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California Housing Finance Agency

Residential Development Loan Program
(AB 1512 — Garcia)

Summary of Issue

. Infill housing developments that target affordable families often suffer from a lack of low cost
development financing and limited options for affordable homeownership mortgages. In
addition, local governments and developers must use numerous sources to obtain the types of
financing needed to develop a successful infill project, which in turn, increases development
time and cost. The impact of this delay in affordable housing and its additional costs result in
higher housing costs which are passed on to the homebuyer.

' Proposal: To Increase The Stock of Affordable Housin

To help address the o<m2<:w_3_:m need to increase the stock of affordable housing available qo_,
purchase, CalHFA is proposing the Residential Development Loan Program (RDLP) to finance
the development and construction of affordable residential structures located within infill,
redevelopment and other urban areas where additional ownership housing is a goal and a need.

The housing construction loans made by this Program will be to developers (non-profit and for

‘ u_,ozciso_533.2,__mm__Smaém__,:omﬁo.soamoi:mqm,uq_:,_ma_i.aﬁ-:amuc_‘o:mmmamn
below market affordable prices.

This Program will reduce the cost of construction lending by charging lower construction loan
fees and interest rates to facilitate reduced sales prices. The RDLP will be administered by
CalHFA in conjunction with its first-time homebuyer loans, downpayment assistance, and
mortgage insurance from CalHFA's Homeownership and Mortgage Insurance Programs. The
packaging of the Agency’s resources in this manner will promote and facilitate more affordable
homeownership in California.

The benefits of this program are twofold: (1) approximately 300 units of affordable
housing can be produced annually by the Program, and (2) the income necessary to buy

these units could be reduced by as much as 15%. In addition, these funds will qo<o_<m
for further leveraging in m:_umon:m_: years.

Source of Fundin

Proposition 46 (SB 1227, Chapter 26, Statutes of 2002) allocated $85 miillion to CalHFA's
Mortgage Insurance Services Program which primarily insures first-time homebuyer mortgage
loans in the California market, stimulating housing opportunities for the benefit of first-time
homeowners. Funds set aside for this program, but not utilized within 30 months, revert to the
general California Housing Downpayment Assistance Program (CHDAP) Fund for CalHFA’s use
in that program. (CHDAP, also funded by Proposition 46, is a downpayment assistance

. program for first-time homebuyers who meet specified income requirements.)



CalHFA has determined that, given current market conditions, the $85 million originally provided
under the Proposition has limited uses for mortgage insurance programs. As of March 2005,
approximately $76 million has not been utilized and under the terms of SB 1227, will revert to
CHDAP. Per Proposition 46, these funds can only be used for affordable homeownership
housing and the Agency has determined that they would be more effectively used in a high
priority program intended to finance the construction of new, infill single family developments
which will directly increase the stock of affordable housing. Therefore, the Agency
proposes that, in addition .to providing downpayment assistance, these funds also be used for
providing subordinate construction loans in the Residential Developmeént Loan Program. All of
these down payment and development funds will also revolve their repayments for the
program’s continued benefit.

No State General Funds or other new Special Funds will be required to implement this Program.

Further Considerations

A significant impediment exists to the successful implementation of the Residential Construction
Loan Program. Under CalHFA's statutes, construction funds loaned by the Agency for
residential developments will trigger the payment of prevailing wage on the development
project. Depending on the location of the development, this requirement can increase costs to
the California homebuyer from between 10% to 25%. Affordable multifamily rental
developments routinely require prevailing wage due to the large subsidy of public funds
necessary to achieve deep affordability. Residential homeownership developments generally
do not pay prevailing wage. Affordable housing sponsors who wish to develop infill ownership
housing have indicated a reluctance to participate in this program if prevailing wage is required.
The increased labor costs, monitoring and reporting costs directly impact a project’s ability to
provide more affordable ownership units.

Therefore, this proposal would exempt CalHFA funding for single family development from

prevailing wage requirements. Note: nothing in this proposal would preclude developers from
choosing to pay prevailing wage, thus this proposal would maintain the status quo.

The Financin Package

This proposal would offer a comprehensive innovative approach to developers and localities in
order to streamline and simplify the am<m_on3m3 of infill projects, to the ultimate benefit of future
homebuyers.

Construction Loans: Through its construction lending unit, the Agency’s Multifamily Division will
provide low cost fixed or variable rate construction funds on a taxable basis to project
developers. Lending terms generally match those of private lenders; however the Agency
routinely delivers loan rates below prevailing market pricing in order to increase a project's .
affordability. The construction loans will be offered in conjunction with participating private
lenders with the Agency’s maximum loan amount set at $25 million.

Subordinate Financing: In order to pay for the high land and development costs of infill
developments, developers are increasingly looking to equity partners or providers of
subordinate debt. This secondary debt by its nature carries more risk than first lien




development loans and consequently is more expensive. These loans often have a priority
repayment position over developers, forcing the sponsors to increase their expected returns to
compensate for their risk.

To help mitigate this financing problem, the Prop. 46 monies will be loaned at rates as low as
3%. These funds will be flexible, ideally filling the gap of development costs and be repaid
“along with the main construction loan when the individual units are sold. ‘In the event these
funds need to remain in the development for a longer period, they could be rolled over and take
the form of downpayment assistance for individual sales, and will be repaid <<:m: units are
resold.

It is important to note that as with CalHFA's construction funds, this money should not trigger
prevailing wage, otherwise the problems noted above would aiso be encountered.

CalHFA Homeownership Loans: The CalHFA Homeownership Loan Program will provide a
wide range of financial products to purchasers of a development’s units. Originating lenders,
who are a part of the Agency’s homeownership network, will target individual affordable housing
developments with a full range of affordable loan programs. These products include the
Agency's first time home buyer mortgage programs with rates set below other conventional
lending programs. The loan products could offer fixed and variable rate loans, including the
new interest only Plus, which will give borrowers a fixed rate loan for 35 years, with the first five
years requiring payment of interest only. To further increase affordability, the Agency will offer a
range of downpayment assistance and second loan programs. Included among these are:

California Housing Assistance Program (CHAP)

High Cost Area Home Purchase Assistance Program (HiCAP)
California Homebuyer's Downpayment Assistance AOIO.PJ
Extra Oaa_\. Teachers Program (ETCP)

The Agency is also partnering with local lending programs that will provide their own
downpayment assistance. _

Another important component of the Homeownership program is the Agency'’s ability to provide
forward funding commitments to a developer for individual takeout financing. Depending on
market conditions and the interest rate environment, developers may need to rely on takeout
commitments that provide set interest rates and fees for unit sales. With its Block Forward
Program, CalHFA is able to offer takeout loan commitments for a percentage of project units.

CalHFA Mortgage Insurance: This Program will provide mortgage insurance coverage for not
only loans made by the Agency, but also for other takeout lenders involved in these projects.
The greater flexibility of the mortgage insurance products allows for-higher income borrowers
and those loans with resale restrictions. For this development program, CalHFA Insurance will
offer:
¢ Up to 50% loan coverage, exposure to be determined on an individual project basis
¢ Insurance for other lenders including, Fannie Mae, Freddie _<_mo and other conventional
lenders
e Income limits up to 140% of median income and 160% in certain counties for non-
agency loans (non Prop 46 funds)
e No first time homebuyer restriction
e Mortgage protection (up to six months) for borrowers 5& lose their jobs




‘ Benefit to Homebuyers

: . 120% AMI 3 Bedroom Unit -

Comparison Factors # Market | CalHFA | Difference
Sales price | $420,000 | $420,000 $0
Interest rate . 6.00% 4.75% - 1.25%
Adjusted sales price $420,000 | $400,912 $19,088
Down payment $21,000 | $12,027 $8,973
Total monthly housing cost $2,930 $2,546 $383
Minimum annual household income | $97,657 | $84,874 $12,783
Reduction in monthly income requirement| N/A $1,147 $1,065
Adjusted minimum AMI rate to qualify | 120% 103% 17%

Benefit to Homebuyers: As the above chart shows, a unit with a sales price of $420,000
could be purchased by a family earning Bo.xv of Area Median Income. With construction
interest savings as proposed here, the sales c:om is reduced by approximately $19,000.
Significant savings are also achieved by including CalHFA homeownership financing and -
down payment assistance. The combined savings means that instead of a family needing to
earn 120% of Area Median Income, they oo:_a earn as __:_m as 103% and afford the same -
home. _

There are no State General Fund or other mnmnmm_ Fund costs associated with this proposal to
any state entity, and implementation of the Program will result in funding allocated for affordable
housing development to be better leveraged.

Once the Program is established and marketed to sponsors and local governments, it is
~ estimated that 10 projects per year could be funded, resulting in approximately 300 units.
(Assumes Agency resources will be leveraged at a $3 to $1 ratio.)

CalHFA Profile:

The California Housing Finance Agency is the-State’s self-supporting affordable :ocw_:n bank, having
financed the creation of over 135,000 units of affordable housing for California families during its 30 year
history. it derives its funding by raising capital from investors who purchase the Agency’s bonds. The
proceeds are invested in California affordable homeownership and rental housing and the mortgage
payments repay the investors. The Agency does not use any State General or Special Funds, nor do its
bonds rely upon the State’s credit or ratings.

3/18/05
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California Housi‘i'z'g Finance Agency

Objectives for )eownership

mx".’"-’

FY 2005/06 to 2009/1C 0
Business Plan

Ken Wllllams Deputy Dlrector
- Homeownership ”

Affordable Housing is our Business



= $1.2 billi
= Target
= Target-

California Housmg Finance Agency

FY 2005/06 to 2009/10 Business Plan
Objectlves

ion level of frrst mortgage produotron
ow and moderate moome homebuyers

wrgh oost underserved areas

= Distribute loans equitably throughout the

State

» Implement interest only PLUS, .
HomeOpenersS’V’ Cal-Combo, and other
produot changes

= Evaluate new loan produots for mtroduotron to
stimulate production

Affordable Housing is our Business



California Housi.n»g Finance Agency

Objectives Cont.

» | oan product to aSSISt Iow -income disabled
homebuyers - -~ .

= Assist teachers admmlstratcrs ‘other
ellglblefcredentlaled staff, and classmed
employees who are working in high priority

schools and districts with purchase of thelr
first home g

» Streamline as appropriate HomeownefShip
Programs process and documentation
(Lender Access System, etc.)

= Continue outreach and training efforts

= Maintain and seek to expand locality
Parthl pathn Affordable Housing is our Business
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California Housing Finance Agency

Homeownership Business Development
and Mortgage Insurance

Business Plan Overview
FY 2005/2006 to 2009/10

Affordable Housing is our Business



California Housiﬁg Finance Agency

Strategies
FY 2005/2006 to 2009/10

Continue to insure all -’CaIHFA\conventmnaI loans;
this is targeted to be approxmately $ 450 million of
new msurance wntten D

Partner W|th Homeownershlp |n developlng a hybrld
ARM with either a 5 or 7 year fixed period.

Work with lending partners to expand avallablllty of
private sector down payment assistance. :

Work with Homeownership to develop and |mplement
a better means for brokers to access CaIHFA
products - %

Workmg in-partnership with-cities; localities, Ienders
developers, GSE’s etc. to create vertical financial
partnerships to build affordable housing in the state.

Affordable Housing is our Business



California Housiiig Finance Agency

MULTIFAMILY PROGRAMS
and
ASSET MANAGEMENT

Business Plan Overview
FY 2005/06 to 2009/10

Linn Warren
Margaret Alvarez

Affordable Housing is our Business



California Housing Finance Agency

Multifamily
Program Areas

Q New Construction -~~~
. Tax-Exempt bond fmanced prOJects contalnmg 100% affordable units
. Taxable Ioan program for 9% tax credlt transactlons P
= New loan products with floatlng rate and reset components

 Preservation E
= Public/Private partnership to refinance HUD 202 projects
= Complete funding for the Prop 46 acquisition program |
" Agegh“ioy portfolio loans — sales and transfers

d Spemal Needs and Supportwe Housing

" Devélop fmanCmg structures usmg ‘'short term constructlon brldge and
Section 8 based loans

» Greater service coordination role with state and local participants
Affordable Housing is our Business




California Housing Finance Agency

Multifamily
Prog ra,mﬁAreas

—f“’_ ;

 Special Lendi ng | \ §~

= Continuation of the HELP Program o |
= Tax Increment Iendmg targeted to the housmg set asrde

= Loan purchase programs in conjunctlon with Habitat for Humanrty and
intermediary lenders 2

Affordable Housing is our Business



California Housing Finance Agency

Multifamily

J Homeownership Ievelopment Lendmg
* Low cost censtructlon Ioans to mcrease affordablllty
= Flexiblé use of subordinate flnancmg by the_Agency
= Linkage to the Agency’s homeownership programs

1 Agnews Replacement Housing
= Bond issuer and credit provider for scattered group homes in San Jose

area g
= Approximately $100 million in bonds secured by lease payments from
the State Department of Mental Health

d Loan .I’Iglnatlon SyStem e e ..ﬂ_,,
= Fully integrated system to manage the Multifamily loan process

Affordable Housing is our Business



California Housiﬁg Finance Agency

Asset Management
Existing Sectlon 8 Portfolio

et

d 120 Section 8 Ioans termlnate by 2024 Average age
of 20+ years. -~ . .
= 2005- 2010 2 Ioans
. 2011 2015 49 Ioans
= 2016-2024 69loans

1 Owners are seeking to refinance. Agency’s goal IS to
preserve affordability for tenants and rehabllltate
physical structures.

 Create an Agency work group to examine reflnancmg
and recapitalization alternatives. ConS|derat|ons
-* EXIstmg owners goals and objectives
= Impact to low-income.tenants - e |
= HUD regulahons and future avallablllty of HUD sub5|d|es
» Rehabilitation needs of properties
» Financial viability of existing and new Agency loans

Affordable Housing is our Business



California Housing Finance Agency

Financing Reports

e Recent Bond Sales and Swaps

— $200M Single Family Bonds
— Single Family Draw Down Bonds

e Variable Rate Bonds and Swaps

' 30 / Cas

Cal HFA|
Affordable Housing is our Business




California Housing Finance Agency

Recent Bond Issues

A AN T
a5 . VN . L T
P R R .
a7 e e B . £ . .‘«1‘“" oo s
. 5 la e

s - .‘fA‘N . S D T S

Date of Sale ) if‘,_v,‘,f;ji Bgnd Senes .' $ Amount

112/05 Home Mortgage Revenue BondS““*“‘“ - $200 000,000
2005 Series A

1/31/05 Single Family Draw Down Bonds $130,950,000
2005 Series AB '

2 Affordable Housing is our Business



California Housing Finance Agency

New Single Family Bonds

\l\".

T T
: -

$200 M HMRI 2005 A S

Proceeds for purchase of 1 050 hew Ioans

All tax-exempt |

Issued as variable rate debt obligations5f

A!‘! swapped to fixed rate |
i

SO U

Affordable Housing is our Business



California Housi;hg Finance Agency

Single Family Draw Down
Bends

Up to $625”M capamty
First draw $1 30 9 M

Proceeds invested in a guaranteed investment
contract :

Preserve CDLAC allocation & tax-exempt
refundmg authority

Bonds ‘backed by CalHFA G.O.

Affordable Housing is our Business
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California Housiiig Finance Agency

LI

a

riable Rate Bonds

and Swaps :

Aﬂordable Housing is our Business



California Housing Finance Agency

Variable Rate Debt as of Feb. 2, 2005

(% in Millions)

i) * T 4 . L S . .
P [ BREIES gy
EE : . R ! e
T . . . R L ., I :
B AN S SR

.~ .~ Swappedor
to Variable Swappedto Variable  Variable
Rate Assets Fixed Rate Rate Loans  Rate Debt

el
PR

HMRB $4 $ 3,368 $577 . $3,949
MHRB . 0 782 208 . 1,080
HPB : 0 35 15 50
DDB 1300  __ 0 0 . _1,300

TOTALS  $1,304 $ 4,185 $ 890 $ 6,379

Affordable Housing is our Business



California Housing Finance Agency

Types of Variable Rate Debt

( $ r«in""/‘?liﬁibns,)

Auctlon " Vanable
_Rate & Indexed ' Rate - Total
" Similar - Rate meemand _.~.Variable
Securltles Bonds Obllqatlons Rate Bonds

HMRB $ 174 $ 1,373 $2,402  $3,949
MHRB 506 0 574 1,080
HPB 0 0 50 50
DDB 0 1,300 0  _1.300

(~i ——— S ——

)
LT

TOTALS  $680  $2673 $ 3,026 $ 6,379

Affordable Housing is our Business



California Housing Finance Agency

Net Variable Rate Debt

/////

" Tax-Exempt Taxable - Totals

Short average life* $117 $445 $562
Long average life 186 142 328
TOTALS  $303  $587 $890

*Bonds with an expected average life of 10 years or less.

Affordable Housing is our Business



California Housihg Finance Agency

Fixed Payer Interest Rate Swaps

($ /n M/Il/ons)

" L K
- . ¢ Rt
= } Lo

N CRRE PR P }
B S R
E )

e Tax-Exempt Taxable _”."_-_Tbtals

HMRB $2268  $1,124  $3302
MHRB 816 0 816
B _ 385 0 35

(fy

TOTALS  $3119 1124  $4,243

Affordable Housing is our Business



