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         BE IT REMEMBERED that on Thursday, March 25, 

2010, commencing at the hour of 1:13 p.m., at the

Burbank Airport Marriott Hotel, 2500 Hollywood Way, 

Burbank, California, before me, DANIEL P. FELDHAUS,

CSR #6949, RDR and CRR, the following proceedings were 

held:

--oOo--

 CHAIR CAREY:  Okay, we’re just short one so 

we’ll go ahead and start.

This is the March 25th meeting of the 

California Housing Finance Agency.  I want to welcome 

everybody here.

And our first order of business will be roll 

call.

MS. OJIMA:  Thank you.

--o0o--

Item 1.  Roll Call

MS. OJIMA:  Ms. Peters for Mr. Bonner?

MS. PETERS:  Here.

MS. OJIMA:  Mr. Gunning?

MR. GUNNJING:  Present.

MS. OJIMA:  Mr. Hudson? 

MR. HUDSON:  Here.

MS. OJIMA:  Mr. Hunter? 

MR. HUNTER:  Here.
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MS. OJIMA:  Ms. Jacobs?

(No response) 

MS. OJIMA:  Ms. Carroll for Mr. Lockyer? 

MS. CARROLL:  Here.

MS. OJIMA:  Ms. Macri-Ortiz? 

MS. MACRI-ORTIZ:  Here.

MS. OJIMA:  Mr. Shine? 

MR. SHINE:  Here.

MS. OJIMA:  Mr. Smith? 

MR. SMITH:  Here.

MS. OJIMA:  Mr. Taylor for Ms. Cox? 

MR. TAYLOR:  Here.

MS. OJIMA:  Mr. Klass for Ms. Matosantos?

MR. KLASS:  Here.

MS. OJIMA:  Thank you.

Mr. Spears? 

MR. SPEARS:  Here.

MS. OJIMA:  Mr. Carey? 

CHAIR CAREY  Here.

MS. OJIMA:  We have a quorum.

CHAIR CAREY:  Great.

And I believe Ms. Jacobs is on her way.  So

we should have the full contingent, which is great.

//

//
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Item 2.  Chairman/Executive Director Comments

CHAIR CAREY:  As everyone will recall, today is 

set aside as a discussion about the role of CalHFA, the 

prospect of CalHFA, and finally, the opportunity to talk 

a little bit in depth about how we see our role and the 

Agency’s role in the world of housing.

I’m really hoping today can be as informal as 

possible.  Let’s work with first names.  Let’s just keep 

it as conversational as we can.

We’re fortunate to have a very experienced 

focus group moderator with us today.  Lee Ann Buchanan 

will be leading most of the discussion, the idea being 

that that lets the Board staff participate fully without 

other responsibilities; and a little bit of outside 

facilitation, I think, will be helpful to all of us.

Lee Ann has pretty extensive background.  She 

mentioned that she has facilitated over 800 focus-group 

discussions in the last 15 years.  And that’s a lot.  But 

especially since 2002, has worked on numerous occasions 

with CalHFA and, most recently, has led some focus-group 

discussions with lenders regarding the viability of 

potential products. 

(Ms. Jacobs entered the meeting room.) 

//

//
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Item 3.   Discussion of CalHFA loan products and the

          “value added” to the marketplace by CalHFA

lending

CHAIR CAREY:  So I thought that maybe what we 

might do to start, is to go around to the Board members, 

and just ask each Board member to give a brief idea of 

what they would hope we’d get out of today’s meeting; and 

then we’re going to move on with some presentation from 

the staff, about some basic values and issues related to 

CalHFA, and then work our way into, I think, more 

specific conversations, which I’m hoping will not only 

inform Agency decision-making, but inform ourselves as to 

some of the broader thinking.

It’s an opportunity we haven’t really had.

We’ve put it off time and again.  And I know, I for one, 

really appreciate everybody being here.

With that, not to put anybody on the spot, but 

I guess I’d like to suggest that we just go around the 

table, and just make a brief comment about what we might 

anticipate getting out of today or what the value of 

today is.

Before I do that, I almost forgot, I’d like to 

introduce Fred Klass who is here, representing the 

Department of Finance today.

MR. KLASS:  Thank you.
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CHAIR CAREY:  Not everybody gets to walk into 

their first meeting at a broad discussion.  Most of us 

walk into our first meeting somewhat behind the curve.

So welcome.  Thank you for joining us.

MR. KLASS:  Thank you.

CHAIR CAREY:  Anyway, so, Ruben, if I could put 

you on the spot and start with you, that would be great.

MR. SMITH:  I think it’s kind of redefining our 

mission based upon the changes of what has happened to 

the economy and where we are today.  But more 

importantly, also some discussion and some idea of how we 

deal with mitigating the foreclosures that we might be 

facing as we go forward.  Because I think that’s, right 

now, for me it seems to be one of our biggest challenges 

of keeping people in their homes and keeping this 

institution sound financially.

CHAIR CAREY:  Let’s just move to the left -- to 

my left.

MR. HUNTER:  Yes, I found it very interesting 

to get up this morning in the hotel I was staying at,

and walk out and pick up the USA Today that was sitting 

on the floor in front of my room, and the front-page 

articles were just the stuff we’ve been talking about for 

the last several meetings.  And I thought it was very 

fortuitous.  And it reminded me that, to me, the real 
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value of what I hope we arrive at today is a clear 

understanding of how we’re going to move forward and the 

types of products and services that CalHFA intends to 

provide for the people of California, given the very 

changed business environment.

I still think there’s great value in this 

agency, and I’d like to -- I really look forward to being 

able to hear everybody’s perspectives as to how we best 

focus the mission and activities of this agency.

MS. MACRI-ORTIZ:  I think my goal for the 

meeting is to try to ensure that whatever we look at as 

our mission or our products, that they ultimately are 

good for the people that are going to be having the 

loans, because the concern that I’ve seen, is that we’ve 

gotten too many people into situations that are doomed to 

failure over the long run if anything happens to their 

families.

And so I think we really need to look at the 

mold in terms of how do we put people in loans and what 

kind of debt we get them into, to hopefully have them in 

a place where they’re not going to fail, and that there’s 

a little leeway.

MR. HUDSON:  Okay, so this is my second 

meeting.  I missed the last meeting.  So my goal is to 

hopefully still understand better kind of what we do and 
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how we can do it better.  But I really don’t have any 

specific goals for today.

MS. PETERS:  My goal is to make sure that as

we reexamine the mission and the product mix, that we 

also keep in mind for short-term, medium-term, and 

long-term, where we sit within the marketplace as a 

whole, that we don’t exist in a vacuum.  We’re competing 

with private lenders, to some extent.  We’re having 

considerably more interplay with the GSEs in an uncertain 

environment, FHA, et cetera.

So I just want to make sure that we sort of 

stay nimble as those things evolve.  We don’t know where 

the GSEs are going to be.  We don’t know what FHA is 

going to be writing.  And whatever we talk about and 

decide today very well may change as that all develops.

MS. CARROLL:  And for me, being more of the 

finance person than the housing person on the Board, one 

of the things I’m looking to do is to get a better 

understanding of the products that are available, some of 

the policy issues.

Largely, this board, since I have been the 

member sitting -- or sitting for the Treasurer, has been 

discussing financial issues and plans.  So I really would 

like to gain a better understanding, first of all.

But also, we’ve talked a lot about limiting the 
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Agency’s exposure in the future to whole loans which, in 

some ways, from a financial perspective, might make this 

less of a purely financial -- financially important 

issue.  But I think from a public-policy issue, it’s very 

important that we make sure that our policies both 

balance affordable -- getting people into affordable 

mortgages and homes, with making sure they can keep those 

homes; that it is financially viable for them.

CHAIR CAREY:  Jack, can I jump over to you?

MR. SHINE:  Okay.  My point of view, coming 

from my own background, is that basically, we are in the 

monthly payment business.  And I would hope that we could 

come out of this with some idea of how to approach things 

from what you’d call affordable housing, and to identify 

the target market that we’re going after.  Are we going 

after 50 percent, 100 percent people, and so on.

In that regard, we’ll have to deal with what 

kind of products we have that could do that, and build 

into our loan program a means by which people can sustain 

some modest degree of setback without losing their home, 

whether that’s at an adjustable rate of interest that can 

kick in under certain circumstances, or a way to have a 

moratorium on payments for a short while -- whatever it 

is.  Because this is not the last recession we’re going 

to be in.  It’s the eighth one for me, and there will be 
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an eighth and a ninth and a tenth and an eleventh, and

so on.

And it’s always the little guy that doesn’t 

have that little bit of extra wiggle room that loses the 

property.  So I’d hope to see us with a product that 

addresses that issue.

MR. GUNNING:  My comments would be threefold.

To spend a little time on the history which is, 

of course, our mission and direction, that sort of stuff, 

where we’ve been, how we’ve gotten there.

Second would be sustainability, which is going 

forward, the things we think about, how we address the 

mission given our past and what we see as our future.

And the last, I think Heather touched on it, 

was presence in the marketplace, because as the largest 

housing finance agency in the country, I think there’s a 

leadership role for us; and to make sure we recognize 

that and fulfill that is one of public perception and as 

leaders in this field.

MS. JACOBS:  I would like to come away with 

this with an agreement of the Board of who actually is 

our customer.

MR. SHINE:  Bravo.

MR. TAYLOR:  I’m interested, as all of us are, 

in the financial aspect of things.  And we’ve had 
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substantial discussions about the finances of our agency. 

But one of the goals we have is to understand where the 

Agency is going to fit policy-wise, both in the short- 

and in the long-term.

Obviously, the market has changed within the 

past year, two years, and it seems that we’re still 

trying to find our way policy-wise.

It’s of great importance that we find that both 

short-term and long-term objective for us in order to 

sustain ourselves and provide a way that we can 

communicate to the people who we are and how we can help.

MR. KLASS:  As Peter mentioned, this is my 

first meeting, so I’m here primarily to get educated.

And as he alluded to, this is really a fortuitous 

opportunity for me, because I am already hearing several, 

I don’t know if I’d call them different points of view, 

but several different approaches to the question and the 

issue and what we wanted to learn; so I’m anticipating 

that I will get a full, rich understanding of different 

perspectives on the Board and where we might be going in 

the future.

CHAIR CAREY:  Jack, did you want to add 

something?

MR. SHINE:  I overlooked one thing.

I would also like to see staff evaluate our 
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financial situation now.  And by that, I mean, what do

we have, what is it bringing in, what does it cost to do 

business every month to open our doors, and are we now at 

a break-even, positive, or negative cash flow to run the 

Agency, and how that can be adjusted as we go down the 

line, what we need to do, if we can, to break even and 

have some surpluses that we could use for better loans or 

better programs.

CHAIR CAREY:  Great.  Okay.  Well, that’s 

great.  People have obviously given a lot of thought to 

the day.

So let’s dive into it.

And Steve and the staff have mapped out an 

agenda for us.  And it begins with some background which 

is the starting point; and then at that point, after 

Steve, we’ll turn the --

MR. GUNNING:  Don’t we get to hear from you, 

Mr. Chair?

CHAIR CAREY:  I thought, actually –- well, let 

me say -- 

MR. GUNNING:  You’re our leader.

CHAIR CAREY:  Well, let me say that I thought I 

had a bit.

But I think that for me, it’s twofold, one of 

which is what do we want to be?  Where does the Housing 
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Finance Agency fit into the housing picture in 

California?  What is it that we want to be?

But I think the second question is, how are we 

going to get there?  Because we’re in a very difficult 

environment today.  And unless we survive as an agency, 

we won’t be around to do the things that we want to be 

doing.  And so it’s that balance of fiscal viability and 

the desire to meet unmet needs that creates some of that 

tension, I think.

I agree strongly with the concept of the 

importance of sustainability of homeownership.  When 

folks get into homeownership, they need to be able to 

have the opportunity to stay there.  And I think that 

what we do has got to be built within that framework.

Those are sort of my key values and stress points in all 

this discussion, I think.

So with that, I think we’ll turn it to Steve.

And then after that, we will turn the meeting over to 

Lee Ann to lead the discussion.

Steve?  You’re on.

MR. SPEARS:  Thank you.

I do want to be brief because I think we should 

get right at this.  You guys have patiently waited.  I 

believe -- I know Heather was here, Peter was here, and 

Lynn was here in January of 2009.  And this Board asked 
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to have a session about value-added.  And we have been 

trying to do that ever since.  So this is really great.

Let’s get right to it.

I hope that you found the slide program that 

was mailed out to you helpful.  I had several comments 

that it was.

The staff actually was tempted to put together 

a quiz and make you guys take it.

We decided against that.  But we did have two 

dedicated senior staff offsite meetings to discuss, you 

know, what we would say if we were asked these similar 

questions.  And I thought it would be a good idea if

we –- if the Board members heard what the staff response 

was to these same questions.  What drives them in core 

values and what they think the uniqueness is of the 

Agency and what they think the future is as a place to 

start; and then turn it over to the Board to tweak that, 

to give us guidance, and that sort of thing.  So that’s 

going to be Lee Ann’s task, is to herd us all in that 

direction.

But I asked Ken Giebel to represent senior 

staff and to give you a quick overview of two lists that 

were handed out to you:  One of core values and one of -- 

Ken doesn’t like for me to use the word “value-add” –- 

“unmet needs,” “uniqueness,” “value benefits,” use 
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anything but “value-add” and you’ll make Ken happy today.

So let Ken go ahead and start, and then let 

Lee Ann jump in and guide the discussion after that.

MR. GIEBEL:  Well, I’m flattered.

Good afternoon, by the way.  I’m flattered to 

represent my colleagues to talk about what we talked 

about for hours about some of our core values, their 

general statements.

We can get specific about a core value.  I 

think what would be helpful, though is, if you have a 

question about a specific core value of like what that 

means, I will try to interpret that for you.  I can’t 

speak for 12 other people’s interpretation of that, but

I think I have a general knowledge.

But I think an overall point of view, like you 

opened up with, we would save so Lee Ann can conduct that 

conversation.  So these get pretty specific in some 

areas.

But where I think the starting point might be, 

because about half of you mentioned this, is “mission.”

And we actually have a mission statement.  And I don’t 

know if you’ve come to the office, but it’s on the wall.

I will say to you -- that’s it -- not the blank 

one.

And we have been struggling, prior to Terri 
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leaving, since I’m the Communications and Marketing 

director, when your mission statement, you can’t fill it, 

you, quote, have a problem.  And I think that’s what this 

discussion is about.  It’s a problem, and everybody 

working against all the programs, working in some type of 

synergy.

And the issue here on this mission statement, 

which we operated against for years, and on the 

homeownership side, it worked for 155,000 California 

families for their first home, low- to moderate-income 

for their first time.

If you want to think about it in general, we 

are kind of like a starter kit for homeownership in 

California.

And the below-market loans, we have not been 

able to do that for going on 20 months now because the 

financing mechanism that the HFAs were set up on -- and

I know you’ve heard this -- doesn’t work anymore in the 

current market since the collapse of the bond markets.

So, you know, that’s our issue with our mission 

statement.  We can’t make that statement and back it up.

You know, the Federal Government may, in an 

instance or two, say, “Oh, we can help you do that.”  But 

overall, that’s an issue.  So just keep that in mind as 

we go through this.
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So I’ll start.  There’s –- one, two, three, 

four, five, six, seven, eight -- nine of these that we 

identified, and some of them overlap.  I’ll need Tom to 

talk about one because it’s kind of in our statutes -- 

it’s not really our statutes, but Tom will talk about 

that.

MR. HUDSON:  Can I interrupt you real quick?

MR. GIEBEL:  Yes.

MR. HUDSON:  Did you just say we can’t do this 

mission anymore?

MR. GIEBEL:  We can’t fund the portion that 

says, “Below-market rate loans.”  That is what we 

can’t --

MR. HUDSON:  What else is there?

MR. GIEBEL:  What we provide:  We provide safe, 

decent, affordable housing, both rental and for 

first-time home buyers.  And we -- 

MR. HUDSON:  And how do you provide that, if 

you can’t finance --

MR. GIEBEL:  We don’t -– we haven’t lately.

MR. HUDSON:  So what you’re saying, when you 

say “provide,” you are servicing a portfolio of 

affordability rental housing and first-time home buyers?

MR. GIEBEL:  Right.

MR. HUDSON:  But your mission is not that?
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Your mission is to finance that?

MR. GIEBEL:  We’re not a direct lender, so we 

finance the loans to people who can do that.

So if it’s Wells Fargo, in a particular 

instance, we purchase that loan against whatever our 

product specifications are and the tax law, but we can’t 

provide them with that below-market rate, and haven’t 

been able to do that using our tax-exempt or even 

blending, as we used to do.

And we used to be anywhere from 50 to 100 basis 

points below the stated market.  For years, the Agency 

was an FHA loan operation.  And we could give a rate -- 

and Bruce, correct me if I’m wrong -- anywhere from 50 to 

100 basis points below the market rate to give them a 

lower payment.

And as time went on and the passage of the 

propositions, we could give down-payment assistance.

MR. HUDSON:  Yes, so I guess I’m asking the 

question:  If we can’t do finance, are we a finance 

agency?

It’s like, banks aren’t making loans these 

days.  Is a bank a bank if it takes in deposits but it 

doesn’t make loans?  I mean, I don’t get a bank that 

takes in deposits but doesn’t make loans.  It’s almost 

like it’s not a bank anymore; it’s just a depository.
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MR. GIEBEL:  Well, unless they give you an 

interest, they’re a savings bank.

We’re not financing, so we’re not doing our 

mission.  So, obviously, the answer would be “no” right 

now.  We’re not a financing operation, per se, of this 

mission statement.

MR. HUDSON:  Okay.

CHAIR CAREY:  But that is part of the 

discussion --

MR. GIEBEL:  Exactly.

CHAIR CAREY:  -- is, what are the financing 

vehicles that we will be able to offer in this new 

environment.

MR. SHINE:  When you’re talking about an 

interest rate, and you’re saying that buying -- or bonds 

or whatever it is -- the source of funds are pegged at a 

price which no longer allows us to do that --

MR. GIEBEL:  Right.

MR. SHINE:  -- have we thought at all about 

tiers or steps in rates that would help people to do 

that?  Where maybe part of our mission, maybe, is to 

underwrite some of the difference between the market rate 

and the lower rate that we want for the first, or first 

and second, or first and second and third year, to give 

whoever is developing whatever they’re developing a 
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chance to afford to do that from a cash-flow point of 

view.

And I may not be saying this right, but I know 

in the ‘82 recession, everybody was making -- what did 

they call it -– “creative financing,” that is what it 

was.  Creative financing was nothing more than buying 

down the first year or two or three of a rate.

MS. JACOBS:  That’s the 3-2-1 Buydown.

MR. SHINE:  There’s another program:  3-2-1, 

you remember it very well, I’m sure.

And my question then is -- thank you -- is 

there anything like that even on the table for discussion 

with staff?

CHAIR CAREY:  And, Jack, let me -- that’s a 

great question.  It is sort of the heart of the 

discussion.

Maybe we could let Ken get through the “Where 

are we at” background, and then we can launch into that 

part of the discussion.

MR. SHINE:  All right. 

MR. GIEBEL:  And I’m probably not the right 

person to answer that question.

So let me take you through the first core value 

on that particular issue.  Because how you finance that, 

they’re back there.
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One of the first core values that was discussed 

is the constant tension between the mission, as it 

existed at the time -- and we’re sort of going a little 

backwards -- and the money issue.  And we look at that as 

if we have to operate as a business -- in the book we 

just read, they’re called flywheel -- what your flywheel 

products are -- you can call them your baseline 

products -- have to be strong enough to generate revenue 

to do your public-policy part.  That’s kind of the 

tension is, we have done a lot of public-policy stuff, 

we’ve done Habitat stuff, we’ve done the HELP program for 

localities.  But those are all paid for from the flywheel 

products.  And, over time, those products need to 

generate the funds.

And basically, I think we would all agree, that 

we are living off of some of those funds now, of the past 

35 years -- or maybe it’s 33 years now.

So, anyway, we must operate as a business or we 

can’t continue to do a mission.  If you want to change 

this, we have to have -- it is a business-based 

operation.  So that was number one.

We have to provide basis -- a number of items. 

We have to provide affordability across all programs.

That’s where the public benefit comes in.  It means 

favorable terms.  So that would mean the funding model 
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would permit favorable rates, terms, eligibility, provide 

predictability and sustainability to borrowers.  This has 

to work over time for them.

If it’s only going to work in the short-run,

I think maybe Jack said that, that, you know, we have to 

keep the people in their homes.  It’s always been one of 

our discussion points.  I think we found out, you can get 

anybody into a home.  The issue is, keeping them in the 

home.

I mean, one of the things we looked at that 

immediately came up was our HomeOpeners insurance 

protection on the M.I., CalHFA M.I. loans.  And if I 

think I remember correctly, Chuck told me that there are 

over 200 people now using HomeOpeners protection, making 

their home payment on CalHFA-insured loans.

The qualification issues, they have evolved 

over time.  I can tell you right now –- I know that 

you’ll find this hard to believe -- the majority of HFAs 

still do not have basic FICO stores.  Don’t have them.

We have them, and we’ve had them for the last four or 

five years.  Even on FHA, we have FICO scores, minimums. 

There’s a lot of HFAs that don’t.

And it assumes that down-payment assistance is 

not available in the private sector.  We can tell you, 

when the market was heating up and going, BofA, for 
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example -- and not Countrywide but BofA -- was using 

ACORN and giving down-payment assistance and using our 

assistance and underwriting these not-very-well loans.

And they were eating up CHDAP money, and they were eating 

up CHAP money at the time, plus taking money from ACORN.

So that whole thing is, we assumed that --

one of the core things is that one of our tie breakers

is down-payment assistance versus the commercial 

conventional market.

And, as you know, we have that through bonds 

when we can get to it.

And besides CHDAP, we have the Extra Credit 

Teachers Program, which is locked up, and we have the 

School Facilities Fee Program, which is for the builders, 

for new construction.  That money is locked up.  And I 

think there’s over -- around $20 million in there.  So 

there are down-payment assistance programs sitting in the 

wings that we administered.

I know the Extra Credit Teachers Program we did 

for the Treasury, so -- the department, that is actually 

their program.

I’ll let Tom address this because he knows all 

the details, and he just told me he went back and 

reviewed that today.

The lender of last resort, we are not that.  We 
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have fought that with our lending community.  Like, “If

we can’t do that, we’re going to do -- we’ll give you a 

CalHFA loan.”  We’re not that.  We’ll tell you where that 

phrase comes from.  We’ll talk about that and then I’ll 

give you an example of what went on with us.

MR. HUGHES:  I think I pointed out when we had 

this discussion at the off-site that there is actually an 

article in our statutes called “Lender of Last Resorts,” 

but I wanted to explain what that meant because I think 

we’re kind of talking apples and oranges. 

I think what Ken is saying, and what the staff 

believed, not being a lender of last resort is, CalHFA 

has always believed it needs to aggressively be out there 

in the marketplace all the time, through all the business 

cycles, because that’s really the only sustainable 

business model that we can operate on.

We have, in our homeownership statutes, an 

article that is entitled “Lender of Last Resort,” but 

it’s actually talking about something somewhat different, 

which is that our business model on the homeownership 

side -- not on the multifamily lending side -- is that

we can’t be a direct lender.  We’re more of an investor. 

And there’s only two exceptions, not really relevant 

today, where we can be a direct lender.

So when they say “lender of last resort,” they 
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mean direct lender.  And, again, we don’t originate the 

loans.  We buy them from a network of lenders, which is 

what our statutes require us to do.  So that’s what that 

article means.

MR. GIEBEL:  Yes, and during the period of 2004 

to 2007-08, we can tell you, we put a program in that was 

called the “Leads Program.”  At the time, we were getting 

1,500 calls a month from borrowers, and that they were 

going all over the building.  We used to call it, “You’re 

going to go into CalHFA limbo.”

So we set up this program where a lead would 

come in, and Citi managed it for two years.  We’ve taken 

it inside.  So a borrower, a first-time home borrower,

we would screen them for first-time home buying and for 

their income limit.  And we would take that lead, and 

then we had a list -- and we still to this day have a 

list of preferred loan officers.  And we would send those 

leads to this list of preferred loan officers from our 

lenders.  And we’d track them.  We would track them for 

nine months.  And we were finding that they would start, 

and we all insisted that you asked for a CalHFA loan.

But the vast majority of those leads were 

winding up in exactly where you would think they would 

lend.  We weren’t the loan of last resort.  They were 

taking our customer -- potential customers and putting 
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them in their ARM products.  Because we would do 

follow-up calls and say, “What actually happened” on a 

sampling basis.

“Well, I have this loan.”

It’s like, “Well, why didn’t you go with the 

CalHFA conventional -- 30-year conventional or the IOP

or” --

“Well, no, this is a better deal.  My payment 

is here.”

And we do this in English and Spanish, by the 

way.  And I think I’ve mentioned this to you once before. 

Over 50 percent -- and at one time 60 percent -- of our 

business was with Hispanic surname families.  And during 

that period, it dropped below 30 percent.  So we were 

losing those customers to -- and they actually were going 

after our customer base.

So if we were the lender of last resort, they 

were stealing our last-resort customers and taking them. 

So we are not the lender of last resort.  We have a 

niche, and I know our people will talk about that, and I 

think it will be part of the larger discussion who we 

serve; because we are defined by, I think, tax law and 

some other sales price limits on what we can and can’t 

do.  So I’ll just leave that as the lender of last 

resort.
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Statewide availability of affordable products. 

Since I’ve been here -- and I think it’s seven years 

plus -- we have always, on the first-mortgage programs, 

been across the state.  We have not targeted our program 

on the first mortgage to any specific geographical area. 

  In fact, we had tracked -- no need to track it 

for the last 18 months -- but when we were in business, 

we would track our percentage of loans against a 

percentage of the population in a given county.  That’s 

sales price and income limits on a county basis.

So we would literally track that.  And we would 

get out of whack in counties like Santa Clara -- and I’ll 

tell you why -- Santa Clara and San Diego.

Now, what we did on the higher-cost areas, we 

put in a program called HiCAP.  And that was out of our 

fund -- CalHFA funds, those revenues, where we gave

down-payment assistance.  And at one point, it was 

7 percent, then it was dropped to 5, then it was dropped 

to 4.

And in the other areas, they got our CHAP 

program and then they had CHDAP.  And the CHAP program 

was, I think, 3 percent at the end.  But I think it was 

higher than that when it first started.

So what we would do is take the down-payment 

assistance, because the housing prices in what we 
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identified were the high-cost areas based on data, and we 

would give them additional assistance to get the payment 

down.  Okay, so that’s the targeting we did on statewide 

availabilities.  There are targeted areas by the federal 

program; and we accommodated those areas because we had 

to.

So that was what we did, and we didn’t really 

target our first programs.  And I don’t think -- the 

philosophy is, we want to be available to all California 

families.

We do provide this some non-monetary benefits 

to borrowers and renters.  Closer to work, closer to 

transportation hubs.  We have a number of projects that 

we have funded that are next to BART, and also in 

Los Angeles, and safe housing.  And a lot of that is on 

the rental side for multifamily.  And I think that’s 

stated in the mission.

The other thing is innovative creativity.  I’m 

not going to go through the litany.  I don’t know about 

the past ones, but since most of this group here is --

we have the ability to be very, very creative.  In fact, 

I think what the Treasury and I think some of the 

direction coming out of Washington in terms of the HFAs, 

they recognize our ability to be creative, formulate 

programs that meet needs, and execute them better than 
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some of the alternatives that are out there.

And I think Heather would know that.  I think 

they have a lot of confidence in what we can do, how 

quickly we can do it.

I don’t know of anybody -- the Treasury or the 

Federal Government -- has ever asked to do a program in 

30 days.  And the clock is ticking.  So we have until the 

16th of April on this $700 million money that I think we 

will get appropriated.

We, on the homeownership side, as Jack just 

mentioned, we can do that stuff.  If we need to make a 

product that works and we test it and we can figure out 

what the volume will be, we can do that.  And we work 

with the lenders and the borrowers and the mortgage 

brokers and the realtors all the time.  And they tell us 

right up-front what they think will work and what won’t 

work for them.

And unlike the general market, these are CalHFA 

people.  Most of these people have been doing our 

products for years.  It’s not like, you know, I don’t 

know who you are or what you do.  They’ve all written a 

CalHFA loan, at least ten of them.

I mean, we have the MHSA product program.  We 

did at the confidence from the state.  You guys do the 

financing.
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Bay Area Housing, the one we all love, that 

Mr. Steinberg had helped, that’s ours.  And for better or 

worse, we did it.

We had HELP, that was very successful, the HELP 

program.

And Habitat for Humanity, Bruce did the bonds 

for them and then we had sweat-equity programs.  So at 

any given time, we can do those, and we can do them 

quickly.

Manage risk to facilitate business models and 

sustain the financial viability of the Agency.  I think 

you’ll see from the product discussions, that risk is 

always on the table.  And we have a whole new business 

model, per se, on the risk side.  That’s an MBS model.

Of course, when you do that model versus doing what we 

were doing previously, you give up some things.  I mean, 

if you’re going to do business with Fannie Mae, you have 

to recognize that, any given day, they can change the 

rules.  And they do, and they’ve done it.

So when you talk about sustainability and you 

go to MBS, you have to recognize that the rules can 

change.  I think -- I’m pretty sure FHA just changed the 

rules this week on the M.I. amount that you needed and 

that’s funded in the loan.

So when you’re doing those, you just have to 
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recognize that you have to be flexible to change them.

And it may change the number of people in your, quote, 

target audience who can afford to facilitate that change, 

so…

And the other thing is -- the last thing on 

these core values is, the Agency cannot be everything to 

everybody.  I mean, I think, you know, the attitude is, 

“We can do anything.”  Well, we can only do what the 

flywheels will enable us to do.  In other words, what we 

can afford to do in a reasonable manner that pays and can 

generate enough to run the Agency, the admin funds, get 

the cash flow, and then yet at the same time, you know, 

you still have to be competitive.

If our -- and here’s the added-value thing.

We think we add value to our lender network because our 

customers are not their customers unless they decide they 

want to change the underwriting, like they’ve done in the 

past and go after them.  But they don’t service our 

customer.  Their customer is not moderate to low, only 

can buy to a certain property at a given price, and to 

these underwriting standards.

Right now, they wouldn’t touch them.  And they 

don’t care.  They’re dealing with the same things we’re 

dealing with on their portfolio side.

So, you know, we add value to them because we 
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will give this program to them so they have a bigger 

customer base.  Because in the results, once you do a 

first-time, eventually people, normally -- and this will 

happen again -- they’re going to buy a second home, and 

they’re not our customer anymore.

MR. KLASS:  Ken? 

MR. GIEBEL:  Yes. 

MR. KLASS:  Can I just ask a question on that 

one point?

MR. GIEBEL:  Sure.

MR. KLASS:  How do you know that they’re not –- 

we can beat the customer to the other bank.  How do you 

know that they aren’t just getting a better deal, but if 

they had to pay a higher interest rate, they still would 

have gotten a loan?  Is there some scoring system, or 

something?

MR. GIEBEL:  No.  But you can tell from -- I 

mean, we can tell who they’re talking to from our lender 

network.

The only program that a bank has right now that 

would go after what you would call -- our audience may be 

moderate to low, but I would take the low part of it

out -- would be an FHA loan, because 80 percent -- I 

don’t know what it is today, but a few months ago it was 

all FHA business, the three and a half percent down.  And 
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that’s what they were writing.

And, you know, that’s kind of our customer, but 

we don’t know what FICO scores or what upcharges for a 

lower FICO score they’re charging on that.  Because on 

a -- I think we have a 620 on a -- we would have a 620 to 

higher on an FHA loan.  And I think you can write an FHA 

from 580 to 620 today.

MR. KLASS:  The reason I ask this, my question, 

it seems a fairly important point as we struggle with the 

mission, if we can demonstrably show that people were 

getting homes who clearly couldn’t have otherwise, that 

would be different than if we just knew that we were 

providing lower payments to folks but couldn’t tell 

whether or not they would have been able to qualify for a 

house, anyway.

MR. GIEBEL:  Yes.  I mean, from the focus 

groups, which we really haven’t presented to you -- but 

there really isn’t a –- if you assume we’re a starter 

kit, and the first-time home buyer that’s moderate- to 

low-income can’t really give you the 5 to 10 to 15, 

20 percent down, they’re starting.  It doesn’t mean 

they’re bad customers; it just means they don’t have the 

money in the game.

And our position is, well, if we have an FHA 

product that’s three and a half percent, and maybe we’ll 
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give you some down-payment assistance and ask you to 

contribute to some of that, then you can operate in that 

range, and that’s our customer, and we have the income 

limits.

But they’re not there now.  The focus groups 

would absolutely indicate, when they saw the Fannie 

product –- and, Fred, I’m sure Gary’s going to talk about 

that -- but when they saw the Fannie product, they said, 

“We can do that product for CalHFA and first-time” -- 

they said first-time home buyers now because they can’t 

get -- they don’t have the down payment and they can’t 

get M.I.  And they can’t afford the M.I. as it’s being 

priced today, is what we were told.

MR. KLASS:  Thank you.

MR. GIEBEL:  Okay.  So those were the basic 

core values that we talked about.

If you want to say that’s added value, as I say 

we add value to our lender network, which gets passed on 

to borrowers, first-time home buyers.

And I’m just going to run through some of the 

uniqueness of CalHFA real fast.

A stable source of lending in good times and 

bad.  I would assume we’re considering the housing market 

rather a bad time now.  As I said, the only possible 

source of a stable capital, and the only possible with a 
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stable credit rating.  So here’s the catch-22.

Yes, if we have the stable source of capital, 

as we go back in time and say, “Yes, tax-exempt bonds 

gave us this 200-basis-point spread of which we passed 

on, you know, 150 basis points given the product,” but 

that only is based on your ratings.  So if our ratings 

now get downgraded, you don’t have access to -- even if 

the bond market was to come back, you don’t have as big a 

spread because you have to pay more for the bonds, and 

you know, so it becomes like a self-fulfilling prophecy 

when the bond ratings kick in.

That was rather simple.  I’m sure Bruce can 

speak to that much longer.

High-quality borrower service.  We try.  We 

pride ourselves on taking care of our borrowers.  And 

during the servicing part -- and we will have to admit, 

on the lender side, we’re putting –- Gary is putting in 

processes when we do get back in business, to speed the 

loan process up internally.

Skill-set and experience at all staff levels.

I think one of the good things is, we can move people 

around.  We have taken a number of Homeownership people 

and we’ve put them in our Loan Modification unit on the 

fly, and trained them.  And we can do things like that.

We’ve even sent people from Marketing over there.  It’s 
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amazing, I know.

Provides unique ability to be flexible and 

creative and to execute innovative programs well and 

increase and provide affordability.  I think we talked 

about that in the core values.

Quality lending products and quality 

underwriting.  If somebody wants to use a CHDAP loan 

today, we underwrite.  Because of the 3 percent 

requirement, we’re not underwriting a bunch of them, or 

doing hardly any business.

Quality lending products and quality 

underwriting produce sustainable homeownership and 

sustainable affordability.  I think our getting them in 

the home and keeping them in the home is definitely one 

of our requirements.

Low-cost lending, below market if possible.

That’s currently disrupted.  We talked about that at the 

beginning.  The spreads aren’t there.  And we’re no 

different than other HFAs in that matter.  A lot of 

people suspended, and have still suspended lending.

Their FHA products, their tie-breaker right now 

is not rate.  It’s below 5 percent.  Their tie-breaker is 

they’re using down-payment assistance.  And it’s either 

from state money, general fund money, or it’s from their 

reserves.  And that’s the tie-breaker on the FHA side.
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The only other people, Wisconsin has started 

and I think New York’s going to start using the Fannie 

product.  In fact, Wisconsin is on the street with it.

Programs that finance the “gap.”

Homeownership, down-payment and closing costs.  Most of 

our down-payment money, when we were doing it, the 

3 percent on CHDAP was used for closing costs, which 

they’re permitted to do.  Multifamily is gap financing.

And, Leveraging relationships and dollars to 

achieve affordability.  We worked with a variety of 

partners, the HELP program, the Habitat program, the 

localities, the AHP program we worked with localities.

We leveraged their money wherever we can for 

affordability purposes to get people in homes.

The Cal30 program, which has done minimal 

business, but all that money is -- basically, those 

programs have been done with locality money to get the 

payments down.

So that is what the basis -- the foundation we 

talked about on Monday and Thursday last week.  And I 

think we should open it just to a discussion or if you 

have any other particular -- on any of these assumptions, 

or uniqueness or core value.

MS. BUCHANAN:  I think I’ll jump in right now.

Thank you for having me here today to 
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facilitate your discussion.

And thanks, Ken, for the presentation.

You know, I have done focus groups for many 

years for CalHFA.  But I do want to tell you, I’m not an 

expert on anything that we’re talking about.  Probably 

just enough to be a little bit dangerous.  So I just want 

to let you know that up-front.

My role, as I understand it today, is to be 

sure that all the Board Members have an opportunity to 

express their point of view and give their opinions and 

be part of this discussion, as well as help keep the 

discussion on track.

I do have a list of potential questions which

I think you have in front of you.  But I also want to 

say, I think we should all be open to the spontaneity and 

the ability to even ask each other questions or present 

questions for the staff, or however you want to see the 

conversation go.  And also to be sure that we address all 

the things that you talked about in your opening remarks 

about what you hope to get out of today’s meeting.

So I guess I’ll just start with the first 

question, and that is, your comments, reactions, points 

of view to Ken’s presentation or any additional questions 

that you might have.

Yes, Heather?
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MS. PETERS:  I have a question, probably for 

Tom, starting at the very, very beginning.

The mission statement, is that in statute, was 

that created by the Board?  If so, when?

MR. HUGHES:  It’s not statutory.  I’m not 

certain when it was developed.

MR. GIEBEL:  I think just prior to when I came 

on, they rebranded from CHFA to CalHFA.  That was done in 

the fall.  And -- 

MS. PETERS:  What year?

MR. GIEBEL:  And I understand the mission 

statement was cut down from this paragraph, down to this 

statement at that time.  And when they’ve rebranded the 

agency -- when CalHFA was rebranded, this mission 

statement was redone.  And I didn’t go -- we’d have to 

look at the Board notes to see if the Board --

MR. HUGHES:  Actually, I do remember.  When I 

got here in 2001, we had these old business cards with a 

picture of a house.  But on the back side, it had our 

mission statement.  And it wasn’t radically different 

from that.  And I think Ken’s right, when we rebranded to 

CalHFA, we tweaked it a bit.  But it’s been more or less 

the concept since I’ve been here, that you see on the -–

what you have there.

MS. PETERS:  And what guidance does the statute 
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give us, if any, as to what our mission is?

MR. HUGHES:  Well, the statutory -- the one 

statutory provision is very simple, that our primary 

purpose is to finance low- and moderate-income housing.

And from that -- and there are many statutes with 

objectives and goals and things like that.  But the basic 

framework is simply that, from a mission standpoint.

And, you know, from a business standpoint, it’s really, 

as Ken said, our mission -- our whole business model is 

really based on federal tax law.

MS. BUCHANAN:  Okay, so any comments or 

reactions to the presentation?  Thoughts?

Yes, Barbara?

MS. MACRI-ORTIZ:  One.  And I think the issue 

that I’m struggling with -- and this is mainly from my 

experience, working with people who are the recipients of 

homeownership, and we’ve been trying to fit people into 

homeownership in a way that’s unrealistic because of the 

prices.  And the argument goes, “Well, we should try to 

find a way to get them in housing but not dealing with 

the prices.”

And so whether it’s creative financing or 

however we do it, we wrap things around to get people 

into situations that really are not sustainable.

I think that’s the first -- that’s the first 
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issue we really have to look at.  And, you know, I think 

when I looked at the figures that you had produced for 

the last meeting, and just analyzing, I mean, when you 

look at the chart here, and we say we’re going toward an 

income of $60,000, and we’re shooting for -- our average 

loan is $243,000, it’s not affordable.  And I think it’s 

like, people don’t want to say that.  It’s sort of like 

the emperor with no clothes.  You don’t want to say it 

because it’s too embarrassing.  But the fact is, that

in most situations, we are trying to put people in homes 

that they cannot really afford.

And so we stretch –- whether we stretch the 

debt ratio or however we want to play with the numbers, 

we get to a point where we can kind of fit in, you know, 

the square peg in the round hole.  We can kind of do it, 

but it doesn’t -- it’s not sustainable.

And I had a conversation with a nonprofit who 

built some homes, and they’re trying -- the objective was 

to get a certain income level in there.  And the way 

you’re supposed to analyze this thing in terms of, okay, 

what’s that 30 percent?  You know, it’s supposed to be 

your mortgage and your insurance and your taxes and your 

utilities and your maintenance.  And if you have a 

homeowners association, that’s supposed to be in there, 

too.  And you’re supposed to take all these together, and 
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it’s supposed to be 30 percent.

And it used to be -- not that long ago, it used 

to be 25 percent was the standard.  So we kicked it up 

30 percent because we couldn’t deal with the price.  And 

now we’re trying to fit people in there.

And so the call I got was kind of like, “Well, 

can we lower the amount of utilities?  Can we get rid of 

the maintenance?  Can we” -- you know, because it won’t 

work.  We’ve got this profile of people we want to serve. 

They don’t have huge down-payment funds.  So how do we do 

this?

And so we look at it as, okay, we’ll do 

whatever we can to try to get this person in this home, 

okay.

And I keep having a problem with that because 

then those people end up in my office, saying, “I can’t 

afford it.”

So I think we have to really start looking 

seriously at our ability to finance what it is that we’re 

trying to finance, and having some limits, and just being 

able to say, “Okay, if we can’t do it, we can’t do it.

But we shouldn’t just do it because it’s there to be 

done.”

And that’s why I guess I originally said, 

“Well, do we really want to spend all this money on 
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homeownership, or should we just put people in a rental 

that they can afford?”

You know, because it’s an issue about raising 

your family.  And so that’s my -- that’s the tension.

And that’s where I have to be convinced that we can do 

loans where we’re not really putting people in, you

know…

MR. GIEBEL:  I know Chuck and Gary will talk 

about this.  But just a couple of things 

perspective-wise.  You’ll see these average loans are 

from 2004 to 2009, okay.

The affordability index across the state of 

California during that time was 19 percent.  The 

affordability index today is 60 percent.  It’s back to 

where it was in mid-nineties levels.

So probably -– you know, I personally agree 

with you.  If you watch the affordability index -- 

there’s two issues, okay.  One of them is, where would 

those people have gone, okay, because the products were 

there to do this; and two is, our loan amounts prior to 

this period, like 2000 and back, was like in the low 

hundreds.  And those loans are not sour.

MS. MACRI-ORTIZ:  Right.

MR. GIEBEL:  Okay, today, we can lend -- 

assuming we had the model that we used to have, we could 
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get people in houses that, how we underwrite them, to 

credit scores and what you’re talking about, debt ratios, 

for less than they could rent, and they’d have 

homeownership.

So it’s -- you know, the marketplace at the 

time, in housing history, in the bubble, we’re reflecting 

this:  The average rate or if you want to look at the 

median rate at that time across the state was $400,000.

So we were half of that at that time.

So yes -- the answer is yes but -- and today. 

Anyway, so… 

MR. SHINE:  But it doesn’t matter.  The houses 

could be priced at any price.  That is not the primary 

issue.

The primary issue is to make a policy that says 

that the real income of a family is X, whether they’re 

50 percent people at $40,000, or 75 percent people or 

more.  And I expect that $60,000 is the family of four 

that’s at the average monthly income.  That’s a HUD 

number, I believe.

As long as there is some decision made that 

says we’re going to service a community; but we’re going 

to insist -- and it’s now 35 percent, I believe, but I 

remember 25 percent in the fifties, when I was working 

for a bank.  But every year it’s gone up, and it’s not 
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going to go back down.

Whether it’s 30, 32 or 35, that isn’t the 

point.  It’s the selected number.  And then when you get 

rid of homeowners and insurance and taxes, there’s a 

dollar amount left.

Now, at any given rate of interest, that dollar 

amount, that cash flow will support a loan of a certain 

amount.  And then you back into the price of the house.

Yes, the market today is very low because we’re 

in the middle of the worst depression we’ve had since

I can remember.  But the bubble that we just came out of 

was the highest I can also remember.

So as it seeks its equilibrium, I don’t believe 

it will be where it is now, and I don’t believe it will 

be a long time before it gets back to where it was 

before.

So bottom line, maybe we should be focusing on 

affordability from the standpoint of what the people that 

are borrowing can actually afford by some underwriting 

criteria based on their income, so that you know when you 

put them in a house, you know they have a payment, and if 

they can just make that payment, they’ll be okay.

MR. McMANUS:  Could I ask you one question?  I 

love the discussion.

I’m Chuck McManus.  In this group, I’m the 
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underwriting guy, okay, the front end, culling out.  And 

I’ve gotten a lot of abuse over the time because I would 

raise FICO scores and raise debt ratios.  And I was 

keeping people out of housing.

What I would like from the Board is some 

guidance on what number of defaults per hundred do you 

find acceptable?  Because we’re going to have defaults.

We’re going to have unemployment, divorces, illnesses.

And as a mortgage insurer, I would underwrite 

four defaults or six defaults per hundred, these kinds of 

numbers.  And we have numbers that will help us do that, 

barring a 40 to 50 percent drop in house prices and in a 

normal market.

But when I got here, because all house prices 

went up -- I was told that, absolutely, it’s California. 

And, indeed, they went up 20 percent a year for five 

years in a row, from 2000 to 2005.

What number of defaults per hundred -- in other 

words, the sustainability issue -- and you’re going to 

have some -- what’s reasonable if we do an actuarial 

study and when you do premium pricing, you do -- what 

number of defaults per hundred would be acceptable as a 

goal or mission for the Agency?

MR. SHINE:  What would you recommend?

MR. McMANUS:  Well, I’m kind of old, Jack.  And 
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I’m back in the old numbers.

If we’re going to really reach -- which I think 

we are -- six per hundred would be my guideline for 

defaults.  And that’s basically unemployment you can’t 

avoid, divorces you can’t avoid, but not a “we let them 

borrow too much.”

And it varies -- your parameters are down 

payment, LTV, percentage of your income, and absolute 

level of income.  Because you can pay 70 percent if you 

make enough money, you’ve got 30 percent and plenty of 

money.

But at the levels we have -- and, by the way, 

25 and 35 are history.  45 is the number in California -- 

or 40.  40 is conservative for a full -- you know, all 

housing expense.  It’s just been that way for many, many 

years because of the price of housing.

Today, we can probably lower it because houses 

are half price.

MS. BUCHANAN:  I think Jonathan has been trying 

to say something.

MR. HUNTER:  Yes, several things.

First of all, that question of what I would 

accept as default per hundred is a question I can’t 

answer because it’s -- it doesn’t mean anything to me.

You know, you could default 90 out of 100, for all I 
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care, so long as the financial models still work.

The question for me was, what’s the default 

ratio, what does that have to do with the ability to 

sustain the operations of the organization and continue 

to service the loans that aren’t defaulting.  So I would 

need that question framed differently.

But the other thing, I keep going back to this 

below-market.  Frankly, I think that’s irrelevant.

That’s also irrelevant.

The focus ought to be back to what Lynn was -- 

I think the way Lynn phrased the question is, who’s the 

customer?  Ultimately, what are we trying to do?  And 

then look at how -- you know, how far we can go in 

designing products that will accomplish that objective.

And I think that the -- you know, so, for 

instance, what we’re -- I think what we’re primarily 

organized as an institution to do, is to serve people 

whom the market doesn’t serve.

And then I think what happens in the aberration 

of the last several years is that all of a sudden the 

market had figured out this very harebrained way to come 

after the folks that, up until now, they had never 

served.  And that was what created all kinds of anomalies 

in the market, in addition to in our work.  And to some 

extent, from what little I gather of the history of the 
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last several years for CalHFA, to some extent, we’re in 

the situation we’re in now because we kept trying to 

serve the folks that we were created to serve, and we 

took higher risks to try to insulate them from the even 

greater risks that we knew they were taking.

And that was an interesting judgment.  And, you 

know, I’m not going to second-guess a decision that I 

didn’t have any part in it.  But I think going forward,

I would really wish -- I would hope what we can focus on 

is the understanding of who is the customer.  And the 

customer primarily are those folks whom the market is not 

serving.

But we can’t necessarily -- and the other thing 

that strikes me is, you know, in that language of the 

mission statement, this whole thing about the dream -- 

you know, the dream.  The American dream to own your own 

home.  And at some point, we also need to be more 

pragmatic and recognize that for a certain number of 

people, that will always be a dream and never a reality.

Then the last thing, you know, I grew up in a 

household that spent a lot more than 30 percent of its 

income on rent because we were a very, very low-income 

family.  And, you know what, these standards of 

affordability, they change when you’re the family.  And 

families will make choices to spend a much higher 
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percentage of their income in order to keep their 

children safe and in the right neighborhood.  And I don’t 

think we should always second-guess those choices.

Then the last thing, in terms of the 

affordability -- and I would also not want to lose sight 

of the fact that in addition to homeownership, this 

organization has a multifamily product that is really 

important.  And, you know, we worked with -- my 

organization has worked with CalHFA to build housing for 

people that’s affordable at 15 percent of median income 

and rent.

So I wouldn’t want to lose sight of that fact 

that there are also products that we have that go way 

under the affordability levels that we’re talking about 

in terms of homeownership.

MS. BUCHANAN:  Would it be helpful for the 

Board to take a minute and address that question of who 

is our customer?  A couple of you have raised that.

Does anybody want to weigh in on what Jonathan 

had to say about that?

Lynn?

MS. JACOBS:  Well, I think that when you look 

at an organization as complex as CalHFA, there are many 

levels of customers.  The customers are the member banks, 

the customers are the bondholders –- there is a whole lot 
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of customers.  But I think the ultimate customer is the 

one that Jonathan identified.  It’s the people who live 

in the housing that we finance.  And I think that that 

should be the goal of who we serve.  Along the way, we 

have a lot of intermediaries that I think we need to view 

as our partners rather than as our customers.

MR. GIEBEL:  Just to let you know, since I try 

to do the marketing, we have that challenge all the time. 

We have to build and communicate products to the end 

user; but, at the same time, we have to work with our 

partners so our systems, including our I.T. systems, work 

for them.  And then we have -- you know, we have to 

communicate to our bondholders that -- and S & P and 

Moody’s -- that we’re doing this risk-wise this way.

So from my -- we have to communicate to all 

these different audiences, because we do have a lot of 

different audiences.  And I think we’re finding this out 

quickly on the $700 million program we’re working on 

because --

MS. JACOBS:  I think everybody wants to be your 

customer on that one.

MR. GIEBEL:  Yes.  Yes, we’re talking to -- I 

talk to borrowers every day and then we have stakeholders 

every day, and Heather is talking to them.

So if we constantly have to balance -- and Gary 
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does, too, because Gary talks to our lender network 

because if we don’t have a lender network, we really 

can’t get the word out to the people who -- our sales 

force who actually sell the product.

MS. JACOBS:  Now, I started out by saying it 

was very complex.

MR. GIEBEL:  It is.

MS. JACOBS:  I understand that it’s very 

complex.  But I truly believe it’s easier if you define 

clearly who the customer is and who your partners are, 

and you work from that.  You just continually work at 

that.

I realize that you need 400 different computer 

systems to work with everybody, and you have abacus beads 

instead.  But that’s kind of a state function.

But I really think that if you continue to 

hammer a real clear picture of everybody’s roles, it will 

be good for you in the end, even though it might be 

castor oil at the moment.

I also think that we have a difficult financial 

situation, not just at CalHFA but in the home-building 

and in the home-financing arena.  And what has happened 

is, the banks are currently only lending in the CalHFA 

market.  So they’re leaping into the CalHFA market 

because they’re only doing FHA product, which is very 
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parallel to most of the CalHFA loans.

That is not a permanent thing, but I think it’s 

a short- to medium-term thing.  So perhaps we could be 

looking at some different products that might make some 

financial sense, like a lease-to-own product -- that 

happens to be my personal favorite, so try not to make 

any faces -- where, you know, you really intensively work 

with buyers for the first three years of a 30-year 

program, where they have three years of the payments 

becoming down payment, and then you have a 27-year 

mortgage, and you have two times to fix the price.  I 

think that’s a germ of an idea of a different kind of 

product we could do.  And we could serve the low- and 

moderate-income community with something in that way.

But I think it’s very difficult to take the 

standard CalHFA products, when everybody else is trying 

to do them right now.  You know, it’s a huge problem that 

we have, regardless of whether we have funds available.

We’ve got everybody saying, “Oh, well, you can have the 

CalHFA or you can have the BofA product that’s exactly 

the same, plus we’ll give you a toaster with a checking 

account.”  You know, it’s a difficult time.  And I think 

maybe we can’t just ride it out, we have to do some more 

creative things that are well underwritten.

MS. BUCHANAN:  I think Peter wanted to say 
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something, and then back to Heather.

CHAIR CAREY:  All right.  Actually, circle back 

to Lynn’s starting point, which is that from my point of 

view, clearly the customer is the unserved first-time, 

low- and moderate-income home buyer as far as the 

homeownership programs are concerned, with the rental 

program serving generally the lower income.

And while we need to -- our other partners need 

to hear us call them all sorts of things, I know where my 

priority is, and it’s with the home buyer.

I think I would add to that the ill-served home 

buyers.  I think back to all the years when we came 

across contracts of sale -- unrecorded contracts of sale 

in that area, which were just devastating.  And it was 

only one reason they existed, and they were predatory and 

they were generally because people couldn’t qualify for 

mortgages.  And we did a lot of work getting people out 

of those unrecorded contracts of sales and into loans.

It’s not to say that they weren’t buying the 

house, but it didn’t serve them well and it created 

instability.

And I think in the first part of the 2000’s -- 

I haven’t quite figured out what we called that decade 

yet -- but the change that we went through was from 

serving those who couldn’t borrow, to also trying to 
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serve those who were being lent to by unfavorable 

lenders.

And so being a responsible lender, I think, is 

a piece of it; that it’s not just making the loan, but it 

is being a responsible lender.

And I think that we need to look back in 

hindsight and realize that we worked very hard at that.

And we did chafe at Chuck’s driving up the FICO scores 

and things like that. 

Thank you, Chuck.

But that is important.

What’s our current ratio now?  What percent of 

our loans are current today?  Do we know?

MS. PETERS:  Default rate, is that what you’re 

asking?

MR. GIEBEL:  What’s the current -- if we were 

underwriting loans --

MR. McMANUS:  Yes --

MR. SPEARS:  No, no, how current is our 

portfolio at present? 

MS. PETERS:  What’s the default rate, Chuck, 

currently?

MR. McMANUS:  If you go to the portfolio, it’s 

20 percent, I would say -- no, it’s 15 in the portfolio. 

The high ratio conventional, we’re at 20 percent 
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delinquency, 60 days plus.  It’s very high.  It’s the oil 

crisis or worse.

MR. SPEARS:  I don’t know that I agree.

Our conventional loans for February, total 

delinquency, is 15.8 percent.

MR. McMANUS:  But that has the 80-and-unders 

and everything.

MR. SPEARS:  But that’s our entire portfolio, 

total delinquency, 15.8 percent.

Now, the FHA loans run that up into the -- I 

think it’s 17.5, in that range.  But those are 

100 percent insured by the federal government.

So the ones that we really -- now, I’m worried 

about the borrowers who are in the FHA homes.  But the 

exposure to the Agency is the 15.8 percent.

So some of those are 30 days, and some of the 

30-day folks just forgot to pay, they cure -- what I’ve 

been telling people is that 85 to 86 percent of our 

borrowers are current.  They’re not even a little bit 

behind.  They’re current.

My guess is -- and it’s an educated guess 

because we did a little bit of a study -- I would 

guesstimate 75 to 80 percent of those people are 

underwater in some form or fashion, and some of them are 

seriously underwater and yet they continue to pay.
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And it’s a conversation that Barbara and I have 

had; and it’s because they believe it shelters them.

It’s not an investment anymore.  They have several 

families living under a roof.  They like the 

neighborhoods that they’re in.  They like the schools 

that their kids go to.  It’s a completely different 

mindset.

But those are the statistics.  You know, 

85 percent of them, current.  80 percent of those folks 

are underwater.

CHAIR CAREY:  And I think it’s important to 

realize that while we are struggling with some of those 

issues, there are quite a few CalHFA borrowers that would 

be in bad shape were they not CalHFA borrowers and they 

were somebody else’s borrowers.

MS. BUCHANAN:  Okay, I’m going to move to 

Heather and then Ruben.

MS. PETERS:  Just quickly.  I wanted to echo

on Lynn’s point, about the customer versus a partner or 

collaborator or a vendor or any number of things.

I think it’s really important -- I know on a 

daily basis that staff deals with all these folks and, 

you know, is on the phone more often with certain groups 

than they are with actual borrowers.  But I think it’s 

really important to focus on the fact that we are 
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providing -- who are we serving versus who are we 

collaborating with to serve those people.

MR. GIEBEL:  Yes.  And, Heather, that was one 

of the objectives of the focus groups, to find out what 

people were current -- what products they were putting 

first-time home buyers in.  Because these are, again, all 

CalHFA loan officers and brokers.  And exactly what Lynn 

said, they’re putting them in FHA products.

And, two, as we expose them to concepts -- and 

Lee Ann did this -- what worked for them and what didn’t 

work for them?

And, you know, we can tell you, there’s a 

balance in the previous days on an FHA -- and Bruce can 

talk to this because he’s been around the longest -- is 

we would be 100 percent basis –- we’d have the same FHA 

product as BofA had.  We’d give them a 1 percent discount 

on the interest rate, which would get their payment down.

As they migrated, they lowered their interest 

rates, it was down to 4.25.  We could be –- maybe at 4 -- 

we weren’t making any spread, but we gave them the down 

payment.  So that became the tie breaker.

So we -- when we do the focus groups, we go out 

and say, for your first-time home buyers, what concept is 

going to work for them, and what rules.  And that’s the 

feedback we got.
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So, yes, we go after who our customers are.

And we’ve done groups directly with first-time home 

buyers, especially when we were doing the Santa Clara 

stuff.  We were, like, 3X the population was our ratio.

And Chuck would be happy to talk to you about 

San Diego.

MS. BUCHANAN:  Ruben?

MR. SMITH:  Yes, I know we’re talking about, 

you know, the mission statement and what we should be 

doing.

I think that right now, there’s no question 

that we have a tremendous opportunity to find ways of 

keeping people in their homes.  I think that’s our 

biggest issue.  And that, quite frankly, is where we 

ought to focus most of our attention on.

I think we have a great opportunity because we 

are who we are, to do things that others are not doing, 

and to find solutions as to what works.

It’s clear that the things that have been done 

out there by the lenders or others have really not worked 

that well.

And so I think, personally, that in terms of

a mission and what we do, it’s, you know, filling the 

mission that’s up there, quite frankly, is right now, the 

urgency is keeping people in their homes. And if we do 
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that, I think that helps us in terms of our own financial 

situation.

And so I did suggest that -- and I think you’re 

doing that.  I’m not saying that you’re not.  It’s clear 

that you’re doing a lot of great things out there.  And 

so first, I should compliment the staff and Steve for all 

the things you just got with the Treasury Department as 

an incredible opportunity.

And so I would say that.

And second, I’m not sure if Lynn was talking 

specifically about a program she had in mind on the 

leasing.  But I think to the degree that we have REOs, 

that we ought to think of how we use those, maybe 

differently than just other lenders, where they’re just 

putting them back on the market and getting whatever 

little we can.

I think we ought to look at if we can do it 

from a staffing standpoint, look at a leasing program 

with our own supply.

I’m not sure how many REO properties we have.

I’d be curious to find out what that number is.  But I 

also know that if we had additional funds, that it would 

not be a bad idea to somehow collaborate with lenders and 

their REO properties to expand some kind of a leasing 

program that could turn into a homeownership program down 
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the road.

MR. SPEARS:  Roughly, 200 FHA and 750, roughly, 

of conventional.  So 750 REOs are ours that we own.

MR. SMITH:  Right.

MR. SPEARS:  The others, we’re going to send 

off to somebody else.

MR. SMITH:  And so maybe that’s an opportunity 

to do some kind of a pilot project, to see what works and 

what doesn’t, and to use that as a way to get other folks 

in the market to do the same thing.

MS. BUCHANAN:  Any other -- oh, does staff want 

to respond?

MR. McMANUS:  I would yield to Mr. Hughes on 

our ability and what we’re limited to by the bonds and 

the indenture.

MR. GIEBEL:  Okay, take a deep breath.  You 

know, lawyer to lawyer. 

MR. HUGHES:  It’s very interesting because -- 

to respond to what Chuck said, we have to remember that 

we, the Agency, don’t own these, in this sense.  That the 

REOs are held within the lien of an indenture for the 

benefit of investors.

And so there are constraints on what we can do. 

We have to follow the provisions of the bond indenture 

and, you know, we have to act responsibly to the needs of 
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the investor as well.  That’s not to say we can’t do 

things, but it’s not as simple as just doing it.

And really, the discussion is very interesting 

because it mirrors very much the discussions that we as 

staff have had for years, endless hours of these 

discussions.  And many of them have sort of started off 

the same way, to try and figure out how to meet our 

public purpose mission.  But at the end of the day, as 

these folks know, they almost always go 180 degrees the 

other way, which is really:  How do we raise capital at a 

cost of funds with a risk level to support ratings that 

will result in money that we can use to create a loan 

product rather than, let’s just come up with a loan 

product and figure out how to finance it?

It almost never works that way.  You really 

have to work backwards because -- and that’s -- in the 

PowerPoint here, I think we always have to remember there 

are two kinds of products at the highest level that we 

have.

What Ken referred to as our flywheel products, 

these are our core products that make the money for us, 

that we can use to subsidize the projects that don’t 

pencil out.  And the core products have to be products 

that are attractive to the marketplace, to the investors.

And if we can run those core -- those flywheel 
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products profitably, we can make enough money to do the 

deep subsidies that Jonathan was talking about.  And 

almost all of those projects -- the special-needs and, 

you know, the very, very, very high public-purpose 

mission-driven types of loans are all done with the money 

that we make on the core products.  So it is critical to 

have a profitable core product.

And so you have to -- you know, you have to 

have both, really, is what I’m saying.  You have to have 

core products that work in the financial markets to make 

the money to allow you to subsidize the really 

public-purpose things you want to do.

MS. BUCHANAN:  Steve?

MR. SPEARS:  We really should explain 

this “flywheel” analogy because I see the Board members 

saying, “I don’t get that.”

I made a reading assignment for the senior 

staff before our off-site, to read a tiny, little book by 

Jim Collins, the author of “Good to Great,” and other 

similar books.  And the title of book is, “How the Mighty 

Fall.”  It’s 122 pages, with a huge set of appendices.

It is a very, very interesting book.  And it wasn’t that 

title -- you would think that I was negative by choosing 

that title.  But it was the subtitle that attracted me to 

it.  The subtitle is, “And Why Some Companies Never Give 
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Up.”  It’s a very interesting study of compare-and-

contrast.  Instead of just studying companies that made 

it and trying to identify just --    he studied several 

companies in several different industries that were very 

similar, and then one failed and one was successful.  And 

what was different?  Did the companies that went down 

know -- should they have known beforehand that they were 

in trouble?  Were there telling signs?  That sort of 

thing.

And in that process, he identified about five 

different steps.  And then he talked about, at the end of 

it, the part of never giving up.

And I understand we’re in a very difficult 

situation here, but there were several things that he 

identified in companies that got deep into the process of 

going down and coming back.  And one of them was they 

returned to the basics.  And this flywheel analogy is, if 

you -- you know, the big flywheel, that you have to push 

that once in a while.  And if you’re constantly pushing, 

that drives everything.  But you can’t just let it go 

because, eventually, it would go off to other things.

Because, eventually, that will slowly spin down, and it 

will take a huge amount of effort to keep it going again.

So these core products, services that we 

constantly look at, tweak, push, make better, that we’re 
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constantly pushing on those core things, spin off 

benefits for everything else.

So what the staff is speaking about when they 

talk about these core products, these are the products 

that spin off the benefits, funding for other things that 

we like to do, but now we’ve had to cut back on because 

that funding is gone because of our situation.  And we 

could return to that someday.

But the feeling was that we should do a session 

like this.  Get back to what our core mission is, our 

core products, those flywheel products.  That we should 

spin back up again and keep pushing.  That’s the analogy. 

So I apologize if I’ve indoctrinated these folks without 

telling you.

I highly recommend this little book.  It really 

has a lot of parallels in it for CalHFA.

The other thing I want to do is shift gears a 

bit.  I don’t want to get away from talking about 

single-family if the Board isn’t ready to do that; but 

there is a rental housing element up there.  And one 

area -- and, Margaret, I’m going to pick on you, so be 

prepared -- one area that I really want the Board to 

understand, that I think is not always talked about in 

great detail but is incredibly important to our mission, 

is preservation of affordable housing.  We talked about 
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getting multifamily.  And Bob does a great job of going 

out and meeting with folks and getting deals in the door. 

And as soon as the bond market is working better, he will 

be a happier man.  But once they’re in the door, we have 

five-hundred-plus properties that Margaret’s staff 

inspect, audit, ride herd on.

Talk about partners.  We partner with HCD and 

audit these together.  We inspect them together.  We’re 

partners with the building owners and managers.  So I’d 

like for Margaret to spend a little time, with the 

indulgence of the Board, to explain that role and how 

important it is. 

MS. ALVAREZ:  I promise to be very brief 

because I know we have a lot of things to talk about.

But I think we do overlook sometimes what we have already 

in our backyard.

As Steve mentioned, we have over 500 

multifamily loans that we’re overseeing.

Anyway, the loan value of our portfolio is 

about $2 billion.  But we just tagged the number of 

$150,000 per unit because we don’t really know what the 

real-estate value is.  But it’s well over $6 billion.

So that’s a lot of assets that we’re trying to protect, 

and I think that’s something that we all forget, is how 

much that is worth.
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We collect about two and a half million per 

year in earned surplus money, which is the Section 8

profit, if you will, on the buildings.  When the federal 

government created that program, borrowers weren’t to get 

rich on it, necessarily, but to get a reasonable 

distribution at the end of the year.  And anything that 

the property makes over and above that either comes to 

the Agency or goes back to HUD to do other lending 

programs.

And in our case, the portion we get to keep

is about two and a half million a year, which is an 

important asset to keep our properties -- the Section 8 

properties looking good when they don’t have enough money 

to fix a roof or to paint or to repair stairways, 

et cetera.

We also collect for our duties as contract 

administrator on behalf of HUD $1.3 million a year, which 

pays for the entire group of my staff who does that work. 

That was the intention of HUD, and that’s a great benefit 

to our Agency.

And I’d like to point out that of our

500 loans, only six have ever been foreclosed on, and all 

of those were in the mid-nineteen-nineties.  And that was 

back in the time, as everybody recalls, the early 

nineties, what was going on there with prices and 
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vacancies and everything else.

So on that Section 8 portfolio that we 

administer, we’re bringing in the door from HUD -- and it 

kind of comes in and goes back out to the borrowers -- 

but it’s about $70 million a year that passes through our 

hands in subsidies to the tenants, so that they can pay a 

lower rent.

For those that are new to the Board and may not 

know, if you don’t, Section 8 doesn’t make anyone pay any 

more than 30 percent of their income on rent.  And the 

rest is subsidized by the federal government through this 

program.  So, again, that’s $70 million a year.

We also oversee $6.3 million in the Mental 

Health Services Act capitalized operating subsidy.  The 

Agency got about $400 million for the housing portion of 

that and about $6.3 million of that is to subsidize rents 

for those projects that won’t make it on their own.

And an old HCD program, Rental Housing 

Construction Program, we have an annuity fund of 

$1.8 million that the Agency now controls that we can do 

lending on.  Again, we’re using that for small fix-it 

loans for our non-Section 8 buildings.

But we do a lot of work -- we call it “tough 

love” -- trying to manage risk with our partners out 

there in the multifamily side.  But we do the financial 
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management every single month.  We do physical 

inspections at least once a year; and we also check 

tenant apartments, to make sure that things are clean and 

habitable and safe.

Many of you recently received phone calls from 

a particular tenant that you all talked to me about with 

an issue at their site.  We actually have a staff person 

who does nothing but handle tenant complaints of that 

type.  So if you get calls and letters from tenants, you 

are not obligated to take it, those calls, and talk to 

them.  In fact, we wish you wouldn’t.  It would be really 

better if you just contacted me, so I could give that to 

that one person and make sure that we’re all saying the 

same thing.

So we ensure housing quality standards.

We also do individualized workouts.  When you 

talk about risk, not every single building makes it.  A 

lot of buildings have problems.  Vacancy rates right now 

are much higher than they have been in the last ten 

years.

Operating expenses have gone up.  Rents are 

flat.  That leads to some perils.  We’re paying a lot of 

attention to that in our multifamily side.

And where they need workouts, the Agency has 

always stepped in and preferred to try to do something 

73



74

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

with the owner on an individualized basis rather than let 

the project foreclose.

And I think I’ll just stop there.

MS. BUCHANAN:  Any questions or comments for 

Margaret?

MS. ALVAREZ:  If I could add one last thing, I 

forgot on the tough love.

MS. BUCHANAN:  Sure. 

MS. ALVAREZ:  One of the things we often get 

challenged about is rent increases.  So I did want to 

just put in my two cents on this.

I think sometimes when you talk about this 

managed money and mission, we have a lot of borrowers who 

try to be very kind and nice to their tenants, and they 

think that one way to do that is to not increase the 

rents.  Their good-heartedness wants to keep everything 

low for the tenants.

The problem we’re having with that in some 

cases is, if you don’t increase rents gradually over 

time, our regulatory agreements prohibit you to go back 

and, quote, catch up.  So if workmen’s comp insurance, 

everything else goes up and your rents are staying flat 

or are too low, you’re not helping the tenants as a 

borrower when you end up in foreclosure or in peril, 

which would then maybe set some of the tenants out of 
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their home.

So all these things, kind of, when we talk 

about mission and money, it affects every single 

department of our agency and it also affects every aspect 

of what we do.

MS. BUCHANAN:  Yes, Barbara?

MS. MACRI-ORTIZ:  On the loans that you have, 

is there a certain requirement for putting a percentage 

of the rents each month into reserves for maintenance?

MS. ALVAREZ:  Yes, we do.  We have capital -- 

we have expense reserve, which is two years’ worth of 

income on some of the buildings.  And then we also 

reserve for replacement for the physical structures.

MS. BUCHANAN:  Any other comments or questions?

(No response) 

MS. BUCHANAN:  Okay, should we -- can we go 

back now to the -- I guess going back to Ken’s 

presentation, I think we might want to wrap up on that.

Are there any other comments about that 

presentation?  Questions?  Are there any things you want 

to address in that presentation?

Jack?

MR. SHINE:  In a way-out comment, which I think 

I should probably reserve the right to unsay, it seems to 

me that if our mission is to serve the underserved people 
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to the extent we can and our mission is to put them in 

homes that they can afford to be in so that they won’t be 

in foreclosure and won’t find themselves priced out of a 

house, that -- I wonder sometimes what would happen if 

the folks here and the folks at the Building Industry 

Association got together and said, “You know, if you guys 

can produce a house that falls within this kind of an 

envelope, then we will be able to give you the kind of 

financing you need to make the complete packages that 

builders for years have been used to, which is build a 

product where the coming-in money, the going-out money, 

and the permanent loans are all taken care of before you 

break ground.”

And builders are very funny.  You show them 

where the money is, they will build to it.  And, yes, 

prices right now are, in my own opinion, somewhat 

overcorrected, from a time when they were much 

overpriced.  But that’s not going to remain forever.

And the fact that affordability now is 

60 percent, I don’t know how much that means because 

that’s just a temporary thing.  That’s not going to go 

on.  20, 30 percent, 35 percent, maybe.

So my question is, does anyone here think 

there’s any sense at all in getting together and seeing 

if there’s some way to come up with prototypes, not of 
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the design, but of the way in which you financially put 

together a package so that that 35, 40, 25 -- whatever 

you want to call it, that percentage that everybody 

agrees is going to be the percentage that we focus on for 

qualifying buyers to take our loans is brought into the 

marketplace, and then what you build is done in such a 

way that it comports with the percentage of income and 

the dollars available for monthly payments, so that 

everybody can come out -- the builder can build a house, 

make a profit, and the buyer can come in and buy a house 

at a price that his 40 percent, 30 percent, to go on 

forever, and you won’t have these kind of problems.

Just a thought.

MS. BUCHANAN:  Okay. 

Yes, Barbara?

MS. MACRI-ORTIZ:  Now, I think that’s an 

excellent idea, and I think that’s something now that 

maybe some of the builders would be open to.

And, you know, we have a model in Oxnard of -- 

there was a project where it was a strictly affordable 

project that had, I think, like, 30 -- 30 homes are very 

low-income and the rest were low-income.  And, of course, 

it’s probably the most stable community in Oxnard because 

there aren’t any foreclosures there.

But at this point, the way people are looking 
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for funds, you know, I think that is a good point.

And people have to start building houses 

reasonably.  I mean, we blew up the size of a house to 

some ridiculous -- which adds all the cost.  And if you 

are saying, “Okay, this is the target.  You’ve got to 

bring it down,” then what the builder is going to do, 

he’s going to start building smaller homes.

MR. GIEBEL:  Just to let you know, before the 

market went really out of control, we worked with 

KB Homes in L.A., and we put a program together with them 

where we took the school facility fee money and built a 

first-mortgage product with them, and sold it through 

them via Wells.  And they were throwing money into it as 

well.

And then we also worked up at Mather and 

another KB development outside of Sacramento, where we 

did the same thing.

And then all of a sudden -- because we worked 

with the CBIA and -- on the school facilities to get the 

word out, to get that money used.

MR. SHINE:  I remember.

MR. GIEBEL:  Because it took, like, three years 

for that to really start rolling out.

We tried, and then all of a sudden they started 

doing their own financing.  And we kind of just went, 
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“See ya.”

But we did have programs with that, Jack.  And 

it doesn’t mean -- we’d be happy to do that if we could 

get in a conversation with them.

So we’ll have to go talk to the CBIA, again, as 

we do.

MR. SHINE:  You have to understand, KB is a 

unique animal as a company.  They have a particular 

culture and a particular way of doing things.

On the one hand, they can build for less per 

square foot than anybody I know.  And those negotiations 

weren’t too far away from when I was president of CBIA, 

and were very nice.

But KB -- if you’d like a program with KB, they 

are naturally going to take over and do their own if they 

think they can make more money by providing loans through 

their own mortgage company, with their own title company, 

their own escrow companies.  And that’s okay.

You need to start, maybe with the Major Home 

Builders Council, which has 15 or 20 of the largest 

builders in the state of California.  Maybe you need to 

start with one of the subcommittees of the CBIA.  I’ve 

been out of it now for a while.

But if you want to even bother trying to do 

something like that, to create an envelope, a financial 
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envelope that works, and see if you can get builders to 

build to it, then you won’t have wine cellars in houses, 

you won’t have pools included, you won’t have tile roofs. 

You’ll have composition shingle roofs.

Let’s face it, it used to be that a 1,200-foot 

house for $16,000 was a pretty good deal.

So they can -- our industry, the building 

industry can come back somewhat.  I’m not sure where 

exactly.  But not with what they were building in the 

last five or ten or 15 years.  And bring the price down, 

to fit in a financial envelope that will give stability 

to the marketplace and the home buyers.

MS. BUCHANAN:  On that note, I have been given 

the signal that we do need to take a break.

How long -- 15 minutes?

And when we come back, I’m going to -- Heather 

has a point and Ruben.  And I have it on my list, we’ll 

come right back to you.

But we do need to take a break, so…

CHAIR CAREY:  Among other things, let the magic 

fingers rest.

MS. BUCHANAN:  Right.

So how long do you need to take a break?

  Fifteen minutes. 

It’s 2:55 right now.  If we could all reconvene 
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at ten after 3:00.

(Recess taken from 2:55 p.m. to 3:18 p.m.)

CHAIR CAREY:  Okay, we’re back.  No doubt, 

we’re here.

MS. BUCHANAN:  Okay, we’re here.  So back to 

the discussion.

I want to give Heather an opportunity to -- she 

had a point to make.

MS. PETERS:  If I can remember it back from 

before the break.

MS. BUCHANAN:  Sorry.

MS. PETERS:  The point was, Jack, that’s an 

excellent suggestion, to have builders involved in the 

product development.  And from my perspective, if the 

builder then takes it and runs with it on their own, all 

the better.  Now, we don’t have to serve those people.

We can move on to the smaller builder, and the next 

smaller builder after that.  And if every builder does 

safe and sound financing, that makes our life easier.

If we show them the program and they copy us, 

great.

And I was going to tie this in to my point in 

the very beginning about short-term, medium-term, 

long-term, what are we doing?  That, you know, right now, 

in the short-term, builders have nothing to do, and 
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they’d be real happy to talk to us.  So let’s take 

advantage of that, to add housing stock in our 

demographic.

And then a year from now or two years from now, 

maybe we’re back to the point where the builders are 

building the wine cellars and the walk-in fireplaces and, 

you know, we’re back to doing our multifamily programs 

where we’re trying to preserve existing housing stock.

But that’s the sort of thinking we need to look at:

Short-, medium-, and long-term.

MS. BUCHANAN:  Yes, and Heather provides a 

perfect segue, I think, that Steve wanted to help focus 

the rest of our afternoon a little bit, and so I’m going 

to turn it over to Steve because it’s something that he 

just talked to me about, so…

MR. SPEARS:  We haven’t talked a lot about 

multifamily.  We talked a little bit about Asset 

Management.  So, sort of at the pleasure of the group.

But what I wanted to talk about -- and I know 

we have, roughly, an hour and a half left -- is something 

that we struggled with at the off-site.  These two lists 

that you see in front of you, our core values and 

uniqueness and value-add -- I’m sorry, Ken -- are very 

noble goals.  Some of these, we can’t do right now; and 

they’re based on several assumptions.  For example, 
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working bond market.

What if we didn’t have the Treasury new-issue 

bond program right now?  It would be very difficult for 

us to lend and because of this spread that we have to 

work with.

If this is going to continue for a very long 

time and profitability spreads are going to be very 

narrow, we really have to look at our operations, as we 

have overhead based on the good, old days.  We may not

be able to operate in the good, new days with the same 

sort of structure.  So what I thought I would throw out 

there is sort of the reality of the present:  How much of 

this can we do now?

And I’ll lead it off with a very short story.

Two meetings I’ve been to -- I’m not sure why, but the 

“Chaihman of the Nohth Carolinah boahrd” was at these 

meetings.  After I got an interpreter to figure out what 

he was saying -- and I grew up in the south -- Dave had 

some very similar discussions with their board.  And

come to the conclusion on their board that despite the 

fact that staff would love to be lending and helping 

constantly, all the time, they can’t and shouldn’t be 

lending all the time.

I would like to throw this little hand grenade 

into the discussion and ask you a couple of questions.
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  How does the Board feel about a situation where 

we just find that what we’ve been doing for the past year 

isn’t necessarily an anomaly.  It is a conscious decision 

that at some point down the road, we’re sometimes in the 

market and sometimes not, because sometimes we have a 

role and sometimes we don’t.

And the second question -- and in just a poll 

fashion -- how many Board members think we’re going to be 

larger five years from now and how many Board members 

think we’re going to be smaller five years from now?

Just to get a sense of --

MR. SHINE:  Five years?

MR. SPEARS:  Five years from now.  Are we going 

to be a bigger agency or are we going to be a smaller 

agency?

And I’m just throwing that out there.

I’ll let Lee Ann ask that question whenever is 

the appropriate time.  But I don’t mean to just throw a 

little monkey wrench into the works here, but I thought I 

would sort of bring reality to the forefront.

MS. BUCHANAN:  Well, let’s start with your 

first question, your first hand grenade, I guess, which 

was how do -- and the Board can respond to this -- and

I think the question was, how do we feel about that we 

just found that what we’ve been doing this last year is
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a conscious decision that sometimes we’re going to be in 

the market and sometimes we’re not going to be in the 

market?

Board reactions?

Jack?

MR. SHINE:  Sure, because the spigot gets 

turned on and off not by us, but by the Treasury and the 

people back east who are determining what kind of cash, 

money, what kind of ratings we’re going to have on our 

bonds, what kind of facilities will be there to buy our 

bonds and so on.  And if they’re not buying and they’re 

not funded, where are we going to get the money to be in 

business, anyway?

MS. BUCHANAN:  Yes, Michael?

MR. GUNNING:  I agree, and probably driven by 

Heather’s comment.  Now, it’s not good.  I mean, this 

is -- we have to preserve the entity.  I think the 

sustainability of the entity is the thing that struck

me.

And I do see, Steve, where we were in and out, 

more strategic.  And probably from this as we redefine or 

rethink about how we want to do that, I think it’s 

prudent.

MS. BUCHANAN:  Okay.

MR. HUNTER:  I think it’s probably not totally 
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an either/or.  I agree that -- I think it’s right on 

point, Michael and Jack, that the decision is being 

driven by outside of us.  It’s not like we made a 

strategic decision that we would be out of the market.

It was that we were forced out of the market.  And then 

we made a strategic decision to affirm that, I guess.

But I think where we find ourselves now, in 

part, because we have some new instruments being made 

available by the federal government, is that we have an 

option to sort of get back into the market, get back into 

a way that in terms of our history and our strategic 

values and vision is probably not the way we prefer to be 

in the market.

So one of the conversations we had on the break 

is that, you know, we might -- and this is probably not 

the right -- exact, right piece of the puzzle to use, but 

we might prefer to target all of our loans at 50 percent 

of median.

Well, given what we have to work with, we may 

only be able to target at 70 percent of median.  But so 

long as we’re still targeting people who otherwise are 

not being served by the market, then, you know, that’s 

probably something we embrace.

So I think it’s sort of, there are times we 

might be in business in the -- active in the market, 
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times we’re not active in the market; but there also may 

be times when we’re sort of active in the market.

And I think, Lynn, you referred to it as kind 

of this -- there’s a short and intermediate period that 

we’re going to have to get through, hoping that the bond 

markets recover at some period.

MS. BUCHANAN:  Paul?

MR. HUDSON:  Yes, so as a new Board member, 

nine times out of ten, I probably don’t know what I’m 

talking about, but let me throw this out here.

I’m reading this idea that we are a 

state-created agency to provide an affordable housing 

mortgage bank, but we were set up as an independent 

business.  So there’s this idea that we were created by 

government to serve a public purpose as an independent 

business.  And, to me, as we’ve developed historically, 

it gets mixed up.

And I think the mission and the business 

operation are not inconsistent.  There are a lot of 

businesses that run -- that don’t have government 

assistance, that build their business model around or 

under low-income, affordable folks.  So they’re not 

inconsistent.

But what I would say is that the business would 

dictate a couple things.
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One, that you can’t lend all the time because 

the market sometimes is too crazy.  I would say from a 

business perspective, you shouldn’t be in.

The other thing that I talked to Steve about, 

and I think this is -- I feel very strongly about this -- 

I was reading somewhere here where, under the federal tax 

law, you’re limited with your margin to one and a 

half percent of something.

Well, as a businessperson, that sounds crazy to 

me.  You can’t cover the losses that we’re facing today 

with the one and a half percent margin.  So in my mind as 

a businessperson, I would think, we’d have to have models 

of businesses, strategies that don’t depend exclusively 

upon this federal bond financing that has this limitation 

on it.

So, you know, maybe you do something straight 

with Feddie and Frannie -- Freddie and Fannie -- Fannie 

and Freddie that is, you know, a piece of your business 

is more of a business operational model that says the 

margin will be more like 2 to 3 percent.

But I think all these things are consistent 

with a business that says, “We can’t rely on the 

government, we can’t rely -- now, we can’t rely on this 

bond -- this tax -- this affordable funding source.  So 

how do we reinvent ourselves to be responsive to the 

88



89

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

current market and future volatility in the marketplace?”

And so I think the idea, one, the concept that 

you’re in and out makes sense, because you can’t -- if 

you’re in all the time -- the only people that can be in 

all the time in my mind is the federal –- is the

government.  Somebody that has the ability to tax people 

and raise revenues whenever they need to, to make the

gap up.

MR. SPEARS:  Print money.

MR. HUDSON:  Yes, and print money.  Print 

money.

Yes.  Even the state can’t do it.  Only the 

federal government can do it.  They can print money, 

right.  You’re right.  You’re right. 

Yes, the state is trying to do it, but the 

state’s just not successful.

So that’s kind of my two cents.

MS. BUCHANAN:  Other thoughts?

Yes, Heather?

MS. PETERS:  Harping back again on the 

short-term, medium-term, long-term, I think we’re all 

sort of focused on that.  And I think that the short-term 

focus is survive, the medium-term focus is revive, and 

the long-term focus is thrive.

We need to survive just to fight another day 
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right now.

MS. MACRI-ORTIZ:  That’s right.

MS. PETERS:  I mean, we need to deal with our 

lots, we need to deal with our REOs, we need to clean up 

what the fallout of the past was.

We can revive in the mid-term with these new 

government programs that are here today, maybe gone 

tomorrow.  Who knows what?  And thrive in the future 

under whatever parameters this board sets on what we want 

to be doing and how we want to be meeting our mission.

I’d add to that, that because -- I mean, on the 

one hand –- what was Rahm’s thing:  “Don’t let a disaster 

go to waste,” an opportunity go to waste -- what’s that 

quote?

MR. SPEARS:  “A mind is a terrible thing to 

waste.”

MS. PETERS:  No, that’s the wrong one.

CHAIR CAREY:  Different one. 

MS. MACRI-ORTIZ:  That’s not what she had in 

mind.

MS. PETERS:  You know, there were some scary, 

awful things going on with the fact that the GSEs are in 

flux and FHA is in trouble and all of that.  But there 

are also some wonderful things going on that we touched 

on that we are being trusted with $700 million of 
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$1.5 billion to come up with unique, creative solutions. 

And after having sat through the entire hearing of Barney 

Frank this week and listening to Timothy Geithner on the 

future of what the GSEs and everything is going to look 

like, we really do have an opportunity to engage at the 

federal level, being the largest housing finance agency, 

and say, “Okay, we would like to see this, this, and 

this.  We would like to address the 1.5 percent gap 

that’s hamstringing us.”

You never know unless you ask.  But I think 

that the staff should be thinking along the lines of 

federal asks.  And I think since we are reinventing 

things at state and federal levels top to bottom, what do 

we want it to look like?  If the Feds are not serving our 

purposes, how can they serve us better?

MR. GIEBEL:  Yes.  Just to follow up on that, 

obviously, I stated that they are looking to us.  And 

their $700 million is a lot of money.  Not nearly enough 

to take care of a lot of people.  But I don’t know, 

somebody gave us a number the other day which I won’t 

mention -- yet.

MS. PETERS:  Five.

MR. GIEBEL:  Yes, five or six.

And the other thing that I think is important, 

despite the fact that we don’t have a financing model to 
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do what we think we need to do against our target 

audience, I think the federal government, because of 

Fannie and Freddie -- and this is just my theory, and 

I’ve mentioned this, so I don’t have a problem mentioning 

it again -- I think they’re going to look to the HFAs 

more and more to execute problem programs that HUD and 

the other large federal people can’t do efficiently or 

effectively over time.

And I think we may have a niche there.  For 

example, we have a product, what we want to do with it, 

that expires in March, that Fannie has developed for 

HFAs.  I mean, you can kind of agree with it or not agree 

with it.  It’s built for HFAs’ audiences that we talked 

about a little bit earlier.  But that product was built 

for HFAs.  And that’s the type of thing that we may see 

coming down the road that we can execute against because 

the risk is very, very minimal and the money is there.

They provided the bonding allocation, and they basically 

wrote the program.

So whether you do that and it only lasts for

a short time or we can get an extension, it’s an 

opportunity, if we want to do it, which covers overhead 

and gets people, Jack, that you talked about.  We

could -- we’re at 60 percent.  Our loans -- what are we 

projecting, Gary?  150 to 175.  And we think those are 
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high for the business plan that we’ll talk about 

tomorrow.

But that’s considerably different than the

250 you’re looking at, you’ve seen in the past.

So as those opportunities come because we’re 

flexible, you know, we need to decide whether we want to 

run with it or not.  And granted, they’re not going to be 

perfect.  It’s starting points.  But it does cover, you 

know, operational things for a while.  I mean, if you can 

do half a billion dollars in three months or four months 

with the Fannie program, that takes care of this swatch 

of overhead.

So we talked about what are the costs.  Well, 

it takes care of some of those costs.  And we can do 

things to kind of mitigate, for example, some of the 

risks to the borrower with that product if we don’t like 

things, okay?  So that’s -- yes.

MS. BUCHANAN:  Katie?

MS. CARROLL:  I think you started to touch on 

some things that are important.  And it’s really hard, I 

think, to separate the mission in terms of public-policy 

goals of the Agency from risk tolerance of the Agency.

And I know we’re going to talk more about the business 

plan going forward tomorrow.  But risk tolerance in the 

future, I think, is very important.  We’ve all learned 
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lessons over the last few years.  So   I think they’re 

very hard to separate.

MS. BUCHANAN:  Gary, did you have something you 

wanted to say?

MR. BRAUNSTEIN:  I’m okay.  It was covered, 

yes.

MS. BUCHANAN:  Okay. 

Yes, Steve?

MR. SPEARS:  I’m glad Katie brought that up.

I think we should talk about the risk-tolerance factor 

because we don’t make grants, we make loans.  And we’re 

going to take risk.  And it gets back to what -- you 

know, one of the risk measurements is what Chuck had 

talked about before.  And I do want to revisit, if we get 

a chance, Jonathan.  Because we could -- let’s just use 

that example.  If we have a product, and we all agree 

that six defaults per hundred is -- that represents 

unavoidable unemployment, unavoidable other events -- 

serious illness, divorce, other things that just unwind 

homeownership, unfortunately -- we can make enough money 

to pay the bills.  I don’t know about covering the kind 

of losses that we’re seeing now, but we can make enough 

money to pay the bills, cover bill reserves, to cover 

losses, and even fund some other programs.  At that, we 

could make even more if we decided to lock down credit 
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requirements and that sort of thing to say that, “No, 

we’re only going to allow two per hundred.”  We could 

even make money still if we allowed ten.  So there’s 

going to be this bandwidth.

So I think what Katie is talking about is, for 

all of our products, for all of our services, for all of 

our operations we, first of all, have to realize that we 

are in the business of taking risk, as terrible as that 

sounds.  We just have to make a decision.  And we make 

decisions every day about where -- you know, where is the 

target, where is the sweet spot, where are we going to 

be?  Every business does this.

I’ll bet you that Paul could tell us, roughly, 

where they are in the sweet spot.

MS. BUCHANAN:  Jonathan?

MR. HUNTER:  Yes.  And, see, that begins to 

frame the question in a way that I can get my head around 

it.  To say what’s your tolerance for how many defaults 

per hundred, that doesn’t -- you know, again, I just 

don’t know what that means.

But if you say “At six per hundred we can cover 

our costs, we can invest in reserves, we can continue our 

programs; but at eight per hundred we start losing this,” 

then those are terms that I think then begin to make 

decisions around.
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One of the things that concerns me, though, and 

that I think complicates this, when we start evaluating 

our risk -- and I think this was a big part of some of 

the conversations we’ve had around Moody’s and whoever 

else is doing these rating things, that we may decide -- 

we have tolerance for risk at level X, and Moody’s looks 

at that and says, “Oh, no, no, no, you can’t tolerate

that because you need to have reserves big enough to 

cover the Titanic sinking every third day.”

MR. SPEARS:  That’s pretty close.

MR. HUNTER:  So that’s one of the things that, 

frankly, is so complicated and that I’m having a hard 

time trying to figure out.

MR. HUDSON:  In that situation, if you want to 

do the program, you’d just finance it some other way.

You wouldn’t finance it with bond financing.  You’d find 

another source of funding for that kind of project.

And, you know, for me, risk is -- you can set 

the tolerance -– risk-tolerance levels, but then you’re 

going opposite from the way Lynn said them.  I mean, 

you’re not saying, “This is our target.”  You’re saying, 

“This is our risk tolerance,” because your risk tolerance 

will really decide your target.

So, you know, my opinion is that in our 

business, you know, risk -- people price risk all the 
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time.  And you could take more risks, you just have to 

price it differently, and your products maybe have to be 

structured more differently.

And that’s what I’m saying, it’s hard for me to 

think of the future CalHFA as kind of this mono product, 

mono concept agency.  It’s just -- it’s not agile enough 

for, I think, the market we’re trying to hit and the 

volatility in the market we’re trying to hit.  So the 

idea that it will always be taxes and bond financing or 

the idea that it would always be X-Y-Z underwriting 

criteria, I think, would be problematic for me.

It would be more that the management would come 

to us and say, “To address this market, we have the risk 

is X, and to cover that risk and our costs, the price is 

Y.  Is the Board comfortable with that?”  That’s kind 

of -- and we can vote it up or down, and then we can say, 

“Well, the bond market won’t go for it.”

Well, we’ve identified other sources of private 

equity funding or we’ve sourced a joint venture over here 

where we can finance it.  But I think, you know, that 

that’s the future picture of finance agencies if they’re 

going to be successful in volatile markets.

MS. BUCHANAN:  Jack, and then Steve.

MR. SHINE:  Well, first, Heather, as to your 

comments, number one, I think it’s paramount that your 
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short-term -- what you call your short-term survival be 

an analysis of what we’ve been talking about, which is to 

determine your income and expense -- if you don’t make 

another loan this year -- if you don’t make another loan 

at all, not one, is there enough money coming in to keep 

the doors open to pay the bills?

From that, then you can move on to, if you’re 

lucky enough to find someone who is not the government -- 

who it seems the only one that has money right now -- but 

if you can find someone who has money, call your friend 

at Deutsche Bank or wherever it is, and then maybe we 

could then take that kind of program on and deal with the 

level of risk that you’re talking about.

But the other thing you said, I think there is 

a political component to this discussion.  And maybe it’s 

not crazy -- and I just throw this out for everybody’s 

comment -- that we should sit down and come up with a 

political agenda of our own of how we’re going to go 

about actually going and doing something to lobby and 

expedite the processing of proposals that favor our HFA.

I don’t think that this can be handled in an 

easygoing way.  It’s got to be like a project.  And 

someone has got to be assigned.  We have to have someone 

assigned to heading it up, deciding who you’re –- you’re 

going to bring in Dianne Feinstein, you’re going to bring 

98



99

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

in Barbara Boxer, you’re going to bring in our 

congressman?  Who is going to go in and fight for us?  We 

have a terribly divided state.

Texas goes in with 45 or 50 people, all in 

lockstep.  And look at what they’ve gotten in the last 

20 years?

We go in with our lockstep for the one group 

and the lockstep for the other group and no unanimity in 

our congressional delegation.  And look what we’ve got in 

the last 10 or 20 years?

So maybe you want to talk about putting 

together a political agenda and a component and people 

who are going to do it and a program of who we can hire 

here or in Washington to facilitate that kind of program 

with much more urgency.  Well, with great urgency.

MS. BUCHANAN:  Steve?

MR. SPEARS:  I don’t know what to say now.

The political agenda, I should be more careful 

about what I say from here on out.

Well, it doesn’t have to be that.  And I think 

we should follow up on Jack’s idea.

But this idea of risk and risk tolerance, there 

is a certain housing finance agency, a state housing 

finance agency in the east, which shall remain nameless, 

that brags about their AAA rating.  And the way they keep 
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that AAA rating is that they have --

MR. SHINE:  Politics.

MR. SPEARS:  Well, to some degree, it’s 

politics.

But to a large degree, it’s that they keep 

giant reserves.  And they lock down their credit scores. 

And so you could look at that as, they’re not serving all 

the people that they serve.

So some of this is, we do manage a bit to a 

rating level, which is a measure of risk, that if we want 

to be AAA, I know how to get there.  It would take us a 

very long time.  We have to build up giant reserves and

a different profitability structure.  We’ll be much, much 

smaller, but we would be AAA.  In ten years, we could be 

AAA if we do it right.

Or we manage to, you know, manage our way back 

to a AA-minus status, and we manage in that range, and we 

reach more people and we do more lending.

I guess what I’m saying is that risk question 

that Katie brought up and that we’re talking about this 

range has everything to do with our mission and how we 

accomplish the mission.  If we just -- I don’t see how we 

can separate the two.

MS. BUCHANAN:  Yes, Paul?

MR. HUDSON:  Yes, so I get the idea of having 
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the Board at the policy level help shape these issues.

What I find problematic is, Board members that meet 

quarterly, maybe, some that don’t come all the time, it’s 

not quarterly, that have all sorts of distractions and 

business things that are going on in their own life.  And 

as a banker, I have my share of a few things going on.

So for me, the idea that management would think 

through these issues, like the idea do we want to be

AAA-rated, do we want to be AA -- and present kind of 

where they think the Agency should be and why.  It’s 

easier for me as a policy member to respond to that, to 

say, “I like it,” “I don’t like it,” than for me to kind 

of out-of-the-air say, “Should I be a 3, or should I be

a 2?”  And I don’t -– I know I want to serve more people 

than a 3, but I know I don’t want to be rated so low that 

I can’t get bond financing.  So I want to be everything. 

So tell me how you do that.

I guess my point is, you know, this could be a 

little -- to me, more productive and more focused if 

management kind of knew what they thought was the best 

for today and survive -– what is it?   What are the 

three?

MS. PETERS:  Survive, revive, and thrive.

MR. HUDSON:  Yes, survive, revive, and thrive.

And if I saw that program and you kind of 
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outlined that said you were going to take this kind of 

risk and whatever, then if -- or if you just said the big 

picture -- the big-picture issues are this for this 

business model that we think is the appropriate business 

model for the California HFA, then, you know, I think all 

of us have ideas that we could put on that table that 

would help, you know, smooth out the edges or add a 

little color and flavor to the picture.

So that’s a general comment on brainstorming.

MS. BUCHANAN:  Any other comments?

(No response) 

MS. BUCHANAN:  Steve, did you want to respond, 

or…

MR. SPEARS:  Well, yes, I will.

MS. BUCHANAN:  That’s what I thought.

MR. SPEARS:  We polled the staff -- you were in 

our offsite, and there were some very strong feelings 

about where we should be, that we have developed a 

proposal for a business plan that we’ll present tomorrow. 

And I think what you’ll see is a bit of a different 

attitude.

We’ve talked about this before, that we used to 

take the risk along with the borrower.  We would buy 

whole loans, and we would live or die with the borrower. 

And we can’t do that anymore.
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So, now, we’re going to have a bifurcation of 

two concepts.  You know, we’re going to do this 

mortgage-backed securities, where we ask Fannie and 

Freddie to take that whole-loan risk that we were taking 

before.  We wind up with a security.  We have a 

guaranteed stream of income that we pay for and make it 

more expensive for our borrowers.

And so now, in California, if you borrow from 

us, it will cost you more money because of that; but 

that’s where we are, and that’s the decision that we 

recommend that we do.

But it does now say, “Oh, well, you know, do we 

care?  I mean, the loans may make it, they may not make 

it.  We don’t care.  We now have a security.”

Of course, we care.  We still care about that 

six defaults per hundred, four defaults per hundred, 

eight defaults per hundred.  We care about that a lot.

Not from a profitability standpoint.  It will be a pure 

mission statement.

From a profitability standpoint, now that we 

factor in the MBS cost, the guarantee, Gary’s got pricing 

all lined up, we can make that spread and we can make 

money.

And now, because of this new business model,

we will be better able to pay the bills, fund programs, 
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all sorts of things, because we won’t be funding all 

those losses if this ever happens again.  That G-fee that 

we pay, that guarantee fee that we pay will go for that. 

So I think you’re going to see that.

I think you are going to see, we can do 

business with the federal money, with the Treasury buying 

our bonds for a year without improvements in the bond 

market, we don’t go beyond that.  And that’s because we 

haven’t found that other source of capital.  We haven’t 

found the cheap, private equity money that’s out there.

Generally, that’s a little bit more expensive.  But we 

haven’t found that.

What we found in discussing this, is that I 

think that it is pretty well consensus among the staff 

that, going forward, we’re not going to shoot for a 

billion dollars a year.  That’s not going to be our 

target.  We’re not going to shoot for being everything to 

everybody.  You saw that in the core values thing.  There 

are going to be times when it is not right for us to be 

in the market.

And maybe what we do in those cases, we send 

Ken Giebel and his Marketing staff out, and then we 

educate borrowers, “Don’t fall for this stuff that you’re 

being offered on it,” but we don’t try to rescue people, 

because we can’t afford to do that.
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There are a number of those -- 85 percent 

people that are paying and are current, a number of those 

people we rescued.  But some of them that went down, 

they’re underwater.  There are people that maybe we 

shouldn’t have tried to rescue them.  Maybe we go into an 

education mode in the future.  We spending money doing 

that.

MR. HUDSON:  Well, the question is, did you 

rescue them if they’re in foreclosure with us?  I mean, 

maybe we didn’t rescue them.  Maybe the concept of rescue 

is tilted.

MS. MACRI-ORTIZ:  Well, it’s not rescue.  It’s 

that burning desire to be able to give the loan in 

whatever way necessary.  I think that’s how everybody got 

in it.  And the competition was having to compete with 

all those subprime, and we hated seeing people go into 

subprime, so find something else.  But it still was 

not -- it wasn’t that we rescued them.  We put them in 

that situation because they shouldn’t have been there.

MS. BUCHANAN:  Lynn has a comment.

MS. JACOBS:  I wanted to follow up on something 

that Steve said.

I think one thing that I didn’t see on this 

list, although it might have been disguised, is I think 

it would be very important for CalHFA to get in the 
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education business, of educating their customers.

I am somewhat nervous when outside lenders do 

first-time buyer education and tell you they’ve done it. 

I mean, I really think it’s -- I think that we have a 

very committed mission here, and it’s not to the 

shareholders, it’s to our customers.  And so I think that 

we need to get involved more with educating our loan 

recipients.

MR. SPEARS:  We’ve talked about this before, 

and we’re going to say it again tomorrow:  Every single 

individual homeownership candidate will get education.

And I don’t mean some 15-minute online race through and 

cheat on all the questions; I mean, it’s real --

MS. JACOBS:  The key.

MR. SPEARS:  Right, it’s real education.

I would say that it’s not disguised, but I 

would put it under the high-quality borrower service.

Because I think it’s a service to them.  It improves our 

sustainability goal, but it really is a service to make 

people aware up-front.

MS. JACOBS:  Could I follow up -- can I just 

follow up on the education?

You know, I think you also have to think about 

how your multifamily operators are educating their 

tenants, too, in terms of, you know, how to maintain 
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their unit, you know, affordability, and what kind of 

reporting they have to do, all those kinds of things.

I think, you know, maybe you could do a manual or 

something.

MR. SPEARS:  Margaret, do you want to comment 

on that?  Maybe we could do a little of that informally 

already.

MS. ALVAREZ:  Yes.  We don’t really do that 

ourselves, obviously; but we work through our management 

agents and the sponsors of the buildings.  And on the 

tax-credit buildings, the tenants have to comply every 

year with their occupancy, with their income compliance. 

And so they’re very well aware of having to show the 

sources of their income and get discussed that way.

Section 8 is really very particular on who they 

let in based on income.  And that’s audited by us.  It’s 

audited -- we get audited by HUD.  There’s a lot of 

systems in place to make sure that people at least 

affordably can live in the units.

Were you talking about housing standards as 

well, or were you talking income?

MS. JACOBS:  Well, I think it’s important -- 

you know, I think what happens sometimes to tenants -- 

because, obviously, I do all of the same stuff -- is that 

they don’t always know about this stuff up-front.  And 
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all of a sudden, 12 months into it, somebody comes in and 

wants to verify all this income, and that “You didn’t 

tell me.”  So I think knowing about the stuff up-front is 

important.

But I think also very few tenants or 

homeowners, for that matter, are well educated in how to 

take care of where they live.  And I think that’s a 

service that’s important to provide.

MS. ALVAREZ:  Okay, I would just add to that, 

that one of the things we do do -- not in the last year 

because we haven’t closed any loans -- but as multifamily 

loans close, we send what we call a “welcome packet” to 

the sponsor and to the management agent, telling them 

what CalHFA’s role is in it, we talk about the once-a-

year compliance, “Make sure your tenants know.”  It’s 

kind of a whole little packet we put together for them.

Beyond that, we really don’t do it.  But I 

think that’s at least a start.

MR. HUDSON:  Lynn is talking about a program 

that is an add-on to what our borrowers provide, which

we would have to finance from revenues of the Agency.

So, you know, it gets back to -- for me –- so 

you’ve got the Stimulus program, you’ve got Fannie, 

Freddie, you’re probably going to shrink, you’ve got 

educational programs.  So the bottom line is, can you 
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do -- back to Jack’s point -- can you do all this and can 

you pay it all with the revenues we have?  Does the 

budget say it will break even or make money?  Or what 

will it do?

MR. SPEARS:  With the loan-loss reserves we 

have to put in place in the next year, we’ll lose money.

MR. HUDSON:  Okay.

MR. SPEARS:  But the basic profitability 

structure of the Agency right now, with a portfolio of 

assets -- and remember, this is all -- we’re talking 

about new lending.  We have a portfolio of $6 billion of 

single-family, another $2 billion -- that yields, 

roughly, $40 million a year in -- forty or forty-five 

million dollars a year in surplus.  I can’t use the

“P” word.

MR. GIEBEL:  Earnings.

MR. SPEARS:  Earnings.  Net earnings.

That’s pretty close to paying the bills.  And 

if -- that does not include the income -- the net 

insurance proceeds from the mortgage insurance company, 

although I think for the foreseeable future, that will go 

to pay claims solely.

So that’s pretty break-even with paying the 

bills.

MR. HUDSON:  Covering -- does that cover all 
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the losses, too?

MR. SPEARS:  No.  That would have to come from 

reserves.  I think that’s fair to say –-

Where is Lori?

MR. HUDSON:  And our reserves will last how 

long?

MR. SPEARS:  It depends on the rating with the 

rating agencies.

What we have -- what we do are cash runs.

I think it’s fair to say, Bruce, that when you 

flow losses through, all the way through to the Agency, 

after you consider what the M.I. fund can pay, what 

Genworth will pay, and assuming Genworth is still there, 

that -- in that scenario, that the Agency now has on hand 

sufficient reserves to withstand that, period.

MR. HUDSON:  Okay.

MR. SPEARS:  So you cannot be in runoff mode 

forever.  So the way I’ve formulated this presentation 

tomorrow is that this is an Asset Management liabilities, 

in our case capital management, ongoing plan; and that 

part of that has to be, if we just sit and let bad loans 

fall out and the good loans eventually pay off and we 

don’t renew and replace those with good performing loans, 

we gradually spend down.  We have to keep lending in the 

future.  That’s our life.
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MS. BUCHANAN:  Lynn?

MS. JACOBS:  I’d just like to follow up on this 

education idea.

You know, currently, with the banks competing 

for the same customers as CalHFA has, you have to 

differentiate yourself in the marketplace.  And education 

is a really good way to do it.

And if you educate low-income tenants and do 

something that they will remember, then they will be your 

first-time home buyers instead of BofA’s.

So I mean, I think you have to look at 

education also as a marketing tool and not just say,

“Oh, how are we going to pay for education?”  We have

to look at it as it being part of our mission to the 

customers, but also as a way to sustain the organization.

MR. HUDSON:  Yes, not only is it -- it 

ensures -- it protects vacancy rates.  And there’s a lot 

of positive things that come out of education that 

enhances the value of your investment and the return to 

our bondholders.  All that said, there’s still a cost 

with education, and it has to be fit into the budget.

And, you know, that’s all I was saying.  Because I really 

believe it’s not -- based on what Margaret says, it’s not 

a service we currently provide, because nothing she said 

sounded like education to me. And it’s not something 
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that’s in the covenant, apparently, with our borrowers, 

so…

MS. JACOBS:  I think it is on the homeownership 

side.  Don’t you have to provide some home-buyer 

education?

MR. SPEARS:  There’s not anything in the 

indenture that requires it.  That policy, we’re going to 

start doing.

MR. GIEBEL:  That’s a policy that HFA has 

established, not required by bond.  I’ve been talking 

about this for a long time.

Paul, to answer your question, I think we can 

do this with minimum staff cost.  It’s done in other 

HFAs –- Colorado, Ohio.  We can go on, we can do 

this electronically.  It’s done, and we can do education 

that’s tailored to the CalHFA.

MR. HUDSON:  So -- 

MR. GIEBEL:  Colorado did it.  Let me give you 

the background on this.

MR. HUDSON:  Okay, because I’m not a believer.

Go ahead.

MR. GIEBEL:  It’s called knowledge-based.

MR. HUDSON:  Uh-huh. 

MR. GIEBEL:  You have to pass this section 

before you go to the next section.  And the next 
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section -- and there’s four sections.

The fifth section, you can tailor any way you 

want.

Colorado did this because they were spending up 

to a thousand dollars per person, because they have the 

requirement before you could get a CHFA loan -- because 

they’re Colorado -- you had to get a signed document that 

was a CHFA-signed document before you could get their 

loan or go to one of their lenders.

The reason they did it?  It was costing them so 

much money because they had to go to the rural areas of 

Colorado and drive out there and do these on a onesy, 

twosey basis as needed, so…

MR. HUDSON:  I believe it’s less expensive.  I 

believe that it’s educationally beneficial.

The part I have trouble with, I’m a single 

mother -- working single mother.  That after I do 

everything else, I’ve got to go online, read this stuff, 

take these little exams, and I’ve got to do that on my 

own initiative, my own sense of I want to learn -- I want 

to get educated more financially.

MR. GIEBEL:  Well, some of the state 

HFA-funded -- they’re four- to five-hour sessions.  You 

can use this knowledge base -- and we’ve looked at it, 

we’ve got the cost estimates and everything -- you do it 
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when you want to.  You just have to go -- it might take 

you a week, but you don’t go sit in the classroom for 

four or five hours on a Saturday or a Wednesday night.

And it’s an alternative.  You can still do 

that, if you want; but you can go online, and you

build –- we have taken it internally.  Trust me, it’s not 

easy.  It took me, to get past the second part, three 

times to take the test.

CHAIR CAREY:  Which Ken, I think, speaks a 

little bit to –- 

MR. HUDSON:  It supports my point.

CHAIR CAREY:  -- that the single mother is 

potentially not as literate as people here.

MR. HUDSON:  I intentionally avoided that one. 

But I’m glad you said that.

CHAIR CAREY:  And I’d also say, as a nonprofit 

organization, that provides homeownership education 

classes, what we find is everybody that wants to send 

them to us, but nobody wants to pay for it. 

MS. BUCHANAN:  Jonathan?

MR. HUNTER:  I think there’s -- we’re tending 

to talk about education as something that happens before 

the individual takes out a loan.  And I think part of 

what Lynn was referring to is, education is something 

that’s ongoing.
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And, actually, many of the multifamily 

providers that I know the HCD and CalHFA have loans to, 

have resident services that, you know, it’s not just when 

you move in, but they’re always trying to help their 

rents, their tenants build the quality of their lives and 

their income, and eventually be in a position to get a 

mortgage.

And I guess one of the things that would 

behoove us is just to work with some of our borrowing 

partners, particularly on the multifamily side, and think 

through how, you know, that annual-income verification, 

that’s an educational opportunity.

So I’m not just asking you what you earned this 

year.  I’m asking you, how did you -- you know, did your 

job improve this year?  Are you making more money?  Did 

you get a chance to do any skill-building?  Can we help 

you think about how to move up the economic ladder?

And then the thing, though, that’s more 

puzzling to me is on the homeownership side, is say, 

okay, you do all this education, you pass a course, you 

go get your $150,000, you buy a house.  Well, now, we’re 

done.

No, we’re not done because there’s all kinds of 

things like deferred maintenance and how do you deal with 

taxes, and just…
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So it’s easy for me to understand how that 

happens on the multifamily side with responsible 

borrowers, many of whom are nonprofit organizations that 

are committed to tenant services; but it’s much more 

difficult for me to understand how we do that on the 

homeownership side, where you make the mortgage and then 

you assume, “Well, that’s it.  We’re done.”

MR. SPEARS:  Well --

MS. BUCHANAN:  Ken, and then Steve.

MR. SPEARS:  Just a quick response.  Long-term 

goal -- and, you know, I’d have to ask our resident bond 

expert there in the back whether servicing fees are 

inside or outside the spread?  You know, if we’re going 

to do all of our own servicing, it’s inside --

MR. DIRKS:  Yes, in single-family, they have to 

be within the spread.  In other words, you have to pay 

for them out of that one and one-eighth.

MR. SPEARS:  Presently, Paul, we’re paying that 

out to other people to do the servicing.  And our goal 

is, despite the fact that we’re going to do an 

MBS program –- and the loans owned by somebody else, that 

we’re going to retain the servicing down the road.  And 

that would be an opportunity where we could -- if we’re 

servicing all of our loans -- eventually this will take

a long time to do, we now service about 40 percent of the 
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loans.  If we get that as close to 100 percent, that’s a 

great opportunity for ongoing education.

MS. BUCHANAN:  Heather?

MS. PETERS:  On the education topic, that is 

near and dear to my heart because I made it through on my 

own as a first-time home buyer, never having known anyone 

who ever owned anything.  As much as we would like to 

wave a magic wand and make everybody ready for 

homeownership, I think that we’ve acknowledged that not 

everyone’s ready and we can’t be everything to everyone. 

So at the risk of being politically incorrect, perhaps 

the person who doesn’t have the literacy level or the 

time commitment to be able to engage in the education 

isn’t quite ready for a mortgage.

However, that doesn’t mean that we just turn 

around and walk away.  I mean, if we have an education 

strategy that builds on what Lynn suggested, on having 

our multifamily tenants be educated and brought up to 

possibly be first-time home buyers.  And it doesn’t 

necessarily need to be a huge manpower-intensive 

operation.

I’m thinking just a simple little thing like, 

we make a first-time home loan.  If the marketing 

department develops once a series of mailers on the first 

anniversary, “Don’t forget to pay your property taxes”; 
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on your second anniversary, “Hey, did you know your 

air-conditioning filters need to be changed every so 

often?” “Here’s a tip on how not to get ripped off by a 

contractor.”  You know, just little things that help the 

homeowner, throughout the experience, have a good 

experience, remember CalHFA when their daughters and 

their sons and their cousins and everybody else needs 

loans.  You know, you’re that safety-net provider.

And when the subprime-market types come back 

the next time -- I don’t know what they’re going to be 

selling, but we know they’ll be back and we know they’ll 

be selling something horrible -- then that’s the perfect 

opportunity to send a little mailer to all our homeowners 

and say, “Hey, did you know that sometimes things that 

seem too good to be true are, and here are some things 

that people should be looking out.”  “You may get calls 

to refinance your home.  Here are some things you need to 

ask people who are calling when you get things in the 

mail.  When you refinance your home, here are some 

questions.”

MR. GIEBEL:  I mean, everyone who gets a CalHFA 

loan -- previously, you needed to do this recently -- and 

they didn’t even know who we were, really, and they were 

working with Wells.  We send them a “Welcome home” 

package, and we put stuff in there for them.    
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  Specifically, we can do more of that.  But the 

other thing is, on the ones we do service that Steve 

talked about, the 40 percent, we send those people 

throughout the year information.  We have to do it once

a year by law.  Loan servicing does that.  So that’s 

another opportunity to do that.  So I have a note on 

that.

But we do -- on the first-time “Welcome home” 

we send them who we are, because a lot of them aren’t 

aware that CalHFA is the one that purchased their loan 

for them; and, two, we send them a premium, and we talk 

about other stuff of staying in your home.

MS. PETERS:  And just the last note on the -- 

you said “counselors.”  There are a lot of HUD-approved 

counselors that have great programs that, in good times, 

do -- the first Saturday of every month we have a class, 

and there’s nothing to stop us from partnering with them 

and giving them a little subsidy for each borrower that 

either they sent to us or we sent to them.

MS. BUCHANAN:  Steve?

MR. SPEARS:  No, that’s okay, I’ll yield to 

Barbara.

MS. MACRI-ORTIZ:  I just have a question with 

respect to communicating with the borrowers.  Somebody 

had said that there were a large percentage of 
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Spanish-speakers.

Are you communicating written and orally with 

them or --

MR. GIEBEL:  Yes, we are.

MS. MACRI-ORTIZ:  -- do we have the --

MR. GIEBEL:  Our materials are -- for example, 

our materials are in five languages.

MS. MACRI-ORTIZ:  Okay.

MR. GIEBEL:  Our Web site is in English and 

Spanish for first-time home buyers.  And, yes, we send 

out English and Spanish correspondence.

MS. MACRI-ORTIZ:  Good.

MR. GIEBEL:  We don’t do it on the loan 

servicing side to send out what we have to send them in 

Spanish.  We send it in English right now.

MS. MACRI-ORTIZ:  I think in terms of loan 

servicing, I had a case where the borrowers -- some were 

from Washington Mutual and the other side was from 

Neighborhood Housing Services.  And it was like night and 

day in terms of the response time and the ability to 

communicate with somebody that actually knew something 

about their loan.

And I think that’s a key because -- and you 

probably already have that.  But that’s one area to 

really strengthen.
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And maybe, I mean, if you really want to impact 

your borrowers, if you had, like, a quarterly -- if you 

could afford it -- a quarterly tickler where the servicer 

for that loan just picked up the phone and called the 

borrower, and just say, “Hi” and “How are things going?” 

And, “Did your water heater” -- the kinds of things 

that --

MR. GIEBEL:  Barbara, what we have done -- and 

there’s a site -- it’s in Spanish as well -- it’s called 

the “Keep Your Home” site on our Web site, under “Loan 

Servicing.”  And we have sent out, almost on a monthly 

basis, a direct-mail piece that speaks to different 

subjects.  One of them is counseling.  We just sent out 

the counseling one last month.

So we’ve had a series of four of these, 

speaking about specific reasons to stay in your house.

If you’re having a problem, call us here.

So we have that --

MR. SPEARS:  Watch out for loan-modification 

scams.

MR. GIEBEL:  Yes, watch out for loan-

modification scams.  If anybody calls you, talk to us 

first.

Now, we can do that with CalHFA borrowers.  We 

can suggest that to our servicers, and we try to do that 
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with our servicers.  So anybody who is 30 days late, 

that’s a CalHFA borrower, we immediately send them a 

direct-mail piece.  They get called, but they also get a 

follow-up piece.

The servicers, we don’t get to day 38 or 40, 

the pieces are available for their brand to put on it, 

and they can use it.  And we do.  Actually, BofA has done 

it and Guild has done it.  So we’re working hard on that. 

We’re actually going to redo that site a little bit.

  Just FYI, we’re working with Diane and 

everybody else on what this $700 million site will look 

like, because that’s got to be completely separate.  So 

we’re working on that.

MS. BUCHANAN:  Paul?

MR. HUDSON:  So, Steve, I wanted to get back on 

this budget.

When you present tomorrow, are you going to 

present a list of assumptions that the budget is based 

upon?

MR. SPEARS:  Well, we won’t be presenting a 

budget tomorrow.  It will be the proposed business-plan 

concepts.

MR. HUDSON:  So it will include --

MR. SPEARS:  Assumptions about the economic 

environment, interest-rate movements, whether we think 
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the -- you know, the capital that we’ll be able to use, 

the Treasury program.

MR. HUDSON:  And will it be something that the 

Board actually votes on?

MR. SPEARS:  The process is in March, 

traditionally -- we didn’t do -- last year was anything 

but traditional.

In March, staff presents a proposal with 

concepts, and gets comments from the Board members.

In May -- we take those comments, take them 

back, and we write up the formal business plan.  And 

along with that, put an operating budget together.  That 

comes up for a vote in the May Board meeting.

MR. HUDSON:  So tomorrow is the March meeting 

where we’re going to get the input on the concepts?

MR. SPEARS:  Yes.

MR. HUDSON:  Okay, thanks.

MS. BUCHANAN:  I do want to point out that we 

have 45 minutes left, Steve.  So I don’t know if we want 

to refocus the discussion at this point to priorities.

I also still have on my list here your

hand-grenade question of where do you think CalHFA is 

going to be in five years:  Larger or smaller.

MR. DEANER:  I wanted to make one point of 

distinction, multifamily, not from Margaret’s side and
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Asset Management from the lending side, that my direct 

customer, the nonprofits and not the individuals.  I lend 

to the people that Jonathan works for and other folks, or 

the nonprofits that are putting these rental housings 

together.  So we’re financing their projects and then 

they’re renting to the tenants, of which then Margaret 

manages and then, you know, tries to have some direction 

with them.  But it’s really up to the nonprofits.

So I want to make that distinction that I know 

it’s been a lot about homeownership.  But financing 

multifamily is a direct to the borrower -- or to the 

nonprofit, which establishes an entity that we lend to, 

and they use those funds to build the project.  So it’s

a little different from what we’ve been talking about.

And then the second piece of that is, unlike 

doing whole loans or MBS loans, we are the direct lender 

under the multifamily loans, and we do have to take some 

risk.

I need the G.O. rating to put on the bonds 

because they look to the rating of CalHFA on those bonds 

when we sell those bonds through multifamily bonds.

So we are the direct lender.  We’re not -- the 

nonprofits are coming to us directly to use our general 

obligation to put on the bonds that we sell, and those 

proceeds from those bonds and from the projects.  So the 
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bondholders are looking at CalHFA’s general-obligation 

rating to fund those projects.

And the good thing is, historically, that 

Margaret mentioned earlier, we’ve only had six projects 

in the history of the Agency that we’ve had to foreclose 

on, out of 500 projects.  So we’ve done a good job on our 

underwriting side.

We underwrite the risk of the project, and we 

underwrite it with tax-credit equity and debt-service 

coverage at much lower loan-to-values.  So we’re really 

underwriting the risk.

The issue that multifamily has right now is a 

capital issue of maintaining the general obligation to 

sell those bonds.

But I wanted to make the distinction amongst 

the Board that we are a direct lender, and we’re lending 

to nonprofits.  And those are -- that’s my customer base. 

And that’s a big difference from the homeownership side.

MS. BUCHANAN:  Lynn?

MS. JACOBS:  See, I still think the people who 

live in the houses are the ultimate customers because the 

lending is restricted to serve those people.  So I think 

that the nonprofits are more partners as well as 

customers.

MR. DEANER:  Oh, no, they’re our partners, 
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there’s no doubt.

MS. JACOBS:  Yes.

MR. DEANER:  Their customers -- 

MS. JACOBS:  And the ultimate customers is, you 

want those people in those apartment buildings. 

MR. DEANER:  Well, and typically, I mean, us as 

an agency -- there’s other agencies out there that do the 

minimum, 20 percent of the units have 50 percent of 

median income.

Most of the projects that we’ve financed 

historically have been 100 percent affordable, down to 

what Jonathan had said, 15 percent of median income.

So we are partners with the nonprofits to make those 

projects work.  And we typically want to see more of the 

deeper affordability within the project, which means then 

you’re building a project for $20 million and we’re the 

construction lender on that, and that’s an added value 

for us.  That goes down to a $2 million perm, because 

there’s $18 million of either tax-credit equity or soft 

debt because that’s what it can support.  And that’s the 

benefit of us working with those six or seven different 

other subordinate lenders or the nonprofit to make that 

happen.  So it’s a partnership.

MS. BUCHANAN:  Fred, you had a thought?

MR. KLASS:  Thank you.  I’m the new guy, so if 
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this isn’t helpful, don’t hesitate to say it’s not 

helpful and move on.  And I also want to apologize for 

being out of the room for about half an hour when you 

were talking about who’s our customer.  But I want to 

kick off a blended statement and question, kind of 

following up on Lynn’s point.

Had I been in the room when you were talking 

about the customer, I think my opinion would have been 

that our customer is the person in the house.  And that 

the only reason the organization exists is to hit an 

audience that can’t get housing, housing they can stay 

in, sustainable housing that they can afford through the 

normal market process.  And that if we’re not hitting 

that audience, then I’m not sure I understand what CalHFA 

is about, if the market would otherwise take care of 

them.

So I get a little confused.  I have a hard time 

processing in my own mind, occasionally the conversation 

goes towards sort of market share and getting folks to 

come over here, as if there’s someplace else they would 

go.

And I also have a little bit of a hard time 

understanding the hesitancy at the beginning of the 

meeting to associate ourselves as lender of last resort. 

Because if you accept the original premise -- which you 
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may not at all -- but that the purpose of the 

organization is to serve people who can’t get served by 

the normal market, then isn’t that, by definition, a 

lender of last resort?

So going from there, I guess what I -- the 

statement I would make, or the way I’m thinking about it 

now, is that this would frame all of the other issues 

that you’ve been talking about.

If our purpose is to serve those people who 

can’t get served in the normal market, then doesn’t that 

help us define how much education we need to do, how much 

risk we’re willing to take, what is it we want to do as

a business plan in the future?

If our current tools don’t work and if you 

assume that we couldn’t get federal law changed and 

whatever else and we aren’t serving that client audience, 

it seems like we should be talking about a runoff and an 

orderly shutdown of business.

But if, you know, the assumption is that, you 

know, tools don’t work now, but there’s still a client to 

be served and we need to talk about what’s our strategy 

for getting those tools, and what does that business plan 

look like and where do we go forward?  And if we need 

time to transition to something else, then -- getting 

back to Heather’s comment -- we need the survival piece 
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first.  And maybe if we have a plan to where we’re going 

to go, then at least in the short-term, we’re just about 

survival mode.  We’ll do anything to survive.

But if we don’t really have a clear vision of 

where we’re going to end up at the end of the day, then 

maybe angsting too much about surviving isn’t where we 

should be spending our energy, so… 

MS. BUCHANAN:  Reaction to that?

Katie?

MS. CARROLL:  I think I echo what Fred said, 

especially about the survival part.  You know, by 

definition, a business plan, I think, is usually focused 

on going forward and what we need to move the business 

along.

In this case, this is a public agency.  It was 

created for a public purpose.

I think that we, as Board members, need to 

fully understand the risks that the Agency, for some 

reason, can’t go on.

But not only just us.  I think we have the 

obligation to make sure that the Legislature, the 

public -- that people understand and know that because, 

while I think all of us are feeling like, “Well, we have 

to do whatever we can to keep this agency afloat,” and 

it’s sort of “All the burden is on us,” but I think there 
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is burden on us to let the public know if we think there 

are scenarios that this agency can’t move forward. 

Because if I were a member of the Legislature and all of 

a sudden one day you came to me and said, “Whoops, we’re 

out of business,” and I hadn’t had the opportunity to 

say, you know, “I’d like to maybe look at whether there 

is something else that we could do at the legislative 

level or the federal level” or whatever -- so I just want 

to make sure that we’re making every effort to let people 

know at the right levels, and not just -- you know, we 

all assume everyone reads these Board packages and all 

that.  I don’t know, do we need to make -- sort of like 

Jack maybe is saying, do we need to have a different 

conversation at times?

MS. BUCHANAN:  Jack and then Steve.

MR. SHINE:  I think what I heard you say was 

what we talked about before when I threw out the fact 

that maybe a political program of some kind -- certainly 

what you’re talking about is politics.  It’s called 

“lobbying.”

MS. CARROLL:  Or informing, I guess.

MS. JACOBS:  Educating, Jack.

MS. CARROLL:  Educating.  I like that one.  I 

like that. 

MS. JACOBS:  There you go. 
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MR. SHINE:  Educating, so that people are 

convinced to do what you tell them that you’d like them 

to do.

MS. CARROLL:  Well, I don’t know if I like that 

way; but I think “educating” is a good word.

MS. BUCHANAN:  Steven, and Peter.

MR. SHINE:  Your own point, though, you see, if 

the people that we depend upon for support don’t know 

what we’re doing, I don’t know about you, but I hate 

surprises.

MS. BUCHANAN:  Peter or Steve.

Peter?

CHAIR CAREY:  Sure.

I just want to say that from a personal point 

of view and the years I’ve spent in housing, a start from 

the premise that there is an important role for this 

agency, an important public purpose that was established 

by the Legislature and continues today and will continue 

tomorrow, I’m not ready to give up on that.  I am a 

strong believer in homeownership, I’m a strong believer 

in affordable rental housing.

And I know through the variations of the market 

over the years, that the private sector has been either 

unable to serve, in some cases, ill-served those people 

that we’ve all talked about, needing affordable, 
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responsible loans for their homes.

And the same is true in the Multifamily 

Program.  We’ve all struggled with access to responsible, 

affordable, flexible financing for multifamily projects. 

  So I really think it’s important that we either 

agree or not that that’s a premise from which we work.

From that point on, we talk about the business realities 

and we talk about what risk we want to take.

But in my conversations about what levels of 

risk we take on or what we need to do strategically, it 

starts from the premise that five years from now, I want 

to see a strong and respected housing finance agency in 

California.  I sure as heck don’t want to be the state 

without one.

And I’ll set my soapbox aside.

MS. BUCHANAN:  Heather?

MS. PETERS:  Since we rarely get to discuss 

good news here, and we’re talking about the Feds printing 

money, I just wanted to share that apparently tomorrow 

the Obama Administration is announcing a major new 

housing initiative that will tackle the problem of 

millions of Americans who owe more on their houses than 

they’re worth.  The government will buy loans from 

investors at the current value of the house in an effort 

to stabilize the market.  The government will also 
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increase incentive payments for lenders that cut 

principal and require lenders to cut the monthly payments 

of unemployed borrowers for a minimum of three months.

MR. GUNNING:  Where are you reading that?

MS. PETERS:  The New York Times.

MS. JACOBS:  That’s the smallest New York Times 

that I’ve ever seen. 

MS. PETERS:  My people sent it.  My people. 

Honestly, I’m reading it from one of my 

colleagues, who is a home buyer struggling –- or a 

homeowner struggling with debt.  And he said, “How is 

this going to help me?”

MR. SPEARS:  I got it from Doug.

MS. BUCHANAN:  Steve, did you have --

MR. SPEARS:  Yes, I’d like to respond.

With regard to letting people know how we’re 

doing, I mean, you guys know that we’ve had conversations 

in closed sessions that we can’t discuss at this point.

We’ve met with members of our Legislature and 

members of Congress, Senator Boxer’s office, Senator 

Feinstein’s office, and have been brutally honest, 

frankly, about our situation:  The fact that the bond 

market is not working.  The fact that we’re not lending 

and haven’t been lending for 14 months.  The fact that we 

have delinquencies that have gone from about 4 percent 
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to, you know, almost 16 percent -- well, actually, beyond 

that, and now have come back some in the last three or 

four months.

I’m not sure how we could have been more 

educational with people.  We have spent huge amounts of 

time with this board over a two-year period of time.

And, now, the current analogy I’m using is that 

we are smoke jumpers, that jumped in on this fire about 

two years ago, and I’ve got folks who are worn out in the 

audience and folks back home in Sacramento, they are 

tired.  They have worked tirelessly, have renegotiated 

hundreds of millions of dollars of collateral postings, 

have negotiated last year a $5 billion federal package.

Because of the great job that our organization did and 

HFAs did in general, we have another $700 million.

I know it’s sounding defensive, but I think 

we’ve done everything we can to try to educate people, 

alert folks.  I mean, that’s all I can say.

I mean, if people were listening but not 

understanding, and finally came to an understanding, the 

only thing I can say is:  Good, terrific, thanks.  It is 

a very complex situation.

My response to that, I’m just not sure how we 

could have -- who else we could have talked to and what 

else we could have said to be more transparent about 
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what’s going on.

So I just put that out there.

MS. BUCHANAN:  Lynn?

MS. JACOBS:  I think we were thinking of more 

selling good things than advising of the risk.  I think, 

you know, like focusing on some great things that CalHFA 

is doing and focusing on maybe some of the multifamily 

projects and who they’re serving and, you know, getting a 

positive constituency going at the same time.  Not easy. 

But I think that’s -- I think you’ve done an excellent 

job of disclosing the challenges over the past two years.

MS. BUCHANAN:  Katie?

MR. SPEARS:  Because of a very good team.

MS. CARROLL:  And I don’t disagree at all, 

Steve.  I think that you guys have done an excellent job 

of renegotiating contracts and so on.

And I am talking more along the lines of what 

Lynn is saying and, at the same time, saying, “Hey, guys, 

we’re doing this great job.  We may still need more help. 

Just keep getting that out there so people realize it.”

And, you know, sometimes people need to be hit between 

the eyes to say, “You know what?  We might not make it 

out here.  There’s still scenarios under which we won’t 

make it.”  And I just want to make sure that people are 

sensitive to that because we believe that this state 
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needs a housing agency as well.

MS. BUCHANAN:  Okay any other comments?

Yes, Jonathan?

MR. HUNTER:  Could I answer the priorities 

question?

MS. BUCHANAN:  Yes.  What a great segue.  Thank 

you very much.

MR. HUNTER:  I guess that maybe I’m a little 

bit too much of an optimist, but it seems to me that 

we’re somewhere on the border between survive and revive. 

I think because that there’s still some very real risk, 

and some of which are marginally under our control given 

the rating agencies, but I think we’ve seen, the staff 

has worked tirelessly, and that we’re -- while survival 

is still an issue and we can’t relax, I think we have 

some opportunities to do some new work that will generate 

not just enough money to cover our operations, but 

hopefully, you know, we’ll keep consistency –- keep the 

flywheel turning, or the ship moving, or whatever, so 

that we’re positioned to restrengthen the organization.

In terms of –- so I don’t know, I guess, what

I think are the immediate priorities for -- certainly for 

the next year is aggressively implementing these new loan 

products that we have.  That, you know, if this is the 

only way to have them, then make hay while the sun 
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shines.

And I guess the one thing that I would say out 

of today’s conversation that I think the staff do need

to begin thinking about, the issue that Jack raises

about the educational effort.  And in particular, can we 

address this fundamental operating-gap issue, that one 

and a half percent is not enough to sustain a meaningful 

organization?

And so begin thinking -- you know, while we’re 

working on surviving, we need to begin working 

assertively on what will enable us to thrive, or we’ll 

never get out of survival mode.  And I guess what I’m 

trying to say is that we can’t afford to spend 

100 percent of our energy on survival.  We’ve got to 

carve out some time to think strategically, what are the 

things that are going to -- what are the policies that

we need that will enable us to thrive five years into the 

future.

MS. BUCHANAN:  Yes, and I think just to restate 

the question, and maybe we could try and hear from 

anybody who wants to answer the question, but what are 

the priorities you want CalHFA staff to focus on in 

fulfilling the Agency’s mission?

Ruben?

MR. SMITH:  I would just reiterate what I said 
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when I started, I guess, is just that we really focus on 

foreclosure mitigation.  I think that’s what the crisis 

is today.  And we’ve got a great opportunity to come up 

with some good programs.  And to obviously agree, we have 

to look long-term at the same time.  But I think right 

now, if we can solve this problem or reduce the impact to 

us, it will serve us a long ways down the road.

MS. BUCHANAN:  Okay.

Fred, did you have a question on that first 

statement?

MR. KLASS:  Well, just, again, I think it’s an 

educational thing on my part.

I think there’s an obvious need for a housing 

agency in California as well, because there clearly is, 

you know, a segment of our society that could get into 

decent housing and can’t under current conditions or 

previous market conditions.  They need additional 

assistance, which this agency was set up to provide.

But having said that, I guess what I would like 

to see -- and it can be offline because the staff 

probably has all this -- is some metrics that we’re 

actually hitting that audience.  Because thriving for the 

sake of thriving would not be a priority for me.

If the market in the normal institutions that 

are out there in the private sector would take care of 
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these folks, then I don’t know that we should be doing 

that.  And our focus should be on making sure that we’re 

hitting that segment that isn’t being taken care of some 

other way.

MS. BUCHANAN:  Okay, other comments?

Yes, Barbara?

MS. MACRI-ORTIZ:  Yes, I guess along those 

lines, the question is between the low and moderate.

From the figures that I was looking at, it looked like 

you were serving a lot of moderate-income folks.

Is that just because the loans were so high or, 

I mean, are we really focusing on low-income, and how --

MR. GIEBEL:  Yes, we have -- from Katie’s 

office, we have a goal, and we have rarely missed that 

goal.  In fact, I think we’ve made it almost every year: 

40 percent low-income out of the office, right, Steve? 

MR. SPEARS:  The California Debt Limit 

Allocation Committee is the committee that is within the 

State Treasurer’s office that Lynn and I sit on as 

non-voting members.

But because the proceeds of these bonds go to 

private individuals, you must get private activity bond 

authority to issue on a tax-exempt basis.  Their goal for 

that committee is 40 percent.  In the past --

MR. GIEBEL:  We used to get as high as 55, 60, 
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and then it goes on.

MR. DIRKS:  65 to 70.

MR. SPEARS:  -- 65 or 70 percent, years and 

years ago.  But as home prices went up, we were barely 

clinging to 40 percent.

The staff has expressed -- and maybe this gets 

back to what Paul was asking, what are our priorities for 

going -- one of our priorities is to increase that 

percentage to significantly higher than that.

We’re still trying to do forecasting.  But we 

would like to get back to the 50, 55 percent goal of 

low-income borrowers, homeowner borrowers.

MR. SHINE:  Do we ever service anybody in the 

very low -- low-income is, what, 80 percent?

MS. JACOBS:  Right, yes. 

MR. SHINE:  And very-low is, like, 50 to 

60 percent, depending on who you talk to.

MS. JACOBS:  Below 50.

MR. SHINE:  Below 50?

MR. GIEBEL:  Did we do any business –- and, 

Jack, we’d have to go -– we’d have to go pull the numbers 

on this.

CHAIR CAREY:  Yes, we’ve done some. 

MR. GIEBEL:  Yes.  And a lot of that I think 

Peter would tell you, there’s locality money in there --

140



141

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

CHAIR CAREY:  Absolutely.

MR. GIEBEL:  -- for those loans.

Oakland, we’ve done some.

MR. SHINE:  These are on the Housing Authority?

MR. GIEBEL:  Yes.  Yes, they have their

down-payment assistance money and grant money in those 

loans, to write down the --

MR. SHINE:  But that’s not our money.  That’s 

housing –- like LAHD and all those people.

MR. GIEBEL:  Yes.

MR. SHINE:  But we don’t do a lot of that kind 

of business, I would imagine. 

MR. GIEBEL:  No, but we work with them to 

enable us to get to those people with our mortgage, in 

writing that down to 80 percent or 70 percent mortgage 

instead of, you know, 95, 98. 

MR. BRAUNSTEIN:  Jack, they layer their funds 

with our first mortgage products.

MR. GIEBEL:  We give them a better rate on the 

first.  And then they -- 

MR. SHINE:  So they -– okay.  It kept wrapping 

around.

MS. BUCHANAN:  Barbara?

MS. MACRI-ORTIZ:  Yes, and I think 

strategically, I mean, if we’re going to do strategic 
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lending, the last meeting I guess we were talking about 

strategic defaults.  And from where I sit, the people 

that are choosing the strategic default are the moderate 

and up.

And what I see from the low-income is, they’re 

fighting to the death to stay in their homes.

So as a customer, you know, in terms of 

prioritizing the customer base, I think looking at the 

low-income, you know, if we want to change our default 

rates, that’s a good way, as long as we can get them into 

loans that are sustainable.

And I think as another strategy, working with 

those localities that have some money -- and I don’t 

know, I know somebody in here was uncomfortable with it, 

but I’m a firm believer in those affordability 

restrictions on property.  Whether that comes in when

you get the local money coming in for grants, for 

sustainability I think is really the way to go.

MR. BRAUNSTEIN:  It’s like catch-22 on that.

If you’re targeting a low-income family, they’re going to 

be the profile that has the limited funds.  So we’re back 

in what percent skin in the game do we offset the risk 

that that carries with it.  But that could be offsetted 

by underwriting parameters.

MS. MACRI-ORTIZ:  Well, hopefully that’s where 
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the partnerships or the localities come in, to put in.

They’re putting in the down-payment money, basically.

MR. BRAUNSTEIN:  Yes.

MS. MACRI-ORTIZ:  And the other thing -- I 

don’t know if you’re aware of it -- but one of the big 

issues is taxes.  And if you do have these partnerships 

with, you know, the localities putting in money on a 

deferred loan or a grant over time, that changes the tax, 

okay, because you write down -- all that deferred loan 

money is discounted.  So the taxes that the people pay 

are less.

MR. BRAUNSTEIN:  Right.  We have about 508 

localities and 300 programs that are part of an 

affordable housing partnership that we have with the 

localities of the state.  And so in 2010 going forward, 

we have an initiative in homeownership to target that –- 

MS. MACRI-ORTIZ:  That would be a good target. 

MR. BRAUNSTEIN:  -- partnership base a little 

bit stronger than perhaps in the past.

MS. MACRI-ORTIZ:  Yes, I’d be real happy with 

that as a priority.

MS. BUCHANAN:  Steve and then Heather.

Or do you want Heather to say first?

MS. PETERS:  Just a quick crazy-idea kind of 

question.
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Has anybody ever tried a program where, instead 

of giving down-payment assistance in one lump sum at the 

beginning of a loan, talk to the homeowner, the single 

mom who doesn’t have a lot of time and do a savings 

program with a dollar match?  If you put in a 

hundred dollars a month for the next year, we’re going

to put in this or, I don’t know, something creative like 

that, so that you’re building a relationship with them 

up-front.  Their earning skin in the game, not just at 

one point in time, but demonstrating a commitment to 

homeownership.

MR. BRAUNSTEIN:  I thinking you’re speaking of 

a rent-to-own type of structure.  And IDA program. 

CHAIR CAREY:  It is like an IDA-type of 

program.

MS. JACOBS:  There are programs like that.

But the question is, how long does it take them 

then to get to the homeownership level?  Which is an 

issue with some of those programs.  That’s why I like the 

lease-to-own as a way to do that, because you get them 

in, in the beginning.  But, yes, there are programs like 

that.

MR. BRAUNSTEIN:  Just another point on that.

MS. JACOBS:  Some that should be part of the 

portfolio.
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MR. BRAUNSTEIN:  Just to piggyback on that 

point, perhaps that would be something we think perhaps 

on a long-term basis.

On the short-term basis, we need to look at 

where our current source of funds are to do loan programs 

today to keep us in that survival mode, thinking going 

forward.  And then perhaps a long-range strategy might 

be, when we’re in a position to architect our own loan 

programs, like we were able to do years past, then 

certainly we can dictate, you know, structure and 

features to a loan program like that.

MS. BUCHANAN:  Steve?

MR. SPEARS:  Well, I was going to get back to 

something Paul asked for a bit ago, and that was, what 

does the staff see as priorities for the next year.  And, 

again, we’ll have a business plan tomorrow.

But five things that I think I’ve sort of 

jotted down in all of the conversations we’ve had, plus 

gleaning from tomorrow’s presentation, the number one 

thing is to manage our credit ratings.  That’s the 

highest priority that we have.  Because that is very, 

very important to the capital structure and our ability 

to lend in the future.

The second is loss mitigation, which gets to 

foreclosure prevention, managing our REO portfolio, 
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improving our borrower communication and working with 

borrowers that are delinquent.  Keeping people current.

MR. HUDSON:  Is that part of loss mitigation or 

is that another one?

MR. SPEARS:  That’s part of loss mitigation.

All those activities.

MR. HUDSON:  Okay.

MR. SPEARS:  The third is new lending.  It’s 

like Jonathan said, we have access to funds that are 

available for a relatively short period of time.  I don’t 

think Treasury has the ability to extend this without an 

act of Congress, which may be difficult.

So I believe that we have this Treasury 

purchase program.  The last draw we could make is 

mid-December of this year, we can use those proceeds on 

into the spring, and then those funds are gone.  So this 

new lending, with this -- the capital that we have now 

has got to be done.

After that, it’s uncertain.  It’s just, we’re 

not sure if we have bond proceeds that we can acquire at 

a rate that will allow us to lend at a good rate for 

borrowers.  That’s the third thing, is new lending, 

because we talked about the importance of that before.

The fourth is to seek out new business 

opportunities.  And we are pursuing some.  Margaret is 

146



147

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

still pursuing the performance-based contract 

administration.  We’re trying to increase the amount of 

loan servicing that we’re doing, and we’re looking into 

other opportunities.

And the fifth priority for us is, since we have 

been out of the lending business for quite a time, both 

Gary, who has special lending and Bob, who has 

multifamily lending, we have -- we haven’t lost touch 

with our business partners and stakeholders in this area, 

but we need to reengage and bond those relationships 

again.

On the homeownership side, they have -- these 

are localities -- they have down-payment assistance that 

we can partner with and get homeownership lending.  And 

on the special-lending side, we need to strengthen those 

relationships as well and in the multifamily.

So those are the five high priority --

MR. HUDSON:  So are these in ranking order?

MR. SPEARS:  I would put them in ranking order.

MR. HUDSON:  One through five?

MR. SPEARS:  Yes, sir.  Especially number one.

MR. HUDSON:  Okay.  All right, well --

MR. SPEARS:  Number one and number two.

MR. HUDSON:  I’ve said this before, if we had 

started with this, it might have been a shorter meeting. 
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But that’s all right, I’m fine.  We got it eventually.

You were trying -- 

MR. SPEARS:  It was a test.

MR. HUDSON:  -- to see how many of these we 

would get on our own.

MR. SPEARS:  We were trying to -- 

CHAIR CAREY:  You would be disappointed.  We’ve 

got a long list which is totally different. 

MR. HUDSON:  Yes, we came in totally different.

MR. SHINE:  We haven’t addressed the priorities 

yet.  This is what Steve recommended.

MR. HUDSON:  Okay, got it. 

MS. JACOBS:  But this is what you’re going to 

discuss tomorrow, is the business plan, right?

MR. SHINE:  This is what you’re telling us?

MS. JACOBS:  Or not?

MR. SPEARS:  It will be --

MS. JACOBS:  Sort of?

MR. SPEARS:  No, it will be in the business 

plan.  I mean, this is what we’re going to be working on. 

This is a survive mode.

I don’t think you’ll see a lot in the revive 

mode in the business plan tomorrow.  This is a one-year 

extension.

MS. PETERS:  New lending.

148



149

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

MR. SPEARS:  New lending.  But it’s new lending 

for a year, Heather.  It’s not five years of new lending 

in the next --

CHAIR CAREY:  It’s more lending than we’re 

doing this year.

MR. SPEARS:  Thank you -- thanks for the good 

point, Mr. Chairman.

MR. HUDSON:  I would say three, four, and five 

are revives. 

MS. JACOBS:  Right. 

MR. HUDSON:  And then one and two are survive.

MR. GUNNING:  How about thrive?

MR. HUDSON:  I said three, four, five.

MR. SMITH:  The goal is to thrive in five, is 

that –- 

MR. HUDSON:  Somebody already has that one 

already.  Someone’s got that one.

MS. BUCHANAN:  So any other reactions from the 

Board to Steve’s list of priorities?

MR. SPEARS:  We can make it six statements, if 

you want.

MR. HUDSON:  I would say five is a manageable 

number; six to ten is too many.

And I’d also say, what we would do is we would 

weight these; and we would say, by weighting them, you 

149



150

CalHFA Board of Directors Meeting – March 25, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

not only prioritize them, but you also say what’s the 

most important.

So if you got 4 and 5 done and you weighted

1 and 2 most important, we’d have to fire you, Steve.

MR. SPEARS:  That’s a fair statement.

MR. HUDSON:  So that’s the only thing.

But I think they’re right on point.  I mean,

I think they really cover, you know, an agency that’s 

beginning to redefine itself and making a transition from 

the current environment to a new environment.  I think 

it’s great.

MS. BUCHANAN:  Michael?

MR. GUNNING:  Katie’s comment has been on my 

mind, because when you cry for help it is always a big 

thing, or when you tell people you need help.  And 

sometimes you don’t want to because you don’t want to let 

them know you need help; and then sometimes you do 

because you want to tell them you need help.

And I don’t know if part of this, Steve, is a 

reachout or an education piece.

And I know all the work you guys and the staff 

has done, particularly educating the inner circle.  But

I guess it goes to Jack’s broader point:  Does the 

Legislature need to know anything?  Because sometimes 

that’s more problem than benefit.
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And I kind of like how we’ve done it so far 

because we’re working it out.  And it’s easier to go and 

say, “We had a problem.  Here’s how we’re addressing it. 

Here’s how we’re fixing it.”  Particularly with this new 

direction here, it’s a story.  And I don’t know if

it’s –- Diane’s over there or…

MR. HUDSON:  So, you know, my read on that is 

that they’ve done -- you guys have done a lot of this.

And to Katie’s point, we’re not at a point, I think, 

where we have to report we’re going out of business.  I 

think we’re at least a few years away from going out of 

business, which gives us a long lead time to talk to them 

about that, if that’s the scenario we see.

MR. GUNNING:  Unless the rating agency -- and 

we’ll talk about this tomorrow -- there’s something here 

in the next two weeks that shines a bright light on this.

MR. HUDSON:  Well, I think, if you want to say 

these are the -– like one of the things I would say is 

that this is our expected scenario.  You could get -- if 

you want -- I think it’s a little scary, though, for 

politicians to go down hypothetical scenarios.  But there 

is a scenario where Genworth goes out of business or 

doesn’t pay the bond rate.

But that’s a -- you know, that’s a scenario 

that is not with us today.  I don’t know if you have any 
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information that would say that’s going to happen.  And 

if not, I would say that’s not something I would want to 

put on the table this early.

MR. GUNNING:  And that’s where they come with 

the term “need to know.”

MR. HUDSON:  Right, exactly.

MS. BUCHANAN:  Ruben and then Katie.

MR. SMITH:  I would just say to the degree that 

we went to the Legislature, federal or state, that I 

think it’s always important to have a plan and knowing 

what we want from them.  Otherwise, it really doesn’t do 

any good.

MS. CARROLL:  Right. 

CHAIR CAREY:  You might get help.

MR. HUDSON:  Plus the other thing I would 

say -- oh.

MS. BUCHANAN:  Why don’t we let Katie talk and 

then go back to Paul?

MR. HUDSON:  I know.

MS. CARROLL:  I completely agree, a plan is 

important.  And I think that you can show your plan for 

working things out for everything that’s within your 

control.  There are things that aren’t within your 

control.  And I just think that it -- because there are 

scenarios that that could happen overnight.  And that’s 
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just virtually overnight.  I mean, if Genworth gets 

downgraded again or -- you know, there are things that 

could happen, and it’s just always good that people 

realize that you’ve got a plan, you’re trying to work out 

of it, but there is a scenario that you might not be able 

to work out of it, and it’s perhaps through no fault of 

anyone other than --

MR. GUNNING:  So would you care to expand?

Like, what do you mean, pro tem or --

CHAIR CAREY:  Can I just -- wait a minute.  We 

do have closed session tomorrow, and kind of want to be a 

little careful about –- 

MS. CARROLL:  It might be more appropriate. 

CHAIR CAREY:  -- crossing that boundary, if we 

can avoid it today.

MR. SHINE:  Wait until closed session.

CHAIR CAREY:  But keep talking.

MR. HUDSON:  I was just going to say that the 

government that could help us, that can print money, has 

helped us.  The government of the state of California, I 

question whether we need to help them more than they can 

help us.  I mean, I don’t see any point in layering on 

another thing that they have to figure out how to fund.

It’s just -- I don’t think that’s politically the right 

time if we don’t actually have a real crisis.
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CHAIR CAREY:  The point you mentioned I think 

is an important point for us to remember, and that is 

what has happened at the federal level, it hasn’t 

happened because they’ve been reading the papers, right? 

It’s happened because there’s been some pretty concerted 

work by the Agency staff and others to keep that issue on 

the forefront, back there.

I know Heather has done a lot of work for that 

and I know the Agency staff and Steve has, and I know the 

result has played out in that.

MR. HUNTER:  I just want to -- my colleague 

would have liked to have had the five answers to start 

with.

MR. HUDSON:  I could have been out of here two 

hours ago.

MR. HUNTER:  I have some sympathy for that.

But I appreciate this process of working through this, 

because then when you named the five things, it was like, 

I also thought, yes, that’s how the conversation has 

gone.

MR. HUDSON:  Okay, what about a compromise, 

like -- yes.  If he could have come back after the break 

with these, how about that?

MR. SPEARS:  I did come back with these after 

the break.
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MR. HUDSON:  No, no.  I mean, exactly after the 

break, not at the end of the meeting.

MS. PETERS:  All joking aside, I do want to 

just take a moment to appreciate that we’re all here 

together for the first time, I think since I’ve been a 

Board member.  We’re all in the room together, at the 

same time, talking substance.  And this is really 

important, moving forward.  It’s great to have had the 

conversation, and I think this is exactly what the 

Legislature envisioned when they said, “You need to have 

a breadth of experience and different people from 

different backgrounds.”  Everyone has brought something 

to the table here, and continues to.

And to answer your five-year question, I’m an 

optimist, and I think we have a really bright future, and 

we could lead our way out of this if the rating agencies 

don’t get in our way.

MS. BUCHANAN:  Is that a good note to end on, 

or is there any other comments?

MR. GIEBEL:  Well, I’d just I’d like to add, I 

think the staff would back me up on this, it would be 

great to stop waking up at two o’clock in the morning 

wondering what’s going to happen tomorrow.  That’s what 

we really -- we look forward to those days.

CHAIR CAREY:  I tell you, then we’ll all sleep 
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like babies.

MR. GIEBEL:  God bless you.

CHAIR CAREY:  Sleep for two hours, wake up, cry 

for an hour, and then go back to sleep. 

Thank you very much.

--o0o--

Item 5.  Public Comment

MS. BUCHANAN:  Public comment.  Take public 

comment.

MR. HUGHES:  Yes.  We require at each meeting 

to solicit public comment.

CHAIR CAREY:  Then we will open up for public 

comment.  If there’s anyone from the public who would 

wish to address the Board today, feel free to do so.

(No response) 

CHAIR CAREY:  Seeing none, we are adjourned.

Thank you, everybody.

(The meeting concluded at 4:57 p.m.) 

--oOo--
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         BE IT REMEMBERED that on Friday, March 26, 

2010, commencing at the hour of 9:37 a.m., at the

Burbank Airport Marriott Hotel, 2500 Hollywood Way, 

Burbank, California, before me, DANIEL P. FELDHAUS, CSR 

#6949, RDR and CRR, the following proceedings were held: 

--oOo--

CHAIR CAREY:  This is the March 26th meeting of 

the California Housing Finance Agency.

Our first order of business is roll call. 

               --o0o-- 

Item 1.  Roll Call

MS. OJIMA:  Thank you.

Ms. Peters for Mr. Bonner?

MS. PETERS:  Here.

MS. OJIMA:  Mr. Gunning?

MR. GUNNING:  Here.

MS. OJIMA:  Mr. Hudson? 

(No response.) 

MS. OJIMA:  Mr. Hunter? 

MR. HUNTER:  Here.

MS. OJIMA:  Ms. Jacobs? 

MS. JACOBS:  Here.

MS. OJIMA:  Ms. Carroll for Mr. Lockyer? 

MS. CARROLL:  Here. 

MS. OJIMA:  Ms. Macri-Ortiz?
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MS. MACRI-ORTIZ:  Here.

MS. OJIMA:  Mr. Shine? 

MR. SHINE:  Here.

MS. OJIMA:  Mr. Smith? 

(No response.) 

MS. OJIMA:  Mr. Taylor for Ms. Cox?

MR. TAYLOR:  Here.

MS. OJIMA:  Mr. Klass for Ms. Matosantos? 

(No response.) 

MS. OJIMA:  Mr. Spears? 

MR. SPEARS:  Here.

MS. OJIMA:  Mr. Carey?

CHAIR CAREY:  Here.

MS. OJIMA:  We have a quorum.

CHAIR CAREY:  Thank you.

And welcome, everybody.

Our first and -- because we’re anticipating a 

couple more Board members –- a couple of Board members 

joining us, still -- I know there’s been some difficult 

traffic out there -- we will shift the agenda around a 

little bit with the Board’s patience.

--o0o--

Item 2.  Approval of Minutes

CHAIR CAREY:  Our first item of business is 

approval of the minutes of February 25th.
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MS. JACOBS:  Move approval.

MS. PETERS:  Second.

CHAIR CAREY:  We have a motion and a second.

Any discussion?

MR. HUNTER:  I just would note, my job title is 

“managing director,” not “managing partner.”

CHAIR CAREY:  Okay, further comments?

Corrections?

(No response) 

CHAIR CAREY:  Roll call, please.

MS. OJIMA:  Thank you. 

Ms. Peters? 

MS. PETERS:  Yes.

MS. OJIMA:  Mr. Gunning? 

MR. GUNNING:  Yes.

MS. OJIMA:  Mr. Hunter? 

MR. HUNTER:  Yes.

MS. OJIMA:  Ms. Jacobs? 

MS. JACOBS:  Yes.

MS. OJIMA:  Ms. Carroll? 

MS. CARROLL:  Yes.

MS. OJIMA:  Ms. Macri-Ortiz? 

MS. MACRI-ORTIZ:  Yes.

MS. OJIMA:  Mr. Shine?

MR. SHINE:  Abstain.
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MS. OJIMA:  Thank you.

Mr. Carey? 

CHAIR CAREY:  Yes.

MS. OJIMA:  The minutes have been approved. 

--o0o--

Item 3.  Chairman/Executive Director Comments

CHAIR CAREY:  Okay, Item 3, I would just like 

to reiterate my appreciation to all my peers and staff 

for yesterday’s discussion.  I think it was very 

productive.  I don’t think we want to keep meeting daily, 

but I’m glad that we were able to take the time yesterday 

and pursue that conversation.

With that, I do want to mention, for those who 

are here, we do have parking passes.

(Mr. Hudson entered the meeting room.)

CHAIR CAREY:  And let the record show that 

Mr. Hudson is here.

With that, I’d like to now turn it over to 

Steve, our executive director.

MR. SPEARS:  Thank you, Mr. Chairman.

I’ll make my comments very brief.

One of the main things we’re going to do today 

is provide for you an update to the business plan for 

your comments.  We do this traditionally -- we talked 

about this yesterday -- the process is generally at the 
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January meeting, we update you midyear on the business 

plan.  In March, we propose an update to what normally is 

a five-year business plan; but last summer, if you will 

recall, the Board felt more comfortable doing a two-year 

business plan update as we go along.

So we’ll give you the next fiscal year.

The general idea of this is to present to you, 

have your comments -- we understand that you’re seeing 

this for the first time.  You know, we’ll gladly discuss 

it further down the road; but the ultimate plan is to 

present a final business plan for your consideration and 

action, acceptance, and an operating budget to go with it 

at the May meeting.

Remember, last year that was delayed a little 

bit because the Federal HFA initiative was in the 

process, and there was some uncertainty with how that was 

going to go.  So we delayed all this process to the 

May and July Board meeting.  We’d like to get back on 

track this year.

So I guess I’d just like to emphasize that I 

know you’re seeing this concept for the first time.  We’d 

appreciate any comments you feel like making today.  But 

we’re happy to receive comments from you later, by 

e-mail, by phone.  We really value your input on this.

CHAIR CAREY:  Thank you, Steve.
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We’ll go ahead and move Items 6 and 7 ahead of 

the rest of the agenda, if that’s all right.

--o0o--

Item 6.   Update on Development of Federal TARP Program

CHAIR CAREY:  And we’ll start with Item 6, 

which is the update on the development of the Federal 

TARP program.

MR. SPEARS:  I’m going to do this update 

because our project leader on this is Di Richardson, and 

I told her to stay at home and work on this.  So that’s 

what she’s doing.  In fact, there are several conference 

calls today.

Let me just step back.  If you will recall, I 

think it was the day of our last meeting that the Federal 

government announced that this program was coming down.

It’s a total of $1.5 billion.  The source, TARP funds.

It’s coming from the United States Treasury, in a program 

designed for foreclosure prevention.  The allocation 

decision was made after this board met last time.  And 

the amount allocated to the state of California is 

$699.6 million.  So we’ve just been referring to it 

generally as $700 million.  What’s a mere $400,000?  We 

just round it up.

Guidelines were published after that -- and 

there are three objectives to the program:  Helping the 
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unemployed borrower, helping the underwater borrower, and 

helping the borrower that has a second that is preventing 

loan modification.

There are seven pages of guidelines.  Much of 

the guidelines had to do with the process that was going 

to be involved.  But the Treasury emphasized several 

times that they were trying to be flexible, they were 

trying to allow the individual states to come up with 

programs that addressed problems in individual states, 

and I believe I neglected to mention the five states.

Besides California, there’s Arizona, Nevada, Florida, and 

Michigan.

And as you might guess, some of the other 

states may have different issues that, in talking to the 

executive directors of Nevada and Arizona, we seem to 

have some common issues.  And there is some interest in 

developing a common program, at least, between the three 

western states to go and present a unified program, if 

you will -- at least a core program to the servicers. 

Rather than have the servicers have to deal with five 

different states and five different programs and have to 

shift gears, there seems to be some value in trying to 

put together a common program.  So there’s that aspect.

So what have we been doing?  We’ve been meeting 

personally with, and having conference calls and 

170



13

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

collecting information from a huge variety.

First of all, we’ve been on the phone and met 

with Treasury officials several different times.  And 

although they’ve sort of worded this as, “We want you to 

be flexible and innovative,” they then call back and say, 

“So what do you guys think about it?”  Because I think 

they want to be sure that whatever we’re thinking about 

is inside the box of TARP.

And if we -- they’ve had some of the other 

states already present ideas to them.  I don’t know what 

they were.  But I just know that some of their ideas were 

shot down.  So they do want to have this sort of 

pre-application process where you’re in contact with 

Treasury so you don’t present something to them for 

approval that they have to reject.

So here’s the process for Treasury:

They need a detailed business plan by 

April 16th and a detailed cost by April 16th.  Obviously, 

not very much time.

Treasury will then take a six- to eight-week 

period where they will approve the program that’s 

presented.  And once the program is presented, then we’re 

allocated the money.

And people have asked, “Well, does that mean 

they’re going to wire us $699.6 million?  How does” --

171



14

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

that’s not been discussed.

I’m assuming if we qualify for the money, we’d 

get the money.  There’s been nothing talked about it 

being paid out over time.  So we’re really focused on 

gathering information and meeting with various 

constituents right now.

So we’ll let you know if our fund balance is 

going to need to be increased by $699.6 million.

There is an issue with the TARP funds cannot go 

to a state entity.  We have to have a special-purpose 

entity to receive this money, a nonprofit organization 

which Tom is working that part.  And the sole reason for 

it being set up is to receive this.  If we don’t have 

this, we don’t get the money.  So it’s just a 

technicality really.

So in the meantime, we’re trying to collect as 

much input as we can.  We wanted to find out from 

servicers as much information.  We’ve met with servicers 

by phone:  Wells, Guild, Bank of America, JPMorgan Chase, 

Citi.  We’ve also met with a number of counselors and 

been on the phone with counselors and advocates.  And 

we’ve met with Fannie Mae individually, because a lot of 

the loans that will be helped will be conforming loans, 

and a lot of those are owned by Fannie Mae and 

Freddie Mac.  And if we can get their approval of 
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whatever happens, then that gives the servicers the green 

light and shortens the time frame to get a loan modified. 

 So we think that’s a good idea.

And we’ve also had several calls with the 

Federal Reserve Bank of New York, who has been a 

repository of information all across the country about 

average loan size, borrowers’ income -- all sorts of 

really valuable data, so that we can help size this 

program.  Because the main thing for us is to try to get 

as much out of this $700 million as we can to the most 

needy borrowers, in the least amount of time.  And if we 

design a program that tries to do too much, that will be 

disappointing; if we’re not reaching enough people, that 

will be disappointing.  We’re just trying to find the 

sweet spot, if you will, where we can get the most.

So speed is important, simplicity is important, 

and leverage is important.

We’re going to try to see if -- how far we can 

push it to get banks, investors, servicers to give up 

various elements, whether it’s penalties, past-due fees, 

arrearages of various kinds, loan balance.  We’re trying 

to find out if we can leverage this $700 million to make 

it $1 billion or $1.2 billion or $1.4 billion.  Double it 

would be really great.

So that’s what we’re doing.
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The final thing I wanted to say is, we are 

having some public working sessions next week in 

San Diego, San Bernardino, and Modesto, three hard-hit 

areas; and have roundtable working sessions.  Rather than 

just take testimony and say, “Thank you very much,” 

really sitting down with folks and trying to pencil out 

some things that really work and having an interchange of 

ideas and information.

So with that, Mr. Chairman, I’d open it up to 

the Board members for questions.

MR. GUNNING:  I’ve already gotten a couple 

calls asking, “Hey, you’re on the Board.  What are you 

going to do with all this money?”

Are there plans to reach out to other 

communities?  Or help me understand selection, or -- have 

we figured that part out or…

MR. SPEARS:  Because it’s a borrower-based 

program -- the quote that the President had in the town 

hall meeting when he announced this in the Nevada town 

hall meeting, is that we’re going to help unemployed 

borrowers, we’re going to help with preventable 

foreclosures.

And so it’s not, per se, a community-based; but 

there are communities with high unemployment and whole 

subdivisions of people who are in trouble.
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There are a million people in California today 

that have some sort of a problem with their mortgage 

payment.

If you just take the $700 million and divide

it by $25,000, if we spent $25,000 per borrower on 

average, for whatever benefits we decide -- that’s 28,000 

borrowers.  So I would never appear ungrateful for a 

second, but it is a drop in the bucket, really.  So we 

need to make sure that this is for the most needy people.

The qualifications that have been talked about 

are absolutely owner-occupied.  We’re not going to help 

any investors.

The second thing is, no investment property.

This has got to be your only home.  If you have 

investment property, and you really want to keep that 

first house, you really ought to think about doing 

something with the other one.

Low- and moderate-income borrowers, if you get 

beyond that.

And then at some point -- you know, there are 

people who are in trouble who are not underwater, you 

know, for one reason or another.  But most of the people 

are underwater.  And so if we did that, there’s pretty 

much agreement that you’d have to be beyond a certain 

point but within a certain range, because there are going 
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to be folks who are just too far underwater. And that’s 

every counselor has said that to us, that the counselors 

are seeing folks who are just in a situation where they 

need to be worked out of the home.  They’re in too big of 

a home, they’re in the wrong product, you know, they 

asked for help too late.  There’s just a number of 

reasons why somebody would be in a situation where this 

program won’t be able to help.

So there’s this range in there of folks that 

we’re going to try to help.

One thing that’s not in the guidelines is the 

help for the underemployed.  We’ve asked Treasury about 

this several times.  They never really have put it into 

writing.  They’ve said that if underemployment is a 

problem in your state, then, you know, design your 

program.

And this would be somebody who, for example, 

worked for a software systems company in the Bay Area, 

and they lost that job, and now they’re working at an 

electronics store as a salesperson.  They have a good 

job, it’s a paying job; but it’s $20,000 less than they 

were making.  And they need help with that 

underemployment.  So that’s something that we’re going

to try to address.

MR. GUNNING:  So in the future, refer everybody 
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to you?  Call Steve?

MR. SPEARS:  Call Steve, call Di.  Right.

MR. GUNNING:  Right.  Call Di. 

MR. SPEARS:  That’s been the case up to this 

point because we were dealing with a number of issues 

here and getting ready for the Board.  So Di is really -- 

we have her home working on this, as I said.

CHAIR CAREY:  To go beyond that, are you 

working on how you’re going to go about doing whatever it 

is you’re going to do with a little more specificity?

And is $25,000 the right number?  Or are you not yet at 

that point to determine that?

(Mr. Klass entered the meeting room.)

MR. SPEARS:  I was putting that out there just 

to give you an indication of --

MR. SHINE:  Giving a number, and you’re in 

trouble.

MR. SPEARS:  Right, just as an indication of 

the number of people that we’d be able to help.

Obviously, if you move that up to $50,000, it’s 

only 14,000 people.  So that’s why we want to leverage.

We can reach, you know, a great increase in the number of 

people if we can leverage some additional concessions out 

of servicers and investors and banks and that sort of 

thing.
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But to answer your first question about 

operationally, we could establish a giant bureaucracy and 

have thousands of people working on this.  And I don’t 

think that’s the way we get this out the door as fast as 

possible.

There are some infrastructures in place that

we can use.  Obviously, the servicers themselves have 

folks.  It’s just, there has to be a new day because 

they’re not doing a really great job at this point.  So 

there would have to be an agreement about setting aside, 

for example, “Okay, we’re going to do this with you, 

servicer, but you have to appoint a group of people to 

work on this, and that’s all they work on.”  Otherwise, 

if it just gets lost in the million people that are in 

trouble in California, I think this program gets lost.

So it’s an issue of, you know, of do you set

up the state bureaucracy that parallels everything else 

that’s out there, or do you try to work with the system 

that’s there now and try to make it work better than it 

is now?

MS. PETERS:  Steve, I know this is going to 

sound self-serving.  But since CalHFA has its own 

servicing operation that we have 100 percent control over 

and since Treasury has set up this program as a pilot -- 

they’ve wanted creative ideas, with the idea that they 
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were going to roll it out maybe someday to other states 

or with greater financial backing, and we have two weeks 

to design a program, essentially, would it be possible 

for us to say, “Okay, we’re running this through our 

servicing on our portfolio because we have the greatest 

amount of control over it?”  Or does it need to be moved 

out to all these different servicers with varying levels 

of commitment to try and learn a new program when 

Treasury is coming up with their own thing, apparently, 

we learned yesterday, at the same time, and the servicers 

are going to be revamping HAMP and everything together.

I’d hate to get lost in the shuffle because 

this is only $700 million.

MR. SPEARS:  Right, right.

MR. SHINE:  If you do the servicing in-house, 

are you then saying that the market for the utilization 

of those funds are only to the people in-house?

MS. PETERS:  That’s why I said, it sounds 

self-serving.

MR. SHINE:  That’s true.

CHAIR CAREY:  Okay, Ms. Macri-Ortiz?

MS. MACRI-ORTIZ:  Yes, the question I have, 

you’re referencing people that are underwater.  What is 

your definition of being underwater?  Because there’s two 

things.  One, they are people concerned because their 
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house is no longer worth the market, and there’s people 

that are like trying to make that payment every month.

And one of the things I’m seeing, is that the 

people who are trying the hardest and just kind of 

hanging on but making that mortgage payment but really 

need some help are all getting turned down by all of 

these programs because they’re not, you know, six months 

behind.  And then the people that just kind of shine it 

on, then they get help.

And in terms of ultimately solving somebody’s 

problem that’s sustainable, the person maybe that’s just 

barely hanging on that really needs some help to sustain 

might be a better risk than the people that are just sort 

of -- you know, what is that line of, you’re too far 

down, you know?

And we’re looking at all the down, but we’re 

not looking at the marginal ones that we really 

realistically might be able to save long-term.

And I don’t know, I mean, it’s -- I get a lot 

of calls from people that are in that situation.  They 

say, “I just didn’t qualify because I wasn’t six months 

behind on my mortgage,” you know.

MR. SPEARS:  Let me answer Heather’s question 

first about the “Can we use this money for ourselves?” 

A lot of our borrowers will fit this 
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definition.  They’re owner-occupied.  It’s their first 

and only home, and they are low and moderate, and they 

are in trouble.

So there is no prohibition using it for 

ourselves.  There has been pushback.  I didn’t suggest 

this, but on one of the Treasury calls, I just mentioned 

something about the characteristics of our own portfolio. 

And somebody on the other end of the line in apparently

a giant, echoey Treasury Department office said, “You’re 

not planning on using this all for yourself, are you?”

So that was just a -- I mean, that’s almost an 

anecdotal reaction, but -- so we get a little pushback.

But it’s true, I mean, it will be easiest for us to deal 

with our own loan-servicing department.  And we don’t 

have to go and ask permission from anybody else.  We’re 

the investor.  You know, we own the loans.

But one approach could be that we get approval 

for the program, we put a short-run pilot program, and we 

get the mechanics worked out and the bugs worked out, and 

then we roll it out for the rest.

It’s just that people are -- we want to get 

this out as fast as possible because we want to intercept 

somebody who -- you know, if we help them out, could be 

in a sustainable homeownership situation, like we were 

talking about yesterday, and they can be helped.  And 
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we’re trying to stop the bleeding, so…

MS. PETERS:  I like the idea of starting it 

in-house and then rolling it out.  I know we’re trying to 

be fast; but we want to be --

MR. SPEARS:  Good.

MS. PETERS:  -- successful.

MR. SPEARS:  Yes.

MS. PETERS:  And if we do it right in-house and 

then we roll it out and the other servicers don’t do it 

as well as we do, then Treasury’s got something to talk 

to other servicers about; versus, if we try this shotgun 

approach where everyone’s trying to implement it at the 

same time and other servicers aren’t successful, then 

we’re going to get targeted with the same brush, that it 

was our fault that we didn’t get it done right.  Just my 

thought.

CHAIR CAREY:  Mr. Hunter? 

MR. HUNTER:  So, I’m just having a little 

problem trying to figure out how you decide what’s 

sustainable for people who are unemployed.

MR. SPEARS:  Well, there has been discussion 

about the difficulty of trying to underwrite a 

modification for an unemployed person that has no income. 

And I think it’s been pretty well decided you can’t do 

that.
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Florida and some other states, and what we’ve 

talked about, is setting aside a pool of money, if you 

are unemployed and you need some help to hang on until 

you can get employed, the Mortgage Bankers Association, 

in mid-February, came out with a program called “Bridge 

to HAMP.”  If you’re unemployed, you can’t get a HAMP 

modification.  They came out with a program to get you

to the point where you’re now employed again and you can 

qualify for HAMP.  It’s a, “We’ll help you for three 

months, you can extend that twice.”  It’s a total of nine 

months of just unemployment benefits.  And it goes to 

help -- you write the check directly to the mortgage 

company, the servicer, and you get help while you’re 

unemployed.

But the loan modification, the thing that 

Barbara was talking about, the helping the underwater 

borrower recast that loan and working out something with 

the servicer, I think you can only do that with somebody 

who now has a job.

So you can have somebody who was unemployed

for a while, they got in trouble, they’re behind 30 -–

I mean, 60, 90, you know, or longer on their loan.  The 

bank has been patient, they’re trying to work something 

out, but they had this giant arrearage.  Plus, they’re 

now underemployed, they can’t afford the payment that’s 
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there.  That will probably be the most complicated 

situation that we find, where they’re underemployed, 

they’re underwater, they’ve got an arrearage.  That would 

probably be the most complex thing.

CHAIR CAREY:  It does strike me that one of

the numbers we’ll live with for a long time is the 

sustainability of what we do.  Those numbers float out 

there already today for existing programs.

And if we are concerned about that number -- 

and I think we should be for a variety of reasons -- then 

that forms the design up-front, as Ms. Macri-Ortiz was 

saying.  And the only time to influence that is in the 

design of programs.  You can’t do anything about it once 

the mods are made.  It does seem to me that that success 

is going to be important, not just for this and for the 

homeowners, but in our future relationships with the 

Treasury in other things coming down the road.

I thought I saw another hand.

Ms. Jacobs?

MS. JACOBS:  I think it would be helpful if we 

could look at BofA’s new program and Wells Fargo’s new 

program and see how we can do something better.

But it would be -- I think when we get further 

along toward the design, that might be interesting to do 

a chart of what those programs are doing, since they’re 
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big players in California.

MR. SPEARS:  We happened to be on the 

conference call the day that Bank of America announced 

their program.  And so what we’d really rather not do is 

pay for their program.  We’d like to get them -- if they 

get people to a certain point --

MS. JACOBS:  Exactly.

MR. SPEARS:  -- maybe we can get people beyond 

that.  But if they get them to the point where it’s 

sustainable with their program --

MS. JACOBS:  You don’t need to do those deals.

MR. SPEARS:  -- then that’s -- 

MS. JACOBS:  They don’t need us.

MR. SPEARS:  -- they don’t need us, right.

So I think it’s a good idea.  We’ll do a little 

side-by-side of what all these different programs are.

CHAIR CAREY:  Do you have the sense that, by 

the 16th, when our proposal goes in, that we’ll have a 

sense that it’s on the right track, so we’re not waiting 

for six to eight weeks to find out that it’s not what 

they want?

MR. SPEARS:  Yes, I do have the sense that 

we’ll have a pretty good idea from Treasury that what 

we’re submitting fits in TARP, that Treasury will most 

likely approve it, and they may have some comments 
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about -- or questions, clarification, that sort of thing; 

because it’s a very limited proposal.

I think the main thing that they’ll have 

questions about are cost.  And just for the record, I 

think any of you who have gotten Federal funds in the 

past know that the cost of administering the program will 

come out of the grant.

We asked if it could possibly come -- the costs 

come outside the 700.  So all the 700 could go to 

benefits.  That got turned down, but we did ask.

MS. PETERS:  Just a question about the other 

four states.

I seem to remember from other Board meetings, 

that we were fairly unique in holding all the real-estate 

risk ourselves.

Do the other four states hold loans or are they 

holding MBS?

MR. SPEARS:  Arizona is a whole-loan state, 

Florida is a big MBS state.  And Michigan -- I think 

Bruce knows this, Michigan is MBS --

MR. GILBERTSON:  A big FHA state.

MR. SPEARS:  Oh, a big FHA state.  So they 

don’t have the issues that we have.

And even Arizona doesn’t have the magnitude.

I had a very long conversation with their executive 
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director two days ago, and he freely admitted that they 

aren’t anywhere close.  But they also got a hundred 

and -- $152 million to our 700.

MS. PETERS:  It might be a way for us to set 

ourselves apart with Treasury and say, “This is why we 

want to use it on our portfolio,” because we have the 

ability as the holder of the note to make significant 

impact quickly.

MR. SPEARS:  We’ve also had a conversation with 

them that our bond indentures, you know, box us in.  So 

we’re a little bit different than a private investor or 

private-sector bank, so -- and they understand that.

They said, “We get that.”

One of the reasons why HFAs were allocated this 

money is because they -- and Treasury was very explicit 

about this up-front -- I’m hurting my arm, patting us on 

the back -- but the program that came out last year, even 

though it took them a long time to get there, we executed 

a $5.2 billion program in California, it was $25 billion 

nationally.  That got done in eight weeks.  All the bonds 

were closed.  All the liquidity facilities were closed.

And that was very impressive to them.  So, they decided 

that if we could do it quickly like that, then maybe we 

could do something quickly with this so we are under the 

microscope.
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MS. CARROLL:  How important is it to Treasury 

that we leverage the money?  Because I’m just wondering 

in our own portfolio, because of the bond indentures, we 

probably can’t leverage that much at the Agency, because 

we hold the loan and can’t write it down, so to speak.

  Is that a factor?   

MR. SPEARS:  If I recall correctly, leveraging 

is not in the guidelines.

MS. CARROLL:  Okay.

MR. SPEARS:  But, obviously, they like the 

idea.  And in the conversations, they have said if you 

can work out something where this is leveraged to a much 

bigger number and it makes the program more successful, 

then we like that.  So it’s not official.

I’m trying to remember -- I don’t think it’s in 

the guidelines or the press release.  And those are the 

only two official documents that have come out on this

so far.

MS. CARROLL:  Thank you.

CHAIR CAREY:  Ms. Macri-Ortiz?

MS. MACRI-ORTIZ:  One thing, if we are going to 

do stuff with banks and unemployed, it seems like a 

partnership –- I mean, helping the unemployed, if we’re 

talking about a temporary fix, it’s getting some 

agreement from the banks to maybe take, okay, three 

188



31

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

months of this -- hold the loan for three months and put 

three months on it at the back end.  It’s not a hard 

thing to do a temporary thing for unemployed.  And maybe 

some money can be used for something, I don’t know.

But that is not -– see, I see it -- if we get 

into a temporary thing, where we’re giving money to 

banks, paying people’s mortgage for three months, okay, 

the way I look at it, we’re just helping the banks.

Because the chances of the person actually succeeding are 

going to be very tough in our market.  You know, it’s, 

what, 12 and a half percent was the unemployment today.

It’s not going to be easy.

And it’s going to get worse because we’re going 

to see the counties now and the school districts; and, 

you know, we’re going to start seeing government 

unemployment.

So if we do anything with unemployed and banks 

where we are partnering, I think we need to be pushing 

them to extend the mortgage term by the three months or 

something as a way -- kind of a safe area that they have 

for people to get on their feet.  Otherwise, we’re just 

giving away money to the banks, I think, ultimately.  So 

we’re going to have to do that.

CHAIR CAREY:  Other comments on this?

(No response)
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Item 10.  Public Testimony

CHAIR CAREY:  Okay, what we’re going to do, I 

understand that we have some folks that would like to 

make comments perhaps on this or on other items to the 

Board.  And just in respect to them, so that they don’t 

have to sit while we’re in closed session, I’m going to 

go ahead and open the public-comment period, and then we 

will adjourn to closed session.

I open the public-comment period early in 

consideration for those who are here to speak.  And, in 

return, I’d ask that you be as concise and to the point 

as possible because we do have an agenda ahead of us.

And this is our second-day meeting, and many of us have 

other things that we need to get back to.

So with that, I’m going to open up for public 

comment if there are people here who would like to 

address an item on the agenda or off the agenda, 

recognizing that the Board cannot take any action on any 

items that are not agendized.

I see -- okay, first and then second. 

MS. JIMENEZ:  Good morning, distinguished 

Members of this Board.

I am Yvonne Maria Jimenez.  I’m the deputy 

director of Neighborhood Legal Services of Los Angeles 

County.  It’s a private nonprofit law firm funded to work 
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and represent low- and moderate-income families residing 

in the County of Los Angeles in civil matters.

Our law firm is a member of One LA, an 

affiliate of the Industrial Areas Foundation.  The 

Industrial Areas Foundation is an organization of 

organizations here in Los Angeles.  We have about

75 county-wide.  The organization consists of 

institutions such as faith-based institutions, schools, 

unions, and nonprofits.

One LA-IAF has been working on a strategy to 

effectively address the foreclosure crisis.  And we are 

working with our affiliates in the states of Nevada and 

Arizona and our sister organization in Northern 

California.

And we have designed a strategy that 

meaningfully addresses the needs of homeowners, 

investors, and main street at large.

As Mr. Spears indicated this morning, we’re 

fortunate to have the $700 million allocated to 

California.  However, it’s a drop in the bucket to 

address the magnitude of the crisis facing California.

There is a tension and challenge that we face 

now, and that is the challenge of just getting the money 

out and using it, and really looking at effective, 

innovative programs that are shovel-ready to go, to 
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really address this crisis.

What we need is a principal-reduction program, 

strategy that is uniform and transparent, that is 

sustainable and permanent, and goes to stabilizing our 

housing market and our economy.

The One LA-IAF program is a principal-reduction 

pilot project that is shovel-ready.  It has been adopted 

and endorsed by the City of Los Angeles.  The City of 

Los Angeles has allocated a million dollars to implement 

a very tiny project in a hard-hit area in the City of 

Los Angeles to demonstrate that the project works.

One LA-IAF has been in serious negotiations 

with four of the major banks:  Bank of America, Wells 

Fargo, JPMorgan Chase, and OneWest, formerly IndyMac.

Bank of America has committed to participate in this 

strategy.

Ms. Jacobs just indicated this morning that

we need to work with proposals such as Bank of America, 

but to improve upon them.  And this is what this proposal 

does.  It also brings together to the table the banks and 

servicers, the community main street, and the City of 

Los Angeles.

The City of Los Angeles, the Los Angeles 

Housing Department is ready, willing, and able, and has 

the competency to administer this project.
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The Obama proposal, while it is 

well-structured -- while it is well-intentioned and 

incorporates principal reduction, it’s doomed to failure 

because it’s overly bureaucratic.  It’s unilateral.  It’s 

by invitation only.  Bank of America will administer it. 

The earned forgiveness is over time and it’s fraught with 

problems.  Because to date, servicers and banks have 

shown and demonstrate that they cannot administer these 

programs.

The HAMP program is just fraught with problems. 

Our homeowners’ documents are lost.

We are a law firm.  We’re overseeing the 

modifications coming in.  They represent them to be HAMP 

modifications when, in fact, they’re not.  And it’s not 

until they’re challenged on it that they come back with 

the HAMP modifications.

So I urge you to seriously consider innovative 

projects that are shovel-ready and will effectively 

assist main street, meet the interest of investors, and 

begin seriously stabilizing our housing market in our 

community.

I’d like my colleague, Stephanie Haffner, to 

give you a little more detail about how it works.

MS. HAFFNER:  Good morning.  My name is 

Stephanie Haffner.  I’m the supervision attorney for 
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housing and consumer law with Neighborhood Legal 

Services, working with Yvonne Maria Jimenez at 

Neighborhood Legal Services.

The loan-modification pilot that Yvonne has 

described uses a silent second lien as leverage for far 

greater immediate principal reduction for homeowners who 

have severe negative equity.  And the City of 

Los Angeles, as you know, has a small pilot, ready to go 

for support on a larger scale.

Under this pilot, the City will make a small, 

silent loan to a borrower -- give them one -- payable to 

the bank in exchange for the bank’s reduction of 

principal toward current market value.

The pilot is an improvement on the Home 

Affordable Modification Program for loan modification.

Under the current Home Affordable loan- 

modification program, the President’s –- Obama plan, the 

current process is to first reduce interest, then extend 

the term of the loan.  And then if a borrower still needs 

additional assistance to get to an affordable payment, to 

defer a portion of principal.

What this pilot does, is it addresses the 

portion of deferred principal while still keeping a 

homeowner at an affordable payment.

The deferred principal is addressed through an 
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immediate payment in the form of a silent lien, and that 

immediate payment is in the amount of the present value 

of that deferred principal.

And all of you deal in housing finance, so you 

know that that $100,000, $200,000 deferred principal 

amount, which is what we see in current HAMP 

modifications, that the present value of that, as opposed 

to the value of it 40 years out, is quite minimal.  And 

so we think that a silent lien can help homeowners in the 

amount of between $15,000 and $25,000; and while still 

being in the financial interest of investors in 

mortgages, get the homeowners to an affordable payment 

and to a reasonable principal amount.

When their home is at a reasonable principal 

value, then they are likely to be able to stay in their 

home long-term, unlike under current policies.

Under current policies, current modifications, 

homeowners are extremely likely to redefault in the 

future.  And the California Housing Finance Agency has

an opportunity to demonstrate by lowering principal and 

using leverage by paying for that principal at the 

current value, that homeowners can stay in their homes 

long-term; or if they get into trouble, they can sell, 

they can move without having to go to foreclosure.

Also here today is Doug Swoger from the 
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Los Angeles Housing Department, which has been working 

with One LA and Neighborhood Legal Services on design of 

the program.

MR. SWOGER:  Good morning, everyone.  And 

thanks for the opportunity to address you on this topic. 

My name is Doug Swoger, and I work for the City of 

Los Angeles Housing Department.  And I just want to say

a couple things with respect to the program that One LA 

is describing.

The City is in support of it.  The City Council 

has allocated a million dollars to implement a pilot that 

does result in the principal reduction for borrowers that 

are underwater, upside-down, that go through the HAMP 

process.

And I think, you know, where we can be helpful 

at CalHFA, is that we have staff at the City in place.

We’ve got loan underwriting staff, we’ve been operating 

first-time home-buyer programs successfully using federal 

funds, using CalHome funds and others over the years.

And that staff is already in place.  So we have the 

infrastructure in place to implement something like this 

to, you know, underwrite these loans or these 

modifications.

And I think as CalHFA considers funding these 

type of local programs that may be innovative, that 
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having the staff and the infrastructure in place is going 

to be important.  Because rather than CalHFA doing it all 

over the state, locally, I think it will be important.

And we’ve got that in the City of Los Angeles.

And I’d also speak a little bit to the 

leveraging question.  You know, I think the leveraging is 

important.  I think you guys are right to consider it.

And if you think about the leveraging, maybe 

not from the standpoint of dollar-for-dollar, how much 

are local governments or other agencies putting into this 

but, rather, how much are they investing in the 

communities for other programs that would leverage this.

So, for example, the City of Los Angeles has 

been allocated $132 million in Neighborhood Stabilization 

funding.  And the NSP funding comes from HUD, and it’s

to purchase, rehabilitate, and put back on the market 

foreclosed homes, homes that have already gone through 

foreclosure.  And those funds are already targeted into 

the neighborhoods most impacted by foreclosures.

And so when you think about leveraging this 

money, you can think about it in terms of what else is 

going on in those neighborhoods.  And so we’ve identified 

those neighborhoods most impacted.  That’s where we’re 

investing this federal money.  And I think that’s one way 

that you can count the leverage.
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And I’d also speak to the assistance for the 

unemployed.  We’ve got a very high unemployment rate in 

LA.  And these programs that -- you know, we were 

speaking with OneWest Bank yesterday, and they told us of 

a program that they’re rolling out to provide three to 

six months’ assistance or, you know, allowing people to 

not make their payments for three to six months, I 

believe.

Those types of programs are also important as

a temporary basis to help folks get through that -- you 

know, get through that time so that they can hold onto 

their home, and then we can consider sort of the more 

permanent programs that One LA and, you know, that the 

Obama Administration program is working on.

And so with that, I’ll stop my comments.

Thanks.

FATHER LASSEIGNE:  Yes, my name is Father John 

Lasseigne.  I’m pastor at Mary Immaculate Catholic Church 

in Pocoima, in District 7, within the area that the

One LA pilot project would serve.  I’m also a leader with 

One LA.

My parish has over 5,000 registered families, 

mostly Hispanic, many of them -- most of them Spanish-

speaking.  They’re hard-working, faithful families that 

contribute to their communities in many, many different 
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ways.

Over the course of the past year and a half,

my parish and I have taken part in this foreclosure 

prevention campaign of One LA, and we’ve investigated 

many of their cases.  We’ve discovered that many of our 

parishioners were targeted by brokers and by banks for 

these very treacherous types of mortgages.  They were 

targeted because they’re not -- many of them -- very 

proficient in English, they were targeted because they’re 

financially unsophisticated.  They were not qualified, 

many of them, either, by the banks and the brokers for 

the loans they were given.

As a result, many of them have felt trapped, 

abused, and are even to this day being given the 

runaround by the banks.

I literally get people in my office every week 

coming in, saying, “Father, I’m about to lose my home.

What can I do?”  And they come to me partly because we 

are a One LA parish.  We’ve been promoting and talking 

about this issue throughout our parish for the past year 

and a half.

Just in January of last year, to let you know 

how long we’ve been working on this issue, we had over 

1,500 One LA leaders, Catholics and non-Catholics from 

the Valley, from outside the Valley, at San Fernando High 
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School presenting this crisis that we were in to our 

local and state leaders, saying, “This is what the 

problem has arisen to.  What can you do to help get us 

out of it?”

Our people have become financially

sophisticated through their involvement in the One LA 

project.  And they now know that what they need is 

principal reduction.

If the home values are not reduced to a more 

reasonable -- or if the loans are not reduced to a more 

reasonable level where they coincide more closely with 

the actual value, the present-day value of the homes, 

they’re going to still feel like they’re getting a raw 

deal.  They’re going to still feel like they’re being 

taken advantage of.  And they may very well -- might walk 

out of their homes.

We encourage you, we urge you -- the people of 

my parish and I urge you to invest in this wonderful 

innovative project described to you by my fellow -- by

my colleagues here.

It’s not a handout.  It’s an investment in the 

community.  It’s an assurance that these people who want 

to keep their homes, who want to make their payments will 

be able to do so long-term.

You can help make this project which has been, 
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again, talked about for almost two years now, receive 

lots of attention from many sectors.  You can ensure that 

it gets the hearing, or the chance it needs to actually 

succeed by expanding it, by dedicating a significant 

portion of these millions that you’ve been entrusted with 

to this particular pilot project.

Help turn the One LA City of Los Angeles pilot 

project from a tiny project to a medium-sized, even a 

larger project to show that principal reduction is really 

what’s needed to help keep families in their homes and to 

protect our communities.

Thank you.

MS. JIMENEZ:  We thank you for your time.

And we’re available to address any questions, 

if you have any questions now of us.

CHAIR CAREY:  Any questions that the Board 

would like to ask?

Ms. Peters?

MS. PETERS:  Thank you, all, for taking the 

time to come and talk to us.

I’d like to give you each cards before you 

leave.  My name is Heather Peters.  I’m a Board member, 

but I’m also deputy secretary for Business Regulation.

And in that capacity, I oversee the Department of Real 

Estate, the Department of Financial Institutions, the 
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Department of Corporations.  So when you hear horror 

stories of people who have been taken advantage of, I’d 

encourage you to have them report them to the State, so 

that we can take disciplinary action against the brokers 

and realtors and loan originators who perpetrated 

misdeeds in your community. 

I had one question about the One LA program.

I know a million dollars is just a million dollars, but 

you always have to take one step along a journey.

So I’d like to know what commitments you’ve had 

to leverage that million dollars?  Could you walk us 

through the math of how that program is working and what 

the banks have committed to do on principal reduction to 

leverage it for you?

MS. HAFFNER:  I’ll address that.

The commitment that we have from Bank of 

America to participate in the million-dollar pilot with 

the City of Los Angeles, is to address the portion of 

deferred principal that is part of a HAMP modification.

And the leverage is at about 16 and a half percent, 

meaning, that for about $100,000 of principal that is 

being deferred in a HAMP modification, that the amount

of City contribution is in the range of $16,000.  And I 

would have to have it in front of me to know 

specifically.
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But what they’ve said is that we’re looking 

at -- what they’ve committed to is that the present value 

of the deferred principal balance would be part of a 

modification.  And that would be layered on top of a HAMP 

modification.  So it would be layered on top of what it 

takes to get a borrower to an affordable payment at 

31 percent of their income.

First, go to 2 percent interest for five years, 

then it ticks up to 5 percent over time.  Then extend the 

term to 40 years.  And then after that, the remaining 

deferred principal would come down from $100,000 to a 

$16,000 silent second loan.  That would then be repaid to 

the City of Los Angeles, so there would be no current 

payments on it.  It would be repaid with an equity share 

to the City in the future, when the borrower sells or 

refinances.

In addition, there’s a maximum loan-to-value 

ratio of 125 percent of the property value that is part 

of the pilot.

MS. PETERS:  So for 16 cents on the dollar, 

you’re turning deferred principal into forgiven 

principal?

MS. HAFFNER:  Yes.

MS. PETERS:  Thank you.

CHAIR CAREY:  Any other questions?
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(No response) 

CHAIR CAREY:  I want to thank you for being 

here, and we look forward to a successful program.

MS. JIMENEZ:  Thank you for your time and 

consideration.

CHAIR CAREY:  Thank you.

I think we have another speaker.

Have you given your speaker information to the 

reporter?

MR. ZAMORA:  Yes, I have.

CHAIR CAREY:  Thank you very much. 

MR. ZAMORA:  Honorable Board Members, my name 

is Robert Zamora with American Housing Partners.

I’m here before you today to bring to your 

attention an issue that I have been discussing with your 

senior staff, namely, Bob Deaner, head of your 

Multifamily programs for over a year now.

We are the general partner of the Victoria 

Woods Apartments in San Bernardino.  This project was 

financed with Agency tax-exempt 1992 bond series, a 

4 percent tax-credit allocation from TCAC, and equity 

from the sale of the tax credits to an investor group.

This project was placed in service in October of 1994.

At the time we placed the financing on this 

project, a partnership agreement was formed, reviewed, 
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and approved by your agency.  The partnership requires 

that the general partner take out the investor limited 

partner via a sale of the property after the compliance 

period, which is 15 years after the place-in-service 

date.  We’re now in the 16th year.

Now, in order to accomplish this obligation, 

the project will require refinancing.  Our loan documents 

do not allow for prepayment without Agency consent.  Upon 

request of consent, we’re quite shocked to find out that 

the Agency’s policy is not to allow prepayment.  In the 

past, the Agency has provided new financing which calls 

for rehab of projects and resyndication of tax credits.

However, the Agency is not now, nor has it for almost two 

years now, been providing new financing due to its 

rating.

This dilemma places us, as general partners,

in breach of our partnership obligation.  We have been 

approached by numerous parties over the past two years 

that have had an interest in acquiring this project with 

the ability to rehab and resyndicate.

We therefore respectfully request that the 

Agency allow us to prepay the existing debt, and to allow 

us to seek other sources of that financing with the 

understanding that the project will remain affordable, 

thus, accomplishing the Agency’s mission of providing 
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affordability.

I thank you for your time.  And I trust that 

this item can be placed as an agenda item for approval at 

your very next Board meeting.

Thank you again.

CHAIR CAREY:  Thank you very much.

Does anybody have any questions of Mr. Zamora?

(No response) 

CHAIR CAREY:  I think it would be helpful, 

perhaps, if we could get an update memo about the policy 

and issue presented for future consideration.

MR. ZAMORA:  Thank you.

CHAIR CAREY:  Thank you.

Is there anyone else who wishes to address the 

Board at this point?

(No response) 

--o0o--

Item 4.   Closed Session Pursuant to Government Code

  Sections 11126(e)(1) and 11126(e)(2)(B)(i)

CHAIR CAREY:  Seeing none, we will then adjourn 

to closed session as provided under Government Code 

section 11126(e)(1) and 11126(e)(2)(B)(i).

(The Board met in closed session from

10:36 a.m. to 11:19 a.m.) 

CHAIR CAREY:  Okay, we are back in session.
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And moving on to our presentation on the 

business plan, I believe.

MR. SPEARS:  May I make a request?

CHAIR CAREY:  You may.

MR. SPEARS:  To do the building. 

--o0o--

Item 7.   Update on New Building Lease

CHAIR CAREY:  Okay, I’m going to ask that we 

shift the order and do the update on the building lease 

first.

MR. IWATA:  Hello, Board Members and Chair.

At the last Board meeting, it was decided that you would 

give the acting executive director the authority to make 

a decision on our new facility.  The choices were to stay 

at our current location or to go to 2020 West El Camino 

or 500 Capitol Mall.

Our current location was ruled out because 

we’re in two buildings and it would be good to 

consolidate.  So the executive director, after 

considering the advantages, the constraints, and 

determining stakeholders, the issue of consolidation, 

fiscal constraints, location, our infrastructure, decided 

to go with 500 Capitol Mall.  And so we are starting to 

enter into negotiations with 500 Capitol Mall, which is 

also known as Bank of the West Tower.
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The Bank of the West Tower has 25 floors.  And 

we’re currently looking to negotiate for four floors:

The third, fourth, ninth, and fourteenth, for 

approximately 65,000 square feet.

We’re trying to pin down that square footage 

right now.  We’re going through our whole infrastructure 

and looking at the offices, cubicles, storage space, 

conference rooms, and so forth, trying to figure out the 

exact square footage so we can pin down a number.

We’re also looking at a 12-year, ten-month 

lease at a rental rate of $2.65 for rent per square foot 

at full service, at an increase of 2 percent per year.

We have negotiated two more months of free 

rent, from eight months to ten months.

We have the option to add and reduce space.

We’re also negotiating parking space.  The 

parking space right now for reserved space is $195 a 

month.  For nonreserved space, we’ve negotiated a rate

of $130 a month, from $165 a month.  And a nonreserved 

space is 1.5 spaces per thousand square feet.  So it’s 

approximately a little over a hundred spaces.

And then also a moving allowance of $2 per 

square feet.

In the meantime, in negotiating this space, 

we’re also negotiating space -- an extension of our 
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current space with the Senator Hotel and the Meridian,

just in case the September 1st move date goes back -- 

gets moved back for some reason out of our control.

And we’re also looking to add additional space 

in West Sacramento for storage.  So we’re in the process 

of negotiating space out there.  So I think the storage 

space we’re looking at is around 40 cents a square foot 

in West Sacramento, so it would be a lot cheaper than 

housing it in 500, at $2.65 a square foot.

So right now, as we’re speaking, they’re 

negotiating back and forth.  And hopefully, we’ll get 

something within the next couple of weeks to finalize 

this.

CHAIR CAREY:  Good.

Any questions?

Ms. Carroll?

MS. CARROLL:  Thank you.

First, I’d like to say that -- I’d like to ask 

some questions.  And it’s not singling out the CalHFA.

These are questions we ask on every board that we sit

on, just in sort of recognition of where the State is 

financially, where the Agency is financially; and just 

making sure that we’re all stewards of public dollars,

so to speak.

One question I do have, though, is the 12-year 
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lease.  Is that sort of a standard?  Is that something 

that you consider to be optimal?

MR. IWATA:  Well, in doing that, it’s optimal 

in that we get a better rate.  If we do a more short-term 

lease, the rates aren’t as good.  It won’t be down to 

$2.65.  I believe it would be more in the -- close to 

either $2.80’s or close to $3 a square foot.  Especially 

in the downtown area, which is prime location.

MR. HUGHES:  Almost all commercial leases, the 

longer term allows the landlord to amortize many capital 

costs and other costs and other reductions they’re giving 

us over a longer period.  So if you opt for a shorter 

period, then there’s no sufficient amortization, and 

you’re going to pay a higher price.

MS. CARROLL:  Yes, I was just trying to figure 

out the difference between 12 and 15 or 12 and 9, 

whatever it might be.

So I’m just assuming you just considered that 

to be optimal, the 12.

MR. IWATA:  Yes.

MS. CARROLL:  Okay.  And the other thing, you 

did mention parking.  You know, it’s not something that 

we would have brought up in terms of where you chose 

because that’s obviously not a big part of the lease 

cost.  And you said that you were negotiating that down.
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What we did see was $30,000 for -- it looked 

like staff parking.

Was that right?  Or the Agency is paying?  Or 

are you talking about negotiating down so that employees 

who want to purchase parking in the building --

 MR. IWATA:  Yes.  

MS. CARROLL:  -- can do that?

MR. IWATA:  Yes, for employee parking.

MS. CARROLL:  And so they would pay their own 

parking –- 

MR. IWATA:  Correct. 

MS. CARROLL:  -- but that would reduce the 

amount they would have to pay?

MR. IWATA:  Correct.  We’re doing studies from 

around the areas.  And you could park around Macy’s, that 

floor, you can park for about $110.

And other buildings around there -- in fact, I 

used to do work in one of the buildings adjacent to that 

and I was paying $165, and that was like a reduced rate.

MS. CARROLL:  Okay, right.  Yes, parking in 

downtown is very expensive.

MR. IWATA:  Yes.

MS. CARROLL:  So the $30,000, though, is in the 

original -- last month, I believe, that there was a 

$30,000 number that was -- and I don’t remember --
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 MR. IWATA:  Senior staff has their parking paid 

for them.

MS. CARROLL:  Okay, so is that –- I haven’t 

been on this board for a while, or for as long, and so

I haven’t been through the discussion of senior staff and 

sort of their compensation packages or anything.

I assume that’s been something that has been in 

place for a very long time, the senior staff parking?

MR. SPEARS:  Since I’ve been here.  I don’t 

know about -- that’s not a very long time yet.

MS. CARROLL:  Right, right.

And beyond the compensation package, is there 

some other reason that the Agency would pay for senior 

staff parking?

MR. SHINE:  Well, sure.  Why do people get 

paid?  That’s part of what goes on every time you discuss 

salaries and compensation with anybody.  We don’t do it 

here at a Board meeting.  It gets done with the 

appropriate groups, whoever they are, you know, so…

MS. CARROLL:  I’m just trying to understand the 

reasoning behind it, and so I’m understanding if that’s 

part of the compensation package.  It’s just something 

that we like to say that people should be conscious of.

Now, obviously across the state, employees are 

suffering because of furloughs or agencies who can no 
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longer promote, no raises, those kinds of things.  So 

that’s just a consciousness, awareness factor for us, 

that we need to be able to cut costs wherever possible.

And $30,000 seems like a lot, from our 

perspective.

So I just want to say, we just like to see 

which senior staff get parking, which -- and what that 

amounts to in terms of a compensation package.  Just a 

request.

MR. SPEARS:  Okay.

MS. CARROLL:  Thank you.

MR. SHINE:  At the -- I’m sorry.

CHAIR CAREY:  Go ahead, Mr. Shine.

MR. SHINE:  At the end of the day, there’s

two numbers I’d like to hear:  How much a year in 

total dollars for the entire operation are we now paying 

per year?  And when you’re all done with all this, how 

much will it be?

MR. IWATA:  For move costs, for lease costs, 

everything per year --

MR. SHINE:  So you made out a check every month 

for rent, and you’re doing the same thing now.

MR. IWATA:  (Nodding head.) 

MR. SHINE:  When you move, what’s going to be 

the difference annualized over that amount of money 
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versus the money you’re paying 12 times a year now?

MR. IWATA:  Okay.

MR. SPEARS:  We’ll be happy to provide that.

I mean, we’re still in the midst of negotiations.

MR. SHINE:  Okay, just…

CHAIR CAREY:  And I think I’d suggest that 

the -- well, it surfaces in this conversation that the 

issue of compensation is a different discussion within 

the purview of the Board.

Okay, thank you for the update.  And we look 

forward to successfully moving.

             --o0o-- 

Item 5.   Progress Report on Development of the CalHFA

  Business plan

CHAIR CAREY:  With that, let’s move on to the 

business plan.

MR. SPEARS:  All right, I’d like to ask Lori to 

come up at this point.  Probably it’s the best -- you 

probably need to unlock that computer.

MR. HUDSON:  Is that you racing?

MS. PETERS:  Nice outfit. 

MR. SPEARS:  No, that’s not me racing.

That racer was Chris Horner from Team Astana.

The team went bankrupt about two years ago, so it’s a 

dated picture.
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CHAIR CAREY:  Was there something symbolic 

about that?

MR. SPEARS:  Just in case somebody’s wondering 

why I have that picture.  People were asking a lot of 

questions.

All right, again, this -- I realize we’re 

presenting this, and some of this has been tweaked 

recently by our conversation yesterday.

But we’d like to present this to you, get your 

comments here.  I realize, again, that you’re seeing this 

for the first time.

I’d encourage you to continue to provide 

observations and comments as we go.  But the goal is to 

present to you a finalized business plan at the May Board 

meeting with an operating budget to go along with that 

plan.

Let’s move to the first item, major 

assumptions.

And Bruce and I will sort of trade back and 

forth here.  But these are assumptions that we are 

putting into our business plan for next year, that any 

recovery in the economy would be either flat to modest.

If it’s modest, it will be modest in the fourth quarter 

and on.  And so we’re trying to be concerned about that. 

The unemployment will, of course, lag, as 
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usual, as it’s doing now.  That will affect us a great 

deal, because if you go back and look at our 

delinquencies, whereas other lenders and servicers that 

had subprime products and other things, they were seeing 

vast increases in delinquencies earlier last year.  Our 

delinquencies took off right along with the unemployment 

rate.  Those curves very closely match.

So we’re hoping to see a slight improvement but 

not until the fourth quarter or perhaps the first quarter 

of 2011.

Interest rates, despite this morning’s 

Wall Street Journal headlines about Treasuries not doing 

well, will drift upwards through 2010 just generally as

a recovery begins to materialize.  But mortgage rates, we 

believe, will increase after the Fed purchases end at the 

end of March, which there are a number of divergent 

opinions about how much that impact is going to be, how 

quickly that would happen.

No one expects rates to jump up immediately.

They expect rates to drift up on the mortgage side 

because the ending of the purchases by the Fed.

Home sales demand increasing during the third 

and fourth quarter of 2010-11.  But with home prices and 

in consultation with Milliman, I think the Case-Shiller 

study shows the same thing, that we’ll probably see a 
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drop in prices before we begin to see them turn around in 

the fourth quarter of 2010.

But on out into the future, I think we’re going 

to see a very, very shallow recovery in home prices.  So 

it’s good news for our borrowers.  It means affordability 

will be there for a very long time.

For our own borrowers that exist now, it’s not 

great news.  And as far as REO management, it’s not great 

news.

MR. HUDSON:  This budget is for what period of 

time?

MR. SPEARS:  This will be for fiscal year 

2010-2011.  So July 1, 2010, to June 30, 2011.

MR. HUDSON:  Because it doesn’t seem this data 

goes to the end of the fiscal year, right?  It just goes 

to the first quarter of 2011?

MS. MACRI-ORTIZ:  The projection --

MR. SPEARS:  Those are just our projections.

MS. MACRI-ORTIZ:  The economy isn’t going to 

improve until then.

MR. HUDSON:  So everything’s going to improve 

after the first quarter of 2011?

MR. SPEARS:  We don’t see a lot of improvement 

across the board until the fourth quarter 2010, and on 

into 2011.
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And even whatever economic, unemployment, 

interest rate, home sales -- all we see is modest.

MR. HUDSON:  So this year -- so the coming year 

is better than -- the same as 2009-10?

MR. SPEARS:  The 2011, the first six months?

MR. HUDSON:  2010-11 is the same as 2009-10?

MR. SPEARS:  No –- 

MR. HUDSON:  Or better? 

MR. SPEARS:  -- I would say better, but only 

modestly so, and only in the latter half of that 

2010-2011 year.

MR. GILBERTSON:  Right.  And the other thing 

that will change the Agency’s production is, of course, 

that New Issue Bond Program that we completed at the end 

of December.

The one thing I wanted to mention on the 

interest rates related to that, that we locked in our 

interest rate on these program bonds.  It’s a spread to 

the ten-year Treasury back in December.  So we locked in 

when the ten-year Treasury bond was at 3.49 percent.  I 

notice today, ten-year Treasury closed yesterday at 3.89. 

So certainly -- we’re hopeful that that continues, that 

trend, and so that we’ll have a lot of production under 

these programs as we get into the Homeownership and 

Multifamily discussion.
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It certainly can’t hurt.  We have capital now, 

which was the issue last year.  We had no capital.  We 

didn’t even have access to the market, primarily because 

of the cloud over our bond ratings.  It’s hard to go to 

the market when you have everything on CreditWatch.

MR. SPEARS:  Let’s go to the next slide.  I 

think we’re going to get to that in a minute.

Other major assumptions -- these are more -- 

relate to us internally.  And these were assumptions that 

we provided last July.  We think they’re still 

appropriate, that there is adequate -- that the Agency’s 

fund balances in a private bank would be our equity and 

retained earnings, or adequate to fund cap reserve 

requirements, sufficient to meet real-estate losses, 

credit adjustments and general obligations of the Agency.

The tax-exempt bond market, which is somewhat 

irrelevant to us this year because we have the New Issue 

Bond Program capital, but just for future reference, when 

we start planning into the next year and this Treasury 

money begins to run out, that we see it improving in the 

third and fourth quarter of 2010 and on into 2011.  And 

if it improves enough, when the Treasury capital runs 

out, the best of all worlds would be that then the bond 

market is working again, and we can go back to the 

private bond market -- the tax-exempt bond market for 
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capital at that point.

If it does not improve sufficiently, then we 

will be in a situation that we were discussing yesterday, 

where we might not be able to lend.

MS. PETERS:  A quick question.

If we go back into the private market again, 

we’re doing that under a new indenture, not under HMRB?

MR. SPEARS:  Correct.

MS. PETERS:  So we’re not constrained by those 

outdated terms?

MR. SPEARS:  Right.  Well, we’ll talk about 

this in a little bit; but part of the risk management -- 

all these new loans all go into a new indenture on the 

Homeownership side and the Multifamily side.

MR. GILBERTSON:  There’s one other thing to 

mention.  On these, the Federal programs, we do have to 

do a market component for the single-family program.

40 percent of the total debt will be new bonds issued in 

the public markets or private investors.  So we will go 

out and do serial bonds, primarily, working together with 

Katie’s office.

MR. SPEARS:  Then in Agency liquidity, that we 

have sufficient amounts, I would point out that we’re 

talking about the fiscal year 2010-11 to fund Agency 

operations -- that is, to pay the bills.  Something that 
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Paul asked about yesterday.

And also insurance-claim payments.  Now, again, 

that’s in the short-run.  The insurance fund’s liquidity 

is limited at this point.  And so for the fiscal year 

2010-2011 there is adequate liquidity.

There are no HAT funds available for 

down-payment assistance, special lending, Multifamily or 

Asset Management.  That was the same, exact assumption 

last July.  That hasn’t changed.  We need those funds to 

enhance our internal liquidity.

And we do have some G.O. Bond funds available 

for down-payment assistance through the CHDAP program.

MR. GUNNING:  What’s “HAT”?

MR. SPEARS:  Housing Assistance Trust funds, 

general funds available for use in various internally 

funded Agency programs.

CHAIR CAREY:  As it’s gained over the years 

through operations, right, the HAT fund?

MR. SPEARS:  Right.  Internally generated funds 

from --

MR. HUDSON:  The “P” word.

MR. GILBERTSON:  Yes, it’s in that spread that 

we have on our core programs.  The “flywheel,” remember 

from yesterday?

MR. HUDSON:  Right. 
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MR. GILBERTSON:  But I think it’s important to 

remember, it’s too bad that we don’t have any of these.

Ten years prior to this crisis, we invested 

$750 million in affordable housing finance programs in 

the state.  So it’s been, you know, a cliff.  We just 

can’t have any.  And these are the HELP loan programs 

you’ve heard some about and down-payment assistance 

programs, that kind of thing.

MR. SPEARS:  Okay, let’s go to the next slide.

With those assumptions, we believe we’ll have 

this capital to work with this year.  And, again, to 

Heather’s point, all of the lending on the Homeownership 

side and the Multifamily side will all be done in new 

indentures, with new ratings.  They will not be subject 

to the pressure in the other indentures.

They will have, in the Homeownership area, the 

New Issue Bond Program, a billion dollars that Treasury 

has agreed to purchase.

Now, the mechanics of that, again, is, we’ve 

sold these bonds, if you will, provided them in an escrow 

that we have the ability to draw on.  That’s the way it 

works mechanically.  And we can do that only up to 

12/31/2010.  That really means the last draw would have 

to occur sometime in mid-December.  And we could only do 

three of those types of draws.  So they’ll have to be 
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very strategically picked during December.

If we get out there and get loan reservations 

going and the loan program going, it will be easy.  It 

will have, you know, one draw and it will be next 

December.  But we want to get these programs up and 

running and out there so that we can start drawing on 

those funds.

There is a catch, however, a second sub-bullet 

there, the private market sales.  For every $3 that we 

draw from Treasury, we have to go to the private market 

with another $2.  So that’s the balancing act that we 

have to do.

The combined capital from the Treasury and the 

private would support a total of about $1.7 billion in 

lending at a 3-to-2 ratio if we are able to do that.  And 

we’ll get to that when we get to Gary’s presentation.

But that’s the maximum amount that would be available 

under the New Issue Bond Program.

The cost of funds should support competitive 

interest rates as mortgage rates rise over 2010 and 2011. 

So if, as those -- because we locked rates in December of 

2009, as rates drift upward, it will make whatever 

product we have more competitive on the interest-rate 

basis.

So that’s the capital for the Homeownership 
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side.

On the Multifamily lending side, we also have 

New Issue Bond Program money available, but only 

$380 million.  But that also ends 12/11.  It also has the 

three-draws requirement, and we also locked the rates on 

that in December.

The only thing is, the term sheet for this 

program took a very long time to negotiate, and it went 

right up into late December of 2009, and it became very 

restrictive.

So, unfortunately, this isn’t available to 

start off a project that’s going to take three years to 

develop and build because we have to have it done.

And so we’re quite restricted in the way you 

can spend this.  And again, when we get to Bob’s 

presentation on exactly what the lending activity is 

going to be, he can talk about what kinds of things we 

can do there.

But, again, the rate lock, I think Bob will 

tell you, if we can go out today lending on projects that 

are out there, we could be very competitive today.  So 

we’re trying to get that money out as soon as possible.

The final category -- and here again, I 

don’t -- Heather, your comment about appearing 

self-serving with this, I want to put this in here as a 
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resource to us, a capital resource that we can use.  And 

again, I don’t think it would be acceptable to Treasury 

to use all of this and write us ourselves a check for 

$700 million.  But we’re assuming that a number of CalHFA 

borrowers will be able to benefit from the program that 

we develop in this.  And if we do a pilot program to test 

the waters and see what works and work out the bugs of 

the program on our own portfolio, that makes a lot of 

sense.  And so that’s our capital.

The way the bond market is working now, with 

the bond market in the revive stage, from Heather’s 

rhetoric yesterday, we would not have access to the bond 

market for any additional capital beyond this.  If we 

went with a completely private-sector, tax-exempt bond, 

market-funded program, I don’t think it would work.  It 

would be very, very tough to make that work.

MS. CARROLL:  Steve, can I ask?  I’m still --

I know I’ve asked this before, I’m still trying to wrap 

my arms around what the billion-dollar and the Treasury 

purchase versus the private-market sales.

When do you have to --

MR. SPEARS:  When you do your draw, you have to 

go out with a sale.

MS. CARROLL:  Okay.  And that doesn’t have 

to -- obviously, that hasn’t -- that rate hasn’t been 
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locked?  So you’ll have to blend the two rates?

MR. SPEARS:  Right.  So the blended cost, we 

think, still works because of the rate.

MS. CARROLL:  Right, because of --

MR. SPEARS:  Whatever the blended cost is going 

to be, that’s 60/40.

MS. CARROLL:  Right, because the Treasury piece 

is going to be so low compared to --

MR. SPEARS:  Right, right.

Is that fair to say, Bruce?

MR. GILBERTSON:  Yes.  We did an estimate just 

a week or so ago with investment bankers, and we think 

that our all-in blended bond yield would be 4 percent.

You know, in our program, we simply -- it’s 

easy to just add 1 percent and say, “That’s a full-spread 

loan rate that we would offer.”  So we would be at about 

5 percent today.

MR. GUNNING:  Bruce, in those conversations,

do you expect there to be private capital participation? 

Was there any difficulty --

MR. GILBERTSON:  I think we’ll do just fine.

Remember, we’re going to –- we’re collateralizing these 

bonds with mortgage-backed securities, so people are 

pretty familiar with this.  And I just can’t imagine -- 

it’s tax-exempt interest to them.  And the other benefit 
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that we sometimes forget, in 2008 we now issue only 

non-AMT bonds.  Historically, most of our debt was 

subject to alternative minimum tax.  So we weren’t 

attracting all the investors in state that would get the 

double tax-exempt benefit.

MR. GUNNING:  No skittishness out there?

MR. GILBERTSON:  Right.

MR. SPEARS:  Okay, the next slide.

So I’d like to get it to the risk-management 

aspect of this.  And I thought I would use this 

opportunity to show you the latest version -– and this is 

the reason why Lori is here at the table is, this is our 

balance sheet as of December 31.  We just completed this. 

Six months of data is included in this.

So the thing we have to remember is that we’re 

not just lending.  That’s not the only activity.  One of 

our main focuses -- one of the five things that I had 

mentioned yesterday is, a lot of activity will be used 

this year to manage the loans-receivable portion of that, 

$8 billion on the left-hand side there.  $6 billion of 

that is single-family.  $2 billion is multifamily.  And 

that’s going to take up a lot of energy, time.

As far as operating expenses, far more is being 

spent on that as a share of the operating budget in the 

coming year than in the past, because we’ve expanded the 
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number of people there.  We’re using outside specialized 

counsel where we have foreclosures and bankruptcy.  And 

the cost of managing that two years ago was 

loan-servicing staff, they processed checks, they 

calculated payoffs.  It was a pretty simple operation.

And now, we have far more people, more experts, more

cost -- until unemployment rates improve and performance 

of that -- the $6 billion of that, that relates to 

single-family improves, we’re going to have a substantial 

amount of money being invested to manage that.

And the major -- I’m sorry, Heather?

MS. PETERS:  Obviously, outside counsel with 

special knowledge of bankruptcy and whatnot is a piece of 

that.

As far as the actual Asset Management defaults 

and REOs, is that being handled all inside, or are you 

using special outside consultants for that as well?

MR. SPEARS:  Most of it’s inside, with our own 

REO.  But we do have contracts with real-estate 

companies, with outside contractors who help with 

cleanup, repair, getting properties ready for sale.

MS. PETERS:  Has anybody looked at the cost of 

having our in-house folks get up to speed on this versus 

just contracting out a lot of it to private industry that 

deals with it every day?
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MR. SPEARS:  On the legal side?

MS. PETERS:  No, on the Asset Management side. 

Just the moving things through listings, moving things 

through REO sales, is there any economies of scale to be 

gained by going outside?

MR. SPEARS:  Let me have Chuck comment on that.

I know this -- one of the problems we have, is 

that these -- if we had these properties concentrated in 

areas of the state, they’re scattered all over the place. 

The operation would be a little bit difficult.

But let me ask Chuck to…

MR. McMANUS:  We do contract with two master 

brokers who manage the individual real-estate agents that 

are assigned to the various properties.  They manage the 

people that do the clean-out, they get broker-price 

opinions, we order independent appraisals.

The functions that are inside -- and I have an 

REO officer and five REO managers -- they review every 

property and recommend a price.  And it goes through an 

approval process.  Depending on the loss to the Agency, 

to the indenture, we have approval authorities.

We tend to do an initial price at 10 percent 

above appraised value as a starting point, and then the 

market determines the final price.

We’ve been selling at or above that price.  I 
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mean, there’s some below and some way above.  So it’s 

just competitive.  It’s just what’s the market price out 

there.

There’s a well-developed market right now in 

California for recently foreclosed properties.  And so

we do the pricing.  My concern -- and I’ve done this for 

30 years -- is that we have the pricing pen.  That we 

make that decision.  We don’t have one brother-in-law 

selling it to another, and all the problems you have in

a foreclosure environment.

So we control pricing, we control the decision 

to fix up and repair or not.  After that, it’s pretty 

much in the hands of our master broker.

The master broker does all of the billings and 

accumulates them.  We review and approve them and pay 

them.  So I’m trying to control the cash, I’m trying to 

control the pricing.  And if we’re going to take a 

mark-down, losing Agency money or indenture money, I want 

an employee of the Agency making that decision.

Now, that’s where I am on it; and I’ve used 

outside property managers.  I ran a relocation company.

If we can’t handle it, we might have to do that, but I 

hate to give up the control of the pricing.

MS. PETERS:  So other than the small handful of 

folks that are doing pricing and the servicing folks that 

230



73

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

do the traditional collections work, what else is in 

there as far as staff?

MR. McMANUS:  There is modification, loan 

modification, which is a separate function from the REO. 

And we have -- again, the servicers do most of the work. 

We set up the program, and then they do the work and 

submit packages.

Then we have a review team inside, which is 

evaluating to modify or not to modify under the 

guidelines of the modification program.  So we have 

another in-house, maybe we’ve got eight people dedicated 

to reviewing the loan mods under our terms and 

conditions.  We do not have a lot of people.

MS. PETERS:  Great.  Thank you.

CHAIR CAREY:  Thanks.

MR. SPEARS:  Okay, let’s go to the next slide, 

if you will, and talk about risk-management activities 

for the next year.

The first two bullets -- let’s just ignore 

what’s on the balance sheet.  Let’s talk about going 

forward, how we’re going to manage risk.  And, again, the 

main way we see doing that on the homeownership side is 

to use an MBS model.  It doesn’t completely eliminate 

risk.  It substantially reduces it.  It gives us a little 

bit more manageable portfolio.
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Going forward, it will eat into the 

profitability structure because it costs more money to do 

that.  It costs us a G-fee, a guarantee fee from Fannie, 

Freddie, Ginnie Mae.

The new lending on the Multifamily side, again, 

we’re probably going to be forced to use some conduit 

financing on the capital that we do have this year 

because of the limitations of the New Issue Bond Program. 

But on a going-forward basis, any other -- we have talked 

to you before about a risk-share basis for Multifamily.

And Bob will talk to you about that in a little more 

detail when we get to the actual lending activity.  But 

those are the risk-management measures we’re going to use 

going forward.

With your permission and with Mr. Hudson’s 

permission, I’m going to work with him on developing some 

more specific metrics, which you’ll see in the May 

written plan, so that we can have some specific targets 

in this area, and measure asset quality and measure risk 

management.

If we make some assumptions and put together 

some strategies and have a goal and if we review it at 

the end of the year, and if you’re not there, we can go 

back and look at the reasons why, and have some 

discussion, rather than say -- or not even know at the 
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end of year. 

MR. HUDSON:  Steve, I recommend that you 

reformat this into the five yesterday, the five --

MR. SPEARS:  Well, that’s why it took me a 

little time to jot those five down.

The five are activities -- one of them is risk 

management.

MR. HUDSON:  I know, I’ve got them right here. 

“Manage credit risk,” which goes to this risk 

management, right?

MR. SPEARS:  It’s on the bottom.

The credit ratings management?

MR. HUDSON:  No, no, no, no.  You said manage 

credit, or manage credit --

MR. SPEARS:  Credit rating.

MS. PETERS:  Credit rating, that’s --

MR. HUDSON:  Where does manage credit risk come 

in here?  You’re not managing -- what about manage credit 

risk?  I thought -- 

MS. JACOBS:  That’s the MBS model that does 

that to some extent.

MR. HUDSON:  I know, but why isn’t that one of 

the five -- now, that I realize I didn’t understand the 

first one?

MR. SPEARS:  Manage the credit ratings by the 
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credit rating agencies.

MR. HUDSON:  Yes, but why -- I understand that.

So now my question is, why isn’t managing 

credit risk one of the priorities?

MR. SPEARS:  If I remember my list correctly –- 

and I don’t have it right here in front of me, I think 

that --

MR. HUDSON:  But loss mitigation -- 

MR. SPEARS:  Right.

MR. HUDSON:  You have new lending, new biz 

opportunities, and reengage with partners.

MR. SPEARS:  I would say what you’re talking 

about is managing credit risk on new lending would be 

subsumed in the new lending activities.

MR. HUDSON:  Okay, all right.

MR. SPEARS:  Because when we get to that 

discussion -- and Gary has a nice matrix -- we’ll show 

you the underwriting and credit-risk elements of the 

products that we’re proposing.

MR. HUDSON:  Okay, so now that I understand 

you’re talking about managed credit rating, how do you 

manage credit rating?

MS. PETERS:  That’s what we were discussing in 

closed session.

MR. HUDSON:  I know, but you really don’t 
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control –- I mean, you don’t control it.  And so 

you’re -- like, you have a bullet point here that says, 

“Credit ratings management.”  That involves -- because I 

wasn’t listening closely enough before -- that involves 

what, specifically?  What is the three things you have to 

do under credit ratings management?

MR. SPEARS:  Well, if I may, I’ve dealt with 

rating agencies for a long time now.  They have their own 

methodologies.  Those methodologies change from time to 

time.

One of the things that you have to do is follow 

the bouncing ball.

When they change their methodologies and their 

criteria for credit, we have the ability to change the 

way we do things.  Manage our liquidity differently based 

on revised methodology.

Some of those things we talked about in closed 

session were a direct result of changes in the 

methodologies and policies of the rating agencies 

themselves.

MR. HUDSON:  Right, but that’s not under our 

control.

How do we manage credit ratings?  I guess --

MS. MACRI-ORTIZ:  We respond to that, maybe.

CHAIR CAREY:  One example might be that two 
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years ago, when we stripped the counterparties out of 

some of that --

MR. GILBERTSON:  Yes, I think it’s even as 

simple as deciding not to issue variable-rate debt, which 

we haven’t issued for a long time, that that helps from a 

credit-management perspective because we’re not taking 

interest-rate risk or we’re not dependent on counterparty 

exposure on an interest-rate swap or something like that.

MR. HUDSON:  So when we talk about quantitative 

metrics, are we talking about -- and when you say “manage 

credit-rating risk” -- I mean, “manage credit rating” -- 

I only think of “risk,” so risk keeps coming to my 

head -- are we talking about actually the goal is to move 

the rating up or keep it where it is?  Or what is it?

MS. PETERS:  Avoid downgrades.

MR. SPEARS:  At present, we want to avoid going 

down as the general industry is headed that direction.

And over the long-term, in the revive and thrive mode, we 

want to get back to a higher rating than we are now.

MR. HUDSON:  Right.  So we want to keep it from 

going down.  And management believes that that’s a 

realistic goal for this fiscal year?

MR. SPEARS:  We do.

MR. HUDSON:  Okay.

MR. SPEARS:  And, again, back to my 
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illustration yesterday about a certain unnamed eastern 

HFA which proudly goes on about their AAA rating, they 

managed to a AAA rating.

We’ve managed this place –- minus --

MR. HUDSON:  To a lower rating.

MR. SPEARS:  -- to a AA-minus rating for a very 

long time, long before any of the current situation. And 

the way we did that, we did more lending, operated with 

fewer reserves than a AAA-rated housing finance agency.

And you can manage that and dial that up and 

down, depending on your lending activities, the asset 

quality, and the amount of reserves that you have on 

hand.  The rating agencies will tell you, “If you want

to be AAA, you must have this much capital.”

MR. HUDSON:  I understand.  I understand.

MR. SPEARS:  If you want to, if we could back 

off and meet those demands, and be AAA in, you know, ten 

years.

MS. JACOBS:  And do nothing. 

MR. SHINE:  But that would mean you have to do 

less activity, right?

MR. SPEARS:  What I didn’t mean to imply, Paul, 

was that we are going to somehow manipulate the 

credit-rating agencies to do something.

What we’re trying to do is manage to a 
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particular rating.  We’re struggling with that right now 

because of the economy, the bond market, our asset 

quality and all that sort of thing.  There are things 

that we can do to manage the Agency back up to a higher 

rating, which we -- that’s our long-run goal, to get back 

to managing to a AA-type rating.

MR. GILBERTSON:  Yes, I think one other 

example, Paul, might be, I think when Bob comes up

to talk about Multifamily -- and he mentioned it 

yesterday –- is he likes to come down to my office 

weekly, almost, and ask for some capital to run his loan 

programs.  And so we have to manage the capital base of 

the Agency so that we don’t have a lower rating.  You 

know, and it’s that interplay.  It’s going to drive some 

programs, in some cases.

MR. HUDSON:  When you say he’s asking for 

capital…

MR. GILBERTSON:  There’s a process with the 

bond-rating agencies that directly relates to our 

general-obligation rating, where they do an analysis 

called “capital adequacy.”

MR. HUDSON:  Well, that part I know.

But is there money to do Multifamily?  Does the 

Agency have money to do Multifamily?

MR. GILBERTSON:  We have the New Issue Bond 

238



81

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

Program.  That’s capital in the bank that we can use to 

buy a loan or fund a loan.

MR. HUDSON:  But --

MR. GILBERTSON:  But what Bob is asking for is 

something even higher than that.

Can I have part of the balance sheet and pledge 

it for a programmatic purpose because that loan has risk 

embedded in it from the rating agency’s perspective?

And, for example, let’s say that loan might 

have a 15 percent capital haircut or a capital charge of 

15 percent of the loan amount.  So then they look to our 

balance sheet to absorb that until that loan runs its 

cycle.  And so they’re looking at debt-service coverage 

ratios and things like that on an affordable rental 

housing project.

MR. HUDSON:  Jesus.  So --

MR. GILBERTSON:  I’m more than willing to share 

more information with you at a later date, if you’d like. 

But it gets very, very technical. 

MR. HUDSON:  And this is your number-one 

priority because the risk of the downgrade is so

dramatic?

MR. GILBERTSON:  Especially on the G.O, as 

we’ve talked.

MR. HUDSON:  The ramifications of them.
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MR. GILBERTSON:  Yes, the ramifications are 

tremendous.

CHAIR CAREY:  We have a question from

Ms. Jacobs. 

MS. JACOBS:  Thank you.  I want to go back to 

the new lending, the MBS business model.  And you said 

that it might eat into our profits because it’s expensive 

to buy the guarantee.

I think what we have to look at, is the fact 

that at the first -- when we make a loan to a low- or 

moderate-income buyer, we are in control of having people 

meet those requirements when we make the loan.  And so

I think this is a really good part of the program to have 

that be insured.  Because I think there’s no value into 

making a risky loan and then foreclosing and having the 

property go to an investor.  So, I mean, I think this is 

a worthy expense.  That’s all I wanted to say.

MR. SPEARS:  I didn’t mean to imply that it’s 

really, really expensive, because we do have an affinity 

agreement amongst the HFAs, with Fannie Mae, for a really 

reasonable cost.

MS. JACOBS:  Yes. 

MR. SPEARS:  But incrementally, though, it adds 

a little bit of cost.

MS. JACOBS:  It’s a cost.  But you put it on 

240



83

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

there so I figure I’d comment on it.

I think it’s a valuable cost because that means 

that we can keep our borrowers in there.

MR. HUDSON:  But I’m not sure I get that.  How 

does that mean, you can keep the borrowers in?

MR. SHINE:  If you lose, you’re insured.

MR. HUDSON:  What?

MR. SHINE:  If you lose, you’re insured.

MR. HUDSON:  No, but that just helps the 

Agency.  I mean, I don’t understand how it helps the 

borrower.

MS. JACOBS:  I think you’re going to work with 

the borrowers more on that program.

MR. HUDSON:  Why?  Because we sold the loan to 

Fannie Mae?

MS. JACOBS:  Yes, because Fannie Mae is going 

to be flexible with you on the back end when you have a 

problem.

MR. HUDSON:  But Fannie Mae controls that?

MS. JACOBS:  Right.  But I would rather have 

Fannie Mae in there than --

MS. PETERS:  Than a partner. 

MS. JACOBS:  -- than UBS.

MR. HUDSON:  No, but what you’re saying is, you 

have Fannie Mae instead of us.  This says Fannie Mae 
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instead of us.  So it’s really not as good for the 

borrowers, but it’s better for us.

MS. PETERS:  It’s our bondholders.

MR. HUDSON:  Yes, yes, yes.  I just don’t want 

to fool ourselves to thinking we’re doing -- this is 

really a risk decision for the Agency.

MS. JACOBS:  It’s a risk strategy, I understand 

that; but I think that kind of a risk strategy is better 

than a private --

MR. HUDSON:  Yes, to sell it to a European or

a Japanese --

MS. JACOBS:  Yes, exactly. 

MR. HUDSON:  Okay.  Got it.

MS. JACOBS:  Exactly. 

MR. SPEARS:  We are ready for the next slide.

I will say before we leave that slide, that not 

only am I going to develop some metrics on the top two 

bullets, but the loss-mitigation claims management 

delinquencies, I want to put some very specific goals for 

reducing delinquencies over a period of time at -- and 

fill in the blank.

And I really think that a lot of that has to do 

with what’s going to happen with the unemployment; but we 

have done some things with our new operations call center 

and with the $700 million, I really would like to put 
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some goals out there for some strengthening.

MR. HUDSON:  Even though I misunderstood this 

first one, I still think the plan ought to be oriented 

around these five things, instead of us trying to figure 

out --

MS. JACOBS:  Yes, which one you meant by that, 

yes.

MR. HUDSON:  Yes, exactly.

MR. SPEARS:  Say again?

MS. JACOBS:  You could take those items, and 

some might fit in, in goal number one, and some might fit 

in, in goal number three of the five -- and I’m just 

using those numbers, those might be the wrong numbers -- 

of the five.  So everything should be organized according 

to the five goals yesterday.

MR. HUDSON:  You put three different goals 

under risk management, you’ve got new lending, you’ve got 

loss mitigation, and you’ve got ratings management all 

under “risk management.”

MR. SPEARS:  Right. 

MR. HUDSON:  And there may be, under another 

sector, there maybe another three more goals that are 

loss mitigation -- instead of all the loss mitigations 

being together, is what we’re saying.  Do you get that?

MR. SPEARS:  Yes.
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MR. HUDSON:  Okay. 

MR. SPEARS:  No, I can see that I canonized the 

five list yesterday.

And when I did that was, think about what was 

in here and pull out five things that were in this 

presentation.

MR. HUDSON:  Yes.  Since I’ll be helping you, 

now I’m saying take all this and push it into the five 

things.  You’ve got the five things out in there, now we 

need to organize it.

MR. SPEARS:  I did pour the concrete on that.

Okay -- 

MS. JACOBS:  Steve, on the next page, it 

doesn’t say for what period this is.

MR. SHINE:  As of December 31?

MS. JACOBS:  But it’s income and expense.

MR. GILBERTSON:  It’s for fiscal year-to-date.

MR. SPEARS:  It’s for the first six months.

This is something that we need to change.

MS. JACOBS:  Okay, just tell us what period 

this is for.

MR. SPEARS:  It’s for the first six months of 

the fiscal year, July the 1st, 2009, to December 31st,

2009.

MS. JACOBS:  Okay. 
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MR. SHINE:  So we’re going to lose a hundred 

thousand dollars?  A million dollars?

MR. HUDSON:  We’re losing a lot of money pretty 

fast.

MS. JACOBS:  A hundred thousand dollars. 

MR. SPEARS:  Let me -- we sort of jumped into 

this page.  I wanted to --

MS. JACOBS:  Sorry.  I cheated.  I looked 

ahead.

MR. SPEARS:  No, that’s okay.

A number of you have asked me about our 

profitability structure with this.

The only --

MR. HUDSON:  That’s not a profitability 

structure.

MR. SHINE:  It’s a structure.

MR. HUDSON:  It’s a structure, yes.

CHAIR CAREY:  Just remember, we’re on the 

record here.

MR. SPEARS:  I would like to present this first 

opportunity to take a look at how the first six months 

went.

I would direct your attention to the other 

expenses line item, because in that line item, there are 

two major items that are extraordinary.  One is 
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$69 million -- almost $70 million for loan-loss expenses, 

and another $39 million of basis mismatch in the first 

item.  With increasing interest rates, the $39 million 

number has virtually vanished.  So in the last six months 

of the year, that expense will not be present under the 

current interest-rate levels.

MR. GILBERTSON:  And just one more comment on 

that.  The TCLF, remember the Federal initiative, helped 

us tremendously.  Because basis mismatch is the 

difference between the interest rate we pay a bondholder 

on a variable-rate bond and the interest payment we 

receive from a swap counterparty, the variable leg of the 

interest-rate swap contract.

The TCLF has really stabilized that.  Since 

January, when those went into effect, we’ve averaged 

about a weekly reset of 20 or 22 basis points.  I think 

this last week, it went as high as 30 basis points.

So what Steve is alluding to is prior to that, 

the first six months of this fiscal year, we had some 

bonds that were called “bank bonds.”  We’re tired of 

talking about that, you’re probably tired about hearing 

of bank bonds.  But we talked a lot to the Board about 

that, and that’s where we paid a penalty rate of interest 

on the variable-rate bond, sometimes 3 or 4 percent 

rather than 30 basis points.  So we’ve really mitigated a 
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lot of that.  And we would think, going forward, that 

that will, you know, improve rather dramatically.

MR. HUDSON:  How does this number compare to 

the budget? 

What was the budget number?

MR. SPEARS:  Well, the budget is for 

operating-expense number.

MR. HUDSON:  Only?

MR. SPEARS:  We did not provide you with a 

pro forma income statement for the year.

MR. HUDSON:  You never do that?

MR. SPEARS:  No.

MR. HUDSON:  Is it a law or something?

MR. SPEARS:  No, it is not.

MR. HUDSON:  But so is there a reason then?

MR. SPEARS:  Bruce and I have had this 

conversation over and over again about developing the 

ability to do pro forma statements.

MR. GILBERTSON:  Yes, and we hope to work in 

that direction.

This agency has never, for over 35 years, done 

pro forma financials.  The Board authorizes the budget 

for the operating-expense line.  You can see here it’s 

$18.9 million for six months.  The operating budget was 

about forty-two --
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MR. SPEARS:  Forty-seven.

MR. GILBERTSON:  -- $47 million for the year.

So under budget, from that perspective, but 

there has never been -- I think the pro forma financial 

statement concept is the right one, Paul.

MR. SPEARS:  It is something that I’d like to 

change.

MR. HUDSON:  One final question.  It’s not a 

big thing to do; is it?

MR. GILBERTSON:  It gets complicated from a 

couple perspectives.  One is, you have a number of 

different bond indentures, and each one is kind of a 

separate set contained.  And you’ve got to do a financial 

statement for each of those, and then you’re projecting a 

lot of different variables.

And then you have several different subsets of 

what I would -- it’s easiest to think of it as the 

general capital reserves of the Agency.  And you’d have 

to pull together --

MR. HUDSON:  So it’s a lot of moving parts, is 

what makes it --

MR. GILBERTSON:  Yes.  And if you take a look 

at our audited financials someday, you’ll look at the 

supplemental schedules.  And it goes on for pages with 

columns and columns of different kind of accounting 
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entities.

MR. SPEARS:  Paul, when we get to the strategic 

project, you’ll see that we are in the process of 

completely revising our financial information system, 

starting with a platform that we run off of for -- in

the past, I think there’s been an emphasis on recording 

information for that information to be filed with the 

government agency, the Controller’s office; and -- it’s 

in the past.

There’s been less emphasis on forecasting, 

looking to the future, pro forma statements, that sort of 

thing.

I mean, I know there are a lot of moving parts, 

but I think we can do this.

MR. HUDSON:  And your new system will make it 

easier to do that?

MR. SPEARS:  Yes, that’s the goal.

It’s going to have to come in several stages 

because we have to make sure that we transfer over from 

what we’re doing now to the new.  But it will allow us

to build in the ability to do forecasting, and cost 

accounting and several other features.

  MR. HUDSON:  And so this agency has been 

conflicted from its beginning between this being a 

business and being an agency, and it’s making this slow 
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transition to some cause by external factors and some 

internal to try and get more businesslike?

MR. SPEARS:  Yes, and I think --

MR. HUDSON:  No business would do this without 

a pro forma.  I mean, there’s no way you would do that 

without a pro forma.

MR. SPEARS:  I completely agree.

And in the past, I think there’s been an 

emphasis not on balance-sheet management, necessarily, 

but on the operating budget, because that’s what other 

state agencies do.

MR. HUDSON:  Yes, that’s my point.

MR. SPEARS:  And volume lending and everything 

else fell into place because the Agency made forty, 

fifty, sixty, sometimes eighty million dollars in the 

days when there were large spreads and lots of demand for 

the product.  And those days are probably over.

MR. HUDSON:  Yes, you met your mandate, you 

made money.  So nothing else, really -- why improve upon 

something that works that well?  Got it. 

MR. SPEARS:  What’s not to like?

MR. HUDSON:  I got it.

MR. SPEARS:  So I would just say, again, that 

in that large number called -- under the phrase “Other 

Expenses,” there is $109 million of that that’s funded 
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essentially out of our reserves -- the loan-loss reserves 

and the basis mismatch number.

And so I guess my point is this:  That our 

basic portfolio of assets or performing portion of 

portfolio of assets is, at present right now, with the 

basis mismatch and loan losses in there, you know, it 

produces a loss.  But with the reserves, I think we’re at 

a break-even at the present time.

MR. HUDSON:  Yes.  From listening  to you, I’m 

assuming that the second six months you will have a 

smaller operating loss?

MR. SPEARS:  Yes, that would be my --

MR. HUDSON:  Because the $49 million goes away, 

right?

MR. SPEARS:  It goes away.

MR. HUDSON:  Because interest rates aren’t 

going to go back down, most likely?

MR. SPEARS:  Most likely.

MR. HUDSON:  So that’s one big chunk that you 

won’t have in the second half.

MR. SPEARS:  Right.  And, in fact, the first 

quarter of this year was a $75 million loss.  This was 

whatever the difference is --

MR. HUDSON:  Oh, yes.  So it’s already gone 

down.
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MR. SPEARS:  It had already gone down some.

MR. HUDSON:  And so my point -- and so it looks 

like it’s going to be smaller in the second half.

And then the final statement you made, that 

reserves would cover the loss, therefore, it’s a 

break-even.

I have a definitional thing with reserves.

I consider reserves like taking money out of your savings 

account to cover your negative operating.  That’s not a 

break-even for me.

But that’s what you’re saying?

MR. SPEARS:  If you consider that, for example, 

HMRB has $360 million of earned equity in that indenture, 

and over time, that’s been earned through lending 

operations, going back to your comment yesterday, the 

spread is not enough to cover loan losses unless you make 

loans over a very long period of time and reserve -- 

don’t spend it all, then your reserves build up, your 

equity builds up, and you have the ability to withstand 

losses.

MR. HUDSON:  Yes, so from a business 

perspective, you’d say, you’re right, you have the 

ability to sustain losses, but you don’t have a 

break-even?  Each year stands on its own?

MR. SPEARS:  No, no.  Each year stands on its 
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own.  This is not break-even, obviously.

MR. HUDSON:  And it won’t be a break-even –- 

what I mean, you’ll have the ability to cover whatever 

the operating loss is from retained earnings from 

previous years?

MR. SPEARS:  Correct.

MR. HUDSON:  Okay, got it.

MR. SPEARS:  Okay, next slide.

All right.  I’ll -- 

CHAIR CAREY:  I’m sorry, it’s about 20 after 

12:00.  My assumption is, we want to press on through 

this?  Is that correct? 

MR. HUDSON:  This is it, right? 

CHAIR CAREY:  Yes.

MR. SPEARS:  Okay, why don’t we bring up Gary, 

Bob, and Margaret, all three, and probably Liane, too.

And we can just go through this.

Gary, what I would suggest, if we go to that 

next slide, punch the page-down button.

This is something that I would encourage you to 

look through.  It is a much more detailed view of how the 

MBS program and our new business model would work in 

getting reps and warranties from our lenders, how we can 

protect ourselves.  Lots more detail about this idea of 

managing risk in the homeownership portfolio on a 
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going-forward basis.

MR. HUDSON:  You don’t have a slide like this 

for managing credit rating, right?

MR. SPEARS:  No, no.  What we’re doing now is 

moving away from that and getting to a specific lending 

activity of the --

MR. HUDSON:  I understand.

MR. SPEARS:  Right.

MR. HUDSON:  As a Board member, I now 

understand I need to know the credit-rating management as 

well as I know this stuff.

So maybe you could do a “credit-rating 

management slide for dummies.”  That would work for me.

MR. SPEARS:  Okay. 

MR. HUDSON:  Great, thanks.

MR. SPEARS:  So, Gary, what we might want to do 

is jump to the next slide and talk about the products 

that we’re proposing.

MR. BRAUNSTEIN:  If you don’t mind, Steve, I’d 

rather maybe --

MR. SPEARS:  I think we need to move on.  I 

think we’ve talked about the risk-management part of it. 

And we should probably just start talking about the 

products part of it and then we can --

MR. BRAUNSTEIN:  And let the Board members read 
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this at their leisure, the risk management component 

piece?

MR. SPEARS:  Yes.

MR. BRAUNSTEIN:  Okay.  Good afternoon, Board 

Members.

With that segue, this page will provide you 

what our proposed loan products are.  Again, keeping

in mind the previous page, identifying some of the

risk-management components that will be incorporated in 

going forward on our loan programs.

You heard from Bruce the capital base that

we have access to now is primarily from the federal 

government on the New Bond Issue, and that provides us a 

capital source going forward in looking at the products 

that we can offer, that being an FHA product and a 

conventional product.  However, the conventional product 

is geared towards the GSE, Fannie Mae.

And this matrix breaks down on the left side.

You’ll see, as I’ve spoken about many times in the past, 

the meeting of the needs Homeownership has for our 

customer base.  And you can see that our borrowers are 

typically in need of a high loan-to-value -- we talked 

about that yesterday -- because they have limited cash, 

typically, from the low- and moderate-income family base.

And at that same time, if we’re serving the 
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unserved, that these borrowers can get loan programs from 

the capital market.

We always need to keep in mind that we need to 

develop a loan product or a loan program that has 

features that would be different than the capital market 

lenders loan programs; that the borrower and the lender 

that they’re working with can do themselves.

So by using a high loan-to-value, FHA and VA 

obviously offer a loan-to-value of 96.5 percent.  FHA is 

currently a FICO score of actually 620 and below.  We’re 

imposing a minimum FICO score of 620.

The Fannie Mae product, for an example -- and, 

again, we mentioned many times that it’s an exclusive 

loan product to just HFAs that was designed in a 

consortium of other HFAs across the country to help 

balance the needs of our borrowers to a product that 

would be suitable to specifically attend to their needs.

And this product, as we mentioned before, has a 

100 percent loan-to-value, that the mortgage insurance

is included in the product and it’s incorporated by the 

paying of a G-fee.

The Fannie Mae product is, in itself, a minimum 

FICO score of 620, using a decision engine by Fannie Mae, 

and a 680 FICO score, with the loan being manually 

underwritten.
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We go to the next row, again, we speak often 

about our borrowers typically having a need for 

down-payment assistance or closing-cost assistance 

because of their minimum cash available.  We do offer a 

down-payment assistance program today, which is CHDAP.

It is proposition-funded.  We do have some limitations to 

the amount that we can lend.  But in both products, the 

availability of down-payment assistance would be 

accessible to our borrowers.

On the next row, it talks about cumulative 

loan-to-value, CLTV.  Again, keeping in mind, we reach 

out to localities and nonprofits for their down-payment 

and closing costs, accessibility to the borrower; and 

allowing a slightly higher cumulative loan-to-value 

allows the localities to layer their down-payment 

assistance and closing-cost assistance on our

first-mortgage products.

MS. PETERS:  Can I interrupt you and ask which 

column heading here?

MR. BRAUNSTEIN:  I’m sorry?

MS. PETERS:  We’re looking at an FHA loan on 

the left and 100 percent LTV, Fannie Mae, on the right?

MR. BRAUNSTEIN:  Yes.  I’m sorry, that had 

gotten cut out.  I appreciate that, Heather.  Thank you 

very much.
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The middle column is an FHA product.

The third column is conventional, which is the 

Fannie Mae product that’s been proposed.

MS. PETERS:  So on the second line of the 

right-hand column, it wouldn’t really be down-payment, it 

would be closing-cost assistance?  Because it’s 

100 percent LTV?

MR. BRAUNSTEIN:  On the FHA product?

MS. PETERS:  No, on the -- 

MR. SPEARS:  On the Fannie Mae product.

MS. PETERS:  -- on the right-hand column, the 

second box down.

MR. BRAUNSTEIN:  Yes.

MS. PETERS:  We’ve got DPA listed there.  But 

it wouldn’t be DPA, it would be closing costs?

MR. BRAUNSTEIN:  Right, correct, thank you.

It wouldn’t be down-payment assistance because there 

wouldn’t need to be a down payment of 100 percent 

loan-to-value.  It would be closing costs.

The last row that’s referencing the borrower 

typically has limited cash for down-payment or closing 

costs.  And we’ve spoken about, hence, the need to the 

borrower’s contribution.

The FHA does not have a minimum borrower 

contribution.  Their down payment can also be a gift of 
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funds as well as government-sponsored down-payment and 

closing costs.

On the Fannie Mae product, on the right side, 

that product does have a minimum $1,000 borrower 

contribution.

What I’ve attempted to do here is just simply 

highlight the fact that our source of money currently is 

determined by FHA and the Fannie Mae product.  And what 

we’re showing here is just simply mirroring those 

programs, those products and those available features.

And we can internally, at senior staff, vet out any 

changes we want to impose in these product minimums as

we go forward.

Any questions on that?

(No response) 

MR. BRAUNSTEIN:  Should we turn to the next 

page?  Okay.

The next page highlights what we are 

forecasting based on these two product proposals.

On the right side, it lists the assumptions 

that we’re making.  Obviously, as Bruce had mentioned, 

we’ve locked in our rate at the end of the year.  And as 

we’ve spoken before, our borrowers will obviously look at 

our loan programs either for a rate differential, closing 

costs, borrower contribution, and loan-to-value, as we’ve 
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spoken before.

So the assumption that we’re making right now 

is our rate differential to what our lenders are offering 

on similar products.  We’d be ramping up an eighth to a 

hundred basis points during the fiscal year.

MR. HUDSON:  Excuse me, can you explain that to 

me?  I’m not sure.

So your Fannie Mae product would be priced at a 

different than everybody else’s Fannie Mae rate –- I 

mean, Fannie Mae product?

MR. BRAUNSTEIN:  Well, the Fannie Mae product 

that we’re talking about, was a product designed by 

Fannie Mae exclusive for HFAs; and it’s a product that’s 

designed for HFAs for which the capital-market lenders 

don’t have access to today.

MR. HUDSON:  What about FHA?

MR. BRAUNSTEIN:  Well, FHA would be a standard 

FHA loan.  And the example of our value benefit in the 

loan feature would be a reduced interest rate that our 

lender would -- our borrowers would not be able to get 

directly through the capital-market lenders program.

MR. HUDSON:  So we would price our FHA 

differently than everybody else’s FHA?  Lower?

MR. BRAUNSTEIN:  Well, yes, because of the 

capital source that Bruce had mentioned, and the 
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locked-in rate that we did on the bond issuance sets our 

rate going forward.

So the assumption is that the capital-market 

lenders’ interest rates will increase as our rate has 

locked in.  So down the road, although we don’t have a 

large rate differential on our HFA product today, going 

forward, as those rates increase during the fiscal year, 

the fact that we locked in our rate would stay static and 

provide a rate differential for our lenders to choose 

CalHFA and our FHA loan program than them doing FHA

themselves.

MS. PETERS:  For as long as the Treasury money 

lasts.

MR. BRAUNSTEIN:  For as long as the Treasury 

money lasts.

And to that point, assumption number --

MR. HUDSON:  Why would we do that?  Just to 

gain market share?

MS. PETERS:  Because we have the Treasury money 

available to us that the private market doesn’t have.

MR. HUDSON:  I know, but why would we price 

under the market?  Just to gain market share?  Are we -- 

MS. MACRI-ORTIZ:  To help the people that need 

the lower payments.

MR. HUDSON:  But they’re the same borrowers; 
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it’s just we’re taking a borrower that can’t -- we get a 

100 percent loan, we’ve got 620 FICO scores, and we still 

need to have lower monthly payments for our borrowers?

We’re getting a different borrower than Bank of 

America’s FHA program?

MR. GILBERTSON:  No, the FHA -- but I think, 

Paul --

MS. MACRI-ORTIZ:  I don’t think so.  I mean, 

FHA goes up to $750,000.  Those are not our people.

MR. GILBERTSON:  The big thing, though, 

remember, we’re financing these loans or purchasing these 

loans with tax-exempt bond money.  So the tax exemption, 

historically, has been the engine that makes this agency 

work, because we’ve traditionally had lower cost of 

capital for the amount of the tax-exempt bond proceeds.

In this case, what we did is, it’s a tax-exempt 

bond that we locked in in December.  And if rates rise, 

then we’ll have a rate differential, as Gary’s pointing 

out.

MR. HUDSON:  And so we’re distinguishing our -- 

so the people that will qualify for this are different 

than the -- so we’re taking a segment out of the market 

that, and giving this price advantage to, that may or may 

not qualify under the FHA, Fannie Mae guidelines for 

other lenders?
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MR. GILBERTSON:  In general, because they have 

to meet federal tax-law requirements for these programs 

that the federal governments created.

MR. HUDSON:  Okay.

MR. GILBERTSON:  So there’s income limits for 

the borrower, sales-price limits, they have to be a 

first-time home buyer.  All of that criteria is what 

defines our borrower.

MR. HUDSON:  Okay.

MR. BRAUNSTEIN:  But just to add a distinction 

for you, Paul, is that today, using FHA just as an 

example, the rate that we locked in, compared to the FHA 

rates today that our lenders can access themselves, there 

is not a rate differential.

So we wouldn’t anticipate, when we roll out an 

FHA product here shortly, that we would be anticipating 

much volume for an FHA product because our lenders 

wouldn’t have the rate advantage in doing our FHA than 

doing it themselves.

The assumption is that as the FHA rate 

increases in the capital market and those lenders’ rates 

start increasing for FHA, the fact that we locked in our 

interest rate at the end of the year, there will start 

being a rate differential gap where our rate will be at a 

lesser rate for the same borrower, and our lenders having 
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then a purpose and need to look at CalHFA for an FHA 

product to be able to serve those borrowers at a lower 

rate, that’s typically our borrower.

MS. JACOBS:  Right. 

MS. PETERS:  And harkening back to yesterday 

then, they can’t poach our leads anymore because we have 

a pricing advantage.

MR. BRAUNSTEIN:  That’s right.  That lead 

program would cause them to look back to CalHFA at a rate 

advantage to offer their borrower our FHA loan product 

than doing FHA themselves.

So this slight difference on the FHA and the 

Fannie product, is the Fannie product is an exclusive 

product that has loan features that are different than 

the capital market provides today.  A high loan-to-value, 

100 percent, no M.I., a thousand-dollar borrower 

contribution, et cetera.

The FHA is a product that is not loan-feature 

unique to us.  It will be just simply a rate differential 

that will be an advantage for our lenders to use our FHA 

products.

So the forecasting here is showing a slighter 

roll-up from an FHA loan volume compared to a Fannie 

product that has loan features that, regardless of the 

rate, serves our borrower needs.
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MS. MACRI-ORTIZ:  Theoretically also, wouldn’t 

it be that the rates that are going to be charged by the 

regular lenders are going to take our customers out of 

their range because they won’t be eligible for the loan 

if they’re not doing it correctly?  Because their costs 

will be prohibitive.  The borrower’s costs.

MR. BRAUNSTEIN:  From a rate standpoint?

MS. MACRI-ORTIZ:  Yes.

MR. BRAUNSTEIN:  Yes, absolutely.

MS. MACRI-ORTIZ:  Yes.  Because you are

cutting –- you’re lowering the payment, which maybe makes 

them eligible, where they wouldn’t on this other product 

because then you take them out of their range.

MR. BRAUNSTEIN:  Right.  Again, as the capital 

market interest rates increase for an FHA product, our 

lenders will still be able to serve our borrower base 

because the capital market will almost price them out 

from a monthly payment standpoint because of an increase 

in rate.  Hence, they’d look at CalHFA to serve our 

customer’s needs at that time because of our rate 

differential based on locking in our rate at the end of 

the year.

So the distinction, again, is from a Fannie Mae 

product, it’s more loan-feature driven because that rate 

is actually higher but doesn’t exist in the capital 
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market.

CHAIR CAREY:  Okay.  Are there further 

questions on this?

(No response) 

CHAIR CAREY:  Can we move to Multifamily?

MR. DEANER:  Certainly.  As Bruce indicated, I 

am in his office weekly to ask for money.  Because the 

way my world works is, I need the general obligation of 

the Agency to enhance the bonds that we sell to finance 

our projects.  And when we do that, we typically 

underwrite to a debt-service coverage that might be a

1.20 debt-service coverage or 1.15.  And the rating 

agencies look to a minimum of 1.40 within your 

indentures.  They give you exactly -- they give you a 

haircut and say, “Okay, if you do $100 million of 

permanent loans, we’re going to probably haircut you 

$15 million of capital we want to see.”

And if we do the construction loan, which we’ve 

been primarily the construction and perm lender, on the 

construction loans, if I did $100 million, they’d look at 

us to have $50 million of equity in that, they’d give a 

50 percent haircut.

So, yes, I’m quite often in Bruce’s office 

bugging him to say, “I’ve got programs I can run.  But I 

know that the rating agencies are going to give us a 
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haircut.  What do we have for me to create a program 

around that?”  And that’s part of the discussion as we 

get a little bit farther down.

One avenue, obviously, is the New Issue Bond 

program that the Federal government put together through 

Treasury.  That program was created really quickly for 

Multifamily.  And even though we have $380 million --

and I’m a very optimistic guy, and my hourglass is always 

half full -- it’s going to be very difficult to put that 

much money out because the way that it is structured and 

our ability of not being able to put our general 

obligation on the loans, we cannot be the direct lender 

with this particular money.  So we can only act as an 

issuer.

Purely renting our tax-exempt status to folks 

that we’ve got these bonds, we can deliver these bonds, 

we get a fee for it.  But purely as a conduit, which 

means we take no real-estate risk, we take no bond risk, 

there’s no risk in the deal for CalHFA because we are not 

the lender.  We are purely utilizing these funds to pass 

through the Treasury through Fannie Mae, Freddie Mac, or 

FHA.

The way the program was established is, 

Treasury will buy these bonds with a AAA rating or better 

from the credit enhancer.  Well, that’s only Fannie Mae, 
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Freddie Mac, and FHA.

And there’s challenges within that because the 

program is a pretty expensive program to the borrower.

An example would be if somebody gets a Fannie Mae or 

Freddie Mac credit enhancement, that’s only on the perm 

piece.  They still need to get a letter of credit during 

construction, and those are very difficult to get these 

days.  Banks do not want to provide letters of credit.

That’s not to say that they’re not, I don’t want to say 

that.  But there’s very few letters of credits that are 

being provided on a deal.

So if you have a $20 million deal, Fannie and 

Freddie are only the permanent lender, they’ll take no 

construction risk.  So a bank becomes your construction 

lender and posts a letter of credit against the amount of 

the bonds in the event that it doesn’t convert.  And it’s 

in favor of Fannie and Freddie.

The cost, I’m hearing, of those letters of 

credit is two points up-front and two points per annum. 

So if you do a two-year construction deal, it’s six 

points.

And then you’ve got the cost of the long-term 

credit enhancement through Fannie and Freddie, and the 

locked rate that we’ve talked about is beneficial on the 

Homeownership side and it’s beneficial on the Multifamily 
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side, but it does create negative arbitrage.  Because if 

the rate is locked at 3.49 and then Treasury is taking 

another 60 basis points to them, when we close the loans 

and we deliver the bonds during construction -- because 

remember, we’re going to build this project -- if we’re 

taking $20 million out, that’s a locked yield that has to 

go to Treasury at 4.09.

Those funds at $20 million is going to go into 

some type of secure escrow -- and they usually call it a 

GIC -- that can only be reinvested at maybe a half 

a percent today.  So you’re going to have three and a 

half percent of negative carry on the funds that you’re 

not using as you’re building the project, because you’re 

not going to use all that money on day one.  So you can 

have another three to six points of negative arbitrage in 

that deal.

So the program, although they want to do the 

right thing and put it out, it could cost you ten,

12 points to do this deal through a particular credit 

enhancement.

The other option is that FHA, which is a little 

less expensive, through that process, but the timing to 

get those done is -- the lag time is a little longer.

And what I’m hearing is -- I talked to an 

investment banker, he has nine deals, and they’re all 
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2008 deals.  Most of the deals that are getting done 

under this program, are deals that had trouble finding 

financing in ‘08 and maybe at the beginning of ‘09.  New 

deals -- new construction deals, folks really aren’t 

looking at this avenue because of the cost.

So if you look at the ‘08-09 deals they are 

trying to get them done, almost all of them are going 

FHA.  The investment banker -- I know a number of them, 

but the one I talked to has nine deals, eight of them are 

FHA deals.  And FHA’s pipeline, obviously, it’s a big 

funnel, and it’s just getting bigger and bigger.  And  we 

have a short fuse on this particular program.  We only 

have the money until the end of the year.  So some of 

those deals may get done and some may not.

So our plan is to try to get as much of this 

done as we can, put out as much as we can as a conduit 

issuer only, no risk to the Agency.

My plan is that as these deals come in –- there 

is a timing issue when we have to break escrow to fund 

these, because we actually do it.  That means all the 

deals close at the same time.  So I could have four 

different borrowers with three different lenders, Fannie, 

Freddie, FHA, they all have to close the same day because 

we can only break escrow three times.

So there’s timing challenges.
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MS. MACRI-ORTIZ:  Oh, it drives the builders --

MR. DEANER:  In the end, my plan was, since

we have no risk -- and we typically would bring the 

Multifamily loans to the Board because we would be the 

lender, and we would be taking risk.

In this, we’re not taking any risk.  We have 

timing issues, that I was going to take these deals to 

senior loan committee and then have the executive 

director sign off on them.  So we would tell them who the 

lender is, what the deal is.

I think that’s an appropriate way to go because 

of the timing issues we have.  We only have six months 

left to really get these done.  I mean, people need to be 

lined up by probably October with their lenders because 

they’ve got to have firm commitments to get this out.

We do have some projects in the pipeline that 

we will get done.  We’re thinking in May, we might have 

six projects for $50 million that maybe in May or June, 

we may be able to take down, that we’ve been working on 

for a while.  That would be the largest break of that 

escrow to date.

So far, there’s -- in the country -- there’s 

only been two breaks:  One for $11 million and one for 

$6 million in the entire country.  So that would be good 

if we could get that done.
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We do have a pipeline of about another 

$100 million that we’re looking at.  But, again, there’s 

the challenges of getting the credit enhancement and 

timing of getting it done.

My goal and my hope is to at least put out 

$200 million, if I can, of this.  But, again, that’s out 

of my control because we’re not the direct lender, we’re 

the conduit issuer.  So I think they tried to do the 

right thing; but for us as an agency, it doesn’t kind of 

fit our wheelhouse that we’ve been talking about.

So that’s a New Issue Bond Program.  That’s how 

we’ll perceive it back.

The second is our FHA risk share.  We’ve had 

that for 25 years.  We used to be primarily a risk-share 

lender, meaning, we share 50 percent risk with FHA, they 

accept our underwriting.  But they do review and approve 

it.  And the piece that takes a little longer is, there 

is an environmental requirement through the federal 

government called NEPA.  They have to approve that.  That 

process takes longer.

We got away from doing risk share and putting 

our own general obligation on the bonds because there is 

timing constraints with CDLAC.  When you get your 

allocation, you had to close in 120 days, and we couldn’t 

meet that with the risk share.  But we are going to 
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relook at that.  We are talking to CDLAC, of expanding 

that time of closing risk share and loans and talking to 

them.  But, again, it’s something we haven’t done in ten 

years.  So I’m digging up old files and looking back to 

what we did ten, 12 years ago.  But it is something we’re 

going to look into, to share that risk.

The one lending program I see that makes

sense -- if I ever walk into Bruce’s office and he 

actually gives me a “yes” versus a “no” -- is, really 

looking at the portfolio, CalHFA’s portfolio, we have

52 deals in the next five years that are all Section 8 

preservation deals that will roll off our balance sheet. 

And what better if we preserved them.

It’s called our “Preservation Program.”  We’ve 

done it for years.  We’ve done new loans -- this is what 

our previous borrower was talking about on prepay.  In 

that particular situation, we would allow him to prepay 

because we’re doing a new loan and a bond indenture where 

we’re getting extended affordability, deeper 

affordability, and rehab.  And we get two of the three.

And in that case, that would help him.

I haven’t been able to do that preservation 

program because I haven’t been able to sell bonds -- or 

Bruce hasn’t been able to sell bonds.

So that would be, to me, the first and foremost 

273



116

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

program that we should look at because it will help our 

portfolio, it will help our borrowers, and we’ll keep

the Section 8.  We typically want them to extend the

Section 8 contracts, the new buyers for 20 years, up to 

20 years, do the rehab.  So it’s an important program.

I’ve done some analysis for Bruce, and the 

capital charge wouldn’t be as great as a new deal, 

because we’ve already got somewhat of a haircut over here 

from the old deals.  So I’m kind of washing it out.

The deals are going to be bigger -- the new 

deals are going to be bigger.  They are going to be a 

little larger.  But it’s not going to be if I do 

$100 million and it’s $15 million, it’s going to be I do 

$100 million and maybe it’s five of additional.  So we’re 

kind of washing that out.

So to me, I’ve done some analysis for Steve and 

Bruce that makes sense when we decide that we are able to 

do that, we can go back to the portfolio --

MR. HUDSON:  Does this have any impact on 

credit-rating management?

MR. DEANER:  For me it does, yes, because I 

need -- to get the yield to make the project work, the 

better the rating we have, the better the yield we get, 

the better --

MR. HUDSON:  Yes, but I’m saying, if we do 
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this, does it enhance our rating, or does it not affect 

our rating, or does it diminish our rating?

MR. GILBERTSON:  Well, we have to be careful 

with the amount of capital that we provide Bob, to use 

for this purpose.

Think of that G.O. --

MR. HUDSON:  Yes, so the more capital we have, 

the better our rating, right?

MR. GILBERTSON:  Right, exactly.  And making 

sure that we’re not overcommitting to Bob for this 

program.  The whole capital-adequacy analysis.

MR. HUDSON:  It gets back to what Steve was 

saying.  If we just let this stuff roll off, it would 

improve our credit rating but not our mission.

MR. SPEARS:  Exactly. 

MR. DEANER:  Correct. 

MR. GILBERTSON:  That’s the constant conflict 

that we have.

MR. DEANER:  Correct.

MR. HUDSON:  So there may be a 12-month 

strategy and a 24-month strategy?  Got it.

CHAIR CAREY: (Nodding head.)

MR. DEANER:  And this was when we were up and 

operational, it was a very successful program for us.

MS. PETERS:  It’s a thrive thing.
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MR. HUDSON:  So we ought to --

MR. DEANER:  Okay.  So that is number one on my 

list, when we can start lending again, is to take care of 

portfolio.

And, of course, we’d like to go back -- what 

borrowers are asking for us today at CalHFA is, can you 

be our -- because we were the construction lender and 

perm lender, and borrowers cannot really get construction 

lending today on bond deals.  It’s just next to 

impossible.  And that’s what they’d love us to do, I’d 

love to do it, but that’s just not what we can do today 

until things change for us for that.  So we should start 

within our portfolio and do preservation.

The last is, pursue a seller servicer, what is 

called a “DUS license” or an “FHA license” with 

Fannie Mae.  I did that for 15 years.  I know how they 

underwrite.  I know their DUS guidelines.

Actually, eight, nine months ago we went 

through the credit process -- my group, Multifamily -- 

and got approved by Fannie Mae internally to be what they 

considered a DUS seller servicer.  What that provides is 

a credit enhancement on the bonds and they share in the 

risk with us on a pari passu basis in the deal.  They get 

a G-fee, we get part of the fee.

The part that we never came to a conclusion on 
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is the counterparty risk, which is the credit risk to 

CalHFA, the G.O., not to the Multifamily.

And so from an underwriting standpoint, we got 

approved, but we never came to a conclusion on what risk 

Fannie Mae would take and agree to with CalHFA.  And we 

still need to go through that process.  But that’s 

something that would help us in the future to do deals, 

if I became what I’m calling an FHA seller servicer for 

Fannie Mae.  And that would help us share off the risk.

And then I can do -- but that’s only going to be on a 

permanent loan product basis, not on the construction to 

perm like we’ve done in the past.

And in these two programs, are programs I’ve 

talked about before but continue to be very beneficial

to the Agency and to our group, the MSHA program for 

fiscal year 2010-2011, we’re anticipating another 30 to 

50 projects.

MS. JACOBS:  I have a question on that.

MR. DEANER:  Yes? 

MS. JACOBS:  With the Prop. 63 money being used 

for General Fund backstop, how are you going to do this 

program?

MR. DEANER:  Well, we have –- we currently –- 

MR. SPEARS:  It’s prefunded. 

MS. JACOBS:  You already have the funds for 
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that project? 

MR. DEANER:  We have the funds. 

MR. SPEARS:  We had $400 million transferred 

over about a year and a half ago.

MR. DEANER:  Two years ago, yes.

MR. SPEARS:  So it’s already prefunded.

MR. DEANER:  It’s prefunded, yes.  It’s 

prefunded.  So we have 30 to 50 projects where we may 

generate a million-plus.

MS. MACRI-ORTIZ:  Are those projects that are 

already in the pipeline?

MR. DEANER:  Yes.  They are either going to be 

committed.  I think about 20 of these will be committed, 

and there’s about another 20 or 30 that are in the 

process.

MS. MACRI-ORTIZ:  Okay.

MR. DEANER:  So it’s been a very successful 

program for us.

The second is our consulting role with TCAC.

They got awarded a billion dollars what they call ARRA 

Funds, both for exchange money for tax credits to put 

into affordable projects and gap money for folks that 

could get investors that needed a small gap for a 

tax-credit equity.

We have now closed, I believe, 15 projects.
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We’ve been paid -- we average a fee of ten to -- $10,000 

to $12,000 per deal that we’ve been asked -- or we 

collect for our underwriting.  We’ve got another

90 projects anticipated.  So we’re anticipating about 

another $1.3 million in fee income we’ll generate off of 

that.

We were asked last Friday to expand our 

underwriting capabilities with them, so we’re going to 

get paid maybe another 3,000 additional deals to help 

them with their backlog on the TCAC side to help them 

close the loans.  So we’ll redo our agreement with them 

going forward.

Bill Pavao will be at the May meeting.  He told 

me he wants to come in and tell them how successful the 

program has been with our relationship, CalHFA and 

Multifamily with TCAC, and how many projects that it’s 

helped, because Ed has gotten a lot of projects off the 

ground that were shovel-ready, and now have gotten the 

equity they need to get going.

MS. MACRI-ORTIZ:  So it’s when they get the 

credits, then you jump in and --

MR. DEANER:  Yes, they typically get credits 

through TCAC.  And then what happened was, is that the 

investor market also shut down.  So the Federal 

government said, “Well, we’ll buy in lieu” -- what’s 
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called “in lieu of,” they’ll buy the credits.  So they 

gave TCAC X-amount of money.

And so what they were before was just approving 

credits and the investor was a limited partner.  Now, you 

don’t have that.  So TCAC came to us and said, “With your 

underwriting experience, can you help us craft loan 

documents and look at these projects that they make 

sense?  Because you’re not going to have a limited 

partner in the deal now.”

And so we’ve taken that role for them --

MS. MACRI-ORTIZ:  I like that.

MR. DEANER:  -- and helped them establish to 

get the money –- yes -– to get the money into the 

projects.  And it’s been very successful to date.

So those are two ongoing projects that I’ve got 

my staff running around like crazy, while I try to create 

other stuff.

MS. MACRI-ORTIZ:  So when somebody gets a tax 

credit award, they don’t have to go out and market it, 

where they’re getting like –- 

MR. DEANER:  Well, part of –- 

MS. MACRI-ORTIZ:  -- seven cents on the dollar, 

is that going to change in terms of --

MR. DEANER:  Well, part of it is, they have to 

go in good faith to go out and try to find a tax-credit 

280



123

CalHFA Board of Directors Meeting – March 26, 2010 

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

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

investor.  And if they can’t get one, then they can come 

back and exchange in their credits for cash.

MS. MACRI-ORTIZ:  Okay.

MR. DEANER:  So really, they come in and apply 

and then they have to go out and try to find a tax-credit 

investor.  And if they can’t, then they can bring it back 

in and exchange it in for cash so the project will work.

MR. HUNTER:  And it’s a year-to-year thing in 

terms of Federal government.

MR. DEANER:  Right.  And I just talked to Bill, 

and I heard that there was a bill that was approved that 

they were going to renew it for one more year.  So we’ll 

probably do this either through 2011 or maybe 2012, to 

assist them to get this money out.

MS. MACRI-ORTIZ:  Does that also assist in 

terms of protecting, I guess, these projects from the 

tax-credit investors who kind of want to low-ball the 

credits now?

MR. DEANER:  Well, exactly, exactly.  So they 

couldn’t come in and try to do a gap, right.  They’ll 

come in and say, “Oh, I’ll give you 60 cents,” and then 

you gap 40, and so their yield is higher.

Bill set up minimums, that it’s got to be at 

least -- and if it’s not, we’ll do a cash in lieu.  But 

our role is to help TCAC make sure that the deals make 
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sense.

We did the loan documents that, in the end, 

the dollars go in.  And we’re kind of the second set of 

eyes.  We have no risk in these deals, but we have the 

second set of eyes.  For him, these deals make sense 

because you no longer have the limited partner in 

there --

MS. MACRI-ORTIZ:  Right.

MR. DEANER:  -- that can kind of hold the 

screwdriver to the developers, that they’re supposed to 

do what they’re supposed to do.  So that’s been a very 

successful role for us.

CHAIR CAREY:  Okay, any further questions?

(No response) 

CHAIR CAREY:  Moving on to Asset Management.

MS. ALVAREZ:  Okay, mine is going to be very 

quick, which I’m sure everyone will appreciate.

MR. HUDSON:  That’s what they all say. 

MS. ALVAREZ:  You know, Asset Management has 

been sort of the steady-Eddie of the Agency.  Like we 

said yesterday, we have 500 loans, we’ve had those, we’ve 

got to keep going.

So I’m not going to talk about my first few 

bullets.  We discussed that yesterday.  But the role of 

Asset Management is kind of expanding.  Bob creates new 
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business that generates more work for our unit.  But we 

also will be closing soon a Citibank loan to the Agency, 

where our properties were used as collateral for that 

loan, which will require some new servicing roles for 

Asset Management, with Citi as one partner.

The federal money we got requires some new 

partnerships with them as far as reporting and servicing 

on the loans that get made with the money for that.

As Bob was saying, with TCAC on those ARRA 

funds, he’s helping on the front end with the 

underwriting.  We are under negotiations with TCAC to 

help on the back end for up to a 15-year period, 

providing the asset management services.

And then also under consideration still is the 

performance-based contract administration, which I’ve 

discussed a couple of times with you all.

HUD has changed how they’re going to do that 

contract.  We’re still waiting to see the final result of 

that.  So we’ve kind of been slowed down and stopped.

But I’m hoping by the next Board meeting I have some more 

news for you on that.

MR. HUNTER:  I have one question.

The $6.3 million on the MHSA, that’s just on 

the loans that have closed so far; is that correct?  So, 

for instance, if we do another 20 or 30 deals, that 
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number is going to grow substantially?

MR. DEANER:  Yes, I think he’s right.

MS. ALVAREZ:  Yes.

MR. DEANER:  Yes.  You’re right, yes.  It will 

grow over -- because I think -- they did -- what was it, 

a 60/40 split of the money, and 40 was to go to that.

Yes, something like that.  It’s been modified a little, 

yes.

MS. ALVAREZ:  I’m sorry, I didn’t realize that 

slide was up.  I have a different slide.  So I should 

have paid attention.  That was yesterday’s slide that 

you’ve already seen.

MR. DEANER:  Yes, that will grow as we close 

more deals.  Yes. 

CHAIR CAREY:  Okay, the last piece.

MS. MORGAN:  Okay, and I’ll make mine even 

quicker, I think, than Margaret.

So the Agency is supporting many strategic 

initiatives at this time to help support all of our 

program areas, with the idea being we’re trying to gather 

more information and have that information more easily 

accessible for analysis and for management information.

So we have three of our projects going online 

in the next three months and we have some that are going 

out farther.  But we’re trying to get more information 
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and make it easily accessible.

MR. SPEARS:  The time-line for all these is

on the next page, and it might be useful to put it up.

As Liane said, several of these are being 

wrapped up that were smaller projects.  The Homeownership 

and Fiscal Services, both the second and the third lines, 

that’s, Paul, what we were talking about before, the 

complete revamping.  We really need a financial and 

management-information system, a better one than we have 

now.

And, of course, the Homeownership system is 

really important at present.  If we make any changes at 

all to the product, we have to have a programmer come in 

from I.T. and literally break code down and recode 

programs instead of just going in, in a Windows-based 

kind of a setting and changing a couple of settings on a 

window.  It really needs changing badly.  So we’re hoping 

that will be completed early next year.

Gary will be a happier guy.

MR. HUDSON:  Yesterday, you talked about new 

business opportunities.

Did you talk about that and I missed it?  Or is 

that not going to happen?

MR. SPEARS:  It’s scattered all throughout,

but mainly in Margaret’s presentation about the 
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performance-based contract administration.

MR. HUDSON:  Okay.

MR. SPEARS:  Also, what I would consider not a 

new opportunity but an expanded opportunity in loan 

servicing, so as we revive and thrive down the road, to 

do more and more of our own loan servicing instead of 

paying out servicing to others.

If you go back to the income statement -- you 

don’t have to do it now, but if you go back, there’s a 

pretty big number, eight or nine million dollars that

we pay other people to service our loans.  So that’s two 

examples.

MS. PETERS:  Before we close out, I’d like to 

echo Paul’s comments that it would be helpful when we see 

the final business plan, to have everything gathered 

under the five priorities the Board set yesterday.  And 

also along the different time-line, the revive-survive 

time-line, so that we can see that the program we were 

talking about, using balance sheet 4, is really in the 

third category, but bond-rating management is in the 

first category.

--o0o--

Item 8.   Reports

CHAIR CAREY:  Okay, are there any reports that 

need to be mentioned?
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MR. SPEARS:  There’s only one report, and it 

was delivered this morning.  It’s the delinquency report. 

  There is some improvement.  But I would just 

mention very quickly, we had a very steep increase in 

delinquencies from April of last year until September.

In October, November, December, we saw some reduction in 

some categories, and then it jumped back up again in 

January.  It has gone back down again on an unreconciled 

basis.  And that means we haven’t tied out every loan 

payment to every bond indenture on every dime.  But I 

started asking for that information because I get it much 

sooner.  And that tells us that delinquencies have gone 

down again in February.

So I do not want to unrealistically raise any 

expectations.  But at the very least, on an unreconciled 

basis, things in the delinquency world have flattened out 

for us.  They’re not going up at the rate they were.

CHAIR CAREY:  Great.

--o0o—

Item 10.  Public Testimony continued

CHAIR CAREY:  With that, just to cover our 

bases, I want to reopen public comment, if there’s anyone 

here from the public who wishes to address the Board at 

this time.

(No response)
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Item 9.  Discussion of Other Board Matters

CHAIR CAREY:  Seeing none, two quick items.

  First, it has just surfaced that several of us 

are going to have a conflict on May 13th.  So JoJo will 

have the delightful task of finding an alternate date for 

that.

The other thing I want to mention is, that I 

think on behalf of all of us, I know that the staff has 

been extremely busy.  We are also extremely busy in our 

own lives; but I know that the pressures on the Agency 

have been great.  And it’s clear that a lot of work has 

gone into getting ready for these two days.  And I think 

we really appreciate that and your willingness to do 

that, and I think it was fruitful.

With that, we are adjourned.

(The meeting concluded at 1:00 p.m.) 

--oOo--
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         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 14th day of April 2010. 

                         _______________________________ 
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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: L. Steven Spears, Executive Director  
 CALIFORNIA HOUSING FINANCE AGENCY 
 
 
Subject: Agenda Item 4 – Resolution 10-06 -- CalHFA Two-Year Business Plan  
  
 
For your consideration and approval, I offer the 18th annual CalHFA Business Plan for Fiscal Years 
2010-11 and 2011-12.  The attached resolution and presentation are included for your review. 
 
The Two Year Business Plan (Plan) provides the Board of Directors and the senior management team of 
CalHFA with priorities, 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.   
  
The Plan incorporate the five priorities discussed at the Board’s March meeting – 1) Maintain credit 
ratings; 2) Mitigate loan losses; 3) Renew lending; 4) Reestablish business partnerships and 5) Explore 
new business opportunities.  With the help of bond funds in the State HFA Initiative New Issue Bond 
Purchase (NIBP) program, Homeownership will reenter the home lending market after an 18 month 
hiatus.  Multifamily lending activities include conduit lending through the NIBP, the continuation of the 
$400 million Mental Health Services Act Housing Program (money that is funding a unique program 
that creates housing units specifically for chronically homeless with mental disabilities) and continued 
assistance for the State Treasurer’s Tax Credit Allocation Committee with the processing of TCAP 
applications.  The Asset Management Division will continue to manage a growing number of properties.   
 
The Agency will implement the $700 million federal funded foreclosure prevention program and also 
hire additional staff to effectively manage a loan delinquencies and 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.   
 
During this past year, staff have been working tirelessly to manage the Agency’s challenges.  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 10-06, adopting the 18th CalHFA Business Plan is requested. 
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RESOLUTION 10-06 1 
 2 

TWO-YEAR BUSINESS PLAN 3 
 4 

FISCAL YEARS 2010/2011 AND 2011/2012 5 
 6 
 7 
 8 

 WHEREAS, pursuant to the Zenovich-Moscone-Chacon Housing and Home Finance 9 
Act ("Act"), the California Housing Finance Agency ("Agency") has the authority to engage  10 
in activities to reduce the cost of mortgage financing for home purchase and rental housing 11 
development, including the issuance of bonds and the insuring of mortgage loans; 12 
 13 
 WHEREAS, the Agency's statutory objectives include, among others, increasing the 14 
range of housing choices for California residents, meeting the housing needs of persons and 15 
families of low or moderate income, maximizing the impact of financing activities on 16 
employment and local economic activity, and implementing the objectives of the California 17 
Statewide Housing Plan; 18 
 19 
 WHEREAS, the Agency desires to amend Resolution 09-11 adopted on July 9, 2009, 20 
which committed the Agency to a Business Plan for the fiscal years 2009/10 through 2010/11;  21 
 22 
 WHEREAS, the current global credit crisis and the continuing uncertainty in California 23 
economy and real estate markets continue to present financial challenges for the Agency; 24 
 25 
 WHEREAS, the Agency must minimize additional real estate related risk and preserve 26 
liquidity for operating expenses and financial obligations;  27 
 28 
 WHEREAS, the Agency has presented to the Board of Directors a Two-Year Business 29 
Plan covering fiscal year 2010/2011 and 2011/2012, with case based scenarios to adjust to the 30 
ever changing economic, fiscal and legal environment, which updated Business Plan is 31 
designed to assist the Agency to meet its financial obligations, its statutory objectives, support 32 
the housing needs of the people of California and to provide the Agency with the necessary 33 
road map to reemerge from this crisis as a leading affordable housing lender providing bond 34 
financing, mortgage financing, and mortgage insurance activities well into the future. 35 
 36 
 NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Agency 37 
as follows: 38 
 39 
 1. The updated 2010/2011 and 2011/2012 Business Plan, as represented by the 40 
written presentation attached hereto and made a part hereof, and any additional presentations 41 
made at the meeting,  is hereby fully endorsed and adopted. 42 
 43 
 2. In implementing the updated Business Plan, the Agency shall strive to satisfy 44 
all the capital adequacy, liquidity reserve, credit and other reserve and any other requirements 45 
necessary to maintain the Agency's general obligation credit ratings and the current credit 46 
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ratings on its debt obligations, to comply with the requirements of the Agency's providers of 1 
credit enhancement, liquidity, and interest rate swaps and to satisfy any other requirements of 2 
the Agency's bond and insurance programs. 3 
 4 
 3. Because the updated Business Plan is necessarily based on various economic, 5 
fiscal and legal assumptions, for the Agency to respond to changing circumstances, the 6 
Executive Director shall have the authority to adjust the Agency's day-to-day activities to 7 
reflect actual economic, fiscal and legal circumstances in order to attain goals and objectives 8 
consistent with the intent of the updated Business Plan. 9 
 10 
I hereby certify that this is a true and correct copy of Resolution 10-06 adopted at a duly 11 
constituted meeting of the Board of Directors of the Agency held on May 12, 2010, at 12 
Burbank, California. 13 
 14 
 15 
 16 
   ATTEST:    17 
            Secretary 18 
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State of California 

M E M O R A N D U M 

To: Board of Directors    Date: May 12, 2010 
  
  

From: L. Steven Spears, Executive Director
 CALIFORNIA HOUSING FINANCE AGENCY 
 
 
Subject: Agenda Item 5 -- Board Resolution 10 – 07: OPERATING BUDGET FOR FY 2010/11 
 

 Assumptions and Overview
 
Provided for your approval is the proposed operating budget for Fiscal Year 2010-11. Our objective is to 
provide a meaningful and effective budget in the face an enormous increase in workload in Loan Servicing 
and Single Family Portfolio Management due to increases in borrower defaults, workouts, loan 
modifications, foreclosures and short sales.  In addition, with new federal funding provided by the HFA 
Initiative, the Agency will begin lending again in both the Homeownership and Multifamily Divisions.  
Other activities such as the MHSA program and the TCAP assistance to the Tax Credit Allocation 
Committee will carry on into FY 2010-11 providing an even greater workload for the Multifamily Asset 
Management Division.   
 
With much uncertainty still surrounding the California real estate markets and the global credit markets, we 
cannot be certain of the level of lending activity.  As a result, our budget must be flexible to meet any 
unexpected changes and yet met our Agency’s goal.  
 
As discussed in the update to the Two Year Business Plan, CalHFA has identified five Strategic Priorities 
for the Agency: 

 
1. Maintain ratings and manage capital structure and liquidity; 
2. Aggressively engage in loss mitigation activities and manage our single family and multifamily loan 

portfolios; 
3. Initiate new lending programs; 
4. Renew and strengthen old business partnerships; and 
5. Explore new business models and new revenue-generating business opportunities. 

 
With these priorities in mind, we have considered two possible budgeting scenarios for FY 2010-11:  
 
 Scenario 1: Baseline activities and very modest lending activities:  The first priority in this baseline 
scenario is to resolve the Agency’s backlog of delinquent loans and REO properties.  We anticipate an 
increased workload for the Loan Servicing Division as activity increases for workout plans, loan 
modifications, short sales and, unfortunately, foreclosures.  The Agency anticipates an increasing inventory 
of REO properties as a result of these activities and we are recommending increased staffing levels there as 
well.  To support those activities, positions have been added in Fiscal Services (accounting) and IT (systems 
support).  We will also be implementing the federal assistance program.  In this scenario, we have assumed 
a smaller warehouse credit facility which would result in only a modest level of lending volume.  For the 
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Multifamily Division, we assume continued MHSA and TCAP activity and conduit financing to take 
advantage of the NIBP.  Asset Management Division’s workload will actually increase as TCAP properties 
come on line over the next year.  We will be strategically filling our vacancies with limited term and 
permanent employees and also hire temporary employees as workload demands. 
 
 Scenario 2:  Baseline Scenario 1 activities with a higher level of lending activity:  This scenario assumes 
all of the loss mitigation and portfolio management activities in Scenario 1.  The same level of activity for 
the Multifamily and Asset Management Divisions is assumed.  In Scenario 2, however, we assume greater 
success in obtaining warehouse credit financing and a higher level of lending activity in the Homeownership 
Division.   
 
In these two scenarios, we make the assumption that a great deal of effort will continue to be placed on the 
following activities: 1) improving CalHFA’s Loan Servicing Division; 2) keeping borrowers in their homes 
through counseling and work on loan modifications; 3)  management of single family REOs; 4) and 
management of multi-family properties. 
 

Summary
 
The proposed operating budget for Fiscal Year 2010-11 is $48.3 million; a .8% increase over the $47.9 
million budget the Board adopted for FY 2009-10.  We have again broken the budget into two parts, the 
“Baseline Budget” and the “Strategic Projects Contracts.” This will provide Board members with a better 
understanding of the day to day costs (baseline operating expenses) versus the one-time Strategic Projects.  
(A summary page is included for your review as Attachment 1 to this memorandum.) 
 
However, this does not present the entire picture.  The projected actual expenditure number for FY 2009-10 
is $40.5 million; a $7.4 million reduction in spending and 15.5% below budget.   
Most of the reduction is spending can be explained by three factors: 1) 3 day furloughs (as opposed to the 2 
day furlough originally planned by the Governor; 2) higher personnel vacancies during the year and greater 
use of temp employees – these two factors reduced expenditures by $4.7 million.  The third factor was the 
reduction in spending on Strategic Projects as priorities were adjusted to deal with growing delinquencies 
and loss mitigation efforts.  This resulted in $2.5 million in costs that will be shifted to FY 2010-11 and 
future years as these projects are completed. 
 
The FY 2010-11 operating budget represents a substantial increase in spending over FY 2009-10 actual 
spending.  The proposed budget of $48.3 million represents a $7.8 million or 19% increase in costs for the 
new year.  Again, these proposed increases can be explained by activities that mirror the priorities discussed 
above.   
 
First, personnel costs represent $7.0 million (net of cost reduction from reduced use of temp employees) of 
the increase.  Most of the increased personnel costs are associated with the end of the state furlough 
program and the Agency’s plan to reduce vacancies (through 35 hires) to aggressively manage loss 
mitigation activities and REO management.  Second, Strategic Projects will return to schedule and several 
major projects will be completed during FY 2010-11.  This will result in increased costs of $3.2 million.  
Finally, the Agency’s overhead charge from the State of California (as computed by the Department of 
Finance) is scheduled to increase by almost $600,000.   
 
These additional costs are offset by a reduction in costs of 1) a substantial reduction in facilities costs due to 
rent savings in the new Sacrament office location ($1.3 million savings) and 2) an $800,000 due largely to a 
reduction in budgeted legal costs and 3) reimbursement from Hardest Hit Funds for approximately $1 
million of Agency expenses related to this federally funded program.   
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FY 2010/11 Detailed Review:  

Shifting Workload and Monitoring Expenses: 
 
To accommodate workload changes and program needs in the FY 2010/11 operating budget, we will 
continue to shift staff and dollars between Divisions.  As discussed above, the workload changes and new 
programs accommodate increased activity in Loan Servicing and Single Family Portfolio Management 
(REO management, Short Sales, and Loss Mitigation); Loan Servicing (Loan Modification, Short Sales, 
Foreclosure, Claims and Collections) and Multifamily Lending and Asset Management for TCAP projects, 
MHSA and an increasing number of multifamily properties to manage. Every effort has been made to utilize 
qualified staff from other areas of the Agency to help with the shifting workload.  
 
During the past year, we have hired temporary staff to provide immediate help and relief to the added 
workload. In the meantime, we held exams (per the Civil Service system) to develop a pool of qualified 
candidates to hire limited term or permanent employees. Upon assessing the workload, we are in a position 
to make significant headway to resolve our backlog. Since we concentrated on the exam process and hired 
appropriate management personnel, we are now in the position to hire limited term and permanent 
employees and reduce the temporary help staff as appropriate.  
 
Proposed staffing: 
 

• Executive may fill the Chief Deputy Director position. This is a Governor appointed position. 
• Administration has requested a contracts position. This position will help coordinate, consolidate, 

develop, implement, and follow up on contract deliverables. 
• Financing will stay status quo. 
• Fiscal Services needs positions for increase workload in REO claims, Bond Administration, 

Financial Reporting, and Accounting Systems. 
• Loan Servicing Division needs positions to handle the backlog of REO, short sales, foreclosure, and 

loan modification. This year we moved Loan Servicing to a better location and added supervisory 
positions. Our objective is to slowly convert 20 temporary help positions to limited term. 

• General Counsel will stay status quo. 
• Marketing will stay status quo. 
• Information Technology may fill the CIO position. This is a Governor appointed position.  
• Homeownership may fill the Director position. This is a Governor appointed position. 

Homeownership would like to fill critical vacancies for the Lender Administrations/ 
Relations/Recertification Unit.  

• Portfolio Management would like to fill for additional workload in the following area:  Audit the 
Loan Servicing portfolio; REO Unit; and support staff.   

• Mortgage Insurance will stay status quo. 
• Multifamily will stay status quo.  
• Asset Management would like to fill for additional workload in TCAC, PBCA, MHSA, NIBP and 

the Agency’s Multifamily existing portfolio of loans.  
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When the FY 2009-10 budget was presented to the Board in July 2009, we indicated that we expected to be 
operating at 271 (of 311 authorized) positions by the end of the fiscal year.  The plan was to use temporary 
employees and shift employees from other divisions to meet workload demands.   
 
We are on target with 275 employees and plan to fill 35 vacancies through the course of FY 2010-11.  These 
new employees will meet loss mitigation workload demand in loan servicing and single family portfolio 
management.  Additional employees are also needed in the accounting area to meet the back office demands 
of REO management and other loss mitigation efforts.  Finally, additional employees are needed to meet 
retirements and planned workload increases in multifamily Asset Management.  
 
Proposal by line item: 
 
Personal Services 
 
• Salaries and Wages ($22,509,000 and 311 permanent positions). 
The 2010-11 FY budget is $320,000 over current year’s budget. For FY 2009-10 we had approximately 40 
vacancies for a majority of the year. For the 2010-11 FY we plan to fill all vacancies as rapidly as possible. 
 
• Furlough/Vacancies (-$963,000). 
For FY 2009-10 we had $4,729,000 in furlough reductions. The furlough is expected to end on June 30, 
2010 per the Governors Executive Order. For FY 2010-11 we are projecting a vacancy reduction due to 
attrition, retirements, separations, and delays in hires.  
 
• Temporary Help ($1,225,000).  
Temporary Help budgeted for FY 2009-10 was $1,322,000 and the projected actual expenditures are 
$1,539,000. The FY 2010-11 budget will be reduced because we plan to replace the temporary help 
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positions with limited term and permanent employees.  Due to workload management, it will not be possible 
to completely eliminate the temporary help costs. 
 
• Overtime ($179,000). 
For FY 2009-10, the majority of overtime was incurred by Loan Servicing, Portfolio Management and the 
West Sacramento move. We plan to increase the overtime budget due to utilizing our own staff verses hiring 
additional staff. 
 
• Staff Benefits ($7,878,000). 
Our current actual staff benefit rate is 35% and we plan to use the same percentage for next year. Next 
year’s Staff Benefits will increase due to the projected filling of all vacancies.  The staff benefits rate is set 
by the Department of Finance. 
 
Operating Expenses 
 
• General Expense ($712,000). 
Next year’s budget is reduced by $91,000 based on current year’s projected expenditures. 
  
• Communication ($538,000). 
Next year’s budget is reduced by $71,000 based on current year’s projected expenditures. 
 
• Travel ($320,000). 
Next year’s budget is reduced by $105,000 based on current year’s projected expenditures. 
 
• Training ($167,000). 
Next year’s budget is reduced by $8,000 based on current year’s projected expenditures. 
 
• Facilities Operations ($2,000,000). 
We have four sites to budget (Meridian, Senator, Culver City, and 500 Capitol Mall). We are  expecting to 
consolidate our Sacramento office location to 500 Capitol Mall on September 1, 2010. Based on the 
projected new lease agreement, we will have free rent for the first 10 months.  
 
• Contracts ($3,861,000) 
This includes all of our Interagency and External Agreements. This expenditure will decrease by $652,000 
due to a decrease in litigation work. 
 
• Central Administrative Services ($2,267,000). 
These are cost to do business with state “control agencies” such as Dept. of Finance, State Controllers 
Office, State Treasurer, Legislature, Department of Personal Administration, etc. Our Administrative 
Prorata costs (i.e., state overhead costs) have increased by $588,000. This amount is calculated by the 
Department of Finance. 
 
• Information Technology ($927,000). 
This area is reduced by $19,000. This is for hardware, software, maintenance agreements. 
 
• Equipment ($320,000). 
This area has been reduced by $85,000 due to reduced purchasing for copiers, furniture, and file cabinets. 
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• Hardest Hit Program (-$985,000). 
This is the $700 million federal assistance program that will be provided to a non-profit. CalHFA will be 
reimbursed for developing, implementing, and follow-up. This is our best estimate to date. 
  
• Strategic Project Contracts (7,369,000) 
This area will increase by $766,000 due to our move to 500 Capitol Mall. The IT Strategic Projects are: 
Fiscal Project, Homeownership Project, Enterprise Content Management, and the Agency Move. 
 

Scenario 2

In the event that borrower demand from first time homebuyers exceeds expectations and additional 
warehousing credit lines can be obtained, the Agency may be in the happy situation of bringing on more 
personnel to accommodate increased lending activity.  Some of this increased activity will be handled by 
personnel levels planned in Scenario 1.  However, in the event of significantly higher lending, the Agency 
has two options: 1) hire additional temporary contract employees or 2) hire additional limited term and/or 
permanent staff.  In the event that these costs exceed the Scenario 1 proposed budget, staff will return to the 
Board for an augmentation of the operating budget. 

Conclusion

This proposed budget covers the most likely events for the 2010/11 fiscal year.  The approval of our 
operating budget plan will provide Staff with the flexibility to carry out the Agency’s two year business 
plan.  Once again, it is important to point out that the Agency is entirely self supported from operations.  
The cost of the Agency’s operations have no impact on the State’s general fund budget and, with the closure 
of the Agency’s warehouse line of credit with the PMIB, do not create a cash flow drain to the State.  
 
Your approval of Resolution 10-07 is requested. 
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May 4, 2010

Budgeted Actual Budgeted Proposed
EXPENDITURE ITEM 2008-09 2008-09 2009-10 2009-10 2010-11

PERSONAL SERVICES

Salaries and Wages $21,714 $18,100 $22,189 $19,857 $22,509

Furlough / Vacancies (1,134) (2,186) (4,729) (963)

Anticipated Salaries and Wages 20,580 18,100 20,003 15,128 21,546

Temporary Help
Students/Retired Annuitants 268 446 458 539 563
Contract 533 424 864 1,000 662

Overtime 109 110 144 169 179

Proposed Exempt Employee 49 0 0 0 0
    Compensation Adjustments

Staff Benefits 6,462 8,893 7,046 6,950 7,878

TOTALS, Personal Services $28,001 $27,974 $28,515 $23,786 $30,828

OPERATING EXPENSES AND EQUIPMENT

General Expense 757 734 803 750 712
Communications 781 603 609 500 538
Travel 665 424 425 325 320
Training 244 143 175 75 167
Facilities Operation 3,007 3,071 3,260 3,260 2,000
Consulting & Professional Services 4,025 2,989 4,513 4,652 3,861
*Central Admin. Serv. 2,150 2,184 1,679 1,679  2,267
Information Technology 936 841 946 946 927
Equipment 405 180 405 405 320

TOTALS, Operating Expenses and Equipment $12,970 $11,169 $12,815 $12,592 $11,112

TOTALS, Baseline Budget $40,971 $39,143 $41,330 $36,378 $41,940

TOTALS, Hardest Hit (Outside Funding) ($985)

NET, Baseline Budget $40,971 $39,143 $41,330 $36,378 $40,955

TOTALS, Strategic Project Contracts $5,187 $2,835 $6,613 $4,134 $7,369
       (includes move costs)

TOTALS, EXPENDITURES $46,158 $41,978 $47,943 $40,512 $48,324

Projected
Actual

* 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.

CALIFORNIA HOUSING FINANCE AGENCY
2010-11

CONSOLIDATED CALHFA AND MIS FUNDS OPERATING BUDGET
(DOLLARS IN THOUSANDS)
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 RESOLUTION 10-07 1 
 2 
 CALHFA OPERATING BUDGET 3 
 4 
 FISCAL YEAR 2010/2011 5 
 6 
 7 
 8 
 WHEREAS, the Board of Directors of the California Housing Finance Agency 9 
 has reviewed its proposed operating budget for the 2010/2011 fiscal year; 10 
 11 
 NOW, THEREFORE, BE IT RESOLVED as follows: 12 
  13 
 1.          The operating budget attached hereto is hereby 14 
  approved for operations of the California 15 
  Housing Finance Agency Fund for fiscal year 16 
  2010/2011. 17 
 18 
I hereby certify that this is a true and correct copy of Resolution 10-07 adopted at a duly 19 
constituted meeting of the Board of the Agency held on May 12, 2010, in Burbank, 20 
California. 21 
 22 
 23 
 24 
     ATTEST: ______________________ 25 
   Secretary 26 
 27 
 28 
Attachment  29 
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State of California 

M E M O R A N D U M 

To: CalHFA Board of Directors    Date: May 12, 2010 
  
 
  

From: L Steven Spears, Executive Director
  CALIFORNIA HOUSING FINANCE AGENCY 
 
 
Subject: Agenda Item 6 – Update on Sacramento Office Consolidation 
 
Staff is working to finalize our lease agreement and floor plan. With a target move in date of 
September 1, 2010, we are getting bids for furniture, cabling, security, and move costs. We have 
developed a great team of in-house staff and consultants to organize and implement the move. Since 
this is a full service lease, we are also working closely with the Bank of the West Tower staff with 
the design and construction of  Tenant Improvements.      
 
We are in the process of executing a three month extension with the Senator (September 1, 2010 to 
November 30, 2010). This would help provide some breathing room with our expected move in 
date. 
 
As of May 6, we do not have a finalized the office lease with Bank of the West Tower.  A meeting 
with the building owner is scheduled for May 7 to go over final details.  Some of the highlight of the 
initial proposed lease that has not changed: 
 
• Base Lease Rate: $2.65 psf/mo; full service with 2% annual increases. 
• Estimated Tenant Improvements: “Turnkey” – estimated to be $50 per rsf. 
• Moving Allowance: $2.00 per rsf 
• Delivery Date: September 1, 2010. 
 
Proposed changes to the lease include: 
 
• Size: Actual space may increase somewhat but has yet to be determined.  
• Lease Term: Two additional months have been added (12 years, 10 months). This is due to the 
added two months of free rent. 
• Rental Abatement: Two additional months of free rent have been added (10 months). 
• Parking: One and a half unreserved spaces for each 1,000 square feet of usable area, at $130 
space per month. 15 reserved spaces at $195 space per month. 
• Option to Reduce Space: Ability to reduce space by 10,998 rsf if request is made six months 
prior to the 3rd anniversary of the Commencement Date with conditions.  
• Expansion Option: Able to expand by approximately 6,000 sf on the 6th or 8th floor any time on 
or before March 31, 2012 with conditions. 
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• Estimated Relocation & Moving Expenses: This cost is still being calculated as we expect it to 
increase. This is due to furniture expenses. Our current modular furniture is outdated and will not be 
able to be reconfigured to our current floor plan.  
• Delivery Date: If an extension with the Senator is fully executed, may delay the estimated move 
date to October 1, 2010 for the Meridian and October 10, 2010 for the Senator. 
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 State of California 

M E M O R A N D U M 

To Board of Directors                                                        Date: May 6, 2010 

      Bruce D. Gilbertson, Director of Financing 
From:     CALIFORNIA HOUSING FINANCE AGENCY 

Subject: REPORT OF SECURITZATION AND SALE OF FHA INSURED PORTFOLIO LOANS 

During the week of March 15, 2010, the Agency securitized approximately $326.8 million 
of FHA insured portfolio loans into Ginnie Mae (GNMA) mortgage-backed securities.
The loans were held as collateral to bondholders under various indentures and 
unencumbered by bonds on the Agency’s balance sheet as reflected in Exhibit A.  All of 
the loans were serviced by Bank of America.  By securitizing the whole loans the Agency 
created a more marketable asset. 

Subsequently, on April 20, 2010, the Agency sold approximately $255.65 million of these 
GNMA securities at a premium.  The total premium realized on the sale of the securities is 
approximately $10.79 million, as reflected in Exhibit B.  The total fees paid to execute 
these transactions were about $771,000, leaving a net premium of $10 million.  The sale 
of the GNMA securities immediately created liquidity for the Agency which will largely 
be used to retire debt. 

A large portion of the loans pooled into GNMA mortgage-backed securities were held 
under the Home Mortgage Revenue Bonds indenture which totaled approximately $311.2 
million. Of this amount, about $241.6 million of securities were sold on April 20, 2010 
and the proceeds will be used to retire debt.  The remaining $69.6 million of securities 
were retained under the indenture, as shown in Exhibit C, and will benefit from the 
guaranteed payments received from these securities.   

All of the loans securitized under the Single Family Mortgage Bonds II indenture, totaling 
about $9.7 million, were included in GNMA securities that were sold on April 20, 2010.  
These proceeds along with $3.4 million in cash under the indenture and a $6.6 million 
contribution from the Agency’s available liquidity will allow the Agency to redeem all 
remaining outstanding bonds under this indenture in the amount of $19.7 million on June 
1, 2010.  In return for this contribution, the Agency G.O. will receive $33 million of fund 
equity, consisting of mainly mortgage loans, which will provide annual revenue of 
approximately $4.5 million.   

The remaining securitized loans were held under the Housing Mortgage Bonds indenture, 
about $4.9 million and the Agency’s accounts, about $1 million.  Approximately $1.6 
million of these GNMA securities were retained by the Agency. 

The following exhibits contain certain information regarding these transactions.  
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Exhibit B

GNMA Pool GN Pool
Type Coupon Number Pool Amount Price Premium

GNII Major 5.00 4658 10,663,125.00     104.234375 451,516.70          
GNII Major 5.50 4659 5,743,653.00       106.046875 347,311.52          
GNII Major 6.00 4660 15,672,023.00     107.46875 1,170,504.22       
GNII Major 6.50 4661 1,906,940.00       109.15625 174,604.19          
GNI 4.50 736619 5,926,946.00       100.5625 33,339.07            
GNI 4.50 736620 8,540,514.00       100.71875 61,384.94            
GNI 4.50 736621 21,422,791.00     100.71875 153,976.31          
GNI 5.00 736622 3,475,099.00       104.546875 158,008.41          
GNI 5.00 736623 4,578,541.00       103.484375 159,533.54          
GNI 5.00 736624 11,707,886.00     103.65625 428,069.58          
GNI 5.50 736625 6,492,241.00       106.21875 403,736.24          
GNI 5.50 736626 2,860,356.00       104.90625 140,336.22          
GNI 5.50 736627 2,285,031.00       104.90625 112,109.33          
GNI 5.50 736628 3,149,880.00       105.375 169,306.05          
GNI 5.50 736629 1,412,911.00       106.21875 87,865.40            
GNI 5.50 736630 1,581,339.00       105.375 84,996.97            
GNI 5.50 736631 3,190,142.00       105.375 171,470.13          
GNI 5.50 736632 2,367,857.00       105.375 127,272.31          
GNI 5.50 736633 2,260,665.00       105.375 121,510.74          
GNI 5.50 736634 1,871,540.00       105.375 100,595.28          
GNI 5.50 736635 4,494,952.00       105.375 241,603.67          
GNI 5.50 736636 1,426,431.00       106.21875 88,706.18            
GNI 6.00 736637 4,057,045.00       107.96875 323,295.77          
GNI 6.00 736638 3,259,374.00       107.96875 259,731.37          
GNI 6.00 736639 1,951,017.00       107.96875 155,471.67          
GNI 6.00 736640 1,404,443.00       107.96875 111,916.55          
GNI 6.50 736641 1,422,657.00       109.28125 132,040.35          
GNI 6.50 736642 1,212,779.00       109.28125 112,561.05          
GNI 6.50 736643 1,033,784.00       109.28125 95,948.08            
GNI 6.50 736644 1,231,390.00       109.28125 114,288.38          
GNII 4.50 736276 3,906,028.00       100 -                       
GNII 4.50 736277 2,120,086.00       100 -                       
GNII 4.50 736278 1,895,513.00       100 -                       
GNII 4.50 736279 3,580,819.00       100 -                       
GNII 4.50 736280 21,748,413.00     100 -                       
GNII 5.00 736281 7,908,024.00       103.03125 239,711.98          
GNII 5.00 736282 9,274,607.00       103.03125 281,136.52          
GNII 5.00 736283 5,312,377.00       103.4375 182,612.96          
GNII 5.00 736284 5,394,160.00       103.4375 185,424.25          
GNII 5.00 736285 1,095,610.00       103.4375 37,661.59            
GNII 5.00 736286 5,042,015.00       103.4375 173,319.27          
GNII 5.50 736287 1,675,919.00       105.171875 86,676.44            
GNII 5.50 736288 7,663,012.00       105.171875 396,321.40          
GNII 5.50 736289 2,584,040.00       105.171875 133,643.32          
GNII 5.50 736290 1,361,608.00       105.265625 71,697.17            
GNII 5.50 736291 2,048,022.00       105.265625 107,841.16          
GNII 5.50 736292 3,551,964.00       105.265625 187,033.10          
GNII 5.50 736293 1,067,945.00       105.265625 56,233.98            
GNII 5.50 736294 1,099,480.00       105.265625 57,894.49            
GNII 5.50 736295 1,058,888.00       105.265625 55,757.07            
GNII 5.50 736296 1,462,386.00       105.265625 77,003.76            
GNII 6.00 736297 4,631,755.00       107.46875 345,934.20          
GNII 6.00 736298 1,882,817.00       107.46875 140,622.89          
GNII 6.00 736299 3,848,698.00       107.46875 287,449.63          
GNII 6.00 736300 1,792,988.00       107.46875 133,913.79          
GNII 6.00 736301 1,495,976.00       107.46875 111,730.71          
GNII 6.00 736302 1,200,199.00       107.46875 89,639.86            
GNII 6.00 736303 1,705,128.00       107.46875 127,351.75          
GNII 7.00 736304 1,139,328.00       110.34375 117,849.24          
GNII 7.00 736305 1,284,206.00       110.34375 132,835.06          
GNII 7.00 736306 1,628,331.00       110.34375 168,430.49          
GNII 6.50 736307 1,496,889.00       109.15625 137,058.90          
GNII 6.50 736308 2,004,099.00       109.15625 183,500.31          
GNII 6.50 736309 1,077,998.00       109.15625 98,704.19            
GNII 6.50 736310 1,015,676.00       109.15625 92,997.83            

255,658,356        10,790,997.56

GNMA Pools Traded - April 20, 2010
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State of California  

M E M O R A N D U M 

To: Board of Directors       Date:  May 6, 2010 

 Bruce D. Gilbertson, Director of Financing 
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: REPORT OF MULTIFAMILY LOAN PORTFOLIO REFINANCING 

 On March 31st and April 30th  the Agency refinanced $94,955,521 of multifamily 
mortgage loans with Citibank, N.A. for the purposes of refunding multifamily housing 
revenue bonds and monetizing the Agency’s unencumbered loan assets.  Citibank, N.A 
made loans to the Agency equal to the par amount of the multifamily mortgage loans.  
The Agency benefited from this transaction by using proceeds from the Citibank loans to 
redeem $87 million of multifamily housing revenue bonds; primarily auction rate 
securities and variable rate demand obligations. The remaining proceeds, in the amount 
of $7.4 million, were deposited into Agency accounts: both indenture general program 
accounts and unrestricted cash accounts of the Agency.  This $7.4 million will increase 
the Agency’s liquidity position.

 The ownership of these multifamily mortgage loans remains with the Agency.  With 
respect to the borrowers, we remain as the lender and servicer of the mortgage loans.  
However, with respect to the notes made to Citibank, the Agency has pledged the 
multifamily mortgage loans and the Agency’s general obligation guarantees the timely 
monthly payments of principal and interest to Citibank, N.A.  Citibank agreed to retain 
the Agency as servicer of these notes.  The monthly servicing fee is 0.20% of the unpaid 
principal balance of the mortgage loans. 

 Attached is the list of the Agency’s notes assigned to Citibank, N.A. 
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Project
Tax

Status
UPB as of
3/30/10

Note
Coupon

Rate
Payable
to Citi Servicing

Passthru
Coupon
to Citi

BELVEDERE PLACE Non-AMT 1,332,139$            5.95% 5.95% 0.20% 5.75%

CASA DE VIDA Non-AMT 565,530                7.25% 7.25% 0.20% 7.05%

COLONIAL FARMS Taxable 962,034                9.15% 9.15% 0.20% 8.95%

CORRALITOS CREEK APARTMENTS Non-AMT 2,318,481             5.25% 5.25% 0.20% 5.05%

DORETHA MITCHELL APTS Taxable 1,166,683             9.00% 8.75% 0.20% 8.55%

EDGEWATER ISLE Taxable 3,872,401             6.45% 6.45% 0.20% 6.25%

FLOWER PARK PLAZA Non-AMT 9,537,695             5.80% 5.55% 0.20% 5.35%

GATEWAY APARTMENTS Non-AMT 7,293,011             5.50% 5.25% 0.20% 5.05%

MADERA VILLA AMT 4,604,331             6.50% 6.50% 0.20% 6.30%

PADRE APARTMENTS Non-AMT 2,472,311             7.25% 7.25% 0.20% 7.05%

SOUTH DELAWARE APTS Non-AMT 754,799                5.50% 5.50% 0.20% 5.30%

SULLIVAN MANOR Taxable 2,552,881             9.15% 9.15% 0.20% 8.95%

VILLA ANAHEIM AMT 3,544,998             6.50% 6.50% 0.20% 6.30%

WOODBRIDGE Taxable 673,073                8.38% 8.38% 0.20% 8.18%

CONANT PLACE SENIORS AMT 763,068                6.80% 6.80% 0.20% 6.60%

DELAWARE STREET Non-AMT 1,249,398             5.50% 5.50% 0.20% 5.30%

HILLSIDE TERRACE Non-AMT 927,370                5.90% 5.65% 0.20% 5.45%

LASSEN AMT 3,858,422             6.20% 6.20% 0.20% 6.00%

LASSEN Taxable 344,543                7.00% 7.00% 0.20% 6.80%

NAPA CREEK MANOR Non-AMT 4,094,713             5.35% 5.10% 0.20% 4.90%

PICKLEWEED APTS. Non-AMT 1,559,145             5.70% 5.70% 0.20% 5.50%

PLAZA DEL SOL APARTMENTS AMT 7,906,692             5.29% 5.29% 0.20% 5.09%

PLAZA DEL SOL APARTMENTS Taxable 124,253                6.80% 6.80% 0.20% 6.60%

REDWOOD COURT Non-AMT 1,257,836             5.40% 5.15% 0.20% 4.95%

REDWOOD COURT Taxable 689,508                5.40% 5.15% 0.20% 4.95%

REDWOOD OAKS AMT 1,593,921             5.25% 5.25% 0.20% 5.05%

THOMAS PAINE APARTMENTS AMT 5,251,593             6.26% 6.26% 0.20% 6.06%

THOMAS PAINE APARTMENTS Taxable 721,092                6.26% 6.26% 0.20% 6.06%

VIA DEL MAR Non-AMT 796,495                5.50% 5.50% 0.20% 5.30%

VILLA CESAR CHAVEZ AMT 2,409,476             5.25% 5.25% 0.20% 5.05%

VILLA CESAR CHAVEZ AMT 461,389                5.25% 5.25% 0.20% 5.05%

VILLA MADERA Non-AMT 3,782,343             5.40% 5.40% 0.20% 5.20%

VILLA MADERA Non-AMT 329,377                5.40% 5.40% 0.20% 5.20%

WARWICK SQUARE APARTMENTS Non-AMT 15,058,178            6.00% 5.75% 0.20% 5.55%

WARWICK SQUARE APARTMENTS Taxable 126,339                6.00% 5.75% 0.20% 5.55%

Total 94,955,521$          

CALIFORNIA HOUSING FINANCE AGENCY

MULTIFAMILY LOAN PORTFOLIO ASSIGNMENT
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State of California

M E M O R A N D U M 

To: Board of Directors      Date:  May 6, 2010 
          

 Bruce D. Gilbertson, Director of Financing 
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: Homeownership Loan Portfolio Update 

Attached for your information is a report summarizing the Agency’s Homeownership loan portfolio: 

� Delinquencies as of February 28, 2010 by insurance type, 
� Delinquencies as of February 28, 2010 by product (loan) type, 
� Delinquencies as of February 28, 2010 by loan servicer, 
� Delinquencies as of February 28, 2010 by county, 
� A graph of CalHFA’s 90-day+ ratios for FHA and Conventional loans (for the period of 

February 2000 through February 2010), 
�  A graph of 90-day+ ratios for CalHFA’s three Conventional loan (products) types, for the 

period of February 2008 through February 2010, 
� Real Estate Owned (REO) as of March 31, 2010,
� Gains/ (Losses) on the Disposition of 1st Trust Deeds, Calendar 2008, Calendar 2009, and 

January 1 through March 31, 2010, and 
� Write-Offs of subordinate loans for January 1 through March 31, 2010 
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1 of 5

HOMEOWNERSHIP LOAN PORTFOLIO
DELINQUENCY, REO and LOSS REPORT

Reconciled Loan Delinquency Summary 
All Active Loans By Insurance Type

As of February 28, 2010

Reconciled Loan Delinquency Summary 
All Active Loans By Loan Type

As of February 28, 2010

*Cancelled per Federal Homeowner Protection Act of 1998,  which grants the option to cancel the MI with 20% equity.

Loan
Count Balance Percent 30-Day 60-Day 90(+) Day Total

Federal Guaranty
FHA 14,446  1,969,920,444$  33.25% 5.13% 2.33% 11.61% 19.06%
VA 393       61,872,135 1.04% 3.31% 1.53% 9.67% 14.50%
RHS 99         19,498,905 0.33% 3.03% 2.02% 16.16% 21.21%

Conventional loans
with MI
CalHFA MI Fund 8,859    2,416,080,122    40.78% 3.69% 2.09% 16.60% 22.38%
without MI
Orig with no MI 5,919    1,228,955,826    20.74% 2.35% 1.00% 5.83% 9.17%
MI Cancelled* 1,571    227,836,295       3.85% 1.97% 0.76% 2.42% 5.16%
Total CalHFA 31,287  5,924,163,725$  100.00% 4.01% 1.92% 11.46% 17.38%

DELINQUENCY RATIOS

Loan
Count Balance Percent 30-Day 60-Day 90(+) Day Total

FHA 14,446 1,969,920,444$  33.25% 5.13% 2.33% 11.61% 19.06%
VA 393 61,872,135         1.04% 3.31% 1.53% 9.67% 14.50%
RHS 99 19,498,905         0.33% 3.03% 2.02% 16.16% 21.21%
Conventional - with MI 4,270 1,055,276,466    17.81% 3.23% 1.52% 11.64% 16.39%
Conventional - w/o MI 6,522 1,225,491,018    20.69% 2.07% 0.89% 4.23% 7.19%

Conventional - with MI 696 204,942,408       3.46% 4.74% 2.73% 18.97% 26.44%
Conventional - w/o MI 230 46,595,331         0.79% 2.61% 0.87% 6.96% 10.43%

Conventional - with MI 3,893 1,155,861,248    19.51% 4.01% 2.59% 21.63% 28.23%
Conventional - w/o MI 738 184,705,771       3.12% 3.93% 1.49% 12.33% 17.75%

31,287 5,924,163,725$  100.00% 4.01% 1.92% 11.46% 17.38%

      Weighted average of conventional loans: 3.04% 1.57% 11.34% 15.95%

DELINQUENCY RATIOS

Total CalHFA

30-yr level amort

40-yr level amort

5-yr IOP, 30-yr amort
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Reconciled Loan Delinquency Summary 
All Active Loans By Loan Servicer

As of February 28, 2010

2 of 5

Reconciled Loan Delinquency Summary 
All Active Loans By County

As of February 28, 2010

Loan
Count Balance Percent 30-Day 60-Day 90(+) Day Total

CALHFA - LOAN SERVICING 10,868   2,566,676,670$   43.33% 3.16% 1.29% 10.25% 14.69%
GUILD MORTGAGE 6,831     1,283,952,778     21.67% 4.95% 2.37% 13.15% 20.47%
BAC HOME LOANS SERVICING, LP 5,621     945,625,553        15.96% 4.34% 2.54% 15.34% 22.22%
WELLS FARGO HOME MORTGAGE 2,709     341,371,154        5.76% 3.29% 1.73% 7.05% 12.07%
EVERHOME MORTGAGE COMPANY 2,332     240,214,504        4.05% 5.10% 1.80% 5.62% 12.52%
FIRST MORTGAGE CORP 1,189     253,260,738        4.28% 3.53% 2.44% 17.16% 23.13%
GMAC MORTGAGE CORP 1,050     154,082,529        2.60% 5.33% 2.38% 9.71% 17.43%
BANK OF AMERICA, NA 319        56,689,298          0.96% 5.02% 1.88% 13.17% 20.06%
WASHINGTON MUTUAL BANK 242        61,539,966          1.04% 1.24% 1.65% 11.16% 14.05%
CITIMORTGAGE, INC. 68          16,376,123          0.28% 4.41% 2.94% 17.65% 25.00%
DOVENMUEHLE MORTGAGE, INC. 50          1,862,801            0.03% 0.00% 0.00% 0.00% 0.00%
WESCOM CREDIT UNION 7            2,191,195            0.04% 14.29% 0.00% 28.57% 42.86%
PROVIDENT CREDIT UNION 1            320,417               0.01% 0.00% 0.00% 0.00% 0.00%

Total CalHFA 31,287   5,924,163,725$   100.00% 4.01% 1.92% 11.46% 17.38%

DELINQUENCY RATIOS

Loan
Count Balance Percent 30-Day 60-Day 90-Day+ Total

LOS ANGELES 4,870 1,032,478,494$  17.43% 3.90% 1.93% 9.36% 15.20%
SAN DIEGO 3,166 715,000,847 12.07% 4.01% 2.27% 15.41% 21.70%
KERN 1,963 230,772,908 3.90% 5.65% 2.95% 11.56% 20.17%
SANTA CLARA 1,920 542,007,769 9.15% 1.56% 1.04% 5.31% 7.92%
RIVERSIDE 1,812 314,505,527 5.31% 5.02% 2.65% 20.53% 28.20%
SAN BERNARDINO 1,748 315,709,239 5.33% 4.46% 2.75% 20.94% 28.15%
ORANGE 1,626 375,333,301 6.34% 2.64% 1.97% 7.56% 12.18%
SACRAMENTO 1,618 314,150,084 5.30% 4.26% 2.29% 14.96% 21.51%
TULARE 1,613 161,661,503 2.73% 5.39% 2.11% 10.29% 17.79%
FRESNO 1,551 151,747,306 2.56% 6.00% 1.93% 8.70% 16.63%
ALAMEDA 1,217 308,756,094 5.21% 1.81% 0.90% 5.67% 8.38%
CONTRA COSTA 1,015 238,646,280 4.03% 3.05% 1.48% 11.92% 16.45%
VENTURA 717 199,865,034 3.37% 2.79% 1.12% 9.48% 13.39%
IMPERIAL 705 75,332,227 1.27% 5.96% 1.28% 11.21% 18.44%
SONOMA 549 119,493,586 2.02% 3.28% 0.91% 7.83% 12.02%
OTHER COUNTIES 5,197 828,703,527 13.99% 3.89% 1.52% 10.16% 15.57%

Total CalHFA 31,287 5,924,163,725$  100.00% 4.01% 1.92% 11.46% 17.38%

DELINQUENCY RATIOS
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90-day+ delinquent ratios for CalHFA’s FHA
and weighted average of all conventional loans

90-day+ delinquent ratios for CalHFA’s 
Three Conventional Loan Types
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*Trustee Sales

Beginning Reverted Repurchased Market Ending UPB 
Loan Balance to CalHFA by Lender Sale(s) Balance of REO's
Type # of Loans 2008 2008 2008 # of Loans Owned

FHA/RHS/VA 33 231 212 1 51 11,206,593$
Conventional 42 255 71 226 52,475,997

    Total 75 486 212 72 277 63,682,590$

Disposition of REO(s)
Calendar Year 2008

*Trustee Sales

Beginning Reverted Repurchased Market Ending UPB 
Loan Balance to CalHFA by Lender Sale(s) Balance of REO's

Type # of Loans 2009 2009 2009 # of Loans Owned

FHA/RHS/VA 51 588 452 187 40,850,369$
Conventional 226 929 536 619 150,498,899

    Total 277 1517 452 536 806 191,349,268$

Calendar Year 2009

Disposition of REO(s)

4 of 5

Beginning Reverted Reverted Total Repurchased Market Repurchased Market Total Ending UPB 
Loan Balance to CalHFA to CalHFA Trustee by Lender Sale(s) by Lender Sale(s) Disposition Balance of REO's
Type # of Loans Jan-Feb March Sales Jan-Feb Jan-Feb March March of REO(s) # of Loans Owned

FHA/RHS/VA 187 94 78 172 77 80 157 202 42,578,529$      
Conventional 619 227 114 341 110 58 168 792 189,244,946

    Total 806 321 192 513         77 110 80 58 325 994 231,823,475$

Real Estate Owned

Calendar Year 2010 (As of March 31, 2010)
*Trustee Sales Disposition of REO(s)

*3rd party trustee sales are not shown in the tables (tltle to these loans were never transferred to CalHFA).  There were 

eight (8) 3rd party sales in calendar year 2008, eighteen (18) 3rd party sales year 2009, and there are fourteen (14) 3rd party
sales to date for 2010.
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2010 Year to Date Composition of 1st Trust Deed Gain/(Loss)
(As of March 31, 2010)

Repurchased 
by Lender

Market 
Sales

Loan Balance 
at Trustee Sale

FHA/RHS/VA 157 33,639,334$   
Conventional 168 45,439,620     (3,957,815)$    (5,985,913)$    

157 168 79,078,954$   (3,957,815)$    (5,985,913)$    

(1)Estimated 
GAP Loss Loan Type

Disposition 

Estimated 
Indenture

Gain/(Loss) 

Loan Type Active Loans
Dollar 

Amount
Number of 
Write-Offs

%
(of Portfolio)

Dollar
Amount

%
(of Portfolio)

CHAP/HiCAP 12,177                  $129,873,476 392 3.22% $4,247,588 3.27%

CHDAP/ECTP/HiRAP 21,605                  181,042,983     353 1.63% 2,716,693 1.50%

Other (2) 289                       3,810,716         0 0.00% 0 0.00%

34,071                  $314,727,175 745 2.19% $6,964,282 2.21%

(2) Includes  HPA, MDP, OHPA, and SSLP.
(1) Does not include FNMA and CalSTRS subordinates (non-agency loans serviced by in house loan servicing)

2010 Year to Date Composition of Subordinate Write-Offs by Loan Type(1)

(As of March 31, 2010)

Active Loans Write-Offs

(1) The California Housing Loan Insurance Fund (the MI Fund") provides GAP insurance to meet 
HMRB bond indenture requirements that all loans held within that indenture have 50% of the unpaid 
principal balance insured by a mortgage insurance policy for the life of the loan. The insurance may 
be provided by any combination of government insurance, private mortgage insurance, or a policy 
from the MI fund. The Agency has currently agreed, pursuant to an internal interfund agreement,  to 
indemnify the MI Fund for claims paid for principal losses under the GAP insurance policy, up to a 
cumulative maximum amount of $135 million . The indemnification is payable solely from available 
funds held in a sub account within the California Housing Finance Fund. The interfund agreement 
may be modified or terminated by the Agency at any time.

1st TD Sale Estimated Gain/(Loss) (3,957,815)$         
Subordinate Write-Off (6,964,282)
Total Gain(Loss)/Write-Offs (10,922,097)$       

Calendar Year 2010(1) Year to Date REO Uninsured Losses(2)

(1) For the period of January 1, 2010 thru March 31, 2010.
(2) Includes both reconciled and unreconciled gains/losses to date.
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State of California

M E M O R A N D U M 

To: Board of Directors      Date:  April 28, 2010 

 Bruce D. Gilbertson, Director of Financing 
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: VARIABLE RATE BONDS AND INTEREST RATE SWAPS REPORT 

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.  .   

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 
� Unhedged Variable Rate Debt 
� Hedged Variable Rate Debt 
� Basis Risk
� Amortization Risk 
� Termination Risk 
� Types of Variable Rate Debt 
� Liquidity Providers 
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VARIABLE RATE DEBT EXPOSURE

This report describes the variable rate bonds 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 the Agency’s newest 
indentures which were established to take advantage of the federal government’s New Issue 
Bond Program:  RMRB (Residential Mortgage Revenue Bonds—for single family loans), and 
AMHRB (Affordable Multifamily Housing Revenue Bonds—for multifamily loans.)   The total 
amount of CalHFA variable rate debt is $6 billion, 66.7% of our $9.1 billion of total 
indebtedness as of April 1, 2010.

 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   $0  $2,551 $1,182 $3,733 
 MHRB  0  603 242 845 
 HPB  0  0 84 84 
 RMRB * 1,016  0 0 1,016 
 AMHRB *            381          0                     0          381

     Total $1,397  $3,154 $1,508 $6,059 

* The RMRB and AMHRB bonds are variable rate index bonds during the initial escrow period.
After each public offering (up to three times in 2010), they will be released from escrow and 
converted to fixed rate debt.  The debt service payment of the bonds during the escrow period is 
equal  to the interest earned from the money market funds in which the proceeds are invested. 

UNHEDGED VARIABLE RATE DEBT

As shown in the table above, our "net" variable rate exposure is $1.5 billion, 16.6% 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 $1.5 
billion of net variable rate exposure ($788 million taxable and $720 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 $650 million (six month average 
balance) 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 $650 million is a balance 
sheet hedge for the $1.5 billion of net variable rate exposure.

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 $272.8 million notional amount of interest  
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rate 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 $1.1 
billion of LIBOR-based debt. As a result, the $650 million of other Agency funds invested in 
SMIF effectively hedges approximately 60.6% 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.

HEDGED VARIABLE RATE DEBT

Currently, we have a total of 119 “fixed-payer” swaps with thirteen different counterparties for a 
combined notional amount of $3.4 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.  The table below provides a summary of our swap notional amounts. 

FIXED PAYER INTEREST RATE SWAPS 
 (notional amounts) 

($ in millions) 

      Tax-Exempt  Taxable Totals

  HMRB     $2, 460 $336 $2,796 
  MHRB     631 0 631 
  HPB          0        0      0

   TOTALS   $3,091 $336 $3,427

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 Goldman Sachs are with a highly-
rated structured subsidiary that is a special purpose vehicle used only for derivative products.
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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Notional Amounts
Number 

of
Swap Counterparty Moody's S & P Swaps

JPMorgan Chase Bank, N.A. Aa1 AA- 862.4$           22

Merrill Lynch Capital Services, Inc. A2 A 517.7             18

Citigroup Financial Products, Inc. A3 A 453.9             12

Merrill Lynch Derivative Products Aa3 AAA 397.8             24

Goldman Sachs Mitsui Marine
   Derivative Products, , L.P. Aa1 AAA 302.6             10

Deutsche Bank AG Aa3 A+ 244.3             11

AIG Financial Products, Corp. A3 A- 233.7             8

Morgan Stanley Capital Services, Inc. A2 A 136.7             2

Bank of America, N.A. Aa3 A+ 120.3             5

BNP Paribas Aa2 AA 73.7               2

UBS AG Aa3 A+ 32.0               2

Dexia Credit Local New York Agency A1 A 27.2               2

Bank of New York Mellon Aaa AA 25.0               1

3,427.3$ * 119

* Basis Swaps not included in totals

Credit Ratings

($ in millions)

Swapped

SWAP COUNTERPARTIES

as of 4/1/10

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, 2010 semiannual debt service payment date we made a total of $66.2 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.  
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BASIS RISK

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, 2010
All Tax-Exempt Swaps
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As the chart shows, the relationship between the two floating rates changes as market conditions 
change. Basis mismatch for our 2008 bond year (August 1, 2007 – July 31, 2008) has been 
primarily due to the collapse of the auction rate securities market and the impact of bond insurer 
downgrades on variable rate demand obligations.  Auction rate securities account for 55% of the 
total mismatch and insured variable rate demand obligations have accounted for 45% of the total 
mismatch for 2008.  We have responded to the market disruption by refunding, converting, or 
otherwise modifying many of the under performing auction rate securities and insured VRDOs.  
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In 2009, the basis mismatch was further compounded by bank bonds and the disparity between 
the SIFMA to LIBOR ratio.  The rates on bank bonds are much higher than the rates that we 
receive on swaps, and the SIFMA/LIBOR ratio had been at historically high levels over 100%..

These same factors have continued to contribute to our basis mismatch into the 2010 bond year.  
The new Temporary Credit and Liquidity Program from the federal government and the GSEs 
should significantly reduce or eliminate any basis mismatch.  As part of this process, all bond 
insurance was removed from VRDOs and the federal government will now provide direct credit 
support on all CalHFA VRDOs.  We expect that this will allow CalHFA VRDOs to reset with 
little or no spread to SIFMA.  The first two full months under the Temporary Credit and 
Liquidity Facility have provided us with a favorable basis mismatch; for the first time since 
2002.  The main risk that exists is that the SIFMA/LIBOR ratio continues to be high and as 
market rates rise our basis mismatch may remain higher than expected due to general market 
conditions.  Over the lifetime of our swaps we have experienced approximately $113 million of 
additional interest expense due to this basis mismatch.   

The floating side of Agency swaps are usually indexed to LIBOR or SIFMA.  LIBOR is the 
London Interbank Offered Rate index which is used to benchmark taxable floating rate debt, and 
SIFMA is the Securities Industry and Financial markets Association Index 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.  We continually monitor the SIFMA/LIBOR 
relationship and the performance of our swap formulas and make adjustments to the formula as 
necessary.  The following table displays the SIFMA/LIBOR ratio for the past eight years. 

2003 85.4% 2007 69.1%

2004 81.7% 2008 83.7%

2005 72.5% 2009 122.9%

2006 67.6% 2010 YTD 93.1%

Average SIFMA/LIBOR Ratio
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The table below shows the diversification of variable rate formulas used for determining the 
payments received from our interest rate swap counterparties. 

BASIS FOR VARIABLE RATE PAYMENTS 
 RECEIVED FROM SWAP COUNTERPARTIES 

(notional amounts) 
($ in millions) 

    Tax-Exempt  Taxable Totals

 % of LIBOR (+ spread)   $2,316 $0 $2,316 

 SIFMA (+ spread)     442 0 442 

 Stepped % of LIBOR 1   261 0 261 

 3 mo. LIBOR (+ spread)_   0 211 211 

 % of SIFMA     72 0 72 

 1 mo. LIBOR     0 70 70 

 3 mo. LIBOR     0 29 29 

 6 mo. LIBOR             0       26         26

   TOTALS   $3,091 $336 $3,427

1 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%. 

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. 
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.   

Of interest is an $272 million overswap mismatch between the notional amount of certain of our 
swaps and the outstanding amount of the related bonds.  This mismatch has occurred for two 
reasons:  1) as a result of the interplay between loan prepayments and the “10-year rule” of 
federal tax law and 2) the strategic debt management of the Agency to redeem bonds that were 
hedged but were associated with troubled or problematic financial partners.  While some of our 
bonds are “over-swapped”, there are significantly more than enough unswapped variable rate 
bonds to compensate for the mismatch.  To mitigate our overswapped position, we continually  
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monitor the termination value of our “excess swap” position looking for opportunities to unwind 
these positions when market terminations would be at minimal cost or a positive value to us and 
by exercising the par swap options as they become available.  

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 “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.  The table 
below shows the swap collateral postings that we currently have to some of our swap 
counterparties.   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. 

JPMorgan
BofA / 

Merrill Lynch Total
Marked-to-Market 76 18
Collateral Threshold 50 0
   Posting Requirment 26 18 44

Agency MBS Posted 29 17 46
Agency Cash Posted 1 3 4
   Over/Under Collateral 4 2 6

Swap Collateral Posting
as of 4/22/2010
($ in millions)

Currently, the Government Accounting Standards Board only requires that our balance sheet and 
income statement be adjusted for the market value of our swaps for those swaps that are deemed 
not to be effective hedges by the test provided in GASB 53.  However, it does require that the 
market value be disclosed for all of our swaps in the notes to our financial statements.   

354



 Board of Directors  April 28, 2010 

                              - 9 -

Monthly we monitor the termination value of our swap portfolio as it grows and as interest rates 
change.  The table below shows a quarterly history of the fluctuating negative value of our swap 
portfolio for the past year. 

TERMINATION VALUE HISTORY

   Termination Value 
  Date     ($ in millions)
   6/30/09 *     ($276.8) 
 9/30/09   ($295.5) 
  12/31/09  ($226.7) 
  3/31/10   ($242.9) 
   
* As reported in the Financial Statements  

 TYPES OF VARIABLE RATE DEBT

The following table 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 $0 $1,013 $2,720 $3,733 
 MHRB 170 0 675 845 
 HPB  0 0 84 84 
 RMRB 0 1,016 0 1,016  
 AMHRB       0        381         0        381

  Total $170 $2,410 $3,479 $6,059 
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LIQUIDITY PROVIDERS

On October 19, 2009, the United States Treasury (Treasury) announced a new initiative for state 
and local housing finance agencies (HFAs) to provide a new bond purchase program to support 
new lending by HFAs and to provide a temporary credit and liquidity program (TCLP) to 
improve access of HFAs to liquidity for outstanding HFA bonds.  On December 23, 2009, the 
Agency closed eight TCLP transactions with Treasury to replace the liquidity for $3.5 billion of 
variable rate bonds.  The new liquidity became effective in January 2010 on the mandatory tender 
dates of the bonds and will expire on December 23, 2012. 

The table below shows the government-sponsored enterprise (GSE) which are providing liquidity 
in the form of standby bond purchase agreements for our VRDOs.  

LIQUIDITY PROVIDERS
         As of 4/1/10 

($ in millions) 

   Financial Institution   $ Amount of Bonds    
        
  Freddie Mac  $1,739.5   
  Fannie Mae    1,739.5

  Total       $3,479.0  
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State of California 

M E M O R A N D U M 

To: CalHFA Board of Directors    Date: 5 May 2010 

From: Di Richardson, Director of Legislation 
 CALIFORNIA HOUSING FINANCE AGENCY

Subject: Legislative Report 

Here is a list of some of the more significant bills before the Legislature this session.  
Since the last Board Meeting was scheduled during the new bill introduction season, no 
report was included in your last packed.  Because this is the first report for this year – I 
have included some bills that have recently died, just to give you a clear picture on 
what’s been happening in this area this year.  Bills that are no longer active will be 
removed from future reports. 

Bonds

AB 1364 (Evans) - Public contracts: state bonds: grant agreements.
Last Amend: 08/17/2009
Status: 10/11/2009-Chaptered by the Secretary of State, Chapter Number 526, Statutes 
of 2009 

Summary: This bill would authorized any state agency that had entered into a grant 
agreement for the expenditure of state bond funds, where the state agency or grant 
recipient is, or may be, unable to comply with the terms of that agreement because of 
the suspension of interim funding for projects and contracts by the Pooled Money 
Investment Board, to either renegotiate, modify, or eliminate the deadlines and 
timetables for and deliverables within the grant agreement in order to address the 
suspension, or to terminate the grant agreement if no grant funds have yet been 
delivered.

AB 2293 (Torres) - Housing: construction loans. 
Last Amend: 04/20/2010
Status: Assembly Appropriations Committee

Summary: This bill would authorize the Department of Housing and Community 
Development, until June 30, 2013, and for purposes of loan awards made pursuant to 
specific programs, to contract with a construction lender to make permanent loan funds 
available and to reserve or set aside funds for a project as of the date of closing of the 
construction loan. The bill would also authorize the department to charge a fee sufficient 
to cover the cost of performing duties associated with implementing these provisions.  
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AB 2536 - (John A. Perez) - Housing and Emergency Shelter Trust Fund Acts of 
2002 and 2006: supportive housing.
Last Amend: 04/27/2010
Status: Pending in Assembly Appropriations Committee 

Summary: This bill would allow supportive housing project sponsors to apply for funds 
from the Emergency Housing and Assistance Fund (Capital Development grant funds) 
authorized by Propositions 46 and 1C. 

SB 501 (Correa) - California Debt Limit Allocation Committee. 
Last Amend: 04/20/2009
Status: Placed on Inactive File of Assembly Floor 

Summary: Existing law requires the California Debt Limit Allocation Committee to 
allocate to authorized state and local agency applicants the volume ceiling for private 
activity bonds, as defined, that can be issued in California in accordance with federal 
law. This bill would authorize the committee to allow a local agency located within a 
county that has not applied to the committee for all or a portion of its unapplied for, or 
otherwise unassigned, allocation during any calendar year, to apply for all or a portion of 
the allocation for which that county would have been eligible had it applied. The bill 
would require the committee to award the allocation on a per capita proportionate basis, 
if there is more than one applicant.  

SB 608 (Ducheny) - Department of Housing and Community Development: bond 
fund expenditures: report. 
Last Amend: as introduced
Status: Placed on Inactive File of Assembly Floor 

Summary: Would require the department of Housing and Community Development to 
expand the items reported relating to Propositions 46 and 1C. 

CalHFA Misc.

AB 1432 (Mendoza) - Qualified mortgage lender loans: terms and conditions. 
Last Amend: 04/02/2009
Status: FAILED PASSAGE 

Summary: This was a spot bill introduced by the California Building Industry 
Association.  As introduced, it would have required CalHFA to use any funds it receives 
funds from the federal Troubled Asset Relief Program established pursuant to the 
Emergency Economic Stabilization Act of 2008, to make or refinance acquisition, 
construction, or development loans for housing developments or residential structures 
for persons meeting an income test.  

AB 1529 (Salas) - Community Stabilization Home Loan Program: eligible properties. 
Last Amend: 4/13/2009
Status: DEAD 
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Summary: Another spot bill sponsored by the California building Industry Association, 
this bill would have statutorily authorized CalHFA to offer the Community Stabilization 
Home Loan Program, a program the Agency previously offered to assist first time 
homebuyers purchase foreclosed properties.   

AB 1588 (Bass) - Monitored Mortgage Workout Program. 
Last Amend:  02/11/2010 
Status: DEAD
(Note – see AB 1639 below – Mortgage Lending) 

Summary:  As introduced this bill would have established the Monitored Mortgage 
Workout (MMW) Program (administered by CalHFA) to mediate alternatives to 
foreclosure for California homeowners. 

AB 2709(Blumenfield) - California Housing Finance Agency: federal loan 
guarantee.
Last Amend: As introduced
Status: DEAD  

Summary: This bill would authorize the agency to utilize federal subsidies available to it 
to issue loan guarantees provided by the United States Department of Housing and 
Urban Development. The bill would authorize the agency to make loan guarantees, in 
addition to grants, to nonprofit housing sponsors and local public entities, as specified. 
The bill would require the loan guarantee assistance provided by the department be 
allocated by and in conjunction with the award of a tax credit for low-income rental 
housing by the California Tax Credit Allocation Committee.  

SB 793 (Dutton) - Home Purchase Assistance Program. 
Last Amend: As introduced 
Status: DEAD  

Summary: A spot bill also sponsored by the California Building Industry Association, 
would have made minor changes to CalHFA’s authority to provide mortgage insurance.   

Homeless

AB 1177 (Fong) - Homelessness: Interagency Council on Homelessness. 
Last Amend: 03/22/2010
Status: Senate Appropriations. (Note: the content of this bill are now included in  
AB 1875 (below) 

Summary: This bill would create the California Interagency Council on Homelessness to 
coordinate homeless programs between state agencies and apply for federal funding.  

AB 1875 (Fong) -Homelessness: Interagency Council on Homelessness.
Last Amend: 03/25/2010
Status: DEAD  
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Summary: This bill would have created the California Interagency Council on 
Homelessness to coordinate homeless programs between state agencies and apply for 
federal funding. 

Misc.

AB 155 (Mendoza) - Local government: bankruptcy proceedings. 
Last Amend: 07/01/2009
Status: Senate Appropriations Committee

Summary: Under existing law, any taxing agency or instrumentality of the state may file 
a petition and prosecute to completion bankruptcy proceedings permitted under the laws 
of the United States. This bill would provide that a local public entity may only file under 
federal bankruptcy law with the approval of the California Debt and Investment Advisory 
Commission.  

Mortgage Lending

AB 1639 (Nava) - Mediated Mortgage Workout Program. 
Last Amend: 04/12/2010
Status: Assembly Appropriations Committee 

Summary: This bill would establish the Mediated Mortgage Workout (MMW) Program. 
The program would be a process whereby borrowers and lenders would engage in 
mediation for purposes of developing a loan modification plan. The program would 
require that specified information regarding the MMW Program be included with the 
notice of default sent to a borrower, as defined, on a loan secured by residential real 
property of one- to 4-family dwelling units that is the primary residence of the borrower, 
as specified.  

AB 2043 (Torrico) - Redevelopment funds: mortgage assistance. 
Last Amend: 04/29/2010
Status: Assembly Local Government Committee 

Summary:  This bill would redefine the term "redevelopment" to include the provision of 
loan assistance to qualified homeowners, until January 1, 2016, as determined by the 
agency. The bill would authorize a redevelopment agency to use redevelopment funds to 
issue a subordinate loan limited to low- and moderate-income borrowers and to owner-
occupied homes, to reduce the principal balance on the home mortgages of qualified 
homeowners, as prescribed, who reside in or outside of the project area.  

AB 2236 (Monning) - Mortgages: notices to the borrower. 
Last Amend: As introduced 
Status: Assembly Banking and Finance Committee  

Summary: This bill would require a mortgagee, trustee, or beneficiary, or an authorized 
agent of that person, to include on all notices informing a borrower that he or she has 
either failed to make a required minimum payment or failed to make a payment when 
due, the name and the contact information, including the address and telephone 
number, of the mortgagee, trustee, beneficiary, or authorized agent who has the 
authority pursuant to state and federal law to modify the terms and conditions of the 
borrower's loan.
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SB 931 (Ducheny) - Mortgages: deficiency judgments.
Last Amend: 03/25/2010
Status: Senate Judiciary Committee 

Summary: This bill would generally provide that written consent of the holder of a first 
deed of trust or first mortgage to a short sale would obligate that holder to accept the 
sale proceeds as full payment and to fully discharge the remaining amount of the 
indebtedness on the first deed of trust or first mortgage.  

SB 1221 Calderon) - Mortgages: notice of sale.
Last Amend: 04/06/2010
Status: Pending Committee Assignment in the Assembly 

Summary: This bill would allow a trustee to notice the sale of a property in non-judicial 
foreclosure approximately five days earlier by allowing a Notice of Sale to be given 85 
days, instead of three months, after the filing of a Notice of Default.  

SB 1275 (Leno) - Mortgages: foreclosures. 
Last Amend: 04/28/2010
Status: Senate Appropriations Committee 

Summary: This bill would require a mortgagee, beneficiary, or authorized agent, within a 
specified time period prior to the filing of a notice of default, to provide the borrower with 
written information regarding loan modifications and a specified notice regarding the 
borrower's rights during the foreclosure process. The bill would require an unspecified 
state entity to make that notice available in English and specified languages. The bill 
would further revise borrower contact requirements, requiring a mortgagee, beneficiary, 
or authorized agent to explore options for the borrower to avoid foreclosure prior to filing 
a notice of default.  

Tax Credits

AB 183 (Caballero) - Income tax credit: qualified principal residence. 
Last Amend: 03/18/2010
Status: 03/25/2010-Chaptered by Secretary of State - Chapter 12, Statutes of 2010. 

Summary: This bill generally authorizes a tax credit in an amount equal to the lesser of 
5% of the purchase price of a qualified principal residence or $10,000, for purchases 
made between May 1, 2010, and on or before December 31, 2010, or on or after 
December 31, 2010, and before August 1, 2011. 

AB 902 (Torres) - Income tax credit: foreclosed homes: mortgage interest 
deduction: minimum franchise tax. 
Last Amend: 04/14/2009
Status: DEAD  

Summary: This bill would, for taxable years beginning on or after January 1, 2009, and 
before January 1, 2012, allow a credit in an amount, not to exceed $3,000, that is 
otherwise equal to 2%, of the amount paid or incurred for the purchase as a primary 
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residence of a foreclosed dwelling by a taxpayer whose gross income does not exceed a 
certain threshold.

AB 1554 (Committee on Jobs, Economic Development, and the Economy) - Low-
income housing tax credit.
Last Amend: 09/04/2009
Status: Senate Revenue and Taxation Committee 

Summary: Existing law establishes a low-income housing tax credit program, 
administered by the California Tax Credit Allocation Committee, which provides 
procedures and requirements for the allocation of state tax credit amounts among low-
income housing projects based on federal law. Existing law, among other things, 
provides for the recapture for noncompliance, in a specified amount, of tax credits 
previously granted with respect to the costs of constructing or rehabilitating farmworker 
housing. This bill would, in the case of the credit applicable to farmworker housing, 
modify the recapture amount. This bill would also require recapture of credit for low-
income housing in conformity with federal law. 

SB 16 (Lowenthal) - Low-income housing tax credits. 
Last Amend: 12/16/2009
Status: DEAD  

Summary:  This bill would have, for calendar years 2010 to 2013, inclusive, increase the 
aggregate housing credit dollar amount that may be allocated among low-income 
housing projects.  This bill would, in the case of a project that receives a preliminary 
reservation of a state low-income housing tax credit on or after January 1, 2010, and 
before January 1, 2013, allow the income and corporation tax credit to be refundable.  

SB 622 (Lowenthal) - Low-income housing tax credits. 
Last Amend: 05/21/2009
Status: DEAD  

Summary: Existing law establishes a low-income housing tax credit program, 
administered by the California Tax Credit Allocation Committee, which provides 
procedures and requirements for the allocation of state tax credit amounts among low-
income housing projects based on federal law.  This bill would have extended those 
provisions to a project that receives a preliminary reservation of the state low-income 
housing tax credit during calendar year 2008.  

SB 1216 (Cedillo) - Taxation: low-income housing credit. 
Last Amend: 04/05/2010
Status: Senate Appropriations Committee. 

Summary: This bill would authorize the Tax Credit Allocation Committee to award state 
tax credits to a project in excess of the 30 percent of the eligible basis cap and reduce 
the amount of federal credits accordingly to ensure that the combined amount of state 
and federal credits does not exceed the total credits allowable under state and federal 
law.
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