for construction, permanent, 
preservation and special needs loans as compared to a $95 million goal.  The FY 2008/09 $150 
million goal is an increase from the FY 2007/2008 goal but less than the $236 million committed.  The 
production goal for 2008/2009 has been reduced to reflect uncertainty in the current taxable and tax-
exempt bond markets and the tax credit equity market. 

The projected fiscal year 2007/08 production number includes seventy percent for rehabilitation loans 
and thirty percent for new construction financing.   

2007/08 Plan Goal: 
Projected: 

$     95 million 
$   236 million 

2008/09 Plan Goal: $   150 million 
Five-Year Goal: $1,000 million 

348



25

Proposition 63 – Mental Health Services Act Housing 
Program (MHSA Housing Program)    

The Mental Health Services Act Housing Program (MHSA) was created under the Governor’s 
Executive Order S-07-06.  Created as a partnership between CalHFA, the Department of Mental 
Health and the California Mental Health Directors Association, in consultation with the Department of 
Housing and Community Development, the State Treasurer, as well as other stakeholders, MHSA is 
designed to fund the creation of housing units to specifically house chronically homeless with mental 
disabilities.  The program’s anticipated implementation date was November 2007.  However, due to 
delays beyond CalHFA’s control, MHSA is expected to approve its first loans at the beginning of 
fiscal year 2008/09.  The $80 million plan goal also includes anticipated dollars for services. 

HAT FUNDS:

Residual Gap Loan Program

The Residual Gap Loan Program provides low-cost Agency funds to cover the financing gap 
associated with the high cost of constructing affordable rental projects.  This program is for tax-
credit projects that use CalHFA financing. 

Acquisition Loan Program

The Acquisition Loan Program is still in the design phase.  Its purpose is to assist non-profits in 
acquiring property for the construction or rehabilitation of affordable housing.  The Acquisition loan 
is to be used in conjunction with other Agency financing for a period not to exceed 18 months.   

Portfolio Preservation Program   

The purpose of the Portfolio Preservation Program is to encourage the re-capitalization of 
affordable housing projects currently in the CalHFA portfolio.   The result is a renovated project 
with preserved long term affordability and in many instances with rents targeted to deeper levels 
of affordability.

2007/08 Plan Goal: 
Projected: 

$  80.0 million  
$    0.0 million    

2008/09 Plan Goal: $  80.0 million 
Five-Year Goal: $400.0 million 

2007/08 Plan Goal: 
Projected: 

$10.0 million 
$  2.8 million 

2008/09 Plan Goal:  $  5.0 million 
Five-Year Goal:        $25.0 million 

2007/08 Plan Goal: 
Projected: 

$  0.0 million 
$  0.0 million 

2008/09 Plan Goal:  $  5.0 million 
Five-Year Goal:        $25.0 million 

2007/08 Plan Goal: 
Projected: 

$  0.0 million 
$  0.0 million 

2008/09 Plan Goal:  $  5.0 million 
Five-Year Goal:        $25.0 million 
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Asset Management Portfolio
Assistance

Asset Management Portfolio Assistance, managed by CalHFA’s Asset Management Division, will be 
used for rehabilitation of 80/20 (non-Section 8) properties in the Agency’s portfolio.  Funds are used 
on projects where Physical Needs Assessments indicate that existing repair and replacement 
reserves are not sufficient. The source of funds for this activity is CalHFA’s Housing Assistance 
Trust. 

2007/08 Plan Goal: 
Projected: 

$  8.0 million 
$  4.5 million 

2008/09 Plan Goal:  $  8.0 million 
Five-Year Goal:        $40.0 million 
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5. SUPPORT DIVISIONS:

A. ADMINISTRATION

Objectives

� Continue to recruit, train and retain the staff necessary to support the Agency’s changing 
programs.

� Finalize the restructuring of Divisions for succession planning. 
� Continue to update internal processes and contracts using best practices. 
� Continue to explore all opportunities for the consolidation of the Sacramento Office into 

one location.   
� Launch a new initiative for Workforce Management and Succession Planning. 
� Develop and implement a formal employee recognition program. 

Strategies

� Work closely with managers and monitor the market place to insure recruitment efforts are 
effective.

� Work with other State departments to update and upgrade positions. 
� Continue to work with consultants and brokers to vet every available opportunity for 

consolidation of the Sacramento Headquarters operation.     
� Create Agency task force to develop and implement strategies for Workforce Planning 

Initiative.

Implementation Considerations. The Administrative Division supports the operational needs of 
the Agency through human resources, business services and facility management.  Staff have 
spent a considerable amount of time working on many Agency strategic initiatives and will 
continue to support all of these necessary endeavors while hiring and supporting high quality staff.   

B. INFORMATION TECHNOLOGY (IT)

Objectives

� Continue to provide professional, responsive IT services to daily Agency operations and 
ensure the legacy application systems and infrastructure continue to adequately support 
the Agency business processes.   

� Contribute to the collaborative management of the Agency’s strategic initiatives to 
define, develop and implement appropriate technological applications and infrastructure; 
enhance the business processes of Homeownership loan origination, Multifamily loan 
origination, Financing bond and investment tracking, and Fiscal Services cash receipts 
and disbursements, mortgage reconciliation and general ledger accounting.  

� Initiate and/or complete the implementation of various support systems, information 
security, workload management, and change management. 

�  Extend the use, and enhance the capabilities to improve communications and 
operations.

�    Support the Agency’s efforts to develop and deploy an Enterprise Document 
Management Model. 

Strategies
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� Manage the Agency’s IT operations to ensure IT and business strategic planning 
alignment and effective IT priority setting and resource allocation.   

� Maintain an IT hardware and software infrastructure that is secure and responsive to 
current business operations and future Agency initiatives.  

� Work directly with the Agency’s new Information Security Officer in the implementation of 
newly adopted security policies and the development of an ongoing information security 
program.

� Research technologies available in the marketplace and those being used most 
effectively by the housing finance industry and make recommendations on their potential 
for the Agency.

� Ensure the IT Division has the necessary organizational infrastructure, including staff 
skill sets, support tools, policies and practices, disaster recovery strategies, and 
measurement and management tools to support current operations and respond to 
planned Agency initiatives.

� Aggressively pursue the use of technologies – such as web-based applications – that 
support the Agency’s internal operation and strategic business initiatives.   

Implementation Considerations. The Division of Information Technology has had an 
outstanding record of maintaining the existing applications and technology infrastructure in 
support of the business operations of the Agency. However, many of the current applications and 
supporting infrastructure are at capacity and very dated; the Agency has initiated activities to 
update them. By updating technology, the Agency has the opportunity to transform operations and 
improve responsiveness to changing business requirements and business partner and consumer 
needs.

Because of the dated technology and the complexity of the technical environment the role of IT 
Division in supporting the agency’s business operations must evolve to meet the new challenges. 
As the Agency continues to grow and works to maintain its competitiveness within the housing 
finance industry, the IT Division’s historic reactive approach to business is no longer sufficient to 
adequately meet the business needs of the Agency. The Division has, with the support of Agency 
senior management, embraced a more mature, proactive approach to doing business and 
adopted a more strategic perspective and role within the Agency.   

The Division has engaged in several activities to facilitate the shift to the more proactive 
approach. First, the Division is continuously reviewing organizational and technical infrastructures 
to identify opportunities to improve current support services and to prepare the Division to be 
responsive to current and future Agency initiatives. Next, tools for better tracking, communication 
and accountability are being implemented. Finally, structures and processes to more effectively 
align the Agency’s strategic business plans with IT strategic and tactical planning are being 
defined and employed. These initiatives, begun in 2006, will lay the foundation for the IT Division 
to position itself as a leader in innovation for the Agency, advocating technical solutions that 
advance Agency goals.   

C. FINANCING DIVISION  
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Objectives

� Arrange the issuance of bonds. 
� Identify other sources of capital. 
� Manage CalHFA’s liquidity position and cash reserves. 
� Complete debt restructuring plans of underperforming auction rate securities and insured 

variable rate demand obligations. 
� Reduce the utilization of variable rate bonds to achieve greater balance of fixed rate and 

variable rate debt in portfolio. 
� Support over $7.9 billion of loan production for the Homeownership and Multifamily 

lending units. 

Strategies 

� Limit the issuance of variable rate bonds to support Multifamily lending programs and 
strategic programs within Homeownership (REO or similar programs). 

� Utilize the swap market to synthetically fix or cap the rates to hedge the Agency’s interest 
rate risk. 

� Maximize the refunding of previous years' single family tax-exempt authority.  
� Recycle prepayments from existing single family mortgages. 
� Pool loans into large financings to obtain economies of scale.  
� Prudently pledge the Agency's general obligation and manage associated capital 

adequacy requirements.  
� Consider incorporating the economic refunding of older multifamily bonds into future 

transactions. 
� Partner with public agencies, pension funds, and Government Sponsored Enterprises 

(GSEs) such as Fannie Mae, Freddie Mac, and the Federal Home Loan Banks, who 
support our financings by acting as investors, providing liquidity in the form of standby 
bond purchase agreements and by providing other forms of credit enhancement. 

Implementation Considerations.  In prior Business Plans CalHFA utilized a combination of variable 
rate debt and interest rate swaps, as an alternative to fixed rate debt.  Due to the dislocation in the 
financial markets the Agency has elected to issue a high percentage of fixed rate bonds to support 
new lending activity.  This will require that higher loan interest rates be offered to first-time 
homebuyers and perhaps developers of affordable rental properties.  Further deterioration in the 
financial markets or credit rating agencies actions might impact any number of our counterparties, 
resulting in termination or trigger events with swap counterparties, a lack of liquidity to support 
existing and future issuance of VRDOs, and the general acceptance of CalHFA debt offerings.   

The Financing Division has spent considerable time restructuring existing debt while issuing new 
bonds to fund our current loan production.  The Agency expects to face many challenges in the 
municipal bond market over the next fiscal year but will make every attempt to obtain the lowest 
possible funding costs to finance loan programs.  In addition, other funding alternatives will be 
researched and considered as an alternative to issuing long-term bonds to finance the Agency’s loan 
programs.   

D. FISCAL SERVICES

Objectives

353



30

� Provide superior financial management and reporting services to Agency management.  
Improvements are planned to integrate systems and improve the timeliness of reporting 
key financial information to management. 

� Support the affordable housing mission of the Agency by funding and servicing a wide 
variety of Agency loan products, including homeownership first trust deed loans, 
homeownership down payment assistance loans, loans secured by multifamily rental 
developments and many other specialty loan products. 

� Recruit and train staff to achieve a high quality workforce. 

Strategies

� Last year the Agency started work on a large-scale automation project to upgrade both the 
hardware and software of the accounting system.  Phase 1 of this project has been re-
defined to include the following objectives:  (1) select and implement a new general ledger 
package and (2) a re-platforming component to reprogram existing Queo applications 
using current technologies.  Implementation of the new general ledger package is 
scheduled to begin in the Fall of 2008. 

� Working in collaboration with the Financing Division, the Bond Administration unit of the 
Fiscal Services Division is substantially participating in the Debt Management project, 
which is designed to house all of the Agency’s bond information in a centralized database.  
This project was kicked off early in 2008 and is currently underway.  

� Provide the highest level of customer service possible to borrowers whose loans are being 
serviced by the Agency.

� Search for and recruit the highest quality staff, and develop managers and supervisors to 
take the division to the next level. 

Implementation Considerations. The Fiscal Services Division will continue to support CalHFA 
activities through the receipt and disbursement of financial resources, the safeguarding of assets, 
the servicing of loans, and by recording and reporting on financial matters of the Agency in 
accordance with professional standards in meeting all federal, state and indenture requirements.  
Additionally, the Division will continue to coordinate the annual financial audits of the Housing 
Finance Fund and the Housing Loan Insurance Fund.  The Division is also prepared to assume 
additional loan servicing responsibilities as needed. 

E. LEGISLATION

Objective

� Advocate Agency programs and positions to Administration, California Legislative and 
Congressional members and appropriate stakeholder groups. 

Strategies

� Work with the Agency’s legal and program staffs and interested stakeholder groups to 
identify needed statutory changes. 

� Develop and advocate the Agency’s policy position on State and Federal legislation. 
� Promote the Agency before Congress, the State Legislature and the Governor’s Office. 

Implementation Considerations.  The focus of the Legislative Division is to ensure that legislation 
which fosters CalHFA's primary purpose of providing financing to meet the housing needs of low and 
moderate income families in California is monitored, analyzed and enacted into law.  Additionally, the 
Agency continuously reviews existing statutes to determine what changes, if any, will be required 
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to meet the Agency’s long-term business plan objectives.  The Legislative Division will continue to 
work with Legislators and affected stakeholders to seek creative solutions to minimize the 
negative economic impact resulting from high foreclosure rates throughout the state while 
maximizing opportunities to increase the stock of housing available to low and moderate income 
households, both on the rental and homeownership side of the equation.  

F. MARKETING DIVISION 

Objective

� Provide marketing strategies that promote the use of CalHFA products/programs to 
expand affordable housing opportunities for Californians. 

Strategies

� Continue media driven outreach efforts to increase awareness for our Agency 
products/programs. 

� Develop marketing initiatives that support the mortgage loan and insurance volume goals 
for the Homeownership and Mortgage Insurance Division along with the financial goals for 
Multifamily and Special Lending Programs. 

� Utilize the most efficient and effective means to reach business partner and stakeholder 
target audiences. 

� Use product and program initiatives as the platform for marketing and outreach efforts. 
� Focus Homeownership marketing efforts in localities that have the greatest affordable 

housing inventory (e.g. housing at or below the Agency’s sales price limits). 

Implementation Considerations. The Marketing Division will focus its strategies on increasing 
awareness and understanding of the CalHFA brand and products/programs with its customers, 
business partners, stakeholders and employees. The staff will maintain outreach activities to 
promote key CalHFA Homeownership, Mortgage Insurance, and Multifamily programs. The FY 
2008/09 Marketing Plan will provide support to divisional program goals outlined in the Business 
Plan. Additionally, marketing support will be provided for programs funded under Propositions 46 
and 1C to help ensure the timely use of the funds. 
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G. MULTIFAMILY ASSET MANAGEMENT   

Objectives

� Manage financial performance and risk to the Agency’s loans by anticipating and 
analyzing trends through financial monitoring and physical inspections. 

� Provide financial and management compliance monitoring on behalf of HUD for the 
agency’s Section 8 housing. 

� Protect CalHFA’s rights, the owner/agent’s rights and tenants’ rights through the 
interpretation of the Regulatory Agreement, the HUD Manual 4350.3, other HUD directives 
and state laws. 

� Implement operating subsidy program for the Mental Health Services Act Housing 
Program.

Strategies

� Encourage third party sales using tax credits and bond allocation wherever possible to 
recapitalize existing agency portfolio properties, particularly the aging Section 8 and early 
80/20 properties. 

� Continue commitment to create a workable taxable financing program that permits 
refinancing in place for borrowers whose properties need recapitalization but do not wish 
to sell. 

� Negotiate for increased affordability in existing projects when opportunities arise to lower 
the interest rate on loans. 

� Assign staff to work closely with lower performing assets to resolve financial and physical 
deficiencies to maintain long-term viability of assets. 

� Create “Watchlist” of lowest performing projects so that as scarce funds are allocated to 
recapitalization, these are given the highest possible priority. 

� Monitor performance of new loans at five-year operating mark to compare pro forma at 
loan close to current pro forma to improve ongoing underwriting. 

Implementation Considerations. The Asset Management Division is committed to supporting 
the Agency’s Business Plan to ensure the financial, physical and public purpose goals of the 
Agency throughout the loan term.  In keeping with Agency goals, a primary focus of the division is 
to implement programs to recapitalize existing Agency portfolio properties where possible. 

As the Agency’s multifamily portfolio continues to grow, the number of properties 20 years and 
older is also growing at a fast pace. These generally require recapitalization, rehabilitation, and 
have owners who wish to sell or refinance. These are great challenges to the Agency, particularly 
when capital is tight.  The Preservation Program is working very well to allow the sale of existing 
portfolio properties to new owners using tax credits and bond allocation. The Agency has not yet 
been able to create a workable taxable program that would allow two of its borrower’s most 
requested goals: 1) take out equity and 2) refinance without a change of ownership.  

Although the Agency expects the rental market to remain strong in the coming year, expenses 
such as payroll and maintenance are expected to rise as other fixed costs, such as property 
taxes, insurance, and utilities to continue to do the same.
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H. OFFICE OF GENERAL COUNSEL (OGC)

Objectives

� To provide legal services to the Board, the Executive Director and the Agency equal in 
scope and quality to those available to private businesses. 

� To fully use legal technology to provide state of the art support capability. 
� To fully develop both in-house and outside legal resources to meet the complex business 

demands of the Agency. 

Strategies

� Assign attorneys to work closely with client divisions within the Agency, both to develop 
and maintain client relationships, and to obtain the specialized business knowledge 
needed to deal with each division’s unique legal needs. 

� Continue to use i-Manage document management software, PDF document conversion 
software, and document imaging technology. OGC is exploring web based document 
acquisition and editing to allow interested parties to work collaboratively in complex 
transactions.  OGC has also developed, with the IT Division, software to manage file 
location and related database applications. 

� Provide up-to-date legal resources by developing in-house legal talent and maintaining 
relationships with specialized outside counsel. 

Implementation Considerations. OGC recognizes the need to continuously examine and 
improve the delivery of legal services, to keep pace with the real estate finance industry and the 
state’s delivery of affordable housing to Californians. 
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V. STRATEGIC INITIATIVES 

1.  Introduction:

As the State’s affordable housing bank, the Agency competes in the general mortgage 
marketplace and must, on an ongoing basis, strategically evaluate the loan products offered to 
borrowers, capital structure and profitability. Financial information systems, operational systems 
and models should provide the very best information regarding available financing alternatives 
that will help low and moderate income families and individuals meet their housing needs.  The 
Agency must also constantly monitor significant trends in the market and assess the impacts of 
these trends on Agency strategies and operations.   

To meet these goals, CalHFA in 2006 embarked on a campaign to fundamentally change the 
Agency’s business environment to meet best practices mortgage and public finance industry 
standards.  The following paragraphs describe the governance structure and strategic initiatives 
that have been developed and will be ongoing over the life of the Business Plan.    

2.  Strategic Projects Governance:

The Agency’s strategic initiatives represent a large investment of staff time and financial 
resources.  To effectively manage this investment, the Agency has adopted a collaborative project 
management structure.  Each project has been assigned an executive sponsor that has 
ownership of all aspects of the project and provides policy direction and technical oversight.  The 
executive sponsor chairs a steering committee for the project which is made up of project 
stakeholders and staffed by the project manager.  The project manager and project team for each 
project execute the day-to-day project activities.

All projects, however, are supervised by the Strategic Projects Governance Committee – an 
organization made up of the executive sponsors of all of the projects and chaired by the Chief 
Deputy Director, who reports directly to the Executive Director of the Agency.  The Committee 
provides overall policy guidance to executive sponsors and manages the allocation of Agency 
resources between projects.  Project scopes, costs and schedules are constantly monitored by 
the Committee. 

3.  Accomplishments:

Significant progress has been made during FY 2007/08 and all of the strategic initiatives are 
expected to be completed during the five-year planning period.    During the past year, the 
following projects were completed: 

� Mortgage Insurance Operations were moved into close proximity with Homeownership 
Operations to improve security over borrower files and information. 

� A new restricted access system was completed for both the Senator Hotel and 
Meridian building locations in Sacramento that provides a more secure environment for 
employees, for Agency assets and for borrower information. 

� The Agency established a formal security policy, hired an experienced information 
security officer and established an incident governance structure to manage Agency 
security risks and incidents. 

� A business continuity plan that consists of an updated emergency response plan, a 
business resumption plan to ensure the continuance of critical business processes and 
operations in the event of a disaster or other catastrophic event, and an updated 
operational recovery plan that is designed to return the principal information 
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technology assets (i.e., network, servers & workstations) to useful state after a 
disaster.

In addition to these accomplishments, significant progress was made in four other major 
initiatives; the Homeownership project, the Fiscal Services project, the Debt Management project 
and an enterprisewide document management system. 

4.  Major Operational Projects:

The Agency has embarked on several strategic projects that are vital to operations.  These 
projects, once completed, will provide a safer and more productive work environment for Agency 
employees and improve service to our borrowers and better protect their privacy.  A number of 
Agency business processes will be reorganized and automated.  These new systems will make it 
possible to process loan documents faster, respond to borrower questions and resolve problems 
more quickly.  Agency staff will have access to management and financial information on a more 
timely basis, which will enable them to make more informed business decisions.  The completion 
of these projects will allow the Agency to adapt rapidly to new public purpose initiatives and the 
unique challenges of California. The projects will also foster and enable better collaboration and 
information sharing across Agency divisions and between teams and individuals.   

Homeownership. The Homeownership project will analyze the Homeownership Division 
business processes and systems, develop an effective and efficient business model, and procure 
and implement a business solution that best meets the needs of Homeownership and the Agency 
as a whole.  The Homeownership project will: 

� Improve Homeownership business processes, create efficiencies and integrate single family 
loan processes across business functions. 

� Improve services to our partners and customers. 
� Enhance information quality and integrity. 
� Diminish the reliance on paper-driven processes. 

The Homeownership project Request for Proposal (RFP) was released in September 2007 and a 
vendor will be selected in early FY 2008/09 to help with system development and business model 
implementation. Project completion is anticipated to be in FY 2010/11. 

Fiscal Services.  The Fiscal Services project will convert customized Fiscal Services business 
processes and systems with an off-the-shelf system.  The Agency’s goal is to procure and 
implement a Fiscal Services solution that fulfills business, technical and strategic requirements. 

With the new Fiscal Services system, the Agency will: 

� Provide easy access to current financial status and details to effectively support Agency 
financial management. 

� Implement Fiscal Services’ best practices to improve efficiency and effectiveness. 
� Enable the measurement of performance based on established metrics and indicators. 
� Decrease reliance on manual processes, workarounds and paper, allowing for more timely 

and accurate reporting. 
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Fiscal Services has received vendor responses and will select a vendor in FY 2007/08.  
Implementation is expected to occur during FY 2008/09, with final conversion occurring mid FY 
2009/10.

Debt Management.  The initiative will implement a Debt Management system designed to 
centralize debt instrument information and improve the Agency’s ability to evaluate performance 
and support business decision making.  The database design was developed in-house and is 
being migrated to a SQL database. 

Implementing a Debt Management system will enable the Agency to: 
� Centrally maintain debt management information and eliminate duplicate data. 
� Manage outstanding liabilities and fulfill financial obligations to partners. 
� Analyze debt activity to evaluate performance and support business decision making. 

The Debt Management Project began in May 2007, and will be completed during FY 2008/09.  

Document Management Phase II.  The Document Management Phase II project will analyze the 
diverse document management needs of the Agency’s divisions and collaborate with the divisions 
to develop a thorough document management business model which supports the Agency as a 
whole.

The Document Management project will: 
� Develop an organized and managed approach to enterprise document management. 
� Reduce document redundancy and diminish reliance on paper. 
� Reduce costs associated with hardcopy filing, retrieval and storage. 
� Improve document and information security. 

The Document Management Phase II project began in October 2006. The project  completion is 
expected during FY 2009/10. 

5.  Sacramento Office Consolidation:

Currently, Agency staff and business functions in Sacramento are divided between the Senator 
Hotel and the Meridian Building.  These buildings are several blocks apart resulting in inefficient 
business processes, and inconvenience and security risks for employees.  The Office 
Consolidation effort aims to consolidate the Agency’s Sacramento staff in a single office location.   

Benefits of the Consolidation project are: 

� Increase production and focus on business goals by locating related staff in close proximity. 
� Improve employee workspace through better interior design. 
� Increase employee amenities such as parking, gym and limited food service. 
� Potentially achieving financial benefits from building ownership. 
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A building consulting firm was retained by the Agency during FY 2006/07 and an initial analysis of 
options was begun.  During FY 2007/08, staff with the assistance of this firm completed a detailed 
study of the opportunities available to the Agency to build and own a consolidated facility.  The 
results of the study did not reveal a viable option to build/own a facility.  As a result, staff 
recommended to the CalHFA Board that a leasing option be explored.  The Board then authorized 
staff to proceed with a search of leasing opportunities in the downtown Sacramento core area.  An 
anticipated move-in date for a consolidated office is mid-fiscal year 2009/10.  
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VI. FINANCIAL SUMMARY 

The purpose of the Financial Summary is threefold:  to present the Agency’s equity position as of 
December 31, 2007; to describe the projected effect on the Agency’s equity of the assumptions 
made in the Agency’s Five-Year Business Plan, and to provide a detailed description of the factors 
influencing restriction of the Agency’s equity.  

1.  DISCUSSION OF EQUITY: 

“Equity” is synonymous with “net assets.”  It is arrived at by applying the Agency’s assets against its 
liabilities at any given point in time.  As of December 31, 2007, the Housing Finance Fund had total 
assets of $10.2 billion, comprised primarily of mortgage receivables; and total liabilities against those 
assets of $8.8 billion comprised primarily of bond indebtedness.  The residual restricted assets of 
$1.4 billion in the Housing Finance Fund along with $70.5 million in the Housing Loan Insurance 
Fund represent the Agency’s equity position at December 31, 2007. 

Although the amount of the Agency’s total equity is readily identifiable, its liquidity is not.  The majority 
of the assets underlying the equity are in the form of mortgage loans receivable, and as the following 
discussion will illustrate, most of the Agency’s equity is allocated, or restricted in the form of reserves, 
for various purposes. 

Since the term "reserve" has different meanings in different financial settings, the term may be a 
misnomer as it relates to the Agency's funds if there is an assumption that the reserves are in excess 
of the Agency's needs.  The Agency's restricted reserves are not surplus monies as used in the 
context of state agency fund designations.  The Agency's reserves are, instead, designations of 
restricted funds as required of any private financial institution.  As described in the Agency's 2006/07 
Annual Report, in the notes to the audited Financial Statements, all of the Agency's equity is 
restricted either by indenture or by statute, or invested in capital assets. 

The categories "Restricted by Indenture" and "Restricted by Statute" reflect the Agency’s restricted 
equity.  Pursuant to state statutes, resolutions and indentures, specified amounts of cash, 
investments and equity must be restricted and reserved.  The equity categorized as Restricted by 
Indenture represents the indenture restrictions of specific bonds, whereas the Restricted by Statute 
category represents equity that is further restricted to fund deficiencies in other bonds, programs or 
accounts.  The Housing Finance Fund maintained all required balances in the loan and bond reserve 
accounts as of December 31, 2007. 

Generally, there are indenture covenants requiring that equity be retained under the lien of each 
indenture until certain asset coverage tests, as well as cashflow tests, have been met.  Other 
restricted reserves are pledged to meet the Agency’s bond and insurance general obligations, 
continuing program maintenance and ongoing administrative costs. 
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2. ALLOCATION OF CALHFA EQUITY:

The Agency's equity balance is contained within a series of funds and accounts, including bond funds 
and other types of restricted funds and accounts.  Within these funds and accounts, equity has been 
classified according to the purpose it is intended to serve.  These purposes include providing security 
for current and future bond issues, providing for emergency needs, leveraging restricted reserves for 
non-bond housing assistance programs, and providing for future operating expenses and financing 
costs. 

The Agency's equity is allocated into three main restricted reserve categories:  Restricted by 
Indenture, Restricted by Statute, and Invested in Capital Assets.  They are described as follows: 

Restricted by Indenture. The amount classified as Restricted by Indenture ($772 million) includes 
amounts required to be retained in the various bond indenture funds.  This total provides security for 
the specific bonds to which they are assigned.   

Restricted by Statute.  The amount classified as Restricted by Statute ($667 million), consisting of 
amounts from the Emergency Reserve Account, the Supplementary Bond Security Account, the 
Housing Assistance Trust, the Contract Administration Programs, and the Operating Account 
provides general support for all obligations of the Agency, including general obligation bonds, interest 
rate swaps, and mortgage insurance. 

The Agency has no taxing power, and bonds issued by the Agency are not obligations of the State of 
California.  Some Agency bonds are issued as general obligations of the Agency, however, and are 
payable out of any assets, revenues, or monies of the Agency, subject only to agreements with the 
holders of any other obligations of the Agency.  This pledge is in addition to that of the specific 
revenues and assets pledged under the indenture.  The Agency has received a Standard & Poor's 
rating of AA- on its general obligation pledge and a Moody's Investor Service rating of Aa3.  

The Agency has $1.68 billion of bonds outstanding that are backed by CalHFA's general obligation.  
The Agency has also extended its general obligation pledge to $353 million of multifamily loans 
insured by FHA under its Risk Share Program.  Our risk is 50% of this amount, or $176 million.  In 
addition, the Agency pledges its general obligation for another $3.92 billion to its swap counterparties 
for the interest rate swaps that are currently outstanding. 

While most of the Agency’s reserves are contractually restricted as security behind the $8.8 billion in 
Agency liabilities and the $958 million of insured “risk in force,” other reserves serve a “dual purpose.”  
These reserves provide the Agency with the resources to meet its capital adequacy requirements, 
general obligation pledge risk reserves, and operating funds.  At the same time, prudent 
management of these accounts has allowed the CalHFA Board to carefully apply them to necessary 
uses under the Operating Account, Emergency Reserve Account, and the Housing Assistance Trust. 

To maintain the necessary security reserves, it is important that these accounts be invested in uses 
that will preserve principal and generate revenues to the Agency.  This is necessary because fee 
revenues will decline as the bond issues mature, but the Agency’s administrative and monitoring 
responsibilities will continue for the up-to-40-year life of the bonds and loans.  It is planned that during 
these later years scheduled draws from the Emergency Reserve Account, Housing Assistance Trust, 
Operating Reserves and other accounts will be used to support the ongoing bond and loan 
administrative costs.  Accordingly, when these funds are deposited or “invested” in various Agency 
programs, they are carefully managed to maintain low levels of risk and ultimate liquidity for long-
term bond and loan management purposes. 
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The Contract Administration Programs ($211 million) equity category includes amounts related to 
programs originally funded with appropriations from the state and is restricted by state statutes.  The 
equity is therefore not available for allocation to other Agency purposes.   

Within the Operating Account, the Agency maintains an operating reserve, for the operating budget 
and a revolving fund for bond financing expenses.  The revolving fund serves to provide short-term 
advances to pay the initial costs of bond issuance, pay for interest rate hedges, pay debt service on 
the Housing Program Bonds, and pay other costs of developing bond programs.  Such allocations of 
equity ensure the continued administration of the Agency’s programs and also serve to meet rating 
agency liquidity and capital adequacy requirements. 

INVESTED IN CAPITAL ASSETS. Also located within the Operating Account is $832,000 of equity 
classified as Invested in Capital Assets.  This amount represents office equipment and furniture. 

3. LOSS PROTECTION:

Rating Agency Requirements.  The credit rating services (Moody's Investors Service and Standard 
& Poor's) provide certain quantitative guidance regarding the need for reserves to protect against 
certain quantifiable risks of loss.  The Agency has always judged the soundness of its Business Plan 
by projecting financial results for the five-year period and determining that these projections were 
consistent with rating agency criteria. 

Both rating agencies require the Agency to establish reserves for each bond issue, intended to 
protect the bondholders and the Agency in the event that the actual cashflows associated with a 
bond issue differ from the cashflows projected at the time of issuance of the bonds.  In order to 
determine the size of the reserves to be established for each issue, the rating agencies analyze the 
performance of the projected cashflows and assets at the time of bond issuance under a "worst case 
scenario."  The Agency is required to set aside and maintain reserves in an amount necessary to 
cover any projected cashflow shortfalls under these worst-case scenarios.  Such reserves represent 
a direct allocation and restriction of the Agency's equity. 

In addition, the credit rating agencies provide certain formulas for determining capital adequacy 
associated with the Agency’s general obligation credit rating. 

To assess the adequacy of the Agency's equity at any point in time, Moody’s and S&P analyze the 
Agency's finances to determine the amount of residual equity remaining after providing for any 
potential risks which have not already been addressed to their satisfaction.  In addition, the credit 
rating services evaluate various financial ratios, which are indicators of leverage, liquidity, and 
general obligation debt exposure. 
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The Agency's general obligation pledge currently stands behind $1.68 billion of single family and 
multifamily debt, $176 million of multifamily loans subject to FHA Risk Share, and $3.92 billion to our 
swap counterparties for our outstanding interest rate swaps.  It is anticipated that, during the term of 
the Plan, direct use of the Agency's general obligation will be extended to its financial counterparties 
and used to credit enhance new multifamily loan production.  In order to continue to meet the capital 
adequacy requirements of Moody's and S&P, the Agency must reserve equity against these pledges. 

The rating agency assessment of CalHFA equity is very similar to the determination of capital 
adequacy of financial institutions and is necessary for the financial well-being of CalHFA as the 
state's affordable housing bank.  In addition, other benefits of meeting the rating agencies' capital 
adequacy requirements include: 

� Higher bond ratings, resulting in a lower cost of funds. 
� Reduced interest expense to the home buyer or multifamily project sponsor. 
� Continuation of a mortgage insurance program. 
� Elimination of special hazard insurance requirements. 
� Reduction or suspension of other credit enhancements on Agency bond issues. 

The costs of not meeting these requirements include: 

� The possibility of a technical default under one of the covenants contained in our swap, bond, 
liquidity, or bond insurance agreement. 

� Jeopardizing the Agency's Aa3/A+ ratings of its insurance claims paying ability. 
� Jeopardizing ratings on the Agency's currently outstanding bonds. 
� An increase in the Agency's cost of funds. 
� Increased cost of credit enhancement and liquidity for variable rate bonds.  
� Less favorable terms for new financial agreements including interest rate swaps. 
� Reduction in the number of willing financial partners such as investors, bond insurers, liquidity 

providers, and swap counterparties. 

Staff fully intends to continue the strong management practices, sound program planning, and 
internal control systems that have allowed us to maintain the Agency’s issuer credit rating, and 
further expects to achieve financial results in the future consistent with current issuer credit ratings 
from both Moody's and S & P. 

Other Prudent Reserves.  A portion of the Agency’s equity is restricted to protect the Agency’s 
assets from potential losses due to interest rate risk, natural catastrophes such as earthquakes and 
floods, risk associated with the multifamily loan portfolio, negative arbitrage, uncollateralizable 
investment agreements, and unanticipated interest rate swap terminations.

Interest Rate Risk.  CalHFA’s variable rate bond strategy has been the key to offer attractively 
priced loan products during this decade’s housing boom.  Utilizing variable rate bonds, while hedging 
long-term exposure with interest rate swaps, enables borrowers to take advantage of CalHFA’s 
significantly reduced cost of funds.  As of December 31, 2007, the Agency had $5.6 billion of variable 
rate bonds outstanding. 

Given the Agency's outstanding variable rate bonds, it should set aside reserves to cover the risk of 
rising rates, the costs of acquiring or replacing interest rate hedges, and certain risks related to such 
hedges.  For example, hedges the Agency might enter into to reduce its tax-exempt interest rate risk 
are likely to leave exposure to the risk of tax law changes that would reduce or eliminate personal 
and corporate income taxes.  Another risk would be counterparty failure in connection with an interest 
rate swap or cap.  In this regard, it should be noted that as of December 31, 2007, the market value 
of the Agency's interest rate swaps, consisting of over 130 transactions, was a negative $228 million.  
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What this means is that, if all of our counterparties were to fail, the Agency would owe termination 
payments in this amount.   

Because interest rates could rise, either because the Federal Reserve raises short-term rates or 
because changes in tax law could reduce the value of the tax exemption, the Agency needs to set 
aside a substantial reserve against this risk. 

Natural Catastrophes.  In order to provide more financing for affordable housing in high-cost areas 
of the state, the Agency petitioned the rating agencies to allow a higher percentage of home loans to 
be made to purchasers of condominiums.  The rating agencies agreed, but only if the Agency would 
establish a reserve in an amount equal to 1% of the unpaid principal balance of such loans to 
effectively insure the loan portfolio against losses in the event of an earthquake.  The Agency 
currently has in its portfolio a total of $2 billion of loans for condominiums.   

A portion of the Agency’s multifamily loan portfolio is insured under a $50 million multifamily 
earthquake and flood insurance policy which has a 5% deductible, and does provide for loss of 
income for one year.  The Agency has restricted equity to supplement the coverage not provided by 
the policy. 

Project Maintenance.  Equity is restricted to protect the Agency from possible losses on multifamily 
project loans. It should be recognized that the Agency could be called upon at any time to meet 
certain deficits as a result of debt service shortfalls on project loans.  Given the size of the Agency’s 
$1.71 billion multifamily loan portfolio and the substantial pipeline of new loans to be originated or 
acquired, reserves must be available as a reasonable protection from late payments, emergency 
maintenance needs or various cashflow shortfalls.   

Negative Arbitrage.  The Agency expects to continue to be unable to invest a portion of the 
proceeds of its bonds and certain loan prepayments at rates equal to the cost of funds of each 
transaction.  Equity has been reserved to protect the Agency against such negative arbitrage and to 
ensure the Agency’s ability to pay debt service on these bonds. 

Investment Risks.  A portion of the Agency’s earlier investment agreements do not contain 
collateralization requirements. During the term of these agreements, the Agency’s principal and 
interest are potentially at risk.  The Agency has allocated equity to provide liquidity to meet debt 
service obligations in the event one or more of these investment agreement providers experiences 
financial difficulty.
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4.  EQUITY ANALYSIS BY FUND AND ACCOUNT: 

The Agency’s total equity at December 31, 2007 was $1.4 billion (Housing Finance Fund) and $70.5 
million (Housing Loan Insurance Fund).  All of this equity is restricted per the requirements described 
previously and as detailed below.  As approved by the Board and within rating agency standards, the 
Agency reinvests and leverages a portion of its restricted equity to support Housing Assistance Trust 
programs not funded through the use of bond proceeds. 

Bond Indenture Equity.  As of December 31, 2007, $772 million of the Agency’s total equity is 
restricted within the bond indentures.  All of the bond indenture equity is subject to the indenture and 
rating agency requirements described above, and a portion of the bond indenture equity supports the 
Agency’s operating budget. 

Contract Administration Programs.  The Agency administers loan and grant programs for the 
Rental Housing Construction Program, the School Facilities Fee Down Payment Assistance 
Program, and the California Homebuyer’s Down Payment Assistance Program.  Funding of these 
programs was appropriated by the legislature to other departments and agencies within the state that 
have contracted with the Agency for this purpose.  The equity of $211 million at December 31, 2007 
is unavailable for Agency reallocation.  This portion of the Agency's equity will grow as Proposition 46 
and Proposition 1C programs are funded. 

Housing Assistance Trust (HAT).  As of December 31, 2007 HAT accounts for $265 million of the 
Agency’s total equity.  All of the equity in HAT is required to meet general obligation pledges and 
capital adequacy requirements.  While meeting these financial requirements, the Agency may also 
invest these funds in support of Agency programs which are not otherwise funded by bond proceeds. 

Through HAT, CalHFA invests in a number of special lending programs which are targeted to special 
affordable housing needs in support of the primary Homeownership and Multifamily lending programs 
and in support of the mortgage insurance programs.   Prudent management consistent with rating 
agency standards allows CalHFA to invest some of its restricted reserves in Agency programs 
through the Trust and still meet its capital adequacy and reserve requirements.  These special HAT 
programs are discussed elsewhere herein. 

The concept of using HAT as a means for making program-related investments of restricted reserves 
makes HAT ideal as a revolving loan fund for a variety of purposes and programs. Monies in HAT 
may be utilized for short and intermediate term loan warehousing purposes in support of the 
Agency's main line lending programs.  Examples of these kinds of investments include warehousing 
of loans that await assignment to bond issues, warehousing of permanent multifamily loans, and 
warehousing of multifamily loan participations that cannot be financed with federally tax-exempt 
bonds. 

Supplementary Bond Security Account (SBSA).  The statutorily established Supplementary Bond 
Security Account accounts for $62 million of the Agency’s equity at December 31, 2007.  This equity 
is subject to many influencing factors such as rating agency requirements, loss protection against 
loan default risks, interest rate risks, natural catastrophes, and negative arbitrage.  The SBSA is 
being used to indemnify the Housing Loan Insurance Fund against losses on certain CalHFA loans 
the Agency must insure, under the terms of its bond indentures, that may be supplemental or 
replacement insurance coverage.   

Based on the bonds outstanding to date and estimates of the bonds to be issued and loans to be 
originated, the Supplementary Bond Security Account will be fully pledged for the duration of the 
Five-Year Business Plan. 
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Emergency Reserve Account (ERA).  The Emergency Reserve Account accounted for $76 million 
of the Agency’s equity at December 31, 2007.  The equity within the ERA enables the Agency to 
meet its rating agency requirements for its general obligation pledges and the maintenance of its 
capital adequacy requirements.  It provides the primary source of loss protection for the Agency’s 
assets and has been reinvested in support of the Agency’s insurance programs. 

All of the ERA equity and the equity of other accounts back the Agency’s general obligation bonds of 
$1.68 billion. The Agency’s general obligation will continue to be pledged to provide security for 
bonds to interest rate swap counterparties. 
   
All of the equity in the ERA supports the maintenance of the Agency’s issuer credit ratings and 
capital adequacy position.  The maintenance of these reserve requirements at the levels prescribed 
by the rating agencies is as critical to the Agency’s ability to achieve its mission as are the regulatory 
capital requirements of any other conventional marketplace lending institution. 

Because the Emergency Reserve Account does not need to be held entirely in liquid form, it currently 
serves as a source to warehouse multifamily loans.  Although in general the ERA is potentially 
available for legal claims and risk management purposes, the following describes how the amounts 
on deposit in the ERA are provisionally allocated to particular contingencies.  These allocations are 
indicated for administrative purposes only and do not represent limitations on the use of the ERA for 
each contingency category. The account has multiple obligations which potentially could greatly 
exceed its $76 million balance. 

 Mortgage Insurance.  The Agency's Housing Loan Insurance Fund has restricted reserves 
of $70 million.  The Agency’s Five-Year Business Plan has a goal of insuring $2.3 billion in new 
mortgages.  Housing Finance Fund reserves would be available to be loaned to the Insurance Fund 
to increase the amount of its loan loss reserves, should the need arise.   

On March 20, 2003, the Board of Directors authorized the Agency to provide financial support to the 
Housing Loan Insurance Fund from monies in the much larger Housing Finance Fund by means of a 
line of credit of up to $100 million.  The purpose of the line of credit is to satisfy credit rating agency 
concerns about the Insurance Fund's claims-paying ability during times of severe economic stress 
when the insurance Fund's reserves may conceivably become depleted as more and more claims 
are paid.  Draws on the line of credit from the Housing Finance Fund will constitute interfund loans. 

 General Obligations.  CalHFA has $1.68 billion in outstanding bonds that are backed, in 
whole or in part, by the Agency's general obligation (not the State’s) in addition to any external credit 
enhancement (bond insurance or letters of credit).  The rating agencies use the shortfall resulting 
from the worst-case cashflows on the Agency’s general obligation bonds as a charge against equity.  
CalHFA maintains a liquidity reserve for part of this requirement in the ERA.  The balance of the 
reserves is applied from other sources such as HAT loans and various bond issues. The reserve is 
available in the event that the Agency is called upon to make advances to general obligation bond 
programs to pay debt service, or to reimburse the bond insurer for losses, or liquidity banks for 
purchasing variable rate bonds that could not be remarketed.  The reserve is also available for 
protection against potential losses from interest rate fluctuations and from counterparty failure related 
to interest rate swaps or other hedge instruments.  In addition, to cover worst-case deficiencies in 
each fiscal year's new bond issues, the Agency has made temporary pledges of up to $75 million 
which are released upon delivery of new cash flow runs.  This use of the Agency general obligation 
will be duplicated in future issues. 

 Investment Reserves.  CalHFA’s bond issues create capital in the form of proceeds for the 
purchase of mortgages. As described in the CalHFA Investment Policy, usually these proceeds are 
invested with financial institutions with whom the Agency enters into investment agreements.  During 
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the term of these agreements, principal and interest are at risk, especially from certain early 
investment agreements which do not contain collateralization requirements.  A portion of the ERA is 
allocated to provide liquidity to meet debt service obligations in the event of financial difficulties with 
an investment agreement until such time as the funds can be withdrawn from the investment 
accounts. 

 Self-Insured Earthquake Coverage.  To provide affordable single family housing in high-
cost regions of the state, CalHFA petitioned the rating agencies to allow a higher percentage of loans 
to be made for purchasers of condos.  The rating agencies agreed, but only if the Agency established 
a non-bond reserve of 1% of the loan amount for all condo loans made in earthquake zone areas.  
The Agency has a total of $2.46 billion of loans on condos in its portfolio.  The Agency maintains a 
1% reserve for new and resale condos in a Supplementary Reserve Account for $24.6 million.   

The Agency has also obtained earthquake and flood insurance for its multifamily portfolio with a 5% 
deductible.   

 Asset Management.  Various multifamily properties may have maintenance and debt service 
shortfalls due to a variety of factors.  The Agency may be called upon at any time to meet certain 
funding needs (i.e., property taxes, utilities, workouts, etc.).  In addition to loan loss reserves, a set-
aside of $3 million designed for liquidity purposes is an available equity reserve for the Agency’s 
multifamily loan portfolio, now totaling $1.7 billion of unpaid principal balance. 

Operating Account.  The Operating Account accounts for $38 million of the Agency’s equity at 
December 31, 2007. This equity is restricted for meeting the Agency’s capital adequacy and general 
obligation requirements, as well as funding the Agency’s operating budget and financing reserves. 

5.  BUSINESS PLAN ASSUMPTIONS: 

Cashflow analyses of the Agency’s bond programs are again this year being prepared for the 
purpose of determining the financial strength of these programs.  While these cashflow analyses are 
being prepared primarily for review by the credit rating agencies, they will also be used by the 
Agency to analyze the current equity position of any program and to forecast future net revenues 
under different interest rate scenarios.  Applying the factors influencing restrictions of the Agency’s 
equity, the resulting analysis quantifies the amount of restricted equity which could be reinvested in 
support of new or expanded programs as described in the Business Plan and projects the timing of 
such reinvestment opportunities. 

Implementation of the Five-Year Business Plan as presented in this summary is dependent upon 
realization of the underlying assumptions.  The plan is intended, however, to remain flexible in the 
event that actual events differ from these assumptions. 

Major Assumptions 

� Origination of $5.8 billion of new home loans to be financed with a combination of tax-exempt 
and taxable bonds. 

� Commitments of $1.0 billion of multifamily loans to be financed with agency general 
obligation, issued as either tax-exempt or taxable bonds.  

� Insurance of approximately $2.3 billion of mortgages. 
� Sufficient Private Activity Bond (PAB) allocation.  In the out years of the Plan, increasing 

amounts of PAB may be required if the Agency’s opportunity to recycle prior single family 
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allocation by means of replacement refundings or direct purchase of replacement loans 
deteriorates.  Recycling opportunities may decline because of the delayed effect of certain 
prior changes to federal tax law. 

� Ability to rely on variable rate financing structures (both swapped and unswapped) to achieve 
interest rate savings.  If bank liquidity for put bonds becomes unavailable, other variable rate 
structures would need to be cost effective. 

� Agency fund balances are adequate over the life of the Plan to maintain capital reserve 
requirements related to credit adjustments, real estate losses and Agency general 
obligations. 

Other Assumptions.  Several other programmatic and financial assumptions were made to arrive at 
the projections comprising the Agency's Five-Year Business Plan.  The following is a summary of 
such assumptions: 

� Losses from the home loan portfolio are contained through loss mitigation efforts and an 
aggressive REO disposition strategy. 

� Capital reserve requirements for multifamily loans can be reduced through risk-sharing 
agreements or other forms of credit enhancement and as a result of continued low 
delinquency and default rates. 

� Homeownership prepayments to be received according to the following table: 

     MORTGAGE RATES      % OF PSA RATE

 Below 4.00% 100% 
 4.00% - 4.99% 180% 
 5.00% - 5.99% 250% 
 6.00% - 6.99% 290% 
 7.00% - 7.99% 325% 

� Average investment rate in the absence of investment agreements to equal one month 
LIBOR. 

� Financial strength of the entire multifamily portfolio to remain at the current level. 
� Interest rates remain sufficiently low during the life of the Plan so that significant economic 

savings can continue to be generated by means of variable-rate bond strategies, especially 
when applied to the refunding of prior bonds. 

� Operating budget is assumed to increase an average of 5% per year. 
� California real estate valuations fall during 2008 but begin to flatten out in 2009 and beyond. 
� No unexpected insurance losses. 
� No principal losses from investments. 
� No failures of swap counterparties or unanticipated swap termination events. 
� Only minor changes in the value of the federal tax exemption. 
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RESOLUTION 08-18 

 WHEREAS, pursuant to the Zenovich-Moscone-Chacon Housing and Home Finance 
Act ("Act"), the California Housing Finance Agency ("Agency") has the authority to engage
in activities to reduce the cost of mortgage financing for home purchase and rental housing 
development, including the issuance of bonds and the insuring of mortgage loans; 

 WHEREAS, the Agency's statutory objectives include, among others, increasing the 
range of housing choices for California residents, meeting the housing needs of persons and 
families of low or moderate income, maximizing the impact of financing activities on 
employment and local economic activity, and implementing the objectives of the California 
Statewide Housing Plan; 

 WHEREAS, the Agency desires to amend Resolution 07-15 adopted on May 10, 
2007, which committed the Agency to a Business Plan for the years 2007/2008 through 
2011/2012; and 

 WHEREAS, the Agency has presented to the Board of Directors a fiscal year 
2008/2009 through 2012/2013 annual update of the Business Plan, in order to adjust to the 
ever changing economic, fiscal and legal environment, which updated Business Plan is 
designed to assist the Agency to meet its statutory objectives, to address the housing needs 
of the people of California and to provide the Agency with the necessary road map to 
continue its bond, mortgage financing, and mortgage insurance activities well into the future. 

 NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Agency 
as follows: 

 1. The updated 2008/09-2012/13 Five-Year Business Plan, a copy of which is 
attached hereto and made a part hereof, is hereby fully endorsed and adopted. 

 2. In implementing the updated Business Plan, the Agency shall strive to satisfy 
all the capital adequacy, reserve, and any other requirements necessary to maintain the 
Agency's general obligation credit ratings and the current credit ratings on its debt obligations, 
to comply with the requirements of the Agency's providers of credit enhancement, liquidity, 
and interest rate swaps and caps, and to satisfy any other requirements of the Agency's bond 
and insurance programs. 

 3. Because the updated Business Plan is necessarily based on various economic, 
fiscal and legal assumptions, in order for the Agency to respond to changing circumstances,  
the Executive Director shall have the authority to adjust the Agency's day-to-day activities to 
reflect actual economic, fiscal and legal circumstances in order to attain goals and objectives 
consistent with the intent of the updated Business Plan. 
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Resolution 08-18 
Page 2 

I hereby certify that this is a true and correct copy of Resolution 08-18 adopted at a duly 
constituted meeting of the Board of Directors of the Agency held on May 14, 2008, at 
Burbank, California. 

   ATTEST:    
            Secretary 

Attachment 
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State of California 

M E M O R A N D U M 

To: Board of Directors                      Date:  April 29, 2008 
 California Housing Finance Agency  

From: Theresa A. Parker, Executive Director
 California Housing Finance Agency 

Subject: BOARD RESOLUTION 08-19: CalHFA OPERATING BUDGET 2008-2009 

Consistent with the final CalHFA Five-Year Business Plan presented to you, attached for 
your approval is the proposed FY 2008-09 CalHFA Operating Budget of $46.2 million.  This 
budget is based on the discussions with the Board of Directors (Board) at its March 19, 
2008 meeting, when staff presented the preliminary CalHFA Five-Year Business Plan for 
fiscal years (FY) 2008-09 through 2012-2013, which included strategic projects and 
initiatives developed to ensure the long-term viability of the agency.   

In the budget development process, CalHFA senior managers were mindful of current 
economic conditions and the budget difficulties confronting other State agencies at this 
time.  The managers also considered the projected CalHFA lending and mortgage 
insurance program activities, current year budget and past year expenditures.   

The proposed FY 2008-09 CalHFA Operating Budget reflects a 1.07% increase over the 
budget that was approved by the Board for FY 2007-08; and a 0.46% increase over the 
preliminary budget that was submitted to the Department of Finance (DOF) for the 
Governor’s Proposed Budget for FY 2008-09 (print released in January 2008).  The 
Governor’s Proposed Budget included: 

� Exempt management position compensation adjustments previously approved by the 
Board pursuant to SB 257;

� Prorata share of cost adjustment based on the 9% increase projected by the DOF for 
the central state administrative services provided to CalHFA by other state departments 
(e.g., the State Controller and State Treasurer);  

� Lease cost increases calculated for the agency’s three locations based on the 
Consumer Price Index (CPI) adjustment projected by the Department of General 
Services; and 

� Increases to specified Operating Expenses and Equipment line items based on the 
2.4% CPI adjustment projected by DOF.

The primary changes reflected in the proposed FY 2008-09 CalHFA Operating Budget fall 
under the Personal Services category and the Consulting and Professional Services line 
item of the Operating Expenses and Equipment category.

The attached chart depicts the changes in agency positions proposed for FY 2008-09.  
With the internal position redirections and reductions proposed, a net increase of five new 
positions and 1.4 position equivalents in Temporary Help is reflected under the Personal 
Services category for FY 2008-09.  The costs associated with the positions changes are  
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offset by a reduction of over $300,000 in the amount previously budgeted under Consulting 
and Professional Services for the outside consultant contracts that have been used to 
perform work associated with the proposed new positions.   

Additionally, under the Personal Services category, a $49,000 increase in salaries and 
wages is proposed for an Exempt management compensation program in FY 2008-09 
pursuant to SB 597.  This amount would be available should any increases in 
compensation be approved by the Board in FY 2008-09 (please see attached memo on 
this item).

The list of contracts included in the budget materials mailed to you total $9.2 million and is 
included under the Consulting and Professional Services line item.  This amount includes 
$5.2 million for contracts associated with the CalHFA strategic projects and initiatives in FY 
2008-09.

The proposed FY 2008-09 CalHFA Operating Budget is based on the most current 
information and assumptions available to staff.  To the extent that new business 
opportunities are presented to the agency, staff will return to the Board for special 
consideration if staffing and funding augmentations are needed to implement such new 
initiatives.

In summary, excluding the general State prescribed increases associated with Prorata and 
the CPI, the proposed FY 2008-09 Operating Budget actually reflects a decline in 
resources and funding authority that was approved for FY 2007-08 to carryout the agency’s 
lending and mortgage insurance activities and strategic projects and initiatives.  CalHFA’s 
operations continue to be entirely self-funded and have no state general or special fund 
impact.  Again, staff is mindful of the state’s current budget difficulties and looks forward to 
continuing the agency’s efforts to help to improve the state’s economic conditions.  

Attachments 
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State of California 

M E M O R A N D U M 

To: Board of Directors                      Date:  April 29, 2008 
 California Housing Finance Agency  

From: Theresa A. Parker, Executive Director
 California Housing Finance Agency 

Subject: Budget Request for Exempt Employees Salary Increases/Bonuses Program

Consistent with SB 257, CalHFA statutes require that “compensation of key exempt  
management, . . .shall be established by the board in the agency’s annual budget. . . ” 
Although the Compensation Committee has not met to discuss next steps for the process, 
including approval of any salary increases for key exempt management covered under SB 
257, I am including this funding request for the CalHFA Board’s consideration per the 
above cited language in CalHFA’s statutes.  At the next meeting of the Compensation 
Committee, I propose to recommend to the Committee salary increases and a bonus 
program for the key exempt managers to maintain retention now that we have completed 
recruitment for all vacant positions.  Any salary increases or bonuses would be based on 
recommendations included in the Performance Reviews for individuals for the calendar 
year 2007.

The recommendation for the concept of a bonus program is offered as an additional 
option/alternative to straight salary increases that result in higher base levels for employee 
retirement.  This concept will be modeled on the bonus program for Career Executive 
Assignments (CEAs) at CalPERS and will be discussed with the Department of Personal 
Administration for their support and concurrence on approach. 

As noted above, I plan to come into the Compensation Committee with a specific 
recommendation for a subset of the eligible management pool.  I am not including the 
recommendation for individual compensation in this memo, but would note that this request 
to establish a compensation pool represents approximately 3 percent of the salaries for all 
the key exempt managers.   I would offer an additional detail, and that is, I do not plan to 
request any salary adjustment for the Executive Director, or make a recommendation for 
the Chief Deputy Director.
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Actual Budgeted Proposed
EXPENDITURE ITEM 2006-07 2007-08 2008-09

PERSONAL SERVICES

Authorized Salaries $17,188 $22,136 $22,624

Proposed Exempt Employee Compensation Adjustments 49

Estimated Salary Savings (1,107) (1,134)

Staff Benefits 5,551 6,309 6,462

TOTALS, Personal Services $22,739 $27,338 $28,001

OPERATING EXPENSES AND EQUIPMENT

General Expense 772 757 757
Communications 651 725 781
Travel 596 580 665
Training 199 185 244
Facilities Operation 2,729 3,000 3,007
Consulting & Professional Services 4,229 9,890 9,212
*Central Admin. Serv. 1,490 1,971  2,150
Information Technology 639 825 936
Equipment 415 400 405

TOTALS, Operating Expenses and Equipment $11,720 $18,333 $18,157

TOTALS, EXPENDITURES $34,459 $45,671 $46,158

* Central Administrative Services: These are service costs (e.g., Finance, Controller,
Personnel Board, Treasurer, Legislature, etc.) incurred by the Agency.  These charges
are calculated by the Department of Finance using a formula that takes three budget
years into consideration.

(DOLLARS IN THOUSANDS)

CALIFORNIA HOUSING FINANCE AGENCY
2008-09

CONSOLIDATED CALHFA AND MIS FUNDS OPERATING BUDGET
DETAILS OF EXPENDITURES
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Actual Budgeted Proposed
EXPENDITURE ITEM 2006-07 2007-08 2008-09

PERSONAL SERVICES

Authorized Salaries $16,526 $21,161 $21,571

Proposed Exempt Employee Compensation Adjustments 39

Estimated Salary Savings (1,058) (1,081)

Staff Benefits 5,310 6,031 6,159

TOTALS, Personal Services $21,836 $26,134 $26,688

OPERATING EXPENSES AND EQUIPMENT

General Expense 733 717 717
Communications 630 700 756
Travel 565 530 635
Training 182 160 224
Facilities Operation 2,633 2,900 2,937
Consulting & Professional Services 3,829 9,448 8,787
*Central Admin. Serv. 1,415 1,916  2,092
Information Technology 618 800 911
Equipment 363 350 355

TOTALS, Operating Expenses and Equipment $10,968 $17,521 $17,414

Distributed Administration ($373) ($552) ($558)

TOTALS, EXPENDITURES $32,431 $43,103 $43,544

* Central Administrative Services: These are service costs (e.g., Finance, Controller,
Personnel Board, Treasurer, Legislature, etc.) incurred by the Agency.  These charges
are calculated by the Department of Finance using a formula that takes three budget
years into consideration.

DETAILS OF EXPENDITURES

(DOLLARS IN THOUSANDS)

CALIFORNIA HOUSING FINANCE AGENCY
2008-09

CalHFA FUND OPERATING BUDGET
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Actual Budgeted Proposed
EXPENDITURE ITEM 2006-07 2007-08 2008-09

PERSONAL SERVICES

Authorized Salaries $662 $975 $1,053

Proposed Exempt Employee Compensation Adjustments 10

Estimated Salary Savings (49) (53)

Staff Benefits 241 278 303

TOTALS, Personal Services $903 $1,204 $1,313

OPERATING EXPENSES AND EQUIPMENT

General Expense 40 40 40
Communications 21 25 25
Travel 31 50 30
Training 17 25 20
Facilities Operation 96 100 70
Consulting & Professional Services 400 442 425
*Central Admin. Serv. 75 55  58
Information Technology 21 25 25
Equipment 52 50 50

TOTALS, Operating Expenses and Equipment $752 $812 $743

Distributed Administration $373 $552 $558

TOTALS, EXPENDITURES $2,028 $2,568 $2,614

* Central Administrative Services: These are service costs (e.g., Finance, Controller,
Personnel Board, Treasurer, Legislature, etc.) incurred by the Agency.  These charges
are calculated by the Department of Finance using a formula that takes three budget
years into consideration.

(DOLLARS IN THOUSANDS)

CALIFORNIA HOUSING FINANCE AGENCY
2008-09

MIS FUND OPERATING BUDGET
DETAILS OF EXPENDITURES

382



April 25, 2008

PERSONNEL YEARS AMOUNT

Actual Budgeted Proposed Actual Budgeted Proposed
DIVISION 2006-07 2007-08 2008-09 2006-07 2007-08 2008-09

EXECUTIVE OFFICE 5.4 7.0 8.0 $453,047 $665,271 $769,541

ADMINISTRATION 16.0 21.0 22.0 $789,133 $1,212,407 $1,258,298

FINANCING 11.3 15.0 16.0 $960,981 $1,276,637 $1,324,405

FISCAL SERVICES 58.6 76.0 73.0 $3,123,599 $4,393,663 $4,154,441

LEGAL 17.5 19.0 22.0 $1,429,325 $1,745,554 $1,973,000

MARKETING 6.8 7.0 8.0 $474,847 $499,756 $545,589

I.T. 16.7 19.0 20.0 $1,263,870 $1,425,934 $1,560,546

HOMEOWNERSHIP 48.9 55.0 60.0 $2,765,674 $3,629,350 $3,946,368

MIS 10.4 13.0 14.0 $571,225 $974,964 $1,052,700

MULTIFAMILY 30.6 40.0 34.0 $2,088,056 $3,068,602 $2,716,073

ASSET MANAGEMENT 30.5 34.0 34.0 $1,956,043 $2,399,317 $2,413,487

Temporary Help 26.2 16.4 17.8 $1,208,576 $738,500 $801,000

Overtime 0.0 0.0 0.0 $103,492 $106,080 $109,000

TOTAL SALARIES 278.9 322.4 328.8 $17,187,867 $22,136,035 $22,624,448

Proposed Exempt Employee Compensation Adjustments $49,000

Less Salary Savings* (16.1) (16.4) ($1,106,802) ($1,133,672)

NET SALARIES 278.9 306.3 312.4 $17,187,867 $21,029,233 $21,490,776

*This figure represents a normal rate of vacancies and lag time in refilling
positions in accordance with State budget practices.

CALIFORNIA HOUSING FINANCE AGENCY
2008-09

SUMMARY
PERSONNEL YEARS AND SALARIES
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ORGANIZATIONAL UNIT NUMBER OF POSITIONS EXPENDITURES
Filled Authorized Proposed Actual Estimated Proposed

Classification 2006-07 2007-08 2008-09 2006-07 2007-08 2008-09
(Salary Range)

OPERATIONS
Executive Office

Executive Director 1.0 1.0 1.0 $9,824-10,625 $175,000 $175,000
Chief Deputy Director 0.5 1.0 1.0 9,237-9,992 175,000 175,000
Data Processing Manager III - - 1.0 6,884-7,968 0 95,616
Director of Legislation 1.0 1.0 1.0 6,785-7,337 95,500 95,500
Assoc Govtl Prog Analyst 1.0 1.0 1.0 4,255-5,172 64,546 64,173
Adm Asst II 1.0 1.0 1.0 4,255-5,172 64,546 64,173
Adm Asst I - 1.0 2.0 3,538-4,499 46,361 100,079
Executive Secretary 0.9 1.0 - 2,921-3,551 44,318 0
Totals, Executive Office 5.4 7.0 8.0 $453,047 $665,271 $769,541

Administrative Division
Director's Office:

C.E.A. I 1.0 1.0 1.0 7,647-8,433 108,928 108,300
Staff Services Mgr III - - 1.0 6,556-7,228 0 82,606
Staff Services Mgr II - 1.0 - 5,970-6,506 73,962 0
Adm Asst I 0.8 1.0 1.0 3,538-4,499 56,148 55,824
Totals, Director's Office 1.8 3.0 3.0 $154,814 $239,038 $246,730

Administrative Services:
Staff Services Mgr I 1.0 2.0 2.0 4,912-5,926 140,871 140,058
Pers Selection Consultant I 1.0 1.0 1.0 4,678-5,643 67,779 67,388
Telecomm Sys(s) Analyst II 0.3 1.0 1.0 4,255-5,431 67,779 67,388
Assoc Bus Mgt Analyst 1.8 2.0 2.0 4,255-5,172 119,521 118,831
Training Officer I 0.7 1.0 1.0 4,255-5,172 64,546 64,173
Business Service Officer II-Spec 0.1 - - 3,877-4,912 0 0
Sr Pers Services Spec 0.8 1.0 - 3,538-4,499 53,669 0
Staff Services Analyst-Gen 2.9 4.0 6.0 2,724-4,300 214,677 320,112
Office Techn-Typing 2.1 3.0 2.0 2,598-3,157 118,189 78,336
Office Techn-Gen - - 1.0 2,551-3,103 0 31,656
Pers Services Spec I 1.0 1.0 1.0 2,516-3,933 49,084 48,801
Business Service Assistant-Spec - - 1.0 2,413-3,586 0 39,123
Mgt Services Techn 1.4 1.0 - 2,413-3,313 41,345 0
Program Techn 1.0 1.0 1.0 2,205-2,877 35,909 35,702
Office Asst-Typing 0.1 - - 2,073-2,733 0 0
Totals, Administrative Services 14.2 18.0 19.0 $634,319 $973,369 $1,011,568
Totals, Administrative Division 16.0 21.0 22.0 $789,133 $1,212,407 $1,258,298

Financing Division
Financing Services:

Director 1.0 1.0 1.0 9,115-9,857 170,000 170,000
Risk Manager 1.0 1.0 1.0 8,611-9,314 137,500 137,500
Financing Chief 1.0 1.0 1.0 7,208-7,947 99,175 98,603
Acctg Administrator III 1.0 1.0 1.0 6,556-7,228 90,211 89,690
Financing Ofcr 3.4 4.0 4.0 5,913-7,148 356,814 354,755
Financing Spec 2.0 2.0 2.0 4,674-5,681 141,801 140,983
Financing Assoc 1.0 2.0 2.0 4,255-5,172 117,648 116,969
Adm Asst I 0.5 1.0 1.0 3,538-4,499 56,150 55,826
Staff Services Analyst-Gen 0.4 2.0 3.0 2,724-4,300 107,338 160,079
Totals, Financing Services 11.3 15.0 16.0 $960,981 $1,276,637 $1,324,405

2260 CALIFORNIA HOUSING FINANCE AGENCY
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Fiscal Services and Loan Servicing Divisions:
Fiscal Services:

Comptroller, C.E.A. II 1.0 1.0 1.0 7,302-8,051 103,993 103,380
Acctg Administrator III 1.0 1.0 1.0 6,556-7,228 90,211 89,690
Acctg Administrator II 3.3 4.0 4.0 5,393-6,506 310,889 309,096
Sr Adm Analyst-Acctg Sys 0.5 2.0 1.0 5,393-6,506 141,750 70,466
Staff Adm Analyst-Acctg Sys - 1.0 - 4,912-5,926 61,302 0
Acctg Administrator I-Supvr 1.9 3.0 3.0 4,912-5,926 209,225 208,018
Acctg Administrator I-Spec 6.9 9.0 9.0 4,674-5,681 600,396 596,932
Sr Acctg Officer-Supvr 0.8 - - 4,470-5,393 0 0
Assoc Acctg Analyst 0.9 1.0 3.0 4,467-5,431 67,775 203,502
Assoc Adm Analyst-Acctg Sys 0.9 1.0 - 4,467-5,431 67,775 0
Sr Acctg Officer-Spec 7.5 9.0 9.0 4,255-5,172 603,793 600,309
Acctg Officer - Spec - - 6.0 3,715-4,516 0 304,992
Mortgage Loan Acctg Ofcr 4.0 3.0 1.0 3,715-4,516 169,079 56,035
Accountant Trainee 6.4 11.0 4.0 3,133-3,628 498,012 180,048
Staff Services Analyst-Gen 0.5 1.0 1.0 2,724-4,300 33,996 33,799
Office Techn-Typing 2.7 5.0 3.0 2,598-3,157 176,062 105,028
Office Techn-Gen - - 1.0 2,551-3,103 0 34,800
Mgt Services Techn 1.2 - 2.0 2,413-3,313 0 82,224
Office Asst-Typing 1.3 - - 2,073-2,733 0 0

  Loan Servicing:
Housing Finance Ofcr 1.0 3.0 1.0 5,913-7,148 233,366 88,692
Housing Finance Spec 2.0 - 2.0 4,674-5,681 0 140,976
Housing Finance Assoc 3.6 5.0 4.0 4,255-5,172 322,726 256,692
Housing Finance Asst 3.5 3.0 4.0 3,538-4,300 224,193 213,408
Housing Finance Trainee 1.0 2.0 2.0 2,724-3,586 89,507 88,990
Office Techn-Typing 2.3 5.0 5.0 2,598-3,157 179,544 178,508
Mgt Services Techn 1.6 2.0 2.0 2,413-3,313 82,694 82,216
Office Asst-Typing 1.8 3.0 3.0 2,073-2,733 102,340 101,750
Office Asst-Gen 1.0 1.0 1.0 2,006-2,679 25,035 24,890
Totals, Fiscal Services and Loan Servicing 58.6 76.0 73.0 $3,123,599 $4,393,663 $4,154,441

General Counsel Division
Legal Services:

General Counsel 1.0 1.0 1.0 9,115-9,857 170,000 170,000
Asst Chief Counsel - 1.0 1.0 8,492-10,484 130,753 137,806
Staff Counsel IV 1.0 1.0 1.0 8,486-10,477 130,114 125,110
Staff Counsel III 5.9 5.0 6.0 7,682-9,478 588,502 682,416
Staff Counsel 1.0 2.0 3.0 4,674-7,828 190,624 242,188
Housing Finance Spec 1.0 1.0 5.0 4,674-5,681 70,900 352,440
Sr Legal Analyst 3.9 4.0 2.0 4,467-5,431 271,098 134,767
Assoc Govtl Prog Analyst 1.0 1.0 - 4,255-5,172 64,546 0
Adm Asst I - 1.0 1.0 3,538-4,499 44,154 43,900
Office Techn-Typing 0.7 - - 2,598-3,157 0 0
Sr Typist-Legal 2.0 2.0 2.0 2,504-3,400 84,863 84,373
Totals, Legal Services 17.5 19.0 22.0 $1,429,325 $1,745,554 $1,973,000

Marketing Division
Marketing Services:
    Staff Services Mgr III 1.0 1.0 1.0 6,556-7,228 90,211 89,690

Sr Marketing Spec 1.0 1.0 1.0 5,153-6,264 78,173 77,722
Staff Services Mgr I-Spec 2.0 2.0 2.0 4,912-5,926 147,923 147,070
Staff Info Systems Analyst-Spec 1.0 1.0 1.0 4,898-6,253 74,324 73,895
Housing Finance Spec - 1.0 1.0 4,674-5,681 67,779 67,388
Assoc Govtl Prog Analyst 1.0 - - 4,255-5,172 0 0
Graphic Designer III - - 1.0 4,223-5,134 0 55,024
Office Techn-Typing - - 1.0 2,598-3,157 0 34,800
Mgt Services Techn 0.8 1.0 - 2,413-3,313 41,346 0
Totals, Marketing Services 6.8 7.0 8.0 $474,847 $499,756 $545,589
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Information Services Division
Information Services:

Chief Information Officer 1.0 1.0 1.0 8,064-8,720 125,000 125,000
Systems Software Spec III-Supvr 1.0 1.0 1.0 6,205-7,918 94,106 93,564
Totals, Information Services 2.0 2.0 2.0 $201,454 $219,106 $218,564

Information Systems:
Sr Programmer Analyst-Supvr 1.9 2.0 2.0 5,658-7,220 171,637 170,647
Staff Programmer Analyst-Spec 3.2 2.0 5.0 4,898-6,253 156,079 387,948
Assoc Programmer Analyst-Spec 1.6 2.0 1.0 4,467-5,703 135,548 67,383
Programmer II 1.0 1.0 - 3,900-4,741 48,672 0
Totals, Information Systems 7.7 7.0 8.0 $567,952 $511,936 $625,978

Technical Services:
    Sr Info Systems Analyst - Spec - - 1.0 5,388-6,548 0 85,308

Systems Software Spec II-Tech 1.0 1.0 1.0 5,378-6,864 85,662 85,167
Sr Program Systems Analyst - 1.0 - 5,134-6,239 77,863 0
Staff Info Systems Analyst-Spec 2.0 3.0 4.0 4,898-6,253 243,348 322,592
Systems Software Spec I-Tech 0.7 1.0 - 4,897-6,252 78,026 0
Assoc Info Systems Analyst-Spec 1.3 2.0 2.0 4,467-5,703 123,523 127,151
Asst Info Systems Analyst 1.0 1.0 1.0 3,004-4,742 56,356 56,030
Office Techn-Typing 0.2 - - 2,598-3,157 0 0
Mgt Services Techn 0.8 1.0 1.0 2,413-3,313 30,114 39,756
Totals, Technical Services 7.0 10.0 10.0 $494,464 $694,892 $716,004
Totals, Information Services Division 16.7 19.0 20.0 $1,263,870 $1,425,934 $1,560,546
Temporary Help 14.4 8.4 9.2 609,110 378,500 413,500
Overtime - - - 58,482 76,960 77,000
Totals, Operations 146.7 172.4 178.2 $9,162,395 $11,674,682 $12,076,320

LENDING PROGRAMS
Homeownership Programs

Homeownership Lending:
Director - 1.0 1.0 9,115-9,857 180,000 175,000
Deputy Director 0.2 1.0 1.0 7,915-8,728 108,914 108,286
Adm Asst I - - 1.0 3,538-4,499 0 52,870
Exec Asst 1.0 1.0 - 3,180-3,865 48,231 0

  Production:
Housing Finance Chief 0.8 1.0 - 7,208-7,947 99,175 0
Housing Finance Ofcr 5.0 5.0 4.0 5,913-7,148 446,018 354,755
Housing Finance Spec 5.8 7.0 9.0 4,674-5,681 496,303 634,422
Housing Finance Assoc 10.0 13.0 16.0 4,255-5,172 789,900 966,576
Housing Finance Asst 11.0 9.0 9.0 * 3,538-4,300 530,599 480,190
Housing Finance Trainee 1.0 1.0 1.0 2,721-3,586 44,756 44,498

  Support Staff-Sacramento:
Office Techn-Typing 1.4 2.0 2.0 2,598-3,157 78,792 78,338
Office Techn-Gen 0.8 1.0 1.0 2,551-3,103 31,836 31,653
Office Asst-Gen 0.8 1.0 1.0 2,006-2,679 25,035 24,890

  Special Lending:
Housing Finance Chief - - 1.0 7,208-7,947 0 98,604
Housing Finance Ofcr 2.6 4.0 6.0 5,913-7,148 327,294 488,108
Housing Finance Spec 1.4 - - 4,674-5,681 0 0
Housing Finance Assoc 3.4 4.0 5.0 4,255-5,172 246,738 310,320
Housing Finance Asst 1.1 1.0 1.0 3,538-4,300 53,669 53,360
Housing Finance Trainee - - 1.0 2,721-3,586 0 44,498
Office Techn-Typing 1.0 1.0 - 2,598-3,157 39,396 0
Mgt Services Techn 1.6 2.0 - 2,413-3,313 82,694 0
Totals, Homeownership Programs 48.9 55.0 60.0 $2,765,674 $3,629,350 $3,946,368
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Insurance Program
CA Housing Loan Insurance Fund:
  Director's Office:

Director 0.5 1.0 1.0 8,798-9,515 160,000 160,000
Chief 1.0 1.0 1.0 7,208-7,947 94,463 93,918
Adm Asst II 0.5 - 1.0 4,255-5,172 0 64,176
Adm Asst I - 1.0 - 3,538-4,499 44,154 0

  Delinquency and Claims:
Housing Finance Ofcr 1.0 1.0 1.0 5,913-7,148 77,488 77,041

  Product Development/Outreach:
Housing Finance Spec 1.8 2.0 2.0 4,674-5,681 141,800 140,982

  Risk Management:
Housing Finance Ofcr 1.0 1.0 1.0 5,913-7,148 77,488 77,041
Housing Finance Spec 1.6 3.0 4.0 4,674-5,681 187,563 248,641

  Operations:
Housing Finance Ofcr - 1.0 1.0 5,913-7,148 73,794 73,369
Housing Finance Spec 1.0 - - 4,674-5,681 0 0
Housing Finance Assoc 1.0 1.0 1.0 4,255-5,172 64,546 64,173
Housing Finance Asst 1.0 1.0 1.0 3,538-4,499 53,668 53,359
Totals, Insurance Program 10.4 13.0 14.0 $571,225 $974,964 $1,052,700

Multifamily Programs
Multifamily Programs:

Director - 1.0 1.0 8,611-9,314 180,000 210,000
Deputy Director 1.0 1.0 1.0 7,915-8,728 108,914 108,286
Adm Asst I - - 1.0 3,538-4,499 0 53,988

Lending-North:
Housing Finance Chief 2.0 2.0 1.0 7,208-7,947 198,351 98,604
Spec Asst to Director 1.0 1.0 1.0 7,021-8,051 103,996 99,996
Housing Finance Ofcr 5.9 8.0 6.0 5,913-7,148 698,219 520,643
Housing Finance Spec 1.1 4.0 3.0 4,674-5,681 296,170 220,845
Housing Finance Assoc 3.1 4.0 4.0 4,255-5,172 258,180 256,691
Housing Finance Asst 5.0 5.0 2.0 3,538-4,499 268,347 107,976

Technical Support-North:
Sr Housing Constrn Insp 1.0 1.0 1.0 6,460-7,848 90,941 99,772
Housing Constrn Insp - - 1.0 6,022-7,319 0 92,863

Support Staff-North:
Exec Asst 1.0 1.0 - 3,180-3,865 48,231 0
Office Techn-Typing 0.3 2.0 1.0 2,598-3,157 71,822 37,884
Office Asst-Typing 0.7 - - 2,073-2,733 0 0

Special Lending:
Housing Finance Chief 1.0 1.0 - 7,208-7,947 99,175 0
Housing Finance Ofcr 1.0 2.0 - 5,913-7,148 178,408 0
Housing Finance Spec 1.0 - - 4,674-5,681 0 0
Housing Finance Trainee 0.5 1.0 - 2,724-3,586 44,753 0

Lending-South:
Housing Finance Chief - - 2.0 7,208-7,947 0 197,208
Housing Finance Ofcr - - 2.0 5,913-7,148 0 173,548
Housing Finance Spec - - 1.0 4,674-5,681 0 73,615
Housing Finance Asst - - 2.0 3,538-4,499 0 107,976

Technical Support-South:
Supvng Design Ofcr - 1.0 1.0 6,059-7,366 75,616 75,180
Housing Constrn Insp 1.0 1.0 - 6,022-7,319 85,694 0
Sr Design Ofcr 1.0 1.0 - 5,260-6,389 79,736 0
Assoc Design Ofcr 1.0 1.0 1.0 4,797-5,829 72,747 72,327
Housing Finance Assoc 1.0 1.0 1.0 4,255-5,172 64,546 64,173
Housing Finance Trainee 1.0 1.0 1.0 2,724-3,586 44,756 44,498
Totals, Multifamily Programs 30.6 40.0 34.0 $2,088,056 $3,068,602 $2,716,073
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Asset Management
Asset Management:
    C.E.A III 1.0 1.0 1.0 8,030-8,854 114,366 115,644

Adm Asst I 1.0 1.0 1.0 3,538-4,499 56,150 55,826
Asset Management-North:

Housing Finance Chief 1.0 1.0 1.0 7,208-7,947 99,175 98,603
Housing Finance Ofcr 3.0 4.0 3.0 5,913-7,148 356,815 266,067
Housing Maint Insp 3.5 3.0 3.0 5,634-6,843 242,857 259,903
Staff Programmer Analyst-Spec 1.0 1.0 1.0 4,898-6,253 74,324 73,895
Housing Finance Spec 3.0 2.0 2.0 4,674-5,681 150,180 149,314
Housing Finance Assoc 2.0 3.0 3.0 4,255-5,172 193,635 192,518
Housing Finance Asst 1.0 - 1.0 3,538-4,499 0 46,091
Housing Finance Trainee 1.0 1.0 - 2,724-3,586 44,753 0

Support Staff-North:
Office Techn-Typing 1.0 2.0 1.0 2,598-3,157 78,792 39,169
Office Asst-Typing 0.7 - 1.0 2,073-2,733 0 32,796

Asset Management-South:
    Housing Finance Chief 1.0 1.0 1.0 7,208-7,947 93,664 93,124

Housing Finance Ofcr - 1.0 2.0 5,913-7,148 89,204 177,378
Housing Maint Insp 2.0 3.0 3.0 5,634-6,843 233,297 249,673
Housing Finance Spec 3.0 3.0 3.0 4,674-5,681 212,701 211,474
Housing Finance Assoc 1.7 3.0 3.0 4,255-5,172 182,192 181,141
Housing Finance Asst 1.0 1.0 1.0 3,538-4,499 53,664 53,354
Housing Finance Trainee 1.0 1.0 - 2,724-3,586 44,756 0
Mgt Services Techn 1.0 - 1.0 2,413-3,313 0 41,112

Support Staff-South:
Office Techn-Typing 0.6 2.0 1.0 2,598-3,157 78,792 39,169
Office Techn-Gen - - 1.0 2,551-3,103 0 37,236
Totals, Asset Management 30.5 34.0 34.0 $1,956,043 $2,399,317 $2,413,487
Temporary Help 11.8 8.0 8.6 599,465 360,000 387,500
Overtime - - - 45,009 29,120 32,000
Totals, Lending Programs 132.2 150.0 150.6 $8,025,473 $10,461,353 $10,548,128

TOTALS, AUTHORIZED POSITIONS 278.9 322.4 328.8 $17,187,867 $22,136,035 $22,624,448
Regular/Ongoing Positions 252.7 306.0 311.0 15,875,800 21,291,455 21,714,448
Temporary Help 26.2 16.4 17.8 1,208,576 738,500 801,000
Overtime - - - 103,492 106,080 109,000

*Homeownership Division - 1 Housing Finance Assistant is Limited Term (LT) for 2 years.
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 CALIFORNIA HOUSING FINANCE AGENCY
 ACTUAL AND PROJECTED REVENUES AND EXPENSES

OPERATING ACCOUNT
(In millions)

2006/07 2007/08 2008/2009
  (Actual) (Budgeted) (Projected)

Beginning Balance $30.4 $43.1 $44.9

HOUSING REVENUES
  Administrative Fees:
    Single Family/Second Programs 2.4 2.0 2.0
    HUD/Multifamily 2.0 2.0 2.0

  Commitment Fees/Misc. Inc. 2.9 1.7 2.0
  SMIF Interest on Balance 2.0 1.9 1.9
  Operating Transfer 36.2 37.5 36.6
Total Housing Revenues $45.5 $45.1 $44.5

INSURANCE REVENUES
Investments and Premiums 2.0 2.6 2.6

HOUSING AND INSURANCE
TOTAL OPERATING REVENUES $47.5 $47.7 $47.1

EXPENSES
Housing - Operating Budget 32.4         43.1           43.5           
Insurance - Operating Budget 2.0 2.6 2.6

HOUSING AND INSURANCE FUNDS
TOTAL OPERATING EXPENSES $34.4 $45.7 $46.1

Non-Operating Expenses 0.4 0.2 0.5

Ending Balance $43.1 $44.9 $45.4
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 RESOLUTION 08-19 

 CALHFA OPERATING BUDGET 

 FISCAL YEAR 2008/2009 

 WHEREAS, the Board of Directors of the California Housing Finance Agency 
 has reviewed its proposed operating budget for the 2008/2009 fiscal year; 

 NOW, THEREFORE, BE IT RESOLVED as follows: 

 1.          The operating budget attached hereto is hereby 
  approved for operations of the California 
  Housing Finance Agency Fund for fiscal year 
  2008/2009. 

I hereby certify that this is a true and correct copy of Resolution 08-19 adopted at a duly 
constituted meeting of the Board of the Agency held on May 14, 2008, at Burbank, 
California.

     ATTEST: ______________________ 
   Secretary 

Attachment  
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State of California  

M E M O R A N D U M 

To: Board of Directors       Date:  April 29, 2008  

 Bruce D. Gilbertson, Director of Financing 
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: REPORT OF BOND SALE AND INTEREST RATE SWAP AGREEMENTS 
 MULTIFAMILY HOUSING REVENUE BONDS III, 2008 SERIES ABC 

 On April 24th we issued $149,650,000 of tax-exempt variable rate bonds.  The Series A and 
Series B bonds were issued as variable rate demand obligations, for which interest rates are 
reset daily and interest paid semiannually.  The Series C bonds were also issued as variable 
rate demand obligations, for which interest rates are reset daily and interest paid quarterly.
Of the $149,650,000 variable rate bonds, $145,625,000 of bonds are hedged leaving an 
unhedged balance of $4,025,000 which will fund that portion of the construction loans not 
converted to permanent financing.  The bonds are backed by our Aa3/AA- general 
obligation rating.  The bonds are not insured but backed by a standby bond purchase 
agreement with Bank of America, N.A. 

 The Series A/B/C bonds have been issued for two purposes; 1) to finance multifamily loan 
commitments approved by the Board at their January and March meetings and 2) as part of 
the debt restructuring plan discussed with the Board during their March meeting.  Bonds 
amounting to $89,870,000 were used to redeem auction rate securities that were 
underperforming, increasing the Agency’s borrowing costs and identified for restructuring.
The remaining proceeds will be used to provide funds to finance new loans to five 
multifamily projects.  A total of twenty one (21) prior loans will be transferred to this 
financing as a result of the debt restructuring plan.  Attached is a listing of the projects to be 
financed by the Series A/B/C bonds. 

 The redemption of nearly $90 million of auction rate securities is the first step in 
restructuring $465 million of underperforming bonds issued under the Multifamily Housing 
Revenue Bonds III indenture.  In addition we expect to modify the standby bond purchase 
agreements associated with $51 million of bonds and convert $45 million of auction rate 
securities to uninsured VRDOs during May 2008.  The remaining underperforming bonds 
of this indenture, $275 million of auction rate securities, will be restructured over the next 
12 to 18 months.  Certain provisions of federal tax law allow us additional time to complete 
the restructuring without economic consequence to the Agency.
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 As shown in the table below, we have transferred five interest rate swaps associated with 
the bond refunding and will execute three more swaps in May 2008, together in an amount 
related to the transferred and new permanent loans.  The five swaps were transferred as part 
of the economic refunding of the prior bonds.  Consistent with our strategy for previous 
multifamily transactions, amounts related to acquisition/rehabilitation and construction 
loans are not being swapped due to the short term of these loans.  In order to reduce the 
overall cost, we expect to delay the starting date for the three new swaps.  Delaying the 
effective start date enables us to minimize negative investment arbitrage during the period 
between the issuance of the bonds and the date new permanent loans are funded.   

       -2- 

Bond Series Amount of 
Swaps

Start
Dates

End
Dates

Fixed Rates 
Paid to 

Counterparties 

Floating Rate Index 

Series B $26,785,000 8/1/2003 8/1/2036 3.385% 100% of BMA – 0.15% 
Series B $29,035,000 9/1/2005 2/1/2038 4.295% 100% of BMA – 0.15% 
Series C $8,995,000 12/1/2004 8/1/2038 3.883% 60% of LIBOR + 0.26% 
Series C $15,035,000 7/1/2005 2/1/2036 3.968% 60% of LIBOR + 0.26% 
Series C $9,360,000 2/1/2006 8/1/2038 4.06% 60% of LIBOR + 0.26% 
Series A $11,180,000 11/1/2009 TBD TBD TBD 
Series B $21,580,000 8/1/2008 TBD TBD TBD 
Series B $23,655,000 8/1/2009 TBD TBD TBD 

Total $145,625,000     
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Project Name Loan Type Loan Amount Interest Rate
Actual/Projected

Loan Origination Date

New Loans:
Alexis Apartments Construction 8,830,000$           variable May 1, 2008

Permanent 9,600,000             5.00% November 1, 2009
IRP 996,645                5.20% September 10, 2007

Grand Plaza Acq/Rehab 16,400,000$         variable May 1, 2008
Permanent 16,400,000           5.00% June 1, 2009

Bay Avenue Senior Construction 21,580,000$         5.00% May 1, 2008
Permanent 5,450,000             3.00% (1) June 1, 2010

Tahoe Senior Plaza Construction 4,730,000$           variable May 1, 2008

Villa Springs Acq/Rehab 5,700,000$           variable May 15, 2008
Permanent 3,100,000             5.00% February 15, 2009

Transferred Loans:
South Delaware Permanent 773,944$              5.50% May 30, 2006

Belvedere Place Permanent 1,373,175$           5.95% April 8, 2003

Corralitos Creek Permanent 2,388,457$           5.25% April 11, 2005

Kennedy Meadows Permanent 3,446,152$           5.40% October 3, 2006

Noble Towers Permanent 3,841,310$           5.25% October 1, 2005
Second 12,952,742           5.25% October 1, 2005

Oak Tree Village Permanent 24,150,373$         5.45% June 27, 2006

Sierra Madre Permanent 1,437,539$           5.35% April 1, 2008
Bridge 660,000                4.00% April 1, 2008

Willow Glen Senior Permanent 8,168,775$           5.95% December 20, 2002

Baywood Apartments Permanent 3,890,558$           5.25% December 1, 2005

Glenbrook Apartments Permanent 3,758,472$           5.45% January 17, 2006

Mission Gateway Permanent 6,587,088$           5.25% October 6, 2006

Moore Village Permanent 2,989,703$           5.25% October 26, 2005

Moulton Plaza Permanent 448,704$              5.25% November 9, 2006

Oak Court Permanent 1,529,590$           5.25% October 3, 2003

Point Reyes Permanent 660,511$              5.25% May 2, 2007

Tremont Green Permanent 1,540,978$           5.25% September 22, 2005

Union Court Permanent 1,208,389$           5.75% August 18, 2003

Villa Amador Lender 49,739$                3.00% (2) May 18, 2006

Villa Madera Permanent 3,885,288$           5.40% August 5, 2005
Second 403,542                5.40% August 5, 2005
Bridge 1,294,136             4.00% August 5, 2005

West Covina Senior Permanent 2,674,381$           5.25% March 24, 2005

Windrow Apartments Permanent 943,897$              5.25% June 22, 2007

(1) The Agency expects to subsidize the interest rate on the permanent loan to 5.0%.  The source 
     of funds for this subsidy is expected to be the Agency's share of McKinney Act savings from
     certain FAF projects.
(2) This is a lender loan increase.

Projects To Be Financed With The Proceeds of
Multifamily Housing Revenue Bonds III 2008 Series A/B/C 
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State of California 

M E M O R A N D U M 

To Board of Directors Date: April 29, 2008 

Bruce D. Gilbertson, Director of Financing 
From:     CALIFORNIA HOUSING FINANCE AGENCY 

Subject: REPORT OF BOND SALE AND INTEREST RATE SWAP AGREEMENTS 
HOME MORTGAGE REVENUE BONDS 2008 SERIES D, 2008 SERIES E AND 2008 
SERIES F 

On April 9, 2008, the Agency delivered $190,455,000 of bonds (the “Bonds”) under the Home 
Mortgage Revenue Bond Indenture (HMRB) to Citi and Banc of America Securities LLC as 
co-senior managers.  The Bonds were issued as tax exempt variable rate demand obligations, 
with liquidity provided by Bank of America, N.A. (BofA), KBC Bank (KBC), and The Bank of 
New York (BNY).  The Bonds were issued in three series, HMRB 2008 Series D, HMRB 2008 
Series E, and HMRB 2008 Series F.  The Bonds were not insured.  Additional details of the 
Bonds are outlined in the attached summary.  

The Bonds were issued as part of the debt restructuring plan that was presented to the Board at 
their March meeting.  Of the $190.5 million bonds issued, 92%, or $174.7 million, were 
refunding bonds used to redeem auction rate securities and VRDOs that were performing 
poorly.  The remaining 8%, or $15.7 million, was issued to provide financing for eligible 
mortgage loans under the Agency’s Home Mortgage Purchase Program.  In connection with the 
economic refunding, $168.5 million aggregate principal amount of prior mortgage loans was 
transferred to the Series D, Series E, and Series F Bonds.  The prior mortgages consisted 
primarily of 30-year loans with interest rates ranging from 3% to 8.375%.  The Agency expects 
that the new money proceeds and transferred assets will be used to purchase loans that will bear 
interest at a weighted average rate of 6.15% per annum and will be amortized over 30 years, 
and $7.1 million will bear interest at a weighted average pass-through rate of 3.50% per annum 
and will be used to purchase mortgage backed securities backed by loans which will be 
amortized over 30 years.  The new money proceeds will provide loans to approximately 60 new 
homeowners.  
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                               2  

As previously reported to the Board, bonds totaling $565 million within the HMRB indenture 
have been identified as underperforming and in need of restructuring.  Proceeds from the sale of 
the 2008 DEF bonds will be used to redeem $175 million of auction rate securities and insured 
VRDOs in April and May.  These redemptions, together with prior bond redemptions, have 
allowed us to restructure more than $227 million of these underperforming bonds.  In addition, 
we plan to modify the standby bond purchase agreements associated with $263 million of 
insured VRDOs in May, and we expect to redeem an additional $55 million of bonds with 
proceeds from an upcoming financing during June.  We expect to have restructured, redeemed 
or otherwise modified all of the variable rate HMRB bonds that have performed poorly, when 
compared to an appropriate benchmark, by August 2008.        

The Agency transferred portions of existing interest rate swap agreements with several 
counterparties totaling $188,475,000 to the 2008 Series D, Series E, and Series F Bonds.  The 
swaps were transferred as part of the economic refunding and also to enable the Agency to 
reduce the amount of excess interest rate swap balances under the HMRB Indenture.  After this 
transfer, approximately $4 million of excess interest rate swap balances remain under the 
indenture.  Additional details of the transferred Swaps are outlined in the attached summary. 

SUMMARY OF THE BONDS 

BOND SERIES D E F 

Par Amount $100,000,000 $65,455,999 $25,000,000 

Type of Bonds 
(Tax-exempt) VRDO VRDO VRDO

Tax Treatment AMT AMT AMT

Maturities 
$84,315,000 on 
$15,655,000 on 
$65,455,000 on 
$25,000,000 on 

8/1/2031 
2/1/2043 

2/1/2032 
2/1/2032 

Credit Rating 
Moody’s 
S&P

Aa2/VMIG-1 
AA-/A-1+ 

Aa2/VMIG-1 
AA-/A-1+ 

Aa2/VMIG-1 
AA-/A-1+ 

Interest Rates 
Initial Interest Rate 
(VRDO) 

0.60% 0.65% 0.65% 

Liquidity Provider Bank of America, N.A. KBC Bank Bank of New York 

Insurance Provider NA N/A NA

Remarketing Agent Banc of America 
Securities

Citigroup Global Markets Citigroup Global Markets 
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State of California

M E M O R A N D U M 

To: Board of Directors      Date:  April 29, 2008 

 Bruce D. Gilbertson, Director of Financing 
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: UPDATE ON VARIABLE RATE BONDS AND INTEREST RATE SWAPS 

Over a number of years the Agency has integrated the use of variable rate debt as a primary 
issuance strategy in providing capital to support its programmatic goals.  Most of our interest 
rate exposure from variable rate debt is hedged in the swap market.  This strategy has enabled us 
to achieve a significantly lower cost of funds and a better match between assets and liabilities.   

The following report describes our variable rate bond and interest rate swap positions as well as 
the related risks associated with this financing strategy.  The report is divided into sections as 
follows: 

� Variable Rate Debt Exposure 
�  Fixed-Payer Interest Rate Swaps 
� Basis Risk and Basis Swaps 
� Risk of Changes to Tax Law 
� Amortization Risk 
� Termination Risk 
� Types of Variable Rate Debt 
� Liquidity Providers 
� Bond and Swap Terminology 
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VARIABLE RATE DEBT EXPOSURE

This report describes the variable rate bonds and notes of CalHFA and is organized 
programmatically by indenture as follows:  HMRB (Home Mortgage Revenue Bonds--CalHFA’s 
largest single family indenture), MHRB (Multifamily Housing Revenue Bonds III--CalHFA’s 
largest multifamily indenture), HPB (Housing Program Bonds--CalHFA’s multipurpose 
indenture, used to finance a variety of loans including the Agency’s downpayment assistance 
loans), and DDB (Draw Down Bonds used to preserve tax-exempt authority.)   The total amount 
of CalHFA variable rate debt is $5.5 billion, 67% of our $8.2 billion of total indebtedness as of 
April 9, 2008 (after the issuance of the HMRB 2008 Series D, Series E, and Series F bonds.) 

 VARIABLE RATE DEBT
($ in millions) 

          Not Swapped  
      Tied Directly to      or Tied to        Total 
      Variable Rate  Swapped to Variable Rate  Variable 
           Assets      Fixed Rate       Assets     Rate Debt

 HMRB   $2  $3,739 $583 $4,324 
 MHRB  128  867 67 1,062 
 HPB  0  35 76 111 
 DDB             0         0                     0          0

     Total $130  $4,641 $726 $5,497 

As shown in the table above, our "net" variable rate exposure is $726 million, 8.86% of our 
indebtedness. The net amount of variable rate bonds is the amount that is neither swapped to 
fixed rates nor directly backed by complementary variable rate loans or investments  The $726 
million of net variable rate exposure ($508 million taxable and $218 million tax-exempt) is 
offset by the Agency’s balance sheet and excess swap positions.  While our current net exposure 
is not tied directly to variable rate assets, we have approximately $625 million (six month 
average balance as of 2/29/08) of other Agency funds invested in the State Treasurer’s 
investment pool (SMIF) earning a variable rate of interest.  From a risk management perspective, 
the $625 million is a balance sheet hedge for the $726 million of net variable rate exposure.   

In order to maintain a certain level of confidence that the balance sheet hedge is effective, we 
have reviewed the historical interest rates earned on investments in the SMIF and LIBOR 
interest rate resets (most of our unhedged taxable bonds are index floaters that adjust at a spread 
to LIBOR).  Using the data for the last ten years, we determined that there is a high degree of 
correlation between the two asset classes (SMIF and LIBOR) and that for every $1 invested in 
SMIF we can potentially hedge $1 of LIBOR-based debt.

The net variable rate exposure is further reduced by two other considerations: 1) as mentioned in 
the Amortization Risk section of this report, we have $4 million notional amount of interest rate  
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swaps in excess of the original bonds they were to hedge, and 2) a portion of our unhedged 
exposure is tax-exempt debt which resets at the theoretical ratio of 65% of Libor. These two  
considerations serve to reduce the net effective variable rate exposure to the equivalent of $652 
million of LIBOR-based debt. As a result, the $625 million of other Agency funds invested in 
SMIF effectively hedges approximately 96% of our current net variable rate exposure. 

In addition, taking unhedged variable rate exposure mitigates the amortization risk without the 
added cost of purchasing swap optionality.  Our unhedged variable rate bonds are callable on any 
date and allow for bond redemption or loan recycling without the cost of par termination rights 
or special bond redemption provisions. In addition, taking unhedged variable rate exposure 
diversifies our interest rate risks by providing benefits when short-term interest rates rise slower 
than the market consensus. In a liability portfolio that is predominately hedged using long-dated 
swaps, the unhedged exposure balances the interest rate profile of the Agency’s outstanding 
debt.

FIXED-PAYER INTEREST RATE SWAPS

Currently, we have a total of 138 “fixed-payer” swaps with thirteen different counterparties for a 
combined notional amount of $4.6 billion.  All of these fixed-payer swaps are intended to 
establish synthetic fixed rate debt by converting our variable rate payment obligations to fixed 
rates.  These interest rate swaps generate significant debt service savings in comparison to our 
alternative of issuing fixed-rate bonds. This savings allows us to continue to offer loan products 
with exceptionally low interest rates to multifamily sponsors and to first-time homebuyers.  The 
table below provides a summary of our notional swap amounts. 

FIXED PAYER INTEREST RATE SWAPS 
 (notional amounts) 

($ in millions) 

      Tax-Exempt  Taxable Totals

  HMRB     $3,110 $625 $3,735 
  MHRB     867 0 867 
  HPB          35        0      35

   TOTALS   $4,012 $625 $4,637

The following table shows the diversification of our fixed payer swaps among the thirteen firms 
acting as our swap counterparties.  Note that our swaps with Lehman Brothers, Bear Stearns, and 
Goldman Sachs are with highly-rated structured subsidiaries that are special purpose vehicles 
used only for derivative products.  We have chosen to use these subsidiaries because the senior 
credit of those firms is not as strong as that of the other firms.  Note also that our most recent 
swaps with Merrill Lynch are either with their highly-rated structured subsidiary or we are 
benefiting from the credit of this triple-A structured subsidiary through a guarantee. 
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SWAP COUNTERPARTIES

                    Notional Amounts   Number 
        Credit Ratings   Swapped     of 
 Swap Counterparty  Moody’s   S & P Fitch ($ in millions)    Swaps

 Bear Stearns 
      Financial Products Inc. Aaa AAA NR $    806.4 15 
                                    289.7* 8*

Citigroup Financial 
      Products Inc. Aa3 AA- AA 697.6 20

Merrill Lynch 
     Capital Services Inc.        A1  A+ A+   639.8 18 
 Merrill Lynch 
   Derivative Products, AG Aaa  AAA AAA 639.6 29 
 Lehman Brothers 
      Derivative Products Inc. Aaa AAAt NR 485.0 21 
 Goldman Sachs Mitsui Marine 
      Derivative Products, L.P. Aaa  AAA NR 336.2 7 
       313.5 * 5 *

AIG Financial Products Corp. Aa2 AA AA      314.1 9 
 JP Morgan Chase Bank  Aaa AA        AA      211.0   7 
 Bank of America, N.A. Aaa AA+   AA+              206.8                5 
 Morgan Stanley 
  Capital Services Inc Aa3 AA- AA- 136.7 2 
 BNP Paribas  Aa1 AA+ AA    88.0 2 
 UBS AG  Aa1 AA AA 50.9 2  

 The Bank of New York  Aaa AA- AA      25.0    1

       $4,637.1 138 
* Basis Swaps (not included in totals)

With interest rate swaps, the “notional amount” (equal to the principal amount of the swapped 
bonds) itself is not at risk.  Instead, the risk is that a counterparty would default and, because of 
market changes, the terms of the original swap could not be replicated without additional cost. 

For all of our fixed-payer swaps, we receive floating rate payments from our counterparties in 
exchange for a fixed-rate obligation on our part.  In today’s market, the net periodic payment 
owed under these swap agreements is from us to our counterparties.  As an example, on our 
February 1, 2008 semiannual debt service payment date we made a total of $13.6 million of net 
payments to our counterparties.  Conversely, if short-term rates were to rise above the fixed rates 
of our swap agreements, then the net payment would run in the opposite direction, and we would 
be on the receiving end.  

408



 Board of Directors  April 29, 2008 

Board - VRB-Swap Report April 29, 2008.doc                                - 5 -

BASIS RISK AND BASIS SWAPS

Almost all of our swaps contain an element of what is referred to as “basis risk” – the risk that 
the floating rate component of the swap will not match the floating rate of the underlying bonds. 
 This risk arises because our swap floating rates are based on indexes, which consist of market-
wide averages, while our bond floating rates are specific to our individual bond issues.  The only 
exception is where our taxable floating rate bonds are index-based, as is the case of the taxable 
floaters we have sold to the Federal Home Loan Banks.  The chart below is a depiction of the 
basis mismatch that we have encountered since 2000 when we entered the swap market. 

Basis Mismatch through April 1, 2008
All Tax-Exempt Swaps
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As the chart shows, the relationship between the two floating rates changes as market conditions 
change. Some periodic divergence was expected when we entered into the swaps.  Over the 
lifetime of our swaps we have experienced more than $20 million of additional interest expense 
due to this basis mismatch.  However, we have since mitigated much of this risk by changing our 
swap formulas. 
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In the past we entered into swaps at a ratio of 65% of LIBOR, the London Inter-Bank Offered 
Rate which is the index used to benchmark taxable floating rate debt.  These percentage-of-
LIBOR swaps have afforded us with excellent liquidity and great savings when the average 
SIFMA/LIBOR ratio was steady at 65%.  As short-term rates fell to historic lows and with an 
increased market supply of tax-exempt variable rate bonds, the historic relationship between tax- 
exempt and taxable rates was not maintained.  For example, the average SIFMA/LIBOR ratio 
was 84.3% in 2003, 81.5% in 2004, and 72.5% in 2005.  Now that short-term rates have risen 
significantly, the ratio has begun to fall.  In 2006, it averaged 67.7%, 69% for 2007 and the 
average for 2008 to date is 76.4%.  The SIFMA (Securities Industry and Financial Markets 
Association) index is the index used to benchmark tax-exempt variable rates. 

When the SIFMA/LIBOR ratio is very high the swap payment we receive falls short of our bond 
payment, and the all-in rate we experience is somewhat higher.  The converse is true when the 
percentage is low.  In response, we and our advisors looked for a better formula than a flat 65% 
of LIBOR.  After considerable study of California tax-exempt variable rate history, we revised 
the formula in December of 2002 to 60% of LIBOR plus 0.26% which resulted in comparable 
fixed-rate economics but performed better when short-term rates were low and the 
SIFMA/LIBOR percentage was high.  In December 2005 we looked at the formula again and 
after completing a statistical analysis of CalHFA variable rate bonds as compared to the SIFMA 
and LIBOR indexes and taking into consideration the changing market conditions, we’ve 
decided to utilize several different swap formulas for our different types of bonds.  After careful 
monitoring of the new swap formulas and adjusting for changing market conditions, we modified 
the swap formulas again in September 2007.  The new swap formulas for AMT bonds are:  63% 
of LIBOR plus 0.30% for weekly resets and 63% of LIBOR plus 0.24% for daily resets.  We 
expect to use these new formulas for new swap transactions and we will continue to monitor the 
SIFMA/LIBOR relationship and the performance of the new swap formulas and make 
adjustments as necessary.  

In addition, we currently have basis swaps for $603 million of the older 65% of LIBOR swaps.  
The basis swaps provide us with better economics in low-rate environments by exchanging the 
65% of LIBOR formula for alternative formulas that alleviate the effects of high SIFMA/LIBOR 
ratios.  The table on the next page shows the diversification of variable rate formulas used for 
determining the payments received from our interest rate swap counterparties. 
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BASIS FOR VARIABLE RATE PAYMENTS 
 RECEIVED FROM SWAP COUNTERPARTIES 

(notional amounts) 
($ in millions) 

    Tax-Exempt  Taxable Totals

 60% of LIBOR + 26bps   $1,819 $0 $1,819 

 62% of LIBOR + 25bps   567 0 567 

 3 mo. LIBOR + spread    0 432 432 

 SIFMA – 15bps    431 0 431 

 Enhanced LIBOR 1    313 0 313 

 Stepped % of LIBOR 2   290 0 290 

 65% of LIBOR    273 0 273 

 1 mo. LIBOR     0 183 183 

 97% of SIFMA    77 0 77 

 SIFMA – 20bps    59 0 59 

 63% of LIBOR + 24bps   50 0 50 

 6 mo. LIBOR     0 44 44 
   

 60% of LIBOR + 21bps   35 0 35 

 64% of LIBOR    26 0 26 

 63% of LIBOR + 30bps   25 0 25 

 64% of LIBOR + 25bps        13       0     13

   TOTALS   $3,978 $659 $4,637

1 Enhanced LIBOR – This formula is 50.6% of LIBOR plus 0.494% with the proviso that the end result 
can never be lower than 61.5% of LIBOR nor greater than 100% of LIBOR. 

2 Stepped % of LIBOR – This formula has seven incremental steps where at the low end of the 
spectrum the swap counterparty would pay us 85% of LIBOR if rates should fall below 1.25% and at 
the high end, they would pay 60% of LIBOR if rates are greater than 6.75%. 

411



 Board of Directors  April 29, 2008 

Board - VRB-Swap Report April 29, 2008.doc                                - 8 -

RISK OF CHANGES TO TAX LAW

For an estimated $3.4 billion of the $4 billion of tax-exempt bonds swapped to a fixed rate, we 
remain exposed to certain tax-related risks, another form of basis risk.  In return for significantly  
higher savings, we have chosen through these interest rate swaps to retain exposure to the risk of 
changes in tax laws that would lessen the advantage of tax-exempt bonds in comparison to  
taxable securities.  In these cases, if a tax law change were to result in tax-exempt rates being 
more comparable to taxable rates, the swap provider's payment to us would be less than the rate  
we would be paying on our bonds, again resulting in our all-in rate being higher.

We bear this same risk for $230.7 million of our tax-exempt variable rate bonds which we have 
not swapped to a fixed rate.  Together, these two categories of variable rate bonds total $3.7 
billion, 44.7% of our $8.2 billion of bonds outstanding.  This risk of tax law changes is the same 
risk that investors take when they purchase our fixed-rate tax-exempt bonds. 

The following bar chart shows the current benefit of our ability to assume the risk of changes to 
tax laws.  Over the last several years this benefit (the difference between the cost of fixed rate 
housing bonds and the cost of a LIBOR based interest rate swap financing) has been as great as 
100 basis points, and was the engine that made our interest rate swap strategy effective.  In 
today’s market this benefit is 135 basis points.  Even though current market conditions provide 
significant debt service savings for issuers willing to accept tax-related risks, the financial 
markets are extraordinarily challenging.  Eventually we do expect bond markets to become more 
rational.  However, for a variety of reasons, the Board and Agency staff has discussed issuing 
greater amounts of fixed rate debt to better balance our debt portfolio and lessen the economic 
impact of market events.  As market conditions change we will alter our financing strategies to 
obtain the lowest cost of borrowing while balancing the associated risks and benefits of 
alternative structures. 

   

Costs of Funds for Fixed-Rate Bonds and Synthetic Fixed-Rate Bonds 
 (Variable Rate Bonds Swapped to Fixed) 

(All Rates as of April 25, 2008) 

SIFMA-Based Swap:  SIFMA Index  x 101% 
LIBOR-Based Swap:  63% LIBOR + 24 bps
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AMORTIZATION RISK

Our bonds are generally paid down (redeemed or paid at maturity) as our loans are prepaid.  Our 
interest rate swaps amortize over their lives based on assumptions about the receipt of 
prepayments, and the single family transactions which include swapped bonds have generally 
been designed to accommodate prepayment rates between two and three times the “normal” rate. 
In other words, our interest rate swaps generally have had fixed amortization schedules that can 
be met under what we have believed were sufficiently wide ranges of prepayment speeds.  
Unfortunately, when market rates fell to unprecedented levels, we started receiving more 
prepayments than we ever expected.  

Since January 1, 2002, we have received over $6.6 billion of prepayments, including over $1.4  
billion in 2004, $1.1 billion in 2005, $504 million in 2006 and $278 million in 2007.  Of this 
amount, approximately $2.03 billion is “excess” to swapped transactions we entered into.  We 
have since recycled $1.94 billion of the $2.03 billion excess into new loans and have used $166 
million to cross-call high interest rate bonds.    

While these persistent high levels of prepayments have eased, we have modified the structuring 
of new swaps by widening the band of expected prepayments.  In addition, with the introduction 
of our interest only loan product we are structuring swap amortization schedules and acquiring 
swap par termination rights to coincide with the loan characteristics and expectations of 
borrower prepayment. 

Also of interest is a $4 million forced overswap mismatch between the notional amount of 
certain of our swaps and the outstanding amount of the related bonds.  This mismatch has 
occurred as a result of the interplay between our phenomenally high incidence of prepayments 
and the “10-year rule” of federal tax law.  Under this rule, prepayments received 10 or more 
years beyond the date of the original issuance of bonds cannot be recycled into new loans and 
must be used to redeem tax-exempt bonds.  In the case of these recent bond issues, a portion of 
the authority to issue them on a tax-exempt basis was related to older bonds. 

While this mismatch has occurred (and will show up in the tables of this report), the small 
semiannual cost of the mismatch will be more than offset by the large interest cost savings from 
our “net” variable rate debt.  In other words, while some of our bonds are “over-swapped”, there 
are significantly more than enough unswapped variable rate bonds to compensate for the 
mismatch.  In addition, we will monitor the termination value of our “excess swap” position 
looking for opportunities to unwind these positions when market terminations would be at no 
cost or a positive value to us.

There are several strategies for dealing with excess prepayments:  they may be reinvested, used 
for the redemption of other (unswapped) bonds, or recycled directly into new loans.  
Alternatively, we could make termination payments to our counterparties to reduce the notional 
amounts of the swaps, but this alternative appears to be the least attractive economically. 
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In consultation with our financial advisors, we have determined that the best long-term strategy 
is to recycle the excess prepayments into new CalHFA loans.  Of course, for some financings 
this means that we will be bearing the economic consequences of replacing old 7% to 8% loans 
that have paid off with new loans at rates that will be current at the time we recycle.  With our 
May 1, 2007 transfer of loans from our warehouse line we have recycled a total of $1.94 billion 
of excess prepayments since March 1999.  This practice has resulted in reduced issuance activity 
over the last few years. 

In addition we have begun a widespread strategy of reusing unrestricted loan prepayments to 
purchase new loans.  We currently have more than $3.36 billion (90%) of swap notional having a 
fixed payer rate below the estimated net weighted average interest rate of 6.30% for new loans 
being reserved.  In today’s market, this tremendous recycling opportunity reduces transaction 
costs related to new issuance and preserves for future use our swap par termination rights. 

TERMINATION RISK

Termination risk is the risk that, for some reason, our interest rate swaps must be terminated 
prior to their scheduled maturity.  Our swaps have a market value that is determined based on 
current interest rates.  When current fixed rates are higher than the fixed rate of the swap, our 
swaps have a positive value to us (assuming, as is the case on all of our swaps today, that we are 
the payer of the fixed swap rate), and termination would result in a payment from the provider of 
the swap (our swap “counterparty”) to us.  Conversely, when current fixed rates are lower than 
the fixed rate of the swap, our swaps have a negative value to us, and termination would result in 
a payment from us to our counterparty. 

Our swap documents allow for a number of termination “events”, i.e., circumstances under 
which our swaps may be terminated early, or (to use the industry phrase) “unwound”.  One 
circumstance that would cause termination would be a payment default on the part of either 
counterparty.  Another circumstance would be a sharp drop in either counterparty’s credit ratings 
and, with it, an inability (or failure) of the troubled counterparty to post sufficient collateral to 
offset its credit problem.  It should be noted that, if termination is required under the swap 
documents, the market determines the amount of the termination payment and who owes it to 
whom.  Depending on the market, it may be that the party who has caused the termination is 
owed the termination payment. 

As part of our strategy for protecting the agency when we entered the swap market in late 1999, 
we determined to choose only highly-creditworthy counterparties and to negotiate 
“asymmetrical” credit requirements in all of our swaps.  These asymmetrical provisions impose 
higher credit standards on our counterparties than on the agency.  For example, our 
counterparties may be required to collateralize their exposure to us when their credit ratings fall 
from double-A to the  highest single-A category (A1/A+), whereas we need not collateralize 
until our ratings fall to the mid-single-A category (A2/A). 
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Monthly we monitor the termination value of our swap portfolio as it grows and as interest rates 
change.  Because termination is an unlikely event, the fact that our swap portfolio has a negative 
value, while interesting, is not necessarily a matter of direct concern.  We have no plans to 
terminate swaps early (except in cases where the swap notional is excess to the bonds being 
hedged or we negotiated “par” terminations when we entered into the swaps) and do not expect 
that credit events triggering termination will occur, either to us or to our counterparties.   

Currently, the Government Accounting Standards Board only requires that our balance sheet and 
income statement be adjusted for the market value of our swaps in excess of the bonds being 
hedged.  However, it does require that the market value be disclosed for all of our swaps in the 
notes to our financial statements.   

The table below shows the history of the fluctuating negative value of our swap portfolio for the 
past year. 

TERMINATION VALUE HISTORY

   Termination Value 
  Date     ($ in millions)

     4/30/07   ($129.3) 
   5/31/07     ($83.2) 
   6/30/07*    ($41.0) 
   7/31/07     ($64.4) 
   8/31/07   ($101.8) 
   9/30/07   ($110.1)  
 10/31/07   ($120.5) 
 11/30/07   not available 
 12/31/07   ($224.7) 
   1/31/08   not available 
   2/29/08   ($281.3) 
  3/31/08   ($314.2) 

* As reported on the Financial Statements.

It should be noted that during this period, the notional amount of our fixed-payer swaps has been 
increasing.  When viewing the termination value, one should consider both the change in market 
conditions and the increasing notional amount. 
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 TYPES OF VARIABLE RATE DEBT

The table below shows our variable rate debt sorted by type, i.e., whether auction rate, indexed 
rate, or variable rate demand obligations (VRDOs).  Auction and indexed rate securities cannot 
be "put" back to us by investors; hence they typically bear higher rates of interest than do "put-
able" bonds such as VRDOs. 

TYPES OF VARIABLE RATE DEBT
($ in millions) 

           Variable   Total 
    Auction  Indexed       Rate  Variable 
    Rate & Similar     Rate    Demand     Rate  
    Securities  Bonds  Obligations     Debt

 HMRB $69 $979 $3,276 $4,324 
 MHRB 391 0 671 1,062 
 HPB  0 0 111 111  
 DDB        0        0         0        0

  Total $460 $979 $4,058 $5,497 

LIQUIDITY PROVIDERS

The table below shows the financial institutions providing liquidity in the form of standby bond 
purchase agreements for our VRDOs.  Under these agreements, if our variable rate bonds are put 
back to our remarketing agents and cannot be remarketed, these institutions are obligated to buy 
the bonds.
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LIQUIDITY PROVIDERS
($ in millions) 

 Financial Institution   $ Amount of Bonds   Indenture
        
 Dexia Credit Local $801.2  HMRB  
 Lloyds TSB 431.3  HMRB   
 Fannie Mae                                 370.0 HMRB/MHRB  
 BNP Paribas 259.5    HMRB 
 KBC  258.6    HMRB  
 Bank of America 229.7     HMRB  
 Bank of Nova Scotia                        207.6     HMRB   
 DEPFA Bank 182.9           MHRB 

Calyon 174.5  HMRB   
 Bank of New York 162.9           HMRB  
 JP Morgan Chase Bank 154.9          HMRB 
 Bayerische Landesbank    152.7            HMRB 
 Landesbank Hessen-Thuringen 149.8    MHRB 
 Westdeutsche Landesbank 148.3 HMRB/MHRB  
 Fortis  120.0    HMRB   
 State Street Bank 90.5    HMRB  
 LBBW 61.1  HPB  
 CalSTRS 52.3 HMRB/MHRB 
 Citibank N.A.      50.0  HPB  
  Total $4,057.8

Unlike our interest rate swap agreements, our liquidity agreements do not run for the life of the 
related bonds.  Instead, they are seldom offered for terms in excess of five years, and a portion of 
our agreements require annual renewal.  We expect all renewals to take place as a matter of 
course; however, changes in credit ratings or pricing may result in substitutions of one bank for 
another from time to time.   
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BOND AND SWAP TERMINOLOGY

COUNTERPARTY
 One of the participants in an interest rate swap 

DATED DATE
 Date from which first interest payment is calculated. 

DELAYED START SWAP
 A swap which delays the commencement of the exchange of interest rate payments until a later date. 

DELIVERY DATE, OR ISSUANCE DATE
 Date that bonds are actually delivered to the underwriters in exchange for the bond proceeds. 

GENERAL OBLIGATION BOND
 A type of security which is evidence of a debt secured by all revenues and assets of an organization. 

INDENTURE
The legal instrument that describes the bonds and the pledge of assets and revenues to investors.  The 
indenture often consists of a general indenture plus separate series indentures describing each 
issuance of bonds. 

INTEREST RATE CAP
A financial instrument which pays the holder when market rates exceed the cap rate.  The holder is 
paid the difference in rate between the cap rate and the market rate.  Used to limit the interest rate 
exposure on variable rate debt. 

INTEREST RATE SWAP
An exchange between two parties of interest rate exposures from floating to fixed rate or vice versa.  
A fixed-payer swap converts floating rate exposure to a fixed rate. 

LIBOR
London Interbank Offered Rate. The interest rate highly rated international banks charge each other 
for borrowing U.S. dollars outside of the U.S.  Taxable swaps often use LIBOR as a rate reference 
index.  LIBOR swaps associated with tax-exempt bonds will use a percentage of LIBOR as a proxy 
for tax-exempt rates.

MARK-TO-MARKET
Valuation of securities or swaps to reflect the market values as of a certain date.  Represents 
liquidation or termination value. 

MATURITY
 Date on which the principal amount of a bond is scheduled to be repaid. 

NOTIONAL AMOUNT
 The principal amount on which the exchanged swap interest payments are based. 

OFFICIAL STATEMENT
The "prospectus" or disclosure document describing the bonds being offered to investors and the 
assets securing the bonds. 
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PRICING DATE
 Date on which issuer agrees (orally) to sell the bonds to the underwriters at certain rates and terms. 

REDEMPTION
Early repayment of the principal amount of the bond.  Types of redemption:  "special", "optional", 
and "sinking fund installment". 

REFUNDING
Use of the proceeds of one bond issue to pay for the redemption or maturity of principal of another 
bond issue. 

REVENUE BOND (OR SPECIAL OBLIGATION BOND) (OR LIMITED OBLIGATION BOND)
A type of security which is evidence of a debt secured by revenues from certain assets (loans) pledged 
to the payment of the debt. 

SIFMA INDEX
Securities Industry and Financial Markets Association Municipal Swap Index.  A weekly index of 
short-term tax-exempt rates.   

SALE DATE
 Date on which purchase contract is executed evidencing the oral agreement made on the pricing date. 

SERIAL BOND
A bond with its entire principal amount due on a certain date, without scheduled sinking fund 
installment redemptions.  Usually serial bonds are sold for any principal amounts to be repaid in early 
(10 or 15) years. 

SERIES OF BONDS
An issuance of bonds under a general indenture with similar characteristics, such as delivery date or 
tax treatment.  Example:  "Name of Bonds", 1993 Series A.  Each series of Bonds has its own series 
indenture.

SWAP CALL OPTION
The right (but not the obligation) to terminate a predetermined amount of swap notional amount, 
occurring or starting at a specific future date. 

SYNTHETIC FIXED RATE DEBT
Converting variable rate debt into a fixed rate obligation through the use of fixed-payer interest rate 
swaps.

SYNTHETIC FLOATING RATE DEBT
Converting fixed rate debt into a floating rate obligation through the use of fixed-receiver interest rate 
swaps.

TERM BOND
A bond with a stated maturity, but which may be subject to redemption from sinking fund 
installments.  Usually of longer maturity than serial bonds. 

VARIABLE RATE BOND
A bond with periodic resets in its interest rate.  Opposite of fixed rate bond.
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HOMEOWNERSHIP LOAN PROGRAMS
DELINQUENCY, REO and LOSS REPORT

Report Dated As of April 28th, 2008

Reconciled Loan Delinquency Summary 
All Active Loans

As of February 29th, 2008 By Insurance Type
Delinquency Ratios

# of loans Balance % 30-Day 60-Day 90-Day+ Total

Federal Guaranty
FHA 15,296 $2,128,111,031 35% 4.10% 1.20% 2.60% 7.90%
VA 492 $77,475,113 1% 4.10% 0.40% 2.40% 6.90%
RHS 105 $22,410,490 0% 2.90% 0.00% 1.00% 3.90%

Conventional loans
with MI

CalHFA MI Fund 8,636 $2,396,634,980 40% 2.40% 1.00% 2.10% 5.50%
without MI

Originated with no MI 5,603 $1,214,884,588 20% 1.20% 0.40% 0.90% 2.50%
MI Cancelled* 1,727 $215,893,569 4% 1.30% 0.10% 0.30% 1.70%

Total CalHFA 31,859 $6,055,409,771 100% 2.90% 1.00% 2.00% 5.90%

Total HMRB $5,993,679,304 **
99%

* Cancelled per Federal Homeowner Protection Act of 1998, which grants the option to cancel the MI with 20% equity
** Note that all of HMRB's non-FHA loans are insured by the CalHFA MI Fund down to 50% of loan balance

Reconciled Loan Delinquency Summary 
All Active Loans

As of February 29th, 2008 By Loan Type

Delinquency Ratios
# of loans Balance % 30-Day 60-Day 90-Day+ Total

30-yr level amort
FHA 15,296 $2,128,111,031 35% 4.10% 1.20% 2.60% 7.90%
VA 492 $77,475,113 1% 4.10% 0.40% 2.40% 6.90%
RHS 105 $22,410,490 0% 2.90% 0.00% 1.00% 3.90%
Conventional 10,337 $2,208,166,509 36% 1.53% 0.50% 1.13% 3.16%

40-yr level amort
Conventional 679 $180,614,166 3% 2.10% 0.40% 0.50% 3.00%

5-yr IO, 30-yr level amort
Conventional 4,950 $1,438,632,462 24% 2.60% 1.20% 2.50% 6.30%

Total CalHFA 31,859 $6,055,409,771 100% 2.90% 1.00% 2.00% 5.90%

weighted average of conventional loans: 1.96% 0.76% 1.62% 4.33%
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90-day+ delinquent ratios for CalHFA’s FHA
and weighted average of all conventional loans
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Active Loans
Delinquent: Less 
than 120 Days (2)

Delinquent: 120+ 
Days 

Loans in 
Foreclosure Total

% of 
Portfolio

January Number of Loans 9,537 106 77 64 247 2.59%
January $ Amount $2,640,393,800 $27,432,983 $20,525,676 $15,614,543 $63,573,202 2.41%

February Number of Loans 9,664 143 73 82 298 3.08%
February $ Amount $2,676,429,848 $36,221,461 $19,586,760 $20,226,219 $76,034,440 2.84%

March Number of Loans 9,831 150 80 86 316 3.21%
March $ Amount $2,724,378,511 37,649,148$        21,510,651$      21,259,765$      80,419,564$       2.95%

(2) May not include all delinquencies since servicers are not required to report delinquencies less than 120 days.

CalHFA Provided Mortgage Insurance

(1) Information does not correspond to fully reconciled data since loan servicers provide information on all loans in the pipeline as well 
as non-CalHFA insured loans.

Primary Loan Portfolio Delinquency Summary (1)

(Information Submitted by Loan Servicers to CalHFA)

Reverted Reverted Repurchased Market Repurchased Market
Loan Beginning to CalHFA to CalHFA by Lender Sale(s) by Lender Sale(s) Ending
Type Balance Jan-Feb March Jan-Feb Jan-Feb March March Balance

FHA/RHS/VA 34 34 8 23 21 32
Conventional 42 28 8 -      3 75
    Total 76 62 16 23 -      21 3 107

Calendar Year 2008

Real Estate Owned

*Trustee Sales Disposition of REO(s)

*Trustee Sales
Reverted Repurchased Market

Loan Beginning to CalHFA by Lender Sale(s) Ending
Type Balance 2007 2007 2007 Balance

FHA/RHS/VA 8 57 31 34
Conventional 2 42 2 42

Total 10 99 31 2 76

Calendar Year 2007
Disposition of REO(s)

3rd party sales in calendar year 2007 and there have been four (4) 3rd party sales year to date for 2008.
*3rd party trustee sales are not shown in the table (tltle to these loans were never transferred to CalHFA).  There were twenty-one (21)
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1st TD Sale Gain(Loss) $202
Subordinate Write-Off (1,050,181)          
Total Gain(Loss) ($1,049,978)

2008 Year to Date REO Uninsured Losses(1)

(As of March 31st, 2008)

(1) Includes both reconciled and unreconciled 

Loan Type
Number of 

Loans
Dollar 

Amount
Number of 
Sales Held

%
(of Portfolio)

Gain/(Loss)
on Sales

FHA/RHS 15,401          $2,150,521,521 45 0.29% $231
Conventional 15,966          3,827,413,137     37 0.23% (29)             
VA 492               77,475,113          -             0.00% -             

31,859          $6,055,409,771 82 0.26% $202

* Includes third party sales

Composition of 1st Trust Deed Gain/(Loss) by Loan Type
(Portfolio as of February 29th, 2008; Trustee Sales Held  as of March 31st, 2008

Active Loans *Trustee Sales Held

Loan Type
Number of 

Loans
Dollar

 Amount
Number of 
Write-Offs

%
(of Portfolio)

 Dollar
 Amount

%
(of Portfolio)

CHAP/HiCAP               11,394 $128,142,942 50 0.44% $651,115 0.51%
CHDAP/ECTP/HiRAP 18,282             158,469,696       51 0.28% 399,065            0.25%
Other (2) 345                  4,367,486           -               0.00% -                    0.00%

30,021             $290,980,125 101 0.34% $1,050,181 0.36%

(2) Includes  HPA, MDP, OHPA, and SSLP.
(1) Does not include FNMA and CalSTRS subordinates (non-agency loans serviced by in house loan servicing)

Composition of Subordinate Write-Offs by Loan Type(1)

(As of March 31st, 2008)
Active Loans Write-Offs
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State of California 

M E M O R A N D U M 

To: CalHFA Board of Directors    Date: 29 April 2008 

From: Di Richardson, Director of Legislation 
 CALIFORNIA HOUSING FINANCE AGENCY

Subject: Legislative Report 

This week is the deadline for bills to pass the policy committee within their house of origin.  
A number of these measures may ultimately be held in fiscal committee due to budget 
constraints, but as you can see, for now, most of them are continuing to move.   

Bonds
AB 2867 (De Leon) Housing and Emergency Shelter Trust Fund of 2006: green 

construction. (A-04/07/2008)
Status: Pending, Assembly Committee on Housing and Community 
Development. 

Summary:
This bill would require the Department of Housing and Community 
Development to adopt regulations establishing a mechanism to grant 
priority points for approved applications (Prop 1C funds) for housing 
projects that are energy efficient and utilize green construction methods in 
their development.

SB 344 (Machado) State and local governments: public finance. (C-03/26/2008) 
Status: Chaptered by Secretary of State - Chapter No. 3, Statutes of 2008 

Summary:
This bill would provide authorization for state and local agencies to 
purchase their own bonds, without the bonds being considered 
cancelled under state law.

SB 1293 (Negrete McLeod) Joint exercise of powers: reporting and 
disclosures. (A-04/08/2008)
Status: Senate Appropriations Committee. 
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Summary:
This bill would require additional reporting and public disclosures by public 
entities that issue certain revenue bonds, including conduit revenue bonds. 
This bill would require entities formed under the Joint Exercise of Powers 
Act, and related officers, that fail or refuse to make required reports to 
forfeit specified amounts to the state, and would authorize, under certain 
conditions, the Attorney General to prosecute an action for these 
forfeitures.

Insurance
AB 2509 (Galgiani) Housing finance: mortgage guarantee program. (A-

04/10/2008)
Status: pending before Assembly Appropriations Committee 

Summary:
This bill would require CalHFA to establish and administer the 
Homeownership Preservation Mortgage Guarantee Program to allow 
redevelopment agencies, nonprofit community lenders, and small business 
financial development corporations selected by the agency (administrators) 
to accept and approve applications for a 5 year, 20% loan guarantee for 
new loans to income-qualified owner-occupant borrowers who currently 
have an adjustable rate mortgage loan that is scheduled to have a payment 
increase that they cannot afford.  The program would be funded by a $50 
million appropriation.  Recent amendments would allow new loans up to 
125% LTV, and would allow the guarantee to be extended for an additional 
5 years. 

Landlord Tenant 
AB 725 (Lieber) Housing: universal rental housing application. (A-04/28/2008) 

Status: Currently pending before Senate Judiciary Committee 

Summary:
This bill, on and after November 1, 2009, would require rental housing 
providers that receives a loan or grant from HCD or CalHFA, or tax credits 
or bond authority to utilize a universal rental housing application.  

Mortgage Lending 
AB 529 (Torrico) Mortgages: adjustable interest rates: notification. (A-

01/22/2008)
Status: Pending before Senate Committee on Banking, Finance and 
Insurance.   

Summary:
This bill would require a lender, who provides an adjustable rate loan 
secured by property improved by 4 or fewer residential units, to notify the 
borrower of specified information regarding the impact of the rate change 
20 days, 60 days, and 30 days prior to an interest rate adjustment.  The bill 
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would provide that the notification requirements are satisfied if the lender 
either personally delivers the notice or mails it.  

AB 1830 (Lieu) High-cost, subprime, and nontraditional loans. (A-04/01/2008)
Status: Pending before Assembly Appropriations Committee. 

Summary:
This bill would redefine a "covered loan" as a "high-cost loan," would 
establish "subprime loans" and "nontraditional loans," as new categories of 
regulated loans, and would make various conforming changes to existing 
law relative to these loans. The bill would prohibit a high-cost loan from 
including prepayment penalties and from including at origination a payment 
schedule with regular periodic payments that, when aggregated, do not fully 
amortize the principal balance as of the maturity date of the loan. The bill 
would prohibit a person from making a high-cost loan unless at the time the 
loan is consummated the person reasonably believes the consumer will be 
able to make the scheduled payments, including taxes and insurance, and 
would create a rebuttable presumption regarding repayment ability in 
certain circumstances. T he bill would prohibit a high-cost loan from being 
originated as a stated income loan, except as specified. The bill would 
prohibit a licensed person who originates certain high-cost loans from 
receiving a yield spread premium or other incentive compensation and 
would prohibit a person from originating a high-cost loan unless an escrow 
or impound account is established for a specified period of time. The bill 
would delete the provisions requiring a disclosure to be provided to a 
consumer prior to making a covered loan and would instead prohibit a high-
cost loan from being made unless a consumer receives a certificate of 
certain counseling. The bill would establish similar limitations and 
prohibitions for subprime and nontraditional loans but would require a 
specified disclosure to be provided to a consumer before those loans could 
be made. The bill would authorize a licensing agency to levy administrative 
penalties in an amount up to $10,000 against a person who violates the 
provisions regulating high-cost, subprime, and nontraditional loans and 
would make a person who makes a willful and knowing violation of those 
provisions of law liable to the consumer in the amount of $25,000 or the 
consumer's actual damages, whichever is greater. The bill would authorize 
the Attorney General, city attorney, or district attorney to bring an action for 
specified civil penalties for a violation of the provisions regulating high-cost, 
subprime, or nontraditional loans. The bill would provide that it is a defense 
against foreclosure on a property secured by a high-cost, subprime, or 
nontraditional loan if the loan is in violation of the laws regulating those 
loans. The bill's provisions would apply to high-cost, subprime, and 
nontraditional loans originated on or after January 1, 2009. 

AB 1837 (Garcia) Consumer loans: subprime and nontraditional loans. (I-
01/24/2008)
Status: Pending in Assembly Committee on Banking and Finance. 

Summary:
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This bill would prohibit a covered loan from including a prepayment penalty 
after the first 24 months from the date of consummation of the loan and 
would authorize a covered loan to include a prepayment penalty before that 
time period if specified conditions are satisfied. The bill would define the 
terms "subprime loan" and "nontraditional loan" and would prohibit these 
loans from including prepayment fees or penalties. The bill would also 
prohibit a licensed person from receiving any compensation for originating a 
subprime loan or nontraditional loan with an interest rate above the 
wholesale par rate for which the consumer qualifies. The bill's provisions 
would apply to consumer loans originated on or after January 1, 2009.  

SB 1055 (Machado) Taxation: cancellation of indebtedness: mortgage debt 
forgiveness. (A-04/22/2008)
Status: Pending in Assembly Committee on Revenue and Taxation 

Summary:
This bill would exclude qualified mortgage debt that is forgiven by a lender 
from January 1, 2007 until January 1, 2009 from California taxable income, 
in conformance with specified provisions of the federal Mortgage 
Forgiveness Debt Relief Act of 2007  

Special Needs Housing 
SB 1175 (Steinberg) Developmental services: regional center housing. (A-

04/23/2008)
Status: Pending on Senate Floor. 

Summary:
This bill would allow the California Health Facilities Financing Authority to 
issue bonds for residential facilities for persons with developmental 
disabilities (similar to what CalHFA has done for the Bay Area Housing 
Plan).  CalHFA and HCD would be required to consult with the department 
and review any financing plan before it could be approved. 

Surplus Property 
AB 1941 (Carter) Surplus land: disposal. (I-02/13/2008)

Status: Currently pending before Assembly Committee on Local 
Government. 

Summary:
This bill would require the state or local agency to offer to sell or lease the 
surplus land for any purpose to all governmental entities in whose 
jurisdiction the land is located. The bill would also allow a local agency, 
housing authority, or a redevelopment agency to reconvey property that it 
has purchased to a for-profit developer for a development that is consistent 
with the redevelopment plan and general plan of the jurisdiction where the 
property is located.
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Veterans
AB 2670 (Salas) Department of Veterans Affairs: qualified residential rental 

project programs. (A-04/08/2008)
Status: Pending before Assembly Appropriations Committee.  

Summary:
This bill would authorize the Department of Veterans Affairs to apply to the 
California Debt Limit Allocation Committee for the issuance of a private 
activity bond under the qualified residential rental project program, and 
would authorize the department to issue revenue bonds to fund multifamily 
housing projects sponsored by a nonprofit veteran service agency. 
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