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State of California

MEMORANDUM 1002

To Board of Directors Date: December2 1.200 1
A

Ken Carlson, Director of Financing
From: CALIFORNIAHOUSING FINANCE AGENCY

Subject: REPORT OF BOND SALE
HOME MORTGAGEREVENUE BONDS 2001 SERIESTUV

On December 6th we delivered $165 million of single family bonds and entered into a $63
million interest rate swap. The interest rates were set on November 14* for $36 million of
fixed-ratebonds and the $63 million swap. The transactionproceeds will be used to fund

approximately 1,280new loans, with expected interest rates ranging from 5.25% to 6.75%.

Structure

. Interest rates fell to historic lows this fall, and, in order to attractborrowersin such a
competitiveenvironment we were forced to offer CHFA loans at rates as low as 5.25%.
Having to finance loans with rates this low caused us to re-thmk our usual bond structure
when we designedthis bond issue. TO keep its rates low enoughto be supportedby such
low-rate loans, we incorporated the followingdesign changesto our normal structure:

1. The proportion of taxable bonds in the blend was reduced from 70% to 40%, resulting
in a doublingof the proportion of tax-exempt bonds = from 30% to 60%. Fortunately,
increasingtheuse of our tax-exempt authority was possible for two reasons: (a)
increased receipt this year of private activitybond allocation from CDLAC and (b)
increased opportunitiesto recycle prior authoritybecause of the heavy incidence of
prepayment of our loans.

2. Theremainingtaxable bonds, issued as usual in variable rate form, were not swappedto
a fixed rate. Instead, we intend to take the risk that floatingrates will stay low overthe
relatively short five-yearaverage life of these bonds. The initial floatingrate is 2.17%,
indicatingthat initially we are being handsomely rewarded fortaking this risk. The rate
will reset quarterlybased on the LIBOR index.

Because interest rates have subsequentlyrebounded, we do not expect to need to replicate
this structure for the next transaction.

hmrb 2001 TUV/dic
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1003
Variable Rate Bonds

The $63 million Series U bonds are tax-exempt variable rate demand obligations swapped
to a fixedrate. The low interest rate environment at the time of this financing eliminated
much of'the pricing benefit to be achieved if we were to swapbased on the taxable LIBOR
index and incur "tax risk" as we had in most previous single family swap transactions.
Consequently, we chose to use a swap linked instead to the higher-rate tax-exempt BMA
index. However, we still saved an estimated 90 to 100 basis points of interest versus a
conventional AMT term bond.

The $66 million Series V bonds are the eighth series of single familytaxable indexed-rate
bonds purchased by the San Francisco Federal Home Loan Bank (FHLB).

iauidi
A highly-rated New York bank will provide liquidity for the Series U bonds in the unlikely

event that the variable rate bonds are "put''back to us by investors and new investors
cannot be found. The SeriesV bonds purchased by the FHLB are not subjectto a put.

Investments

Similarto our last three deals virtually the entire proceeds will be invested in the State
Treasurer's $50billion Pooled Money Investment Account. This account continues to pay
a significantlyhigher interest rate than alternative short-term investments.

Credit Ratings

All of the bonds will be insured by MBIA and therefore rated triple-A by both Moody's and

Standard & Poor's.
SERIES AMOUNTS INTEREST RATES RESET MATURITIES | TAX STATUS
FREQUENCY
T $35,939,119 4.80-5.70% N/A 2/1/15 - 8/1/32 AMT
U 63,060,000 4.13%* Daily 8/1/32 AMT
\Y% 66,000,000 Variable Quarterly 2/1/31 Taxable
Total $164,999,119

hmrb 2001 TUV/dic




State of California

MEMORANDUM 1004

. Board of Directors Date: December21,2001

GoJpe

en'Carlson, Director of Financing
From: CALIFORNIA HOUSING FINANCEAGENCY

Subject: SUMMARY OF YEAR 2001 BOND ISSUANCE;
SCHEDULEDFINANCINGS IN JANUARY 2002

Year 2001 Bond Issnance

Attached are tables summarizingour year 2001 bond transactionsand showingbonds issued over
the last five years. Note that our 2001 volume of $1.645billion is somewhat less than the $1.95
billion we issued in 2000. The difference is almost entirely attributable to our one-time
opportunity in 2000 to issue bonds to acquire Fannie Mae's $269 million portfolio of HUD
Section 236 loans.

. The amount of CHFA bonds outstandingas of December 31,2001 is estimatedto be $7.99
billion, up from $7.27billion as of the end of However, approximately $564 million of
bond principal will be retired on February 1.

Duringthe year we sold $672.9 million of taxable bonds. Of this amount, $633.7 million was
sold to expand our supply of bond proceeds for single family loans through taxable/tax-exempt
blending. Our Ihch for annual taxable issuance was last year, when we sold $942.8 million,
including the $269 million for the Section 236 loans.

Our variable rate issuance this year was $1.1 1billion, down slightly from last year's $1.29
billion. Of this $1.1 1billion, $435.8 million was tax-exemptand $672.9 million was taxable.
All of the $435.8 million of tax-exempt variable rate bonds were demand obligations where
investors may put the bonds back to our remarketing agents. Of the $672.9 million of taxable
variable rate bonds, $39.2 million consisted of demand obligations and $633.7 million was
issued as indexed floaters without a put feature and soldto the Federal Home Loan Bank of San
Francisco. The $475 million of combined tax-exempt and taxable variable rate demand
obligations was sold largelyto money market mutual funds.

Interest rates were generally lower in 2001 than in 2000. As an example, the rates we achieved
this year on our 30-yeartax-exempt capital appreciationbonds ranged from a low of 5.625% to a
hoh of 6.20%, comparedto a range of 6.15%to 6.85% in 2000.
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I )02 Financi

We expectto issue approximately$1 50 million of "drawdownbonds" the week of the January
Board meeting. As discussed at the November Board meeting, the purpose of these unrated,
privately-placedbonds is to provide an inexpensive means to preserve tax-exemptissuance
authority for later use. The January drawdown bonds will preserve authority related to the
eligible portion of the total retirements of single family bond principal scheduled for February 1.
In addition, $1.7 million of the drawdown bonds will be issued for a small multifamilyproject
for which CDLAC allocation was received on December 19.

We are scheduledto price bonds and interest rate swaps on January 16for our first

regular single family issuance of 2002. This issue is expected to be sized between $150 million
and $200million, dependingon the volume of loan reservationsreceived at the time. We
anticipatethat approximatelyone half of this issue will be taxable, with the Federal Home Loan
Bank of San Franciscothe investor.

Attachments

Summary 2001 - Board/dic



TAX-EXEMPT BONDS

Variable Rate
Fixed Rate
CABS

Notes

SUBTOTALS

TAXABLE BONDS
Variable Rate
VRDO

Index Floaters
Fixed Rate

SUBTOTALS

TOTALS

Bond Sale-Sum01.xs (Imf)
12/21/200111:34

CALIFORNIA HOUSING FINANCEAGENCY

2001 BOND SALE SUMMARY

SINGLE FAMILY

$231,545,000

$20,200,000
$204,829,441
$311.705.000

$768,279,441

$0
$633,745,000

$0
$633,745,000

$1.402,024,441

MULTIFAMILY

$204,230,000
$0
$0

$0
$204,230,000

$39,185,000
$0

$0
$39,185,000

$243.415.000

1006

TJOTALS

$435,775,000

$20,200,000
$204,829,441
$311.705.000

$972,509,441

$39,185,000
$633,745,000

$0
$672,930,000

$1,645.439,441
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State of California

@:cvorRANDUM

To: Board of Directors Date: December21,2001

PROTR
k en Carlson, Director of Financing
From: CALIFORNIAHOUSING FINANCE AGENCY

Subject: UPDATE ON VARIABLE RATE BONDS AND INTERESTRATE SWAPS

The followingreport is based on our estimatedbond and swappositions as of February 1,2002.
It takes into account bond issuances planned for January and bond principal retirements
scheduled for February 1.

Variable Rate Debt Exposure

The total amount of CHFA variable rate debt estimatedto be outstanding on February 1,2002 is

$3.06 billion, almost 40% of our expected $7.75 billion of total indebtedness. As shownin the
. table below, our "net" variable rate exposure will be approximately$741 million, 9.6% of our

indebtedness. The report submittedforthe previous Board meeting showed $2.62 billion of

variable rate bonds and $643 million of net exposure. The net amount of variable rate bonds is

the amount that is neither swappedto fixed rates nor directly backed by complementaryvariable
rate loans or investments.

VARIABLE RATE DEBT
($in millions)
Not Swapped
Tied Directlyto or Tied to Total

Variable Rate Swappedto  Variable Rate Variable
Fixed Rate _Assets Rate Deht

Single Family $170 $1,791 $661 $2,622
Multifamily 18 344 -0 —442
Total $188 $2,135 $741 $3,064

Board-Variable-Rate-December
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As discussed in each previousreport, our $741 million of net exposureprovidesthe Agency with
auseful internal hedge against today's low interest rate scenario, where we are experiencinglow
short-term investmentrates and fast loan prepayments. For example,we expectthat interest rates
for the State Treasurer's investment pool, where we invest our single family bond proceeds, will
fallbelow 3%. In addition, we have seen the incidence of single family loan prepayments
increase framan average of $30million per month a year agoto an average of over $70 million
per month for the last ten months. At the same time, we hope to offset the economic
consequencesof these effects with debt service savingson our unswapped variable rate bonds.
As an example,the interestrates on our $478 million of unswapped taxable variable rate bonds
have dropped to levels as low as 1.90% as aresult of the Federal Reserve's many rate cuts this
year.

The table below summarizesthis current risk position.

NET VARIABLE RATE DEBT
($in millions)
Tax-Exempt Taxable Totals
Short average life $187 $322 $509
Long average life —14 156 232
TOTALS $263 $478 $741

Interest Rate Swaps

As of February 1,we expectto have 44 swapswith at least seven different counterparties for a
combined notional amount exceeding $2.1 billion. These interestrate swaps generate significant
debt service savingsin comparisonto our alternative of issuing fixed-ratebonds. This savings
will help us continueto offer exceptionallylow interest rates to multifamily sponsorsand to
serve a great many additionalhomebuyers.

The table below provides a summary of our estimated notional swap amounts as of February 1.

INTEREST RATE SWAPS
($in millions)

Tax-Exempt Taxable Totals

Single family $569 $1,222 $1,791
Multifamily 344 —0 —344
TOTALS $913 $1,222 $2,135

Board-Variable-Rate-December2t, 2001/dic
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Board of Directors -3- December2 1,2001

The table below shows the diversification of our swaps (as of December 31) among the seven
firms acting as our swap counterparties. Note that our swapswith Lehman Brothers, Bear
Steams, and Goldman Sachsare with structuredtriple-A subsidiariesthat are special purpose
vehicles used only for derivative products. We have chosen to use these subsidiariesbecause the
senior credit of those firmsis not as strong as that of the others.

In connectionwith our January single family transaction, we plan to enter intotwo swaps totaling
$100-$150 million. We plan to select the counterparties for these new swapsthrough a
competitivebid process, and we hope to receive bids from most of the financial institutionslisted
below as well as an additional two or three with strongcredit. Bidding out some of our swaps
enables us to obtain further diversification of counterpartyrisk.

SWAP COUNTERPARTIES
NOTIONAL
AMOUNTS NUMBER
CREDIT RATINGS SWAPPED OF
SWAP COUNTERPARTY Moopys S& P (8 In Millions)  _SWAPS
Merrill Lynch Capital
Services Inc. Aa3 $ 737.0 14
Lehman Brothers
Derivative Products Inc. Aaa AAA 536.1 13
Salomon Brothers
Holding Company Inc. Aal  AA- 405.4 8
Bear Steams
Financial Products Inc. Aaa AAA 284.0 4
UBS AG (Union Bank of Aa2 AA+ 19.0 1
Switzerland Aktiengesellschaft)
Morgan Guaranty Trust Co
of New York Aa2  AA 477 1
Goldman SachsMitsui Marine
Derivative Products, L.P. Aaa AAA —107 .l
$2,039.9 42

Note that, with interest rate swaps, the “notional amount” (equal to the principal amount of the
swappedbonds) itself is not at risk. Instead, the risk is that a counterpartywould default and,
because of market changes, the terms of the original swap could not be replicated without
additional cost.

Board-Variable-Rate-December2l, 2001/dlc
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Because all of our swaps have been entered into to establish "'synthetic' fixed rates for our
variable rate bonds, we receive floatingrate payments from our counterparties in exchange for a
fixed rate obligationon ourpart. Intoday's market, with very low short-term rates, the net
periodic payment owed under our swap agreements is fromus to our counterparties. Conversely,
if short-termrates 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.

Risk of Changes th Tax [ aw

It should be noted that, for an estimated $641 million of the $913 million of tax-exemptbonds
swapped to a fixed rate, CHFA remains exposed to certaintax-related risks. In return for
significantly higher savings, we have chosen through these interest rate swaps to retain exposure
to the risk of changes in tax laws that would lessen the advantage of tax-exemptbonds in
comparisonto taxable securities. In addition, we bear this same risk for $285 million of our tax-
exempt variable rate bonds which we have not swapped to a fixed rate. Together,these two
categoriesof variable rate bonds total $926 million, less than 12%of our estimated $7.75 billion
of bonds to be outstandingon February 1. Thisrisk of tax law changesis the same risk that
investors take every time they purchase our fixed-rate tax-exemptbonds.

Types of Variable Rate Deht

The table below shows the estimated amount of variable rate debt to be outstandingas of
February 1, sorted by type, i.e., whether auction rate, indexed rate, or variable rate demand
obligations (VRDOs). Auction and indexed rate securitiescannot be "put'back to us by
investors; hence they typically bear higher rates of interest than do "put-able"bonds such as
VRDO:s.

TYPES OF VARIABLE RATE DEBT
($ in millions)

Variable Total
Auction Indexed Rate Variable
Rate Rate Demand Rate
Bonds Bonds QObligations Debt
Single Family $85 $1,088 $1,449 $2,622
Multifamily —0 —2 —440 —442
Total $85 § 1,090 $1,889 $3,064

Since Septemberof 2000 we have been able to sell all of our taxable single family variable rate
bonds to the Federal Home Loan Bank of San Francisco. These bonds are designed as indexed
rate securities and have no put feature. For the eight transactions completed to date,the FHLB
has purchased $837.7 million of these indexed rate bonds.

Board- Variable-Rate-December 21, 2001/dic
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As we understand, the FHLB's Board of Directorsmet on November 29 and approved the staffs
recommendationto raise the FHLB's limit on investments in "housingassociate"bonds from $1
billion to $2 billion. So farwe are the only governmental issuer who has qualified as a "housing
associate"and has soldbonds to the FHLB. The new $2 billion ceiling should carryus through
2002 and into 2003 unless other "housingassociates" sell a significant amount of bonds to the
FHLB . FHLB staff have told us that it is their expectationthat the FHLB Board would be willing
to considerraising the limit again once the current $2 billion ceiling is approached.

Liauidity Provid

The followingtable showsthe institutions currentlyproviding CHFA with liquidityin
the form of standbybond purchase agreements for our VRDOs. Under these agreements, if our
variable rate bonds are put back to us and cannot be remarketed, these institutions are obligated to
buy the bonds from our remarketing agents. Last month we solicited these and other financial
institutions to provide liquidity for our single family VRDOs to be issued in 2002, and we were
pleased to receive responses indicating sufficient capacityis available not only for 2002 but for
future years as well. We expect that Fannie Mae will continue to provide liquidity for next year's

multifamily VRDOs.
LIQUIDITY PROVIDERS
' ($ in millions)
Commerzbank $ 3000
266.7

Westdeutsche Landesbank 206.4 SF/MF
Landesbank Hessen-Thuringen 185.5 MF
Fannie Mae 190.5 MF
Lloyds TSB 169.7 SF
KBC 155.3 SF
Bayerische Landesbank 142.6 SE
Bank of New York 101.6 SF
Bank of America 87.1 SF
State Street 36.6 SF
Morgan Guaranty ——284 SE/ME

Total $1,870.4*
*

The total amount of CHFA variable rate demand obligations (shown on the previous page) is slightly
. higher because of a small multifamily variable rate transaction with liquidity provided by a different
means.

Board-Variable-Rate-December2]. 2001/dlc
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State of California

1014
MEMORANDUM

’, Board of Directors Date: December 27, 2001

JohnsSchienle, Digector of CaHLIF

ce D Gilbertson, Comptroller
From: CALIFORNIAHOUSING FINANCE AGENCY

Subject: CaHLIF Financial Audit

In connectionwith the December 31,2000 financial audit of the California Housing Loan

Insurance Fund (CaHLIF), PricewaterhouseCoopers (PWC) issued two reports in addition to

their unqualified opinion regarding the financial statements. You previously were provided a

copy of the CaHLIF financial statementsas a part of the Agency’s Annual Report. The two

additionalreports, Report to Management on the Results of the 2000 Audit and their Annual
. Communicationsare attached for review.

In their Annual Communicationsto the Board of Directors, PWC advisesthat there were no
significantchanges in accountingpolicy, no disagreementswith management and no audit
difficulties. PWC discusses an adjustmentrelated to prior years reported deposit with reinsurer
balancesthat were overstated and related loss and loss adjustmentexpensesthat were
understated. Prior year balances have been restated as described in the notes to the financial
statementsand appropriate accountingprocedures have been implementedto insure proper
accountingof all reinsurancetransactions. Three other potential audit adjustmentsare noted but
deemed immaterial. Each of these potential adjustmentsis identified in the Report to
Management along with PWC’s recommendation and our response indicating that we concur and
are proceeding with procedural changes.

The Report to Management also makes recommendationsregarding our reinsurancecontract and
redevelopment agency contracts in which the redevelopmentagencieshave pledged money to
cover certain losses on high loan-to-valueinsurance products. Recommendationsrelatedto both
observationshave been accepted and have been completed or are in the process of being
completed.

Attachments
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California Housing Loan
Insurance Fund

Annual Communications

December 31,2000
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PRICEAATERHOUSE(COPERS 1018

. PricewaterhouseCoopers U P
555 Capitol Mall
Suite 1200
Sacramento CA 95814

Telephone (916)930 8100
Facsimile (916)930 8450

September 12,2001

Board of Directors
CaliforniaHousing Loan Insurance Fund

In connectionwith our audit of the financial statements of California Housing Loan Insurance Fund
(the “Fund”), forthe year ended December 31,2000, professional auditing standardsrequirethat, as a
matter of standardprocedure,we annually communicate certain mattersrelated to the auditto the
Board of Directors. Our annual communications are attached.

The accompanying communications are intended solely for the information and the use of the Board of
Directors. Thisrestriction isnot intended to limitthe distribution of this report, which upon acceptance
by the Fund, is a matter of public record.

If you have any questions about the audit or the annual communications, please contact Lee Overstreet
. at (916) 930-8545.

Very truly yours,

v \ W@WW“ L
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California Housing Loan Insurance Fund 1020
Annual Communications
December 31,2000

REQUIRED COMMUNICATIONS

Mattersto be Communicated Comments
Auditor's Responsibility and Management is responsible for preparing the Fund's financial
Audit Report statementsin accordance with accounting principlesgenerally

acceptedin the United Statesof America. We areresponsible for
conducting an audit of the financial statementsin accordancewith
auditing standards generally accepted in the United States of
America. Under these standards, it is the objectiveof an auditto
obtain reasonable, but not absolute, assurance about whether the
financialstatementsare free of material misstatement. We have
completed our audit in accordance with ourplan to provide
professional servicesto the Fund.

Significant Accounting The significantaccounting policies of the Fund are disclosedin
Policies the notes to the financial statements. There were no significant
changesin accountingpolicies during 2000.

Management Judgments and Managementjudgments and accounting estimatesare an integral
Accounting Estimates part of the financial statementsprepared by management. Those
judgments and estimates are based on knowledge and experience

. aboutpast and current events and assumptionsabout future

events. Significantestimatesby management include
determinationof the loss and loss adjustment expensereserves
and the allowance foruncollectableloans. We performed various
auditproceduresrelated to these reserves and allowances. The
notes to the financial statementsdisclose the process used by
management in determining an estimate for these reserves and

allowances.
Significant Audit During the 2000 audit it was determinedthat prior years reported
Adjustments deposit with reinsurer balances were overstated,andrelated loss

and loss adjustmentexpenses were understated. As a result,
related prior year balances were restated as describedin the notes
to the financial statements.

With regard to 2000 balances, we didnot identifyany transaction
or event for which we proposed a significantadjustment. We did
identify three potential adjustmentswhich, by reason of
immateriality,were not recorded by management. These
adjustmentswere related to the deposit with reinsurer, deferred
acquisition costs, and unpaid loss and loss adjustment expenses.

No Disagreements with There were no disagreementswith management about accounting,
Manpagement auditing or disclosure matters.
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Annual Communications

December31.2000

Matters to be Communicated Comments
No Consultationswith Other We arenot aware of any consultationsby managementwith other
Accountants independentaccountants.

No Major Issues Discussed
Prior to Appointment

No Audit Difficulties

Fraud or Illegal Acts

Auditor Independence

Status of Auditor-Client
Relationship

There were no major issues, including the applicationof
accountingprinciples, auditing standards or financial reporting,
that were discussed with management in connection with our
appointmentas the Fund’s independentaccountants.

There were no significantdifficultiesencounteredin performing
our audit. Management and staff were very cooperative and
helpful.

Under the American Instituteof CertifiedPublic Accountants
(AICPA), auditorsare required to address the possibility of fraud
and occurrenceof fraudthat comesto their attentionas follows:

e Auditorsare responsibleto design the auditto cbtain
reasonable, but not absolute, assurance of detecting errors or
fraud that would have a material effect on the financial
statementsas well as otherillegal actshaving a direct and
material effect on financial statementamounts;

® Auditorsmust assessthe risk of a material misstatement of the
financialstatementsas a result of fraud and, based upon their
conclusions,alter audit approach, staffing,procedures,and
scope as required; and

® Auditors arerequired to communicatewith management,
audit committeesand otherswhen fraudulentactivityis
identified.

We are not aware of any fraudulentactivitythat shouldbe
reported to Management or the Board.

We confirm that PricewaterhouseCoopers LLP is independent of
the Fund and that there are no relationships between
PricewaterhouseCoopers LLP and the Fund that would impair our
independence.

Upon completion of the 2000 audit, we notifiedmanagement of
the termination of our auditor-clientrelationship.
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California Housing
Loan Insurance Fund
Reportto Managementon the
Results of the 2000 Audit
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PricewaterhouseCoopers LLP
555 Capitol Mall

Suite 1200

Sacramento 95814
Telephone (916)930 8100
Facsimile (916)930 8450

September 12,2001

To the Board of Directors
California Housing Loan Insurance Fund

In planning and performing our audit of the CaliforniaHousing Loan Insurance Fund (the ""Fund"), for
the year ended December3 1,2000,we consideredits internal control in orderto determine our
auditingprocedures for the purpose of expressing our opinion on the financial statements. Although
our audits were not designedto provide assurance on internal control, we noted certainmatters
involving control and operations,and are submitting for your considerationrelated
recommendationsdesignedto help management make improvementsto current operations. Qur
commentsreflect our desireto be of assistanceto the Fund.

The accompanyingcommentsand recommendationsare intended solely for the information and the use
of management. This restriction isnot intendedto limit the distributionof this report. which upon
acceptanceby the Fund is a matter of public record.

Very truly yours,

m'Ww(W\«N&e C)OOF&K W
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California Housing Loan Insurance Fund

' September 12,2001

A. Contractwith Hannover Ruckversicherungs-Aktiengesellschaft (Hannover)

The Mortgage Insurance Quota ShareReinsurance Treaty between Hannoverand the Fund as
documenteddoes not appearto reflect all dealingsbetween the parties. Changesto the agreementare
not always formalized.

Recommendation
We recommend the Fund implementthe followingrelated to the agreementwith Hannover:

® Documentchangesto the agreementwith Hannover. If the Fund choosesnot to follow certain
provisionsof the agreement, the reasoning for this decision shouldbe documented. All changes
to the agreementand the decisionsnot to follow the agreementshouldbe reviewed for
implicationsin accounting.

¢ The Fund’sunderstanding of the agreementwith Hannover shouldbe documentedin terms that
those responsible can understand.

® Have the reinsurance agreementevaluatedand reviewedby an outside expertto ensure the
agreementis providing an appropriatebenefit at a reasonable cost to the Fund.

Management’s Response

Modificationto the agreementwith Hannover is currently underway in which endorsementsto the
‘ original reinsurance treaty will be consolidatedinto the master contract. Contractchangeswill be

reviewed by legal and accounting prior to treaty signature. Review of the agreementby an

independentexpert will be determinedat a later date.

B. RedevelopmentAgency (RDA) Pledges

The Fund has contractswith RDA’s in which the RDA’s have pledged money to cover lossesthat
may be incurredas a result of high LTV programs offered by the Fund. During our audit,
documentationof these contractswas not available,nor were records of amountspledged. The lack
of controlsand documentationof the RDA pledges could adversely affectthe Fund.

Recommendation
The Fund should establishproceduresto monitor the pledge accountsto ensure continuedaccess and
availability of funds.

Management’s Response

Original contractswith RDA’s will be forwardedto the CaliforniaHousing Finance Agency’s Legal
Office. Contractswill be reviewed and procedures establishedto monitor pledge accountsand access
to funds pledged.
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C. Depositwith Reinsurer

Amounts recorded by the Fund as a Deposit with Reinsurer were different than the amount confirmed
with the Reinsurer duringthe audit.

Recommendation
We recommend that the Deposit with Reinsurerbe periodically reconciled to the Reinsuer’srecords.
Any differencesshouldbe analyzedto determinethe proper accounting.

Management’s Response
Procedureshave been establishedtoreconcile the Deposit with Reinsurerbalance to the Reinsurer’s
records on a quarterly basis. Differences will be analyzed and appropriateadjustmentsmade.

D. Deferred Acquisition Costs

The Fund is not accounting for acquisitioncosts in accordancewith relevant accounting guidance.
Althoughnot material to the financial statementsof the fund taken as a whole for the year ended
December 3 1,2001,the amount may continueto grow along with the growing of the business of the
Fund. The analysisof acquisition costs prepared by the Fund did not appearto be comprehensiveto
capture all costs.

Recommendation
We recommend the Fund perform an analysis of acquisition costs and calculate andrecord deferred
acquisition costs based on the relevant accounting guidance.

Management’s Response
An analysis of acquisitioncosts is currentlyunderway. Proceduresto calculate and record deferred
acquisition costs will be established.

E. Premiumson High LTV Loan Programs

The Fund provides coverage on high LTV loan programs. Accountingrulesrequire that a reserve be
recognized only for delinquent loans (including any unreported delinquencies).

Recommendation
We recommend the Fund include delinquenciesrelatedto high LTV loans in the lossreserve
calculation, and record a reserve only when a loan has become delinquent.

Management’s Response
Proceduresto estimateloss reserves for high LTV insuranceprograms based on loan delinquencies,
historical frequency of claimspaid and seventy of loss are being developed.




