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Wednesday, May 10, 2007

Burbank Airport Marriott Hotel
& Convention Center
2500 Hollywood Way

Burbank, California
(818) 843-6000 i

9:30 a.m.

Roll Call.

Approval of the minutes of the March 8, 2007 Board of Directors meeting.

Chairman/Executive Director comments.

Discussion, recommendation and possible action relative to final loan commitment for
the following projects: (Laura Whittall-Scherfee) ' !

|
NUMBER DEVELOPMENT LOCALITY UNITS
06-079-A/N Parkview Apartments Sacramientd/ 97

Sacraniento

| A ) T (1) (W L2 B 2 171

\
07-005-A/N Yosemite Manor Madera/Madera 76
Resolution07-13....................................................i. ................................. ...193

Discussion, recommendation and possible action relative to a an additional final loan
commitment for the following project: (Kathy Weremiuk/Edwm Gipson)

NUMBER DEVELOPMENT LOCALITY , UNITS
TBD Bay Area Housing Plan Bay Arlea Counties 71
: !
Resolution 07-14.................oooiiiiiiiiiii i eieienes e e e 215

Discussion, recommendation and possible action relative to the adoption of a resolution
approving the Five-Year Business Plan for fiscal years 2007/2008 to 2011/2012.

(Jerry Smart; Charles McManus; Laura Whittall- Scherfee/Edwm Gipson; Doug Smoot;
Bruce Gilbertson)
Resolution 07-15
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10.

11.

12.

13.

14.

15.

16.

Discussion, recommendation and possible action relative to the adoption of a resolution
approving the fiscal year 2007/2008 CalHFA Operating Budget. (Jackie Riley)
Resolution 07-16....... ..o 279

Discussion and possible action regarding response by outside counsel to the Board’s

question asked at the March Board meeting as to whether the Board had the legal

authority to retroactively modify compensation established pursuant to Health & Safety

Code section 50000, . .o e 293

Closed session under Government Code section 11126 (e)}(2)(C)(i) to receive advice from
outside counsel regarding possible litigation relating to Health & Safety Code section 50909.

Discussion and possible action regarding compensation of exempt employees pursuant to
Health & Safety Code section 50909.

Discussion, recommendation and possible action relative to the approval of a resolution
approving amendments to the regulations of the Agency regarding the Conflict of Interest

Code. (Tom Hughes)

Resolution 07-17....... . 311

Discussion and possible action concerning referral of anonymous letter received by the
Agency on March 5, 2007, to the Audit Committee. (John Morris) ..........cccoevieiinin.n.. 319

Discussion and possible action regarding the request of John Morris to be added to the
‘Audit Committee. (John Morris)

Discussion of other Board matters.

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

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

FUTURE MEETING DATE: Next CalHFA Board of
Directors Meeting will be July 5, 2007, at the Hyatt
Regency Sacramento, Sacramento, California.
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CalHFA Board of Directors Meeting — March 8. 2007

APPEARANCES

Board of Directors Present

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

PETER N. CAREY
President/CEOQ
Self-Help Enterprises

JEFF DAVI
for Dale E. Bonner, Secretary
Business, Transportation and Housing Agency
State of California

CAROCL GALANTE
President
BRIDGE Housing Corporation

LYNN L. JACOBS
: Director
Department of Housing and Community Development
State of California

THERESA A. PARKER
Executive Director
California Housing Finance Agency
State of:California

WILLIAM J. PAVAO
for State Treasurer Bill Lockyer
State of California

TERRY ROBERTS
for Cynthia Bryant, Director
Office of Planning and Research
State of California

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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APPEARANCES

Board of Directors Present
Continued

JACK SHINE
(CalHFA Board Vice Chair)
Chairman
American Beauty Development Co.

~-000--

Participating CalHFA Staff:

MARGARET ALVAREZ
Director of Asset Management

EDWIN C. GIPSON II
Housing Finance Chief - Culver City
Multifamily Programs

THOMAS C. HUGHES
General Counsel

JIM LISKA
Multifamily Program

CHARLES K. McMANUS
Director
Mortgage Insurance Services

JOJO OJIMA
Office of the General Counsel

JACKLYNNE RILEY
Director of Administration

GERALD F. SMART
Chief, Homeownership Programs

DOUG SMOOT
Chief, Special Lending Programs

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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APPEARANCES

Participating CalHFA Staff:
Continued

STEVE SPEARS
Chief Deputy Director

KATHY WEREMIUK
Housing Finance Officer
Multifamily Programs

LAURA WHITTALL-SCHERFEE
Housing Finance Chief - Sacramento

Multifamily Programs

-—o0o--

PUBLIC TESTIMONY

GUSTAVO LAMANNA
Attorney at Law
Kane, Ballmer & Berkman
515 S. Figueroa Street, Suite 1850
Los Angeles, California 90071

--o0o--
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CalHF A Board of Directors Meeting — March 8. 2007

BE IT REMEMBERED that on Thursday, March 8,2007,
commencing at the hour of 10:12 a.m., at the Hyatt Regency
Sécramento, 1209 L Street, Sacramento, California, before
me, DANIEL P. FELDHAUS, CSR #6949, RDR and CRR, the
following proceedings were held:

--000—
(The following proceedings commenced with
Ms. Galante absent from the hearing room.)
CHAIR COURSON: I'll call the meeting to order.
——000— |
Item 1: Roll Call

CHAIR COURSON: I apologize for our late start,
but we were waiting for a quorum. We now have a quorum,
so we will call the roll.

MS. OJIMA: Mr. Davi for Mr. Bonner?

MR. DAVI: Here.

MS. OJIMA: Thank you.

Mr. Carey?

MR. CAREY: Here.

MS. OJIMA: Mr. Czuker?

(No audible response)

MS. OJIMA: Ms. Galante?

(No audible response)

MS. OJIMA: Ms. Jacobs?

MS. JACOBS: Yes. Here.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 8
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MS.
Mr.
MR.
MS.
(No
MS.
MR.
MS.
MS.
MS.
(No
MS.
\MS.

MS.

CHAIR COURSON:

MS.

CHAIR COURSON:

Item 2.

OJIMA:

Thank you.

Pavao for Mr. Lockyer?

PAVAO:

OJIMA:

audible

OJIMA:

SHINE:

OJIMA:

ROBERTS:

OJIMA:

audible

OJIMA:

PARKER:

OJIMA:

OJIMA:

Here.

Mr. Morris?

response)

Mr. Shine?

Here.

Ms. Roberts
Here.

Mr. Genest?

response)

Ms. Parker?
Here.

Mr.

Courson?

Here.

for Ms.

We have a quorum.

——00o--

Bryant?

Okay, we have a quorum.

Approval of the Minutes of the January 18,

2007, Board of Directors Meeting

CHAIR COURSON:

The first matter of business is

the approval of the minutes of our January 18th Board of

Directors meeting. Those are in the directors' agenda

book.

Is there a motion to approve the minutes?

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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roll.

//

MR. SHINE: So moved.

CHAIR COURSON: Mr. Shine moves.

Is there a second?

MR. PAVAO: Second.

CHAIR COURSON: Mr. Pavao seconds.

Is there any discussion of the minutes?
(No audible response)

CHATIR COURSON: Seeing none, we will call the

MS. OJIMA: Thank you.

Mr. Davi®?

- MR. DAVI: Yes.

MS. OJIMA: Mr. Carey?

MR. CAREY: Yes.

MS. OJIMA: Ms. Jacobs?

MS. JACOBS: Yes.

MS. OJIMA: Mr. Pavao?

MR. PAVAO: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes. .
MS. OJIMA: The minutes have been approved.

CHAIR COURSON: Okay, thank you.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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CalHFA Board of Directors Meeting — March 8. 2007

Item 3. Chairman/Executiﬁe Director Comments

CHATIR COURSON: As part of my Chairman Comments
today, I want to focus on really one item. As we
discussed at our last Board meeting, the Board and
various other individuals had received a memorandum from
the Coalition of Concerned CalHFA Employees, calling
themselves the CCCE. And I reported to the Board that,
upon receiving that, I had reviewed it and retained
outside counsel from Seyfarth Shaw, Mr. Mark Van Brussel,
ﬁo review three of the specific allegations that were
contained in that memorandum.

Subsequent to that, I have sent to the Board,
all the members of the Board, Mr. Van Brussel's report,
and you have that with you.

And I will say that that report, dealing with
those allegations and specifically the executive
director, as I said in my cover letter to you, is a
confidential report, since it does deal with an
individual, and stays confidential, unless that
individual agrees to allow the information in the report
to become public.

MS. PARKER: Mr. Chairman, since the person that
is accused of these allegations in the report is myself,
I would, for the record, like to waive my confidentiality

rights and make the document public and available for any

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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and all who would want to read it.

Thank you.

CHATIR COURSON: 'All right, thank you.

And I know that the Board members do have
another copy of that letter, just for your own
edification.

But, here, Mr. Davi, I'll give you the report.

MR. DAVI: Actually, I've got a copy of the
letter.

CHAIR COURSON: Yes. We just copied it again.
think additional copies can be made available for those
who wish to see one.

MR. DAVI: Okay, thank you.

CHAIR COURSON: Following on that, I believe two
days ago, I received -- and to my underétanding, other
members of the Board received -- a second memorandum from
the same group. And in that memorandum, which is three
pages long and contains 21 questions, there are comments
about potential conflicts of interést between members of

the Board and their role as a director of the Board,

-versus their other activities.

Our general counsel -- and you'll see in front
of you -- has prepared a memorandum entitled "The subject
of conflict of interest issues raised in the March 2nd,

2007, memo."

I

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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And I'11 let counsel speak to that himself, but
he was requested and did put together a memo, briefing
memo for the Board, clarifying what are conflicts of
interest and what is permitted aétivity, to respond to
allegations that were set forth in the memorandum that we
received. /

Mr. Hughes, do you want to make a comment on
that?

MR. HUGHES: Yes, Mr. Chairman, thank you.

I'd only say that my intent in the memo is to
give the Board members the legal background on the
alleged or implied -- expressed or implied allegations in
that memo.

.If any Board member has a specific question, my
recommendation is that they call me and we can discuss
it. And if there's more general concern or issues, we
could, consistent with the open meetings law, find -a way
to deal with that.

Right now, it's structured as an attorney-client
privileged document, and we can discuss it in some other
manner consistent with the open meetings law. But it's
pretty self-explanatory and really isn't particularly --

CHAIR COURSON: Yes. I think the Board should
read thét and take that in connection with some of the

questions that were raised in the memo to gather some

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 13
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comfort.

(Ms. Galante entered the hearing room.)

CHAIR COURSON: Having, said that, Mr. Morris,'
who is not with us today, did phone our general counsel,
Mr. Hughes. And you'll see another memorandum in front
of you, I think sort of summarizing that phone
convérsation. And basically, Mr. Morris had suggested

that the Board take the second memorandum and refer it to

the Audit Committee for their review.

MR. HUGHES: Yes, that's correct, Mr. Chairman.
Director John Morris called me on Tuesday, asking that
the memo be referred ﬁo the Audit Committee. I told
Mr. Morris that I could relay that request to the Board
in open session today. However, having received this
only two days ago, there is nothing agendized for this
meeting; and the proper procedure, if the Board wanted
to follow up on that, would be to place it on the agenda
for a later meeting.

CHATR COURSON: So I guess we can't -- since
it's not on the agenda today -- I'm sorry, Mr. Da§i?

MR. DAVI: I Jjust have a gquestion for
clarification. Last month, in January, I think is when
you suggested that the attorney review the first letter.
That wasn'f on the agenda, to my knowledge. Could we

take that kind of action, just simply refer to this

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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attorney again to review it, keep it in the same place?

CHAIR COURSON: Actually, Mr. Davi, at the last
meeting, by the time of the last meeting, I, as Chair,
had taken the prerogative of already referring it to
couﬁsel for their review.

MR. HUGHES: Right.

The suggestion, I think, that Mr. Morris made,
was that the Board make a decision collectively to refer
this to the Audit Committee. And it seems td me that the
proper procedure for that should be to agendize it so
there can be a full discussion if the Board chooses to
do that.

MR. DAVI: OQkay, I was just trying to be
consistent with what you did last time. But then I guess
if that's the better way to proceed, we can agendize
it for next month.

CHAIR COURSON: Well, the Board can proceed how
they choose. I mean, Mr. Morris’s suggestion is that the
Board take the action to refer it.

The question will be whether we want to §ut it
on our next agenda for discﬁssion and consideration or
th. And I think that's a —- I assume, Counsel, that's
a decision wé can make today, whether to agendize it for
our next meeting, if anybody so cares.

MR. HUGHES: I think any director can always

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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request that something be put on the agenda.

CHAIR COURSON: Okay. Ms. Parker?

MS. PARKER: Just a comment, Mr. Chairman. And
I certainly don't want to make a comment relative to the
substance of either of the letters.

I think when we saw the first letter, and our
discussion, my discussion with you raised the concern
that there were issues in there that, frankly, in the
first letter were fundamentally issues of fraud and
felony violations. And it was certainly that -- I think
that was the reason why John wanted to move so quickly
about having it be reviewed by an independent legal firm.

That review cost the Agency $50,000.

I think -- I don't know from the standpoint of
the ongoing nature of these letters, but going where
there is the ability for us to do it in a manner that
creates for the Board the comfort of some independence.
However, I also jﬁst want to make sure that the Board is
aware of the expenditure of funds associated with the
outside counsel doing this work, and take all of those
things into consideration of a way to be able to look at
this but be mindful of how many letters could be seﬁt and
the dollars associated with it.

CHAIR COURSON: Mr. Carey?

MR. CAREY: By the way, Terri, I certainly

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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appreciate your openness in self-disclosing the previous
response. It helps to clear up an awful lot for anybody
that might have questions.

I think it's important that we not wind up in a
situation where we have a monthly letter that needs to be
referred to an outside counsel.

And I will say, just for the record, that while
I obviouély take the public responsibility as a Board
member very seriously, I'm dismayed by the very personal
and sort of scurrilous tone of the memos we're getting.

I don't think they, in themselves, indicate a very high
regard for public service. And so that aside, I think

we need to follow the appropriate steps in looking at any
issues that do have substance.

And I think that the conflict of interest issues
are important. Historically and traditionally, a Board's
first fallback and guide in that issue is counsel fo the
Board, and that's Mr. Hughes. And so I would be guided
pfimarily by his wisdom and recommendations on following
up on the conflict-of-interest issues. |

Secondarily, it becomes an issue for the
individuals inveolved, and that's potentially an FPPC
issue, or whatever, for them to resolve.

But I don't have the exact details of that memo

in my mind, because I just had a chance to glance at it.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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But to the extent it's conflict-of-interest issues and it
involves the Board, I think that our first go is to
rely on our own counsel.

CHAIR COURSON: Thank you. And I think
Mr. Hughes has -- that's the memo .—-- you can ﬁake a look
at the memo he's got.

I think the way that -- my suggestion is that,
since this isn't on the agenda to discuss, that we
should -- we'll move on; and if a Board member
specifically requests that it be placed on the agenda of
our next meeting, we'll do so.

We want to have directors and members of the
Board have the opportunity to have any item on the agenda
to discuss; so if someone specifically requests that or
renews a request we have, we'll put it on the next'
agenda.

MR. DAVI: That request can come at any time,
Mr. Chairman?

CHAIR COURSON: Yes.

It must come -- we have to issue our'agendas ten
days before our next meeting.

MR. DAVI: No problem. I understand.

CHAIR COURSON: Be it a regular meeting or a
special meeting.

MR. DAVI: Okay.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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CHAIR COﬁRSON: Okay? That concludes my
chairman's remarks.

MR. SHINE: Mr. Chairman?

- CHAIR COURSON: Yes,’Mr.'Shine?

MR. SHINE: We do have a request from a Board

member that that be done, albeit he can't be here

personally. That's why he called counsel.

How do you deal with that? To make a request,
do you have to be here in person?

CHAIR COURSON: No.

If Mr. Morris, I think, has made a specific
request, we put it on the agenda?

MR. HUGHES: Yes —-- well, Mr. Morris didﬁ't
request that it be put on the agenda, because by the time
I got the call on Tuesday, it was too late to
reagendize this meeting.

And I indicated to Mr. Mqrris that I would relay
to the Board his desire to have the Board refer this to
an audit committee; but that because it was not
agendized, it could not -- the Board could not take action
at this meetiﬁg. And I think. the question for the Board
is whether any Board member wants to agendize it for a
forthcoming meeting.

CHAIR COURSON: 1I'll suggest that  -- I'll ask

Mr. Hughes to call Mr. Morris and tell him we've

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 19
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-introduced the topic, and specifically ask him if he wants

to pﬁt it on the agenda for our next meeting, for
discussion of the Boafd; and if he does, we will.

MR. HUGHES: Yes, and, obviously, Mr. Morris can
choose himself to place this on the agenda.

CHAIR COURSON: Right, but I think we should ask
Mr. Morris. And if he says, "Yes, I'd like to have it on
the agenda," let's put it on the agenda. Or if anybody
else makes the decision they want to have it on the
agenda, we'll put it on the agenda for the next meeting.

. Okay, that concludes my report.

MS. PARKER: Mr. Chairman, I guess that means

I'm up.

CHAIR COURSON: You're up.

MS. PARKER: Just kind of some housekeeping
things.

I do want to follow up to an issue that was
raised at our last -- actually, two Board meetings‘—— by

N

one of our portfolio developers, the project being Boles
Creek. And Mr. Dunlap was one of the representatives of
that. And as you recall, the Board had a substantial
discussion about their request. The Agency -- I sent a
letter to Mr. Dunlap and his partner, which I cc'ed all of
you, 'essentially, saying that we would facilitate

setting up a meeting with HUD to discuss their proposal,

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 20
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and also, again, reiterated that we thought trying to do

something with their replacement reserve accounts was one
way that they could essentially deal with perhaps some of
their cashflow problems.

Subsequent to that, we received a letter and
also a call to our general counsel f£om Mr. Dunlap. And
I want to turn the microphoné over for a minute to
Mr. Hughes, for him to talk a little bit about their
conversation and what the Agency is currently doing with
respect to this issue, specifically for Boles Creek, but
broader to all of the projects that might be impacted in
our portfolio.

MR. HUGHES: Yes, that's correct. I talked to
Mr. Dunlap of the Boles Creek project last week.

What I wanted to do, that - Mr. Dunlap, when he
coﬁtacted the Agency, had indicated that he was.actually
a . licensed attorney. So I thought at that poin£ it was
appropriate for me to call him and discuss some of the
legal issues involved.

Priﬁarily, our conversation revolved around
the limitations that the Agency operates under federal
tax law; and I wanted to make sure that Mr. Dunlap
understood that there are restrictions. We dd}not
have unfettered ability to make loans -- tax-exempt

loans. We have to do it consistent with federal tax law.
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And I thought that narrowing those ‘issues to
get those off the table would be a first step towards

focusing the parties on what we could do, what we

couldn't do, what we were willing to do and not willing

to do. So he indicated that that was a good idea.

We are set to speak with bond counsel later
this afternoon, after this meeting. And I promised
Mr. Duﬁlap I would call him back tomorrow, fill him in on
where we were in that meeting, and then work the Agency
towards a larger meeting, including the Asset Management
folks, our business folks, and potentially HUD, which is -
also involved in this. ‘And he thought that was an
acceptable approach.

That's where we left it.

CHAIR COURSON: Questions from the Board?

MS. JACOBS: Thanks for the update. I
app;eciate it.

MS. PARKER: Then moving on, I wanted to let the
Board know that I am still in the process of recruiting
the two vacant positions that we have for director of
Multifamily and director of Homeownership.

We have talked to the recruiters. The salaries
that were discussed by the Board in the ranges that were
approved in our January meeting have produced a couple of

candidates. We have had some preliminary interviews.
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We're just in the very early stages of talking to one
or two people. So I would hope that I might have some

candidates for the next meeting, but we'll have to wait

and see.

Also, I'd inform the Board that we have been
moving along in our working group on the Homeless

Governor's initiative. And we believe the working group

‘has just about completed its work. Kathy and Edwin, as

the staff for the Agency, have done an outstanding job in
working with these issues with our sister state agencies
and HCD, the Tax Credit Allécation Committee, the
Department of Mental Health, and then a number of local
stakeholder gfoups in the counties.

We hope to be getting a timeline set, but the
presentation was made for the Prop. 63 Oversight
Committee. They were very pleased with the program
proposal so far.

The Department of Mental Health is having
stakeholder meetings on it right now. And we hope to
complete that assessment with stakeholders by the end of
this month, and the Department of Mental Health proceed
Qith its approval process.

So I'm hoping that either by the May meeting,
that we can announce that we have a program on the

street, or perhaps give you an update, that maybe it will .
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be the next month.

The last two items I wanted to tell you about:
The Audit Committee's discussions in the past several
meetings have led around to the selection of an auditor.
Based on the analysié that was done.and proposéls that we
received, the selection of the Deloitte auditing firm has
been retained. We felt that given the expertise they have
with the Agency, the number of programs that we have and
the work that we are doing on a number of strategic
alliances, that it made sense for us to continue this
relationship.

The last item, I just want'to say that we'll be

talking more about it when we discuss with the Board the

initial presentation for your consideration of the

business plan for adoption at our next meeting. But
since part of our discussion on the business plan is the
amount of allocation from CDLAC we would have to receive,

the select Board met a couple of weeks ago and laid out

vits initial distribution of the almost 3.2 billion

dollars' worth of tax-exempt allocation, giving about
77 percent of it to housing. 23 percent of that going to
singie—family. The largest share of that is going to the
California Housing Finance Agency.

Although it is not as much as we felt that we

need in order to sustain the level that we have been
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lending, We will go through that.

But - in addition, the Committee also allocated
$140 million, with the possibility of another $50 million
to the Department of Veterans Affairs. This year, there
i$ the ability for any bonds that are sold to be available
for lending to not only first-time home-buyer vets, but
also any vet. So we are going to try to -

and we'll talk about this later -- partner with our sister

‘state agency, the Department of Veterans Affairs, to put

together a housing program, ownership program specifically
markétedrto our veterans.

And with that, Mr. Chairman, that concludes my
remarks.

CHAIR COURSON: Okay, thank you.

—--o00o—-

Item 4. Resolution 07-09, Eureka Family Housing

CHAIR COURSON: The next item on our agendé is
the discussion of a loan proposal, for a final loan
commitment on the Eureka Family Housing.

And, Laura, I guess you're going to take us
through that process.

MS. WHITTALL-SCHERFEE: Yes, thank you very
much.

I want to apologize for the fact that included

in your Board binder was an earlier draft of the version
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of this proposal. I'm optimistic that all of you did
receive a corrected final copy and that you were able to
review that. I do apoclogize.

We're coming to you today and requesting
approval‘of a final commitment on Eureka Family Housing.
This is a little bit of a different proposal for you than
you've seen in the past for one specific reason, and that
is, that this project is in our portfolio, and it has
failed the HUD REAC, which is the Real EstateVAssessment
Center inspection. It failed it in January of 2007. And
the reason for its failure is the extensive amount of
rehab that's needed. If this rehab is not completed; this
project stands to lose its Section 8 subsidy.

And that's the real purpose for us bringing this
proposal to you today.

The project is Eureka Family Housing. It's in
Eureka, in Humboldt County, California. It actually
consists of three separate parcels. They are not
contiguous.

And Jim is going to explain to you other
differences that this project brings to the table than
what we've seen before, and this is one of them. This
is not just a single site. This is three projects that
are not adjacent.

‘The total number of units for these three siteé
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are 50 units. They were all built in 1980. They all
need substantial rehab.

Our proposal today and our request that we're
going to submit to you for approval is for a final
commitment for acg rehab and then for permanent financing.

Acquisition rehab would include a first mortgage
in the amount of $3,375,000, variable rate, beginning at
5.30 percent for 12 months, interest-only, tax—exemptr

money. This would still adjustrat a variable rate, very

" much like our other construction loans. The only

difference is because this project needs this money SO
badly and because we are basically trying to save this
project, we are asking to start the;interest rate at
5.30, not at 6 percent, which is what the starting
interest rate would be for our construction loan program
today.

In addition, this project has Section 8. And
we are proposing a second mortgage that would begin at
the acquisition term for the Section 8 overhang in the
amount of $1,150,000 for the remaining term, which is
14 years, at 5.3 percent. And that is also tax-exempt
money.

The third mortgage, that would be needed alsQ at
aéquisition, is for $305,000. The interest rate would be

3 percent, and it will be for 30 years. And it would be
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from our Earned Surplus money.

Once the loan converts to perm, we would have
the second and‘third mortgages I've just explained to
you; They would remain in place. And we would have a
fifst mortgage in the amount of $940,000[ at 5.3 percent.
It would be one of our 30/due-in-15.

But‘there's also a little bit of a difference on
the 30/due-in-15. The assumption is that we will have
the 14 years of Section 8 money and that we will ask
for —- or the owner will ask and receive reneﬁals.
However, the project cannot fully debt-service without the
Section 8 money. So the understanding is that where the
30/15 program normally gives you the option to prepay.

after the qualified period, in this situation, if for any

reason at all the Section 8 was not renewed, this loan

would become due and payable because there is not
sufficient money to make the debt service for the entire
term of the loan.

In addition to our financing, the Redevelopment
Agency is providing a rehab perm loan in the amount of
500,000 for 40 years at 3 percent. And the Housing -
Authority is carrying back a loan 2.4 million at
3 percent for 55 years.

And Jim is going to explain why we're talking

about a seller carryback also in his part of the
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discussion.

And with that, Jim Liska is going to take you
through the slides and go into a lot more detail on some
of these issues.

MR. -LISKA: Thank you.

Mr. Chairman, Members of the Board, it's a
pleasure to be here today.

I just want to say, this is one of the first
projects that we're presenting on behalf of Asset
Management. In the ensuing months, I think you're going
to see similar types of projects, similar types of
financing scenarios that we're trying to look at.

We're trying to address now —-- and I think you
are seeing it now with other agencies -- looking at
recapitalization of projects desperately in need of
rehabilitation. And this is our first step and our first
presentation on behalf of something like this.

I think we'll just step right into some pictures
first to give you an overview.

Again, as Laura indicated, it's one project
mortgage with three non-contiguous sites. The first one

we're looking at, and it's an aerial photo, but it's a

low aerial photo because I wanted -- just to the naked

eye, the projects look pretty good, you know, from the

exterior. This here has -- 615 West Hawthorne is eight
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units. They're all two-bedroom/two-bath townhouses.

The next one i1s 735 P Street, which is 21 units,
studios, two- and three-bedrooms.

‘The last is 1112 E Street, which is 21 units.
And it's one- and two—bedrooms.>

Right here, this is the maintenance shed. And
this is going to be demolished. And under the
rehabilitation program, the Eureka Housing Authority is
going to build a new community center, a new community
building for their rents of all three properties.

Just to give you -- this is endemic, across all
three propertiés. This is to show you some of the
deterioration of some of the wood siding, which is a
major cost out of the rehab budget of $2.3 million.
Something like approximately $1,150,000 is going to be
towards wood siding.

Another picture. Here, you can see some fungi
on the exterior wood siding, the T1-11.

Finally, this is our rent spread. On one hand,
we had REAC, with HUD's REAC score, where we failed REAC,
as indicated, January of this year. However, we had a
meeting with HUD and with the developer and his
consultant, as well as their legal attorney. And we
presented our budget. We presented our below-market

financing. Because of -- with the infusion of tax

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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credits, even with the Eureka Redevelopment Agency'
contributing $500,000, even paying off our first mortgage
and putting on an additional first mortgage, Section 8
overhang, we were still short money, and we're using
Farned Surplus funds.

That impressed HUD and, in turn, they allowed
this projeét to be marked up to budget, which means that
they allowed a 3.3 percent rent increase.

And you'll see that on the green bar where
Section 8 rents equal market rent.

In addition, this project has been really a
collaboration among our sister agencies. For CDLAC, fo
get it into CDLAC, normally, we would require 20 percent
at 50 percent. In order for this project to meet the
bare minimum numerical rating for CDLAC, we increased the
50 percent level by an additional 10 percent. So we
bésically have 30 percent at 50 percent, and the
remaining 70 percent is at 60 percent.,

As indicated, the current owner is the Eureka
Housing Authority. As a way for leverage funds for this
projéct, we're allowing a purchase by setting up a new
legal entity, the Eureka California Family Housing, a
Limited Partnership. The managing general is Eureka
Family Housing, LLC, with its sole member being Eureka

Housing Development Corporation. And the sole member of
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that is the Eureka Housing Authority. There are no other
board members or anything like that.

This is the first time we're aliowing a seller
take-back, as indicated, of $2,400,000. This helped-
create an increase in tax-credit dollars.

The other thing -- and we're also allowing an
identity-of-interest sale. We've had our own bond
counsel look at it. We've had the tax credit investor
look at the transaction, the legal entity, that it meets
IRS Board of Equalization requirements for a legai
transaction. Goldfarb Lippman, on behalf of Eureka
Housing Authority, has given us a preliminary opinion
that the criteria is okay.

Again, the tax credit investor in this case is
Merritt Capital out of Oakland. And they have looked at
the deal, and they're providing the tax credits for this
project.

The other thing that HUD was impressed was that
we are using some of our own Earned Surplus money. The
Earned Surplus is a financing program designated to be
proactive as a means of protecting the Agency's asset in
cases where the alternative to the Agency is looking at
the deterioration of the asset. And this is something
that we want to prevent.

I guess basically, we're looking at that we are
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buying at least 15 more years. We want to save this
project. There is a need for it. It's partnering with
the FKureka Family Housing Authority, and trying to
achleve it by using our various sources of assets that we
have available.

The other thing that was mentioned is, we are
looking at -- the project should make it after 15 years
in the event that the HUD subsidy continues. However, if
it doesn't, then we will trigger a payoff.

We have a relocation program. The relocation
program is being monitored, administrated by the Eureka
Housing Authority. They're using HUD's HOME VI program
guidelines, which is acceptable. ;

They do have a person on staff to monitor for
compliance for any relocation issues: Serviclng of the
tenants, working with them on orientation of what's going
to take place. Timing, if they're going to be staying
with relatives, if they're going to have to be housed
temporarily, off-site,. what have you. But that
relocatioh program is in effect.

Again, the rehab budget, it's an ambitious
budget. We felt it was necessary to do all the work that
was required and not just put a bandage on it. And I
think this is the direction that we want to take.

When we look at projects in our portfolio, that
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if we are short some money, again, we will step in and
see about using a portion of our limited pot of money
that we have for Earned Surplus to make this work.

Again, our rehab budget is $2.3 million in hard
costs, which is approximately 50,000 dollars a unit.

With that, I'll be happy to take questions.

MS. WHITTALL-SCHERFEE: And I just also want to
say that this is also in the current CDLAC round. So the
expectation is -- our hope is that it will obtain CDLAC
approval this month.

CHAIR COURSON: Let me -- if I may, so I
understand. I'm looking at page 179 in our book. If
I understand correctly, during the acquisition financing

phase, the three lcocans that are noted -- CalHFA loans,

- the acquisition/rehab, second mortgage, and Earned

Surplus, of course, would be there. And in addition,
through the -- it says, "funded at acquisition,” bélbw,
whére we talk about "permanent source of funds."

Will those four items be funded upon acquiring
the property prior to the start of rehab?

MR. LISKA: They will be funded at the time of
rehab.

MS. ALVAREZ: Yes.

CHATIR COURSON: Okay.

MR. LISKA: Any existing reserves, -we have a

Daniel P. Feldhaus, CSR, Inc.  916.682.9482
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small portion bf existing reserves. The operating

reserve and a minimal existing replacement reserve will be
thrown into the rehabilitation account, as well as

$500, 000 for --

MS. WHITTALL-SCHERFEE: It's a little bit

clearer on page 181, where you see "sources and uses of

funds," and you can see the funds.

MR. LISKA: They will come in at the beginning
for acquisition, and then for rehabilitation.

CHAIR COURSON: And those four items will be
subordinate to the three loans mentioned, CalHFA loahs,
unde; the acquiéition?

MR.‘LISKA: The seller take-back will be
subordinate, as well as the Eureka $500,000 loan. And
that will be subordinate.

CHAIR COURSON: And then at the permanent, what
we'll end up with a} the permanent, at the end of the
rehabilitation period, we'll have a 940,000-dollar first,
a CalHFA 940,000-dollar first.

" MR. LISKA: That is correct.

CHAIR COURSON: We'll have a 1,150,000-dollar
second.

MR. LISKA: Correct.

CHAIR COURSON: And a 305,000-dollar Earned

Surplus loan.
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MR. LISKA: That is correct.

CHAIR COURSON: And tben the other items funded
at acquisition are subordinate to those three?

MR. LISKA: That is correct.

CHAIR COURSON: And they're funded out of
residual receipts?

MR. LISKA: Yes. The $500,000 and the
$2,400,000 is payable from residual receipts. It's an
unstructured debt. Again, it's -- we looked at that to
meet the appropriate requirements that it can be repaid.
And again, the $500,000 is going to be repaid over
40 years, and the $2.4 million is going to be repaid over
55 years, which is the tax credit period.

CHAIR COURSON: I was just trying to get all
these different layers in my own mind in terms of our
priority of liens. '

Thank you.

Mr. Shine?

MR. SHINE: Yes, thank you. That's where I was
going.

Just for my own clarity, during the construction
phase, am I correct in saying that the $4.8 million that
we're advancing in the aggregate is all in a priority
position, before any other debt or any other notes or

any other --
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MR. LISKA; The priority position, we will be
first, second, third debt.

MR. SHINE: And then at the take-down, as the
Chairman has said, our first and second and other loan
will be prioritized, everything else will be subordinate
to it?

MR. LISKA: That is correct.

MR. SHINE: Is the project paying —-- the
2.4 million that the city is giving them --

MR. LISKA; No, the 2.4 --

MS. JACOBS: Mr. Shine, would you please_finish
your --

| ‘MR. SHINE: The 2.4 million that's shown here

as funded at whatever, is really not any money; it's
merely a note for the equity that we're allowing -- or
that we're agreeing is the equity that the housing
department has in the land, other than what they're
getting paid in cash for at the close.

Is that correct?

MR. LISKA: That is correct, sir.

MR. SHINE: And does the project suffer any debt
service on thaf subordinated equity note to the city?

MR. LISKA: No, it does not.

CHAIR COURSON: So there will be no cash flow

‘payments?
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MR. LISKA: it wili be residual receipts,
cashflow payment after all other debt service has been
paid.

MR. SHINE: Does the interest -- is there
interest on the note?

MR. LISKA: There is interest on the note. It
is structured debt in order to meet --

MR. SHINE: And the interest, if there's not
enough cash flow to pay during the term, thén goes silent
until the end, is that correct, or it just stays on the
note?

MR. LISKA: 1t just stays on the note. It
accumulates.

MR. SHINE: Thank you.

MR. LISKA: You're welcome.

CHAIR COURSON: Other questions?

Ms. Galante?

Oh, excuse me just a minute. Let the record show
that Ms. Galante has joined us and is now present at the
meeting.

MS. GALANTE: Thank you, Mr. Chairman.

I apologize for being lafe. I was having‘
trouble findiné parking today, for some reasoﬁ}

You know, my question is more around -- and you

mentioned we're going to be seeing more of these -~ how
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we got here. This is a project that had 100 percent
project+baéed Section 8. |

MR. LISKA: This is a project with 100 percent
Section 8, project-based. It was on an existing 40-year

mortgage with a 40-year HAP contract. It's coterminous in

2021.

And I'll turn it over to Margaret to add any
comments.

MS. ALVAREZ: Yes, I would just like to point out
that this is -- oh, Margaret Alvarez. I'm the director of

Asset Management.

Along the line here in the last few
presentations to the Board, I've been talking about our
portfolio aging, that we had several that had maybe some
particular problems that we would be bringing forth.

Fortunately for us, most of our portfolio is in

' very good shape. We have a number that aren't. And one

of the problems has been, there's been no rent increases
from HUD for about six or eight years. So although
operating expense has increased, rents did not increase
for a very long time.

MS. PARKER: And, Margarét, when we've put
funding aside as part of our business plan or Housing
Assistance Trust funds for troubled projects, this is

exactly what we had in mind. And in this particular
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case, we brought this forward because of the failure
because of the REAC scores.

And I don't know whether you want to give the
Board a little preview of whether or not any of the other
projects in our portfolio have had failed REAC scores,
just for a comparison.

MS. ALVAREZ: Yes, actually, we have had several
failed REAC scores. There's five or six right now.

And usually, those can be fixed. 1In this case,
the siding is a major problem. As Jim said, it's over a
million dollars just for the siding.

That's been one of our problems in the
portfolio, in general. 1In the older portfolio, they used

T1-11 siding. Especially in Eureka, with damp air,

et cetera, it just doesn't hold up very well.

MS. GALANTE: I guess where I was going, as we
start to see more of these, is understanding, you know,
the responsibility of the sponsor/owner in maintaining
these projects. And I think you've done a really great
job of creatively trying to figure out how to make this
one work in the'future.

And I just want to be sensitive to, you know,
people taking responsible ownership and management of
these assets, and not rewarding, you know, actors that

haven't done a good job.
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You know, I understand there are things that are
outside people's control sometimes that we need to deal
with, like I uﬁderstand not getting rent increases for
six or seven years, and understanding the T1-11 issue,
which a lot of projects got into trouble with in this
time frame, is helpful. Bﬁt I just -- you know, I'd like
to hear we're keeping this with the same ownership
entity, essentially. I mean, legally, you're creating a
new partnership, but it's the same peoprle.

Do you have confidence that this owner is going
to maintain this development appropriately in moving
forward?

-MS. ALVAREZ: I think we do, or we wouldn't
bring it forward.

‘And, actually, one of the things we talk about
in Asset Management and with -- or in Jim's group quite a
bit is this whole notion of not rewarding bad behavior.

And I think this is a really good workout and
a positive workout, if you will, in the sense that
everybody kicked in something. The owners put up —--
or, you know, they're putting in their 2.4 million equit§
fhat they're not going to see for possibly 55 years.
That's pretty substantial.

Really, we're kind of using this as maybe our

role model of what we're hoping most of the portfolio
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that needs help will do because we really feel like with
a new owner, new tax-credit equity, and maybe some minor
kick-in of our scarce Earned Surplus funds and so forth
and the owners kicking in their own money, too, that
really that's the best partnership you can get and
everybody wins. Because you end up with some money to
fix up the building, and not just put a Band-Aid on it,
but to really fix it so it will last.

MS. WHITTALL-SCHERFEE: And if in addition to
Margaret's comment about not just putting a Band-Aid on
it, we're going to be funding through the close an
initial deposit to the Replacement Reserve of $106,000,
and then have replacement reserves in the amount of
$600, 000 per unit on a go-forward basis, with the
understanding that that money is going to be used to set
up a replacement reserve, so that as things come up down
the road, this project will have the funds to handle the
rehab that's needed down the road.

CHAIR COURSON: Are there other questions?

Ms. Jacobs?

MS. JACOBS: First, a comment.

This does show the importance of reserves on our
projects, and something we might want to look at on an
ongoing basis, given the age of some of the projects in

the portfolio, to make sure that we're working with
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projects that have underfunded reserves.

But secondly, I see on the pro forma, $75,000
for relocation.

Have we reviewed their relocation plan, and are
we comfortable that there are placés in Eureka to
relocate people?

MR. LISKA: Yes, we've reviewed the relocation
plan.

Again, the 75,000-dollar budget is a temporary.
budget. The majority of the work, as indicated, is going
to be on‘the exterior. And, yes, there will be some
interior.

And, again, we're looking at three

non-contiguous sites. So you're going to see a rolling

rehab pattern, so that there shouldn't be a long period

of time for temporary displacement of residents or
tenants. So, yes, we have looked at the plan. We feel
comfortable with the Housing Authority.

Bob Morelli, who i1s the executive director of
the Eureka Housing Authority, has been doing this for a
number of years. They have other projects. We've taken
a look at those projects while we were up in Eureka.

We feel comfortable that they have the
wherewithal. The general contractor is local. He has

done past business with the Housing Authority. Their
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product looks good.

And this is a product, as in&icated, that needs
some rehab right now.

So yes, to answer your question, I feel
comfortable with the relocation.

MS. JACOBS: Okay, thank you.

CHAIR COURSON: Are there other questions from
members of the Board?

(No audible response)

CHAIR COURSON: 1Is there a motion to approve the
resolution on page 193, approving the project?

MS. GALANTE: 1I'll move.

CHAIR COURSON: Ms. Galante moves.

Is there a second?

MR. CAREY: Second.

CHAIR COURSON: Mr. Carey seconds.

Is there any comment from the public on the
project?

(No audible response)

CHAIR'COURSON: Seeing none, then let's call the
roll.

MS. OJIMA: Mr. Davi-?

MR. DAVI: Yes.

MS. OJIMA: Mr. Carey?

" MR. CAREY: Yes.
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MS. OJIMA: Ms. Galante?

MS. GALANTE: Yes.

MS. OJIMA: Ms. Jacobs?

MS. JACOBS: Yes.

MS. OJIMA: Mr. Pavao?

MR. PAVAO: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes.

MS. OJIMA: Resolution 07-09 has been approved.

CHAIR COURSON: Thank you.

MR. LISKA: I would just -- can I say one
comment, please?

CHAIR COURSON: Yes, please.

MR. LISKA: On a positive note, this is our
first project. I'm very excited about it. I'm very
pleased that thé Board has approved it.

I see this as a partnering in our own
Multifamily with Asset Management and on a go-forward
basis. Yes, we are looking for creative ways to finance
these projects; we are- looking for integrity and
responsibility on the part of the owners. And I just see
some good things happening in the next year or so.

And thank you all.
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CHAIR COURSON: Thank you, Jim.

MS. PARKER: Mr. Chairman, I might mention,

Mr. Liska is going to be retiring shortly, and we're
going to be losing him, from the standpoint of our
regular -- one of our underwriters in the Multifamily
Program.

However, Jim has offered to continue to work
with us, the Multifamily staff, and particularly for
Margaret, going through these kinds of projects in‘our
portfolio.

As we have said, Margaret has been concerned
about these. We're really trying to focus our attention
on this. And we're very pleased to not only want to
thank Mr. Liska for his service to the citizens of the
state of California and the Agency, but the fact that we
will be able to continue to benefit from his services for
the benefit of our projects and our tenants.

Thank you, Mr. Chairman.

CHAIR COURSON: Thank you.

Thank you, Jim.

--o0o~--
Item 5. Bay Area Housing Play Financing

CHATIR COURSON: The next item on our agenda is
our regular update on the Bay Area Housing Plan'financing.

And our familiar friends who report to us at our Board
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meetings, Kathy and Edwin are back.

MR. GIPSON: Good morning. Thank you.

CHAIR COURSON: You have a report in front of
you, legal-sized, with an attachment to it.

MR. GIPSON: we handed out this morning a
schedule of the properties as stated before. And then
there's an attachment in the back that has a quick status
of some of the permit process on the ones that are
closed and where we are with those and what's pending and
what's not. 1It's a quick little list there for you guys
to look at.

Today we're going to provide you an update on
what the status of the construction is, what the status
of the memorandum of an understanding, with the
additional $11 million in predevelopment funds coming
into the project. 1In addition, we will give a little bit
of the approved properties of what the next steps are.

And I'll let Kathy go through the actual plan
details.

MS. WEREMIUK: Chairman Courson and Members of
the Board, it's a pleasure to be here again.

In the chart that you have before you, you will
notice there are 23 properties. And these are the
23 properties that the Agency has issued commitments on.

We have not issued any commitments since the end of
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November of 2006. However, the borrower, Hallmark
Community Services, has coﬁmitted an additional

13 préperties, and those are listed as numbers 24 through
37.

The reason we haven't committed additional
properties was, we've been negotiating an agreement with
the regional centers and DDS regarding the use of the
additional $11.1 million. We're very close. And I think
by the end of the week, we are hopeful that we wil; have
that document signed.

What you would see in front of you shows you a
little bit of the impact of that document.

We have agreement on the first 23 propertieé
that the regional centers will contribute $2,189,000.
It's the first block in sort of green-blue.

In addition, there is another $1 million of
money that was spent for legal expenses and other
start-up expenses that they've also agreed to contribute.
That leaves approximately $8 million. And we havé a
tentative agreement with them that hasn't been signed yet
of a maximum and a minimum commitment brice from the
Agency by housing type.

Where we are right now is a maximum on, for
example, an SRH3, which is a model for people who have

behavioral problems, not medical, of between 1.3 million
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and 1,450, 000.

It goes up for the most expensive, thch is the
medical model, in the priciest locales, which is the
South and West Bay, to 1,935,000 as a maximum, and a
minimum of a 1.6 million.

When you look at the green chart, you would see,
in terms of CHFA commitment on the numbers 24 through 37,
the impact in bringing down what we anticipate our
original commitment on the loan would be and what the
equity doliars in the next column are that the regional
centers would come in with.

If we follow this pattern per house and per
house and per house that has already -- that we
anticipate, given the prices we've seen today, we think
that on the £emaining houses we will see them putting in
about $7 million initially, leaving $1 million for them
to put in to what they call "true-up" or "equal loan"
amounts for the properties.

Their goal -- the regional centers' goal was to
reduce the cost in properties but do it as equally as
possible. OQurs was to have the money come in early; and
we've been negotiating over this time period, not over
whether that money would come in early, but -- whether
the money would come in, but how it came in so it

satisfied both of us.
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We think we're very close. And once we are, we
will start issuing commitments again.

If we go through property 37, we will be up to
the Board's maximum commitment to date, which is
$70 million. And we anticipate that we'd be coming back
in to you for additional allocation at the next Board
meeting.

The borrower in the meantime has taken out a
line éf credit with Merchants Bank, which is how they
acquired these houses. The first seven of them, they
have asked us -- they've actually -- they're houses that
are completed or purchased complete, almost complete;
and they have asked‘us to put them into the BofA line of
credit and take them out almost immediately and do our
first seven loan purchases.

So, again, if we go according to the schedule I
think we have, we may have seven loans that are purchased
by the next Board meeting, as well as coming back for‘
additional allocation.

On the construction costs, we have our first
three properties. We have bid amounts and contract
amounts from the contractors. And what we've found
there,‘Eden, Baywood, and Northlake, ‘is.that the
contracts -- the signed contracts are slightly lower than

the eStimated amounts that we had in our commitments.
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Eden would be a good example. The total contracts, with
the céntractor and for environmental work, came in at
$324,000. We ﬁad estimated three sixty-four.

That's good neWs, in that the estimating low, it
was done conservatively, at least, was high eﬁough that
we're not anticipating seeing a bump—up in the commitment
that the Agency has made to the properties.

The regional centers plan to use the full dollar
amount of our commitment because they had some add
alternatives they wanted to add to the contract; but they
agreed not to add them if it pushéd the dollars higher
than what we had originally committed to.

So that's a start of good news.

They are not yet under construction. Three of
the properties are ready to go. And we have spent the
last two weeks reviewing the documentation under the loan
purchase agreement to get a sign-off from the bank and us
that's‘consistent with the documents that we have. 1In
that process, we've approved final master specs for all
the properties and have also approved a list of
documentation that they’d be giving to us and the bank to
meet reqguirements.

The contractors, as I mentioned at the last
meeting, will be different, for different bundles of

properties. The first contractor was a little weak in
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Bank of America's overview; and they've approved them
only for one project, contingent on -- or one set of
projects, contingent on actual loan purchase by the
Agency. They've been concerned that they would get the
performance that they want. These being smaller
properties, the borrower has not had the pick of the
top~line contractors.

So we anticipate probably at the beginning of
the week the construction contracts will be signed and
the first three properties will be under construction.

And I think that that is -- oh, you have a
construction schedule. That just shows you the status of
which of the first three sets of properties are in
design; and in permitting, over half are in the permit
process right now. The longest lead time item on the
permanent process 1is getting fire department cleafance
for all of the life-safety requirements for the very
fragile population that is being served.

Any questions?

CHAIR COURSON: I have one.

Kathy, you mentioned looking at this Eden
property as an example, that the rehab estimate was
364,000. I think you said it came in at 324,000.

MS. WEREMIUK: Correct.

CHAIR COURSON: And then you made a statement,
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if I understood you correctly, you said we'll still fund
the 364,000 and the additional 40,000 was going to be
used by the regional centers for something?

MS. WEREMIUK: They're what they called add
aléernates.

In the first set of properties, they put in a

list of items they wanted to add in if they were funds

that was -- it was a learning curve. By the time we got
to about the sixth property, they had hired the staff
they needed and determined what actually they needed in
the way of safety equipment for the residents.

But in the first propertieé, they were not as
geared up, and they had not listed everything that they
were actually concefned about. And so that list of
alternates included some things that are mandatory in
later properties.

CHAIR COURSON: Okay, I guess my comment is that
it's sort of like the old adage that if it's there,

someone will spend it. It's like my grandchildren. And

my concern is that if we're able, in fact, to bring‘in

actual costs less than our estimate éf the rehab, to make
sure that the dollars we're spending are not being spent
just because they're there, but truly are going to
enhance either value or utilization by the residents of

what we're putting the money for.
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MR. GIPSON: They will enhance the value and the
utilization for the pépulation. It's just a matter of
you have budgeted dollarg available and costs, and you
have things you really need to have. There are a few
things from that first group that should be in there that
wefen't. But you also have some things that if we had
the funds, we would have this extra thing. And if you
add something extra on top of what we've already
budgeted, you're going to add a little extra value as
well. So you don't really get punished for it, other
than the loan amount still stays exactly where we thought
it was going to be.

CHAIR COURSON: Thank you.

Other questions from members of the Board on the
Bay Area?

(No audible response)

CHAIR COURSON: As always, a very good update.
We appreciate the reports. And I'm sure we can look
forward to seeing you in two months.

MS. WEREMIUK: Thank you.

MR. GIPSON: All right.

//
//
//

Item 6. Resolution 07-08, Discussion, recommendation
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and possible action re augmentation of 2006-07

Operating Budget

CHAIR COURSON: Let's move on to our next item,
which is Item Number 6, which is the recommendation and
potential action regarding the 2006-2007 operating budget.

You have-in front of you a document that's
called the -- I think this is right, Terri -- this is
what they should be looking at?

MS. PARKER: No.

CHAIR COURSON: No, don't look at that. That's
incorrect.

MS. RILEY: There should be a handout that JoJo
passed out.

MS. OJIMA: It should be this.

MS. RILEY: That would be it.

MS. OJIMA: Right.

CHAIR COURSON: Okay, it's a document that is
called, "The Housing and Insurance Operating Funds."
It's the operating funds detail, and it's clipped
together. ' /

MS. RILEY: And basically, that document shows
our actuals for last year, our adopted budget for this
year and what we're recommending to amend the budget by.

The two attachments are by fund. They show the

breakdown by fund.
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If you will recall last year, when the Board
approved the operating budget, we did not include any
increases in that budget for cost of living or any
bargained-for increases.

| -What you see in front of you are those increases
that came subsequent to the operating‘budget being
adopted. And those include the three and a half percent
cost of living that was passed along to all employees.
It has an additional $1,000 that was a one-time approval
for most of our employees. And it also includes, in
January, somé of our IT classifications, where they were
at the top of their range, got an additional 10 percent
increase.

So that's what the $886,000 is. And then there
is the benefit factor.

This does ﬁot include any exempt salary
increases.

MS. PARKER: Mr. Chairman and Members, if you'll
recall at our last meeting, I essentially informed you
that we were beginning to review, as part of doing our
mid-year update, looking at our operating budget, and
that I expected that we had identified the costs
associated with the salary increases that were not
budgeted, being approximately a million dollars.

And so, as Jackie said, we have not put anything
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in here for the salary increases, although thé salary
increases were effective January lst. And there will be
an impaét‘on our budget.

I think that we will have further information
about whether we need to have some adjustment to our
budget; buf this one, we clearly know, because it was not
inciuded, that it needs to be made. And so we are asking
only for your consideration for this item.

MS. RILEY: And, actually,/just to correct you,
Terri, the salary increases were effective last July,
other than the additional 10 percent.

MS. PARKER: ©Oh, I'm sorry. What did I say?

MS. RILEY: January.

MS. PARKER: I meant the exempt positions being

effective in January.

MS. RILEY: Yes, the exempt —--

MS. PARKER: These salaries, these positions
were effective in July.

MS. RILEY: Right.

CHAIR COURSON: Questions?

(No audible response)

CHAIR COURSON: Now, these increases were in
accordance with the --

MS. RILEY: Collective bargaining ;greements.

CHAIR COURSON: Collective bargaining

Daniel P. Feldhaus, CSR, Inc. 916.682.9482




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

58

CalHFA Board of Directors Meeting —March 8. 2007

agreements? Okay.

MS. RILEY: Yes.

CHAIR COURSON: So they're the same as other
agencies and departments?

MS. RILEY: Absolutely. Most of our employees
belong to Bargaining Units 1 and 4.

yWe did include last year in the May budget,
there were some bargained-for increases for attorﬁeys
earlier than July. Those were included. And also we
have a few inspectors in Bargaining Unit 9. Those were
included. But the bulk of our employees are in these
bargaining units.

MS. PARKER: And I think we téld the Board when
you all adopted the business plan and the budget last May,
that we were expecting that there would be a general
salary increase and we would have to come backAand deal
with that, with the Board-at the time.

This is typically the way CalHFA follows,
although we're not part of the budget, it does follow
what other state agencies do. And the fact that their
budget is not augmented by a salary increase when it is
granted through collective-bargaining and MOU agreements
that are not usually perfected until sometime in August,
September before the Legislature goes home, and then

retrospective, if that's appropriate.
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But the way it works for the state bﬁdget is
there is.a salary item, and then from that salary item,
those dollars are then allocated to all the various
departments that are impacted.

Clearly that's not the case here because of
CalHFA being off-budget and needing to come to the Board
for our aufhorization.

CHAIR COURSON: Are there other gquestions from
the Béard?

MR. SHINE: Yes.

CHAIR COURSON: Mr. Shine? -

MR. SHINE: There's three pieces of paper in
this report and --

MS. RILEY: Yes, the top one is the combined

budget for both Mortgage Insurance and the Housing

Finance Fund. The two that are attached break it down by

fund.

MR. SHINE: I see. So am I correct then in
assuming that this one here that says, "Housing and
Insurance Operating Funds" is the consolidated one --

MS. RILEY: Yes.

MR. SHINE: =-- or is it the "CalHFA Fund
Operating Budget" that is the consolidated one?

MS. RILEY: The consolidated one has both funds,

CalHFA and insurance, which is the bottom line, nearly
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1.1 million. The other two adds up --

CHAIR COURSON: The consolidated says "Housing
and Insurance Operating Funds," and the increase is
$1,086,000.

MS. RILEY: Yes, exactly.

MR. SHINE: Thank you.

MS. RILEY: You're welcome.

CHAIR COURSON: Yes, any other discussion?

(No audible response)

CHAIR COURSON: The fesolution to approve these
changés is on page 195.

Is there a motion to approve?

MR. DAVI: So moved.

CHAIR COURSON: Mr. Davi.

MR. PAVAQO: Second.

CHAIR COURSON: Mr..Pavao.

Any discussion from in the public?

(No audible response)

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

roll, please.
MS. OJIMA: Mr. Davi?
MR. DAVI: Yes.
MS. OJIMA: Mr. Carey?
MR. CAREY: Yes.

MS. OJIMA: Ms. Galante?

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

60




10
11
12
13
14
15
16
17
18
19
20
21
2

23
24

25

61

CalHFA Board of Directors Meeting — March 8. 2007

MS. GALANTE: Yes.

'MS. OJIMA: Ms. Jacobs?

MS. JACOBS: Yes.

MS; OJIMA: Mr. Pavao?

MR. PAVAO: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes.

MS. OJIMA: Resolution 07-08 has been approvéd.

CHAIR COURSON: Thank you.

For the convenience of the Chair and maybe some
others in the room, I'm going to declare a recess for
ten minutes, and then we'll be back.

Thank you.

(A recess was taken from 11:19 a.m. to

11:34 a.m.)

CHAIR COURSON: 1I'll call the meeting back into

session.

//
//
//
//
Item 7. Compensation Committee Report

Item 8. Possible Discussion and Action by Board Relating
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to the Compensation Committee’s Review and
Recommendations

CHAIR COURSON: The next two items really go
thether. 7 and 8 is the Compensation Committee and
ﬁotential action based on recommendations.

Let me report to the Board that the Compensation
Committee did meet today at nine o'clock but two of tﬁe
three members were nqt there. Mr. Czuker and Mr. Morris

were not in attendance, so I was the only member that was

" there.

MR. DAVI: Was it ridden with debate,
Mr. Chairman?

CHAIR COURSON: It was. I had a vociferous
argument with myself, and it was a split vote.

Actually, we did meet; and based on that, we are
putting the foﬁr items that were before the Compensation
Committee for discussion in front of the Board for our
discussion and action today.

Let me, if I may, there are four items that you
can see in the agenda, dealing one with Watson Wyatt,
CalPERS, salary ranges, and the salary of the executive
director.

I'm going to make a couple of comments and a
suggestion.

The Watson Wyatt issue was one, if you'll
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recall, that after our last meeting, where we had taken
the action we had taken in conjunction with salaries and
salary ranges, that we were going to ask Watson Wyatt
for a proposal to help us draft policies and procedures
as a follow-on.

And we have a proposal from them, but I'm going
to suggest that we postpone any discussion of that
proposal until we deal with the other items that we have
to deal with on the salaries. It seems like moving
forward with that, and the second item on our agenda,
without dealing with the issue that we are going to be
discussing shortly on salary ranges and salaries, we
should just postpone any action. |

The second piece, the PERS piece, if you'll
recall, we had discussions on this Board before about,
as we grant salary increases, is it appropriate and is
it permissible for CalHFA, being self-funded, off of the

budget, is it appropriate with our self-funded status to

‘-make contributions to the pensions based upon the

salaries granted to staff, senior staff of CalHFA. And,
again, I'm going to suggest that we'll keep those on the
agenda for a future meeting; but I think we need to deal
with the other two issues before us today before we move
into the discussion of those two.

So if there's no objection, we'll just set those
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over for our next meeting.

Having said that, I think what I'd like to do --
and bear with me, but I think this is important, let me
share with the Board, discussions, conversations, and
communications that I've had over the last 30 to
45 days ~- probably 30 days -- in conjunction with the
action that the Board took at our last meeting in setting
the salary matrix, if you will, and also with the
salaries that we approved for the ten senior\staff
positions.

I received, along with Terri, a request for a
méeting in the Governor's.offiée,'which we both attended,
along with Mr. Hughes and Ms. Richardson. And,
basically, during that conversation -- it was attended
by ourselves and members of the Governor's office and
representatives from the Department of Personnel
Administration -- and the discussion centered, really,
around a lot of items in the process, which we went
through the process. I discussed at great length the
forming of the Compensation Committee, how we did our
wérk, the Watson & Wyatt survey, and the process that we
went through as a Compensation Committee and as a Board to
reach the conclusions we had reached at our
January meeting.

Having done that, at the end of the meeting,
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really, I was asked by the Governor's office if I would
recommend to the Compensation Committee, and ultimately
now to the Board, a reduction in the maximum limits, the
maximum salary of the salary ranges, if I would recommend
a reduction in those maximums of the ranges that we
approved.

And I did say to the people there that after
a discussion of that item, that I would make that
recommendation, that the Board revisit and take a look
at the maximum on the ranges that we had established.

If you'll recall -- and I don't believe Watson
Wyatt commented on this, but I will tell you at the
Compensation Committee, Watson Wyatt was helping us, and
the decision was made to make these ranges wide --
appropriately wide, so there would be future
opportunities to move forward in compensation, both
in recruiting and retéining folks, without having to
continue to come back and revisit the salary ranges.

But having said that, clearly we, as a Board,
can consider, and I would recommend that we consider
moving the tops of those ranges back to a lower level.

And if I may, I'm going to -- I know there's
two separate items, I'm going to give you this briefing
all at one time so we can put all the pieces together.

So that really concluded that meeting.
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I then subsequently had an e-mail that was sent
from the Governor's office to Terri, which was shared
with me, and another conversation with the Governor's
office over the last week. And during that conversation,
the essenée of it was that they felt -- the Governor's
office felt that it was inappropriate for the executive
director to have a salary that was in -- an approved
salary —- that was in excess of the salary of the
Secretary of Business, Transportation, and Housing, and
that they urged that I bring that to the Board for their
consideration.

I did not make any commitments. Obviously, the
Board speaks for themselves as to how they'll act. But
I did agree that we would place that on the agenda. And
you see it on the agenda today.

Having said that, I also would remind -- I
reminded the Governor's office, and I would remind the
Board of a couple of other facts, which I told them to
try to be fair, if you would, in the way I present this,
that one of the purposes of the legislation, and clearly
through the process of hearings and votes and
consideration, both in the House and the Senate, was to
move the executive director into the legislation, subject
to the approval of the Board establishing the executive

director's salary because, previously, prior to this new
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legislation, in fact, the executive director's salary was
cappedland could not exceed that of the Secretary of
Business, Transportation and Housing. |

So one of the specific purposes of the
legislation was not only to, as we've talked about it
at the Board, to sort of clafify that we have the
authority to set salaries, which has always been some
question, but also set the saiary of the executive
director.

The other conversation I had with the Governor's
office on two occasions, and, again, with this last
communication, was that I was also going to remind the
Board, on the other side of it, that clearly, we have --
that in the legislation, it's clear that -- ané it says
that -- these salaries as set should be commensurate and
comparable to other state housing HFAs. That's in the
legislation itself. And we felt that we had done that
and, in fact, had shared information in our meeting with
the Governor's office about where the salaries that we
approved were, particularly for the executive director,
in line with other HFAs that are notably smaller than we
are.

The third thing I said to them, I would share
with the Board, was the issue that we're all well aware

of, and we've certainly discussed with them, was the
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issue of our bond ratings in Standard & Poor’s. And
clearly part of this issue has been raised, as we know,
with the Standard & Poor’s rating, that when they raised
the issue of our salaries compared to other HFAs, which
they rate and are aware of, and frankly, probably about
30 days ago we received some comments from Standard &
Poor’s stating that they were pleased that the Board had
taken the actions, and we now had moved out from under the
governmental influence and governmental standards and
maximums in establishing our compensation to retain and
recruit our staff. So that piece I reminded them of.

And T said to the Governor's office and those I
spoke to, that I would present both sides of that issue.

I will tell you also, although T don't have any
facts about it, that there is pending, apparently, a
review of salaries for secretarial and agency management
positions.

In addition to that, I received a letter from
Senator Lowenthal, who chairs the Senate Committee on
Tfansportation and Housing, that heard our bill when it
moved to the Senate, when it was in the Senate last year.
And I met with Senator‘Lowenthal, after receiving his
first letter, along with Ms. Richardson, and basically,
the essence of the conversation, both in his letter --

which I'm happy to share a copy of with you -- .and the
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discussion we had, that he indicated that in his comments
at the hearing, he had said -- and I'll quote out of the
letter:
V"I would like to make it clear that
I do not want to see this salary
authority used to substantially boost
salaries of staff in the years before
retirement. My support today is to
ensure that CalHFA can attract and
retain qualified staff, not to fatten pensions.”
And basically that was the essence of his letter,
and we talked about that. And his concern, which
he expressed in a second letter, which I just received
actually yesterday, is that the Board had granted
éubstantial salary iﬁcreases to existing staff, as
opposed to salary increases to recruit positions that
were not filled; and asked that, in fact, that the CalHFA
Board reconsider these large salary increases in light
of being made aware of his comments in the previoué -~
in the hearing that I previously related to you.
| Those are the facts that we have before us.
We, as a Board, need to make a decision as to
how we want to move forward.
I would give you one other fact, too, that,

I'm sorry, I forgot. The salaries that we approved at our
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last Board meeting have not yet been processed or moved
through the system. And the comment is that -- and the
reason that I have been told they have not, is that the
Department of Personnel Administration has said they
would not process these until such time as the maximums
of our salary range were moved down to the salaries that
we had approved. In essence, the maximum of the range
would be the salaries that were approved. And since that
did not happen, until that happened, they would not
process the papers.

So I think that's a full and complete and, I
hope, fair presentation of where we are today. We're
going to need to =-- obviously, the Board - discﬁss and
make some decisions as to how we move forward.

I will tell you that I did look at -- let me make
some comments from my own standpoint as a director. And I
want to speak specifically about the salary ranges.

I believe the process we went through was a
very detailed -- clearly, we spent a lot of time and
resources and money to develop these salary ranges.

There were numerous meetings of the Compensation
Committee. We considered it as a Board. And I would
tell you, I would hate to see us, albeit the Board will
do what the Board will do, to abandon completely this

idea of a salary matrix and salary ranges. I think it's
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a viable way, whether it's in government, private
industry, or not-for-profits to judge compensation. And
the hard work and the surveys that were done by Watson &
Wyatt, I would hate to see us move away and abandon what
we've already put in place.

From the same standpoint, having said that,
I could support -- and having been part of the
conversation, along with Mr. Czuker and Mr. Morris,
I certainly could support and see the ability to respond
to the request from the Governor's office of moving those
maximum limits down.

| And I will tell you that I worked with some

numbers; and if, in fact, you took the salary levels that
we approved at our iast Board meeting and set the maximum
at, like, 5 percent above that level, you will see
notable drops in the maximums, which I think is in the
spirit of what I suggested to the Governor's office that
we would be discussing.

But having said that, I'd like to just get
thoughts and considerations from the Board as to how
you -- I'm sorry, and you have the two documents, just
to refresh everybody -- I know you've had them before --
but in front of you, you have the salary ranges, the
generic salary ranges that we approved, and then the

specific salary grid that we approved.
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Ms. Galante?

MS. GALANTE: First of all, that was a point of
clarification I was going to make. What we have in
front of us is from 1/18/2007.

CHAIR COURSON: VYes.

MS. GALANTE: That's what we approved at
the January Board meeting?

CHAIR COURSON: That is correct. We took two
separate actions. We approved the salary structure, this
preliminary salary structure (pointing).

MS. GALANTE: Right.

CHAIR COURSON: And then, secondly, we went
back and approved the specific salaries on thié page
(pointing) .

MS. GALANTE: You know, I'm going to go out on
a limb here. I understand the political sensitivity of
all of this. I have to say, I also agree that the process
that was gone through by the Compensation Committee was a
thorough one, hiring Watson Wyatt people. And I guess
there could be some criticisms of whether we, you know,
appropriately looked at the benefit, the defined benefit
plan that the employees participate in. But from myf
perspective, these salary ranges'are totally appropriate.

And I would personally not be

comfortable -- I mean, I would vote against lowering the
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maximum. I think one could argue that the differential

between the executive director and the next highest-paid

~employee is not enough of a spread.

The chairman of my board is an investment
banker; and, you know, he looks at me every month and
says, "You're in charge, you're thelCEO. You know, éll of
this rests on your shoulders." And I believe that is the
case here with Terri Parker.

And I think you could argue tﬁat there's not
enough of a spread between essentially our CEO and the
next-highest-paid people.

I think these ranges are needed to operate.

This is not a government agency. It is a major financial
institution. I think that is an important distinction.
And I uﬂderstand why that's hard for the folks in
gbvernment to embrace and to get; and they all ought to
be paid more than they're paid as well, because they do

a difficult job.

But I just do not think we can recruit and
retain the kind of talent that is needed for this agency
without having appropriate salary structures.

I also think you cannot say to people who have,
frankly, been underpaid for years and years and have
dedicated their service to this agency, that we're going

to lower their salaries -- or we're not going to increase
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their salaries, but we're going to increase other
positions, so that if-you leave, we have to pay a lot
more to replace you, we have to pay a lot more to retrain
you, we're going to lose a lot of knowledge, but we're
going to keep your salary where it is because you've been
underpaid for so long, we're just going to keep on doing
that, and we're going to bring other people in who need
to be trained and need to play an important role and pay
them more. I just think there's an equitable issue there
that, you know, I certainly could not embrace.

CHAIR COURSON: Thank you.

Comments from other members of the Board?

Mr. Shine?

MR. SHINE: First, I voted last time to approve
this. So it has my support.

I get a sense from your -report, about the
discussions you've had with the, quote, "Governor's
office,” ungquote, that there's some arbitrary thinking
going on here. And since my background is not in
government but in private enterprise, and I look at how
companies operate and how I operated my company for
40 years, I never found it worthwhile or meaningful to
deal with people's salaries based on what other people
were getting in certain areas.

However, the only thing that I can recall from
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our last meeting that was meaningful to me was when
Mr. Oclaray from Wyatt -- whatever.

CHAIR COURSON: Watson Wyatt.

MR. SHINE: -- Watson Wyatt, when asked by me
what he used for the comparison criteria, admitted or
said, if you will, that it was cash.

And if we want to in any way try to in some way
accommodate the Governor's office —-- which I don't know
that it's -~

(Cell phone ringing)

MS. JACOBS: I'm sorry.

MR. SHINE: Are you still on T-Mobile?

MS. JACOBS: I didn't realize it was still on.
Sorry about that.

That just added emphasis to your remarks.

MR. SHINE: Actually, that was a note for me to
stop talking; right?

The only thing that I could bring to mind, if
there's anything we want to do -- and I'm not so sure we
do -- but everybody has to feel that they've been paid
attention to, I think -- might be to take a look at some
of the criteria that was used by Watson Wyatt, and to
see, does the retirement and the benefits and so on and
SO forfh from us to all the other HFAs, or however that

works, is it really apples and apples? I was unclear

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 75




10
11
12
13
14
15
16
17
18
719
20
21
22
23

24

25

76

CalHFA Board of Directors Meeting — March 8. 2067 '

whether that was true or not.

But other than that, I don't think there's any
reasoﬁ why we, as an entity that doesn't take money from
the state, that we go get -- we're self-funded, we're
kind bf semi-independent from a financial point of
view -- why people just would say, "I don't like the idea
that you get more than Joe Blow," and there's no reason
for that. Andvso if we're goinglto run our cémpany -=
our agency, and maximize our ability to raise funds and
use them to house people in a way with affordable
housing, then we have to have the staff.

But I felt compelled to make that comment, that
maybe that's one thing that you might want to think about
reviewing with Watson Wyatt in connection with their
criteria for these ranges.

CHAIR COURSON: Let me respond to that,

Mr. Shine.

The Watson Wyatt study -- and not to drag out
the 150 pages again —-- but there was -- and I think we
looked at it at our meeting -- there was some work done
on benefits. But basically what it was, was comparing of
total compensation, what percentage were benefits versus
cash dollars. There was a chart in that book that T
can't point you to it right now. But that was as far

in depth -- I know we looked at it at the Compensation'
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Committee -- is what compensation, what percentage of
compensation is cash, if you would, and what percentage,
if you load it all in, are benefits. That was the one
piece of work they did.

The other, I would say -- and I think that
Mr. Oclaray said this when he was‘with us -- that to do
a benefits study, or include benefits as part of our
study, was a very extensive project, clearly something
they could do, but would take substantially longer than
the time frame we were trying to work with to accomplish
that.

And T believe the record would show that I
commented at that time that, as the survey -- as we
approach this process next year, it would be my
encouragement to the next Compensation Committee that
they do another survey that would then give them time
and zero in on benefits. And I think that was the
recommendation I made.

MR. SHINE: Well, as long as we're in a position/
to say we're going to take a look, I do not favor making
any changes to the graph, to the chart of salaries,
however. And I agree with Carol that that's not where we
should be at if we're going to do our job.

CHAIR COURSON: Other comments?

Mr.rCarey?r
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MR. CAREY: You know, public service -- it
reminds me of my family: I'm drawn to it, and nobody
frustrates me more.

And I think it's important to remember the
environment we're in. And occasionally, we're reminded
of it.

I think that we went through a thoughtful
process; and this has been going on for, really, a

couple of years, a concern, addressing this issue of

establishing compensation levels that would enable us to

recruit and continue to maintain the strength of CalHFA.

There are a couple of things that, for me, are
important. And that is that we have to keep our eye on
what our goal is, which is to long-term ensure that the
agency is well-staffed and appropriately staffed. And
I think it may be that we have to get there in an
incremental manner.

I'm a little concerned that occasionally the
existence of controversy or issues is instructive, and

there may be times where it's worth taking a step back,

even as you keep going down the path, in order to lessen

some of that and demonstrate thoughtfulness and
sensitivity to the issues that are raised.

Setting aside the absurdity that we would only

raise salaries for new people and not recognize that if we
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replaced an existing person we'd have to pay them more,
and recognizing that the salaries at the secretarial
level, we, I think as the public, should be very grateful
for the fact that there are people willing to serve for
those salaries. Often, I don't think we should be limited
by at least the salaries I know of.
And I think also it's important to realize that, as we
struggle with this issue and keep working forward,
there are people -- and obviously particularly our
director -- who are caught in the middle of it as we hold
the line one way or another.

| And so the realist and pragmati;t in my side
would suggest that we do consider a way to take a step
back, minimize some of the issues being raised without
losing sight of the fact that this is, in fact, aﬁ annual
process.

There was nothing in the legislation that says

this is a one-time process; but it's one that we will

-revisit again in what will be a surprisingly short time.

And as long as we know where we hope to take this, and,

frankly, chart the course perhaps for some other agencies
also, I would, frankly, see us -- I would be supportive
of finding a middle ground that keeps us moving forward
but perhaps not as far as we'd like.

CHAIR COURSON: Other comments from the Board?
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Ms. Jacob?

MS. JACOBS: The fact is, we're not a private
bank. It would be -- I don't think we'd do things
differently if we were a private bank, but we're not a
private bank. And the fact that the Legislature is the
one who gave us the authority is somewhat different from
if Qe were a financial institution in the private sector.
So' it is quite a complex issue that we have in front of
us.

We have a very well-defined mission, and we've
done a very good job of achieving our mission in
enhancing affordable housing opportunities in the state
of California.

And our senior staff, as well as all our staff
at CalHFA, has done an extraordinary job of being very
creative in coming up with some exciting new programs
that we're doing both as a quasi-government agency, but

couldn't bé doing if we weren't funded from an outside —-

I think it's very important to pay special
attention to the chair of the Housing Committee and the
Senate having concerns about what his intention was in
the legislation. And being the new kid on the block,
I'm learning that intent in legislation might not

actually be in the words that get voted on. So we're

the government source. So it's quite a complicated issue.
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kind of in a -- I mean, I'm personally in a quandary here
because when the chair of a committee says, "Well, that
wasn't‘what we meant with the legislation," I'm seeing
that in my day-to-day life in implementing legislation
at HCD.

So I think we made a reasoned decision in
January with the information that we had; but I aléo know
that DPA, the Personnel Administration, is continuing
doing salary reviews on everything in BT & H. And it's
an ongoing process. “And their input -- I think the only
input we had from them in our salary study is that
they're in a process. And maybe we should be taking a
loék at finding out when they're going to have results
of their process, and having that as part of our
evaluation.

MR. DAVI: Mr. Chairman?

CHAIR COURSON: Thank you.

Mr. Davi?

MR. DAVI: Well, this is a very difficult issue,
and I think Lynn has pointed out that we are not a
private bank, and we do have to deal with the Legislature
and the connection that this agency has to it.

And not putting aside the comments that have
been made by prior Board members, I do understand the

decision we made in January. And I do think it is

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 81




10

11

12

13

14

15

16

17

18

19

20
21
22

23

24

25

32

CalHFA Board of Directors Meeting — March 82007

possible that we got ahead a little bit in January, ahead
of maybe the intent of legislation, ahead of maybe --
like what Dr. Carey said about the goal. The goal is to
make sure the Agency is prepared and able in the
long-term to do its mission and function.

And I like the fact that things move fast in
government. You don't see that very often. So it's nice
to see. But there is a process ongoing. 'And I don't
think we spent a lot of time with DPA, maybe because they
move slower than we did. But for positions that are --
we do report or we do fall under the Agency, Business
Transportation, and Housing, and we share mény positions
with our executive staff with departments throughout that
organization. And perhaps we should take our process
with DPA‘as we proceed.

Tt doesn't mean what we did in our analysis with
Wyatt and so on is inaccurate. It doesn't mean that in
six, eight months, or wherever, we're not going to be at
the same place we are right now. But do we need to
reconsider what we did in January, in light of the fact
that there's an ongoing analysis taking place under the
Business, Transportation, and Housing agency about
Salaries, and maybe only proceed on positions that aré
critical at this point, that are vacant, or to kind of

go to where some of the intended consequences of the
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legislation, SB 257, that are unigue to a housing
finance agency, not unique to, say, a government
department.

And perhaps that would be one way to proceed to
reconsider, but move forward on those positions that are
critical for our function in terms of the uniqueness of
the housing agency, and not so much on the other
positions that we have.

CHAIR COURSON: Thank you;

Mr. Shine?

MR. SHINE: Am I correct in recalling that what
you said, that the issue was the maximum amount of --
the column called "Maximum amount," and that's really
what's under discussion, as far as —-

CHAIR COURSON: Well, there are two issues under
discussion. One is specifically the conversation that
I had and the commitment I had to bring to the Board,
consideration of reducing the maximum in our salary
range. That's one issue.

MR. SHINE: Okay.

CHAIR COURSON: The second issue in a subsequent
conversation, both with the Governor'g office and Senator
Lowenthal, then focused around not the top of the range,
but focused around the size of the specific increases that

were given to members of the senior staff that are not
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jobs that were vacant that we're trying to recruit and
couldn't recruit because of the dollars.

And the discussion there was that I have
heard -- I think it's a fair statement to say I have heard
no opposition to setting salaries as we set them
to recruit qualified individuals into open positions.

The discussion has really -- as it started to
center around the executive director specifically from
that discussion, expanded into other positions of those
that have been filled and filled for a number of years
by current staff.

And I may be\wrong, but going back to where we
were a year ago, the Boardi{will recall, we were trying to
recruit four open positions, two of which were filled at
the very end of last year based upon the fact that we had
this legislation and those individuals who wé had
retained on contract then accepted the position on a
permanent basis, based on the legislation. Twé of those
jobs are filled. The other two, which we know, which
Terri reported on today, the director of Homeownership and
the director of Multifamily, are unfilled.

MR. SHINE: So that, number one, it is the
maximum limit that was bothersome to ‘some people; number
two, they want to say, "If you've got the job, you get

your old salary; but if you're coming in brand-new, you
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get the new salary."

CHAIR COURSON: I don't think that --

MR. SHINE: TIs that an accurate -- is that the
way it would work?

CHAIR COURSON: No, I would go a little
differently. I don't think anybody is suggesting that
the positions that have been filled for a number of years
or a peridd of time, that those necessarily roll back to
their old salaries. I think that the suggestion is that
they need to be in line with comparable salaries in other
agencies.

And specifically, the comment that was made that
it seemed appropriate to those making these comments to
me, it seemed appropriate that our executive director
should be at a salary not to exceed the Secretary of
Business, Transportation, and Housing.

MS. GALANTE: And can you articulate what that
is? Because some of us don't know.

CHAIR COURSON: Yes, it's public information,
because the job was just filled by Secretary Bonner; and
his salary is $157,000 a year.

MR. DAVI: So --

CHAIR COURSON: Mr. Shine?

MR. SHINE: Let me go back because I'm kind of a

simpleton on this stuff, I don't understand it. But the
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bottom line then, what you're saying is, the maximum
reduction, which was an arbitrary comment, is something
that we're thinking we might take a look'at in view of
the criteria used by the Wyatt company -- that's one
issue.

'The issue of pecople that are on the job, having
what we approved, reduced to some level, but th for the
open positions, will end up with a situation where you
have two classes of people: Those who quit to create
open spaces for new people of a higher salary, those who
stay at a lower salary, and those who come into open
positions at a higher salary.

I mean, what if I was executive director and
I wanted a salary, if I quit and go away for six months
and come back and get hired again because you can't find
anybody to do that kind of work for that kind of a
salary, do I get the higher salary or the lower salary?

MR. DAVI: Can I comment? Because I kind of
started down this path.

) CHAIR COURSCN: Mr. Davi?

MR. DAVI: Okay, and I'm not talking about that,
Director Shine. And I apologize for misleading you on
it.

What I'm talking about are positions that are

unique to a housing finance agency, whether they're
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filled or not. And I'm not saying that the director's
salary shouldn't be at the level we have‘approved. I am
saying, did we get ahead of ourselves last month in doing
all of them at once, in light of the fact that these
positions are being looked at by our agency, which we are
a part of.

Inétead, if we just focused on the two or
three -- I count two for sure, maybe three more that are
dnique to a housing finance agency, total five, and lock
at those positions for the increase, because that is
something that affects our mission, affects the essence’
of what we do,. and maybe is more critical at this time.

It doesn't mean that at the end of whatever
process we're embarking on, we don't end up back where we
are, in terms of salary of the other positions. That's
what I was suggesting.

MR. SHINE: Thank you. That gives me great
clarification. But the result of that kind of -- if
that's the position we take, could leave us in a
situation where tﬁe directors of the'various sections
earn more moﬂey than the director and the deputy
director?

MR. DAVI: That is correct. Again, it may be
temporary, but that is correct.

CHAIR COURSON: Ms. Jacobs?
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MS. JACOBS:
MR. SHINE: It does?
MS. JACOBS: Trying

That happens in my agency.

to focus on the concerns

that Senator Lowenthal raised, at the time that the

legislation was passed, we had four particular positions

that we were recruiting for.
the Homeownership --
CHAIR COURSON: --
Mortgage Insurance.
MS. JACOBS: Okay,

those were the four that he

the salary increases on?

CHAIR COURSON:
specifically. Obviously,
MS. JACOBS: But he

unfilled positions; was that

chief deputy,

And it was the Multifamily, -

so from his perspective,

I can't respond to that

I don't know what --

was talking about the

not correct?

I didn't get a copy of the letter, so since

you’ve had the discussion --
' CHAIR COURSON:
you exactly what he said.

/7

Well, let me just -— I'11 read

"With respect ﬁo the Agency's

salaries,

I believe that the Board

can effectively balance the needs

and mission of the Agency.

But T

and director of

thought.we were coming in for
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am mindful of the possibility that
this salary authority could be used
inappropriately. I would like to
make it clear that I do not want to
see this salary authority used to
substantially boost salaries of
staff in the years before
retirement."”

"My support today 1is to ensure
that CalHFA can attract," underlined,
"and retain qualified staff, not to
fatten pensions.”

"If I am fortunate, I will have
six years left in the Senate. During
this time, I plan to monitor salaries
at the Agency to ensure that they do
not get out of hand."

MS. JACOBS: COQOkay, from my persbective, the fact
that we were able to fill two positions because of the
salary adjustments, we really should not penalize those
two people because they accepted under the knowledge that
the Board had approved a particular salary increase for
those two positions.

And the two that we are recruiting for, from

the executive director's report, we were recruiting with
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these new salaries as part of the discussion. So,

obviously, the people that we're talking to are under the

impres;ion that these are the salaries that they are
considering.

CHAIR COURSON: That is correct.

MS. JACOBS: So, I mean, I think those four
positions -- you know, whether -- as far as their

salaries that they are receiving or projecting to

receive, we should certainly honor that. Whether or not

we change the range on those salaries is a different
question. But that is something I think we should
support.

CHAIR COURSON: Let me also make a comment,

and

this is a thought, as long as we're going to have this

discussion -- I don't have the answer so I don't want to

muddy what already is clearly a difficult picture -- but

I don't know because I haven't asked and I haven't given

it thought, but I don't know if the Board, having taken

the action in January, has the authority or can go back

to individuals whom we have approved a salary, and make

a unilateral change in that salary without some action,

consent, or activity by them.
I'm not suggesting, I just don't have that

answer. And that clearly -- I know counsel clearly,

would take some research, but it's a question that's

it

in
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my mind..

I don't know what our authority is to undo
something along the lines of salaries we've approved,
without involvement of the individuals of each of those
positions.

MS. JACOBS: Yes, I agree with that giant
question mark. And that's why I thought that perhaps
‘we could request a reconsideration, get the research that
we need, and then have a special meeting. That would be
my thought.

CHAIR COURSON: Mr. Pavao?

MR. PAVAO: A point of clarification.

So are the salaries that we approved in effect,
and is the answer “no”?

CHAIR COURSON: The answer is no.

MR. PAVAO: Okay, so in a sense, we would be
unwinding the decision, but they're not yet in effect?

CHAIR COURSON: My understanding is that the
Department of Personnel Administration has said that they
would not process the paperwork until the maximum of the
salary range was reduced to the salaries we had approved.

MS. PARKER: Mr. Chairman, maybe I could clarify
that.

CHAIR COURSON; Ms. Parker?

MS. PARKER: Because I actually reread the
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e-mail that I had gotten on this.

And the e-mail essentially said that, as a
result of the meeting in the Governor's office and the
understanding that the Board Chair would be taking this
item back to the Board, that the document that the DPA

has to process from a ministerial standpoint has both the

~salary range on it and the specific salary.

And their concern was that they didn't feel that
they could process these ministerial documents now
because the understanding was that the Chair had said
that it was likely or committed that that salary range
would be brought down.

So the document, the e-mail to me said they are
looking for that resolution to be sent back to them with
the lowering of the salary range in order for them to
process the documents.

MR. SHINE: The maximum --

CHAIR COURSON: Let me be clear. The
conversation I had with the Governor's office, I would
bring back to the Board and I would recommend a reduction
in the maximum.

.There was no discussion about what that
reduction would be, or we'd be back to the existing
salaries or anything such as that.

MR. DAVI: All right, I have a guestion.
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What date was that e-mail sent to you,
Ms. Parker?

Okay, and while you're looking it up, obviously,
I've only been in state government less than three years;
but when these things are approved, even at the
Legislature, they still have a process to go through,
through DPA, I would be very surprised if an employee
relied upon something like this from our January 18th

meeting with knowledge that there were these hiccups.

"Because if DPA doesn't finally approve it, it hasn't

adjusted your --
MS. PARKER: Mr. Davi, there is no requirement

that the Department of Personnel Administration approve

~ them.

MR. DAVI: Process them and start paying you.

MS. PARKER: They essentially -- it's a document
that is sent to the Controller's office. It is a
ministerial document; it's not an approval ddcument.

And, in fact, in the meeting that the director
of the Departmept of Personnel, when asked, were these
documents then going to be processed, said, quote,

"I have no legal authority to do anything ofher than
that."

MR. DAVI: I'm just saying, I don't know why an

employee would rely upon that until he or she sees the
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benefit in their employee compensation, that's all I'm
trying to say. But I understand what you're saying.

Obviously, that meeting that was called upon you
both should have alerted you to some concern. And, of
course, your commitment to just bring it back with no
commitment as to what you would do, I hope that your
actions from that point forward weren't to go sign up
the employees and get them on -- that doesn't make sense.

So I hope we don't have a problem with where
people were promised something they shouldn't be
promised. Clearly, this was coming back for discussion at
some time. |

CHAIR COURSON: My commitment to that meeting
was to bring it back and recommend a reduction. I did do
that.

And, frankly, I would say that the only thing
that the affected positions know are the Board approved
a change in their salary, an increase in their salary in
January; and until, frankly, this meeting maybe 30 days
ago, which was 30 days after our Board meeting, had no
reason to believe that the norm;l coufse of business
wouldn’t process the paperwork and implement the
increases.

Ms. Galante?

MS. GALANTE: Again, just a point of
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clarification on the maximum salary versus the salary\
adjustments that thé Board approved. If we did what you
told the Governor's office we would look at doing, which
is to change the maximum ranges, that would not actually
affect any of the salary increases that individuais
obtained; is that correct?

CHAIR COURSON: That is correct, based on the
first meeting.

Then the specific discussion regarding

specific salaries -- in particular, the executive
director and subsequently other positions -- came later.

So that was -- there were two different --

MS. GALANTE: This goes back to the --

CHAIR COURSON: -- which I made no commitment on

there, other than I said to the Governor's office and to

Senator Lowenthal, that we're having a Board meeting and

I will give everybody a full and complete briefing, and
we'll decide what their will is.

MS. GALANTE: So I could see changing the
maximum ranges down some. That would give us an
opportunity when we redo this next year, to make sure
that we're adequately understanding the implications --
of the defined benefit, the aefined pension plan, and
whether that would have any more detailed effect, which

I think was Mr. Morrison's concern at the time, but not
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necessarily —-— and so we could achieve one objective by
doing that as may be an incremental step the way
Mr. Carey was suggesting.

I guess I, again, will go back on record that
I would have a very difficult time bn an equitability
issue. Frankly, you might get into some
gender-discrimination issues or other kinds of issues,
or age-discrimination -- all kinds of things by having —--
you know, making these arbitrary -- I think it would be
arbitrary to say we are going to increase these vacant
positions, but we are not going to increase the existing
personnel's position.

I just think we are on, frankly, in my view,
from a business standpoint, from a moral standpoint, from
a legal standpoint, I think we're on tough ground.

CHAIR COURSCON: Mr. Pavao and then Ms. Parker.

MR. PAVAO: Just a clarifying question.

So I guess it was Senator Lowenthal who was
most concerned -- and I forget the exact phrasing about
the increases for existing personnel. And was it
"substantial increases," or what --

CHAIR COURSON: "I would like to make it clear
that I do not want to see this salary authority used to
substantially boost salaries of staff in the years before

retirement."”
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MR. PAVAO: Right. And so I guess I'm hearing
in that -- I'm not hearing hecessarily'é suggestion that
existing personnel be frozen where they are, that is,
some increase of existing personnel, even in Senator

AN

Lowenthal's letter seems accepiable.

And then also I g%;/s Just to follow up on
Carol's points, it seems that the least-troubling part

of this is ratcheting bafk the maximums. That is, it

/

seems like on one leve'c sort of an academic exercise,
especially understan,}ng this is going to bé an annual
iterative process. /gnd so I, for one, am’é;Li;ast
troubled by thai/proposal. The more trougling part of
this is unwind"é/what we decided just back in January.z"

And ghat brings me then to the other specific
suggestions And, again, this is in the context of these
are very ipfportant audience members here. That is, wheh
the Goveynor's office says, "I want you to consider going
back ADJ;

doing something,” it seems incumbent upon us to

consider that very carefully.

But if I understand the course of this

dis¢ussion, that would, as a practical matter, mean
winhding back -- and here's where I'm seeking some
larification -- some or all of the salaries to -- was

it $157,0007

CHAIR COURSON: The only discussion of $157,000

Y
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was in relationship to the executive director; and that
position, in the minds of those in the Governor's office,
should not exceed the BT & H.

MR. PAVAO: So that's the $157,000.

CHAIﬁ COURSON: There was no discussion about
levels for the other jobs.

MR. PAVAO: Okay, well, that helps.

And then the other thing I would echo is Director
Jacobs mentionea that in state service, it's not that
unusual to have technical positions earning more than
administrative or executive positions. It's not unheard
of, and that's probably why the Governor doesn't have the
highest‘salary‘in state service. So in that context, that
helps in terms of narrowing dowﬂ sort of what we're ﬁp
against here.

And again, I would just say for the record, I
would not be troubled voting down the maximums,
understanding going forward we're going to revisit that
on an annual basis.

CHAIR COURSON: Okay. Terri? Ms. Parker?

MS. PARKER: Do you have something,

Mr. Chairman? I would hate to --

CHAIR COURSON: Well, here's what my thought 1is.

On one piece -- we have two pieces: We have the salary

maximum ranges -- and we've agendized them that way -- and

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 08
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MR. PAVAO: Right. And so I guess I'm hearing
in that -- I'm not hearing necessarily a suggestion that
existing personnél be frozen where they are, that is,
some increase of existing personnel, even in Senator
Lowenthal's letter seems acceptable.

And then also I guess just to'follow up on
Carol's points, it seems that the least-troubling part
of this is ratcheting back the maximums. That is, it
seems like on one level, sort of an academic exercise,
especially understanding this is going to be an annual
iterative process. And so I, for one, am least
troubled'by that proposal. The more troubling part of
this is unwinding what we decided just back in Januafy.

And that brings me then to the other specific
suggestions. And, again, this is in the contexf of tﬁese
are very important audiencé members here. That is, whén
the Governor's office says, "I want you to consider going
back and doing something," it seems incumbent upon us to
consider-that very carefully.

But if I understand the course of this
discussion, that would, as a practical matter, mean
winding back -- and here's where I'm seeking some
clarification -- some or all of the salaries to -- was
it $157,0007

CHAIR COURSON: The only discussion of $157,000
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we have the specific salaries. 1If I sense -- I can just
seize the moment -- if I sense there might be a consensus
building to move the maximum ranges down, I guess while
that thought is alive and kicking, maybe we should deal
with that one, and then move on to the speéifics of the
salaries.

MS. PARKER: Mr. Chairman, maybe I need to make
my remarks now, because I think depending on what I say,
it may‘change what is with respect to the numbers in the
range.

CHATIR COURSON: I will defer to the executive
director.

MS. PARKER: Thank you.

Mr. Chairman and Members, maybe just if I could
step out of my role as the executive director and as a
person, én individual, and say that this has been a very,
very difficult process, a very difficult time. Clearly,
at the end of the day, my interest in the success of the
Housing Finance Agency is the highest priority, and that
it be successful and ongoing, and commit to the level of
quality and caliber that it has operated over the years.

-This is not only difficult for me, but it is
difficult for all of the staff, the other executive
director -- or exempt appointments that the Agency and

the Board is dealing with.
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Frankly, we would not like to have this be on ’

.the radar. We'd like to be able to go back to doing our

work. There is a lot of work for us to be doing, as
we'll talk abogt when we get to it, what we want to
present to you for our next business plan.

I have listened to all of these discussions, and
I certainly want to say that I fully appreciate the
support of the Board for myself and for my staff. But
I think that -- and I've talked with Senator Lowenthal
yesterday; and when I have read his letfers, I do feel it
is the responsibility on my part to come back and say to
you that since I probably have the biggest red circle
around myself of being closest to retirement, i really
don't think -- it maybe includes one or the other of the
employees, but it's really not an issue for 90 percent of
what you've looked at. But I am. And my position has
been the position that has been talked about in the papers
the most, and has called the most attention.

And for me, personally, I would like to see the
Board be able to continue to feel good about the salary
survey process. 1 believe we asked all of the
appropriate people what should be considered in that
salary survey. We followed what DPA told us. We believe
that we did it the right way. If we got ahead, maybe it

was unaware of what other things were occurring.
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But with respect to Senator Lowenthal's issue --
and he goes back to this concept of how big is the
increase. And when I talked with him\yesterday, I said
to him that I am prepafed to go back personally and ask
my Board to have my salary reduced, that I do not want
to be a lightning rod for this organization. It's just
not personaily worth it to me.

But I told him I did need to have some sense
from him about what he thought was fair and reasonable,
that there were a lot of numbers there, and that I didn't
want to pick a wrong number.

And when we chatted on the phone, I said to him
that the salary survey that was done that looked at the
other colleagues of mine, other executive directors
across the country, of which you adopted a range from, -
set salaries at the 25th percentile, the 50th percentile,
and the 75th percentile.

And at the 50th percentile, the number was

approximately two hundred seventeen, but as following the

- Watson Wyatt advice to the Compensation Committee, they

set a very large range.

The 25th percentile was 175,000. And Senator
Lowenthal also said that he had no problem -- I will give
you his paraphrasing -- that he actually had no qualms

about the fact that the salary -- my salary, as the Board
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adopted, was not reasonable. He was concerned about the
implementation of it and the excess at one point in time.
He said he was more than willing to —-- he thought it
would be a fair process if the Board essentially set my
saiary; and then, in the next year, incréased it towards
getting to a particular point in time.

So I told him that I was going to come back
today and ask my Board to essentially set my salary so
that we could essentially hold faith with a salary survey,
at the 25th percentile at 175,000.

And so I leave that with yoﬁr consideration.

The question that the Chairman has raised about
whether or not the Board has the autho?ity to unwind
something that has been made as a commitment, in this
particular case, I think since I am asking it of you,
that is a differential. I have not had any
conversations, nor with any of my other staff about that.
I can only speak for myself personally.

Thank you.

CHAIR COURSON: Comments from the Board?

MR. DAVI: I mean, I just want to say to our
director, I wasn't expécting yoﬁ to do that; and I
appreciate what you said and all of your leadership in
this organization for the years you've been here.

I am also not one to say that I am an advocate
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for not increasing the salaries of our senior staff. I
was simply saying, I'm an advocate for reconsidering what
we did and incorporating the process currently underway,
under the Agency.

And at the end of the day, I do believe the
salaries will be increased. And I don't know what level
they'll be, but I'm just not saying, "Go back and not
increase the people that were here." I want to make sure
everyone understands that.

MS. PARKER: Mr. Chairman, I'm not sure of my
remarks, if I included this, so I just want to say again
that'——

CHAIR COURSON: They can't hear you.

MS. PARKER: -- that I did spécifically ask
Senator Lowenthal how he felt about 175. And his response
back to me was, he felt that was a reasonable increase and
that it was fair. And those were his words.

CHAIR COURSON: Mr. Carey?

MR. CAREY: I do appreciate that willingness.
I'm disappointed that we find ourselves in the middle of
such scrutiny that has us perhaps considering something
that isn't the best business sense but fits into the
public scene.

While I would -- and maybe it's just my own

resistance -- I would like to suggest that as we consider
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reducing the maximum ranges -- somebody said earlier,
perhaps within 5 percent of what we've set as the salary
levels --

CHAIR COURSON: I think that was my comment.

MR. CAREY: -- but that we léave -- that we not
reduce the executive director’s to that level, but reduce
that to 200,000, just as a way of keeping the point.

CHAIR COURSON: Let me make sort of a comment on
that.

The chart we're looking at that we approved with

. the mid-points, low, and maximums, the mid-points would

stay the mid-points. This is out of a -- this is a survey
that we approved. You can set salaries.

Assuming -- for example, taking the executive
director's comments she just made, if, in fact, her salary
were established at one seventy-five, this chart still’
works -- I mean, there is still a mid-point and a maximum
and é low, it's just that her salary has been established
as something below the mid-point.

MR. CAREY: I'm sorry, were they not asking that
we reduce the caps, the maximums?

CHAIR COURSON: Yes. But all I'm saying is
that -- let me give you an example, and let's use --
since the executive director has put a number on the

table, let me use that.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 ' 104




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

105

CalHFA Board of Directors Meeting — March 8, 2007

If the Board decided that they were going to
reduce the maximums of the salary ranges, or the maximum
would not‘exceed 5 percent of the mid-point, the maximum
range for the executive director would be 210,000 as
opposed to 250,000, if you chose to do that.

The actual -- if, in fact, the Board makes that
decision to change the executive director's salary in
accordance with her suggestion, her actual salary would
be 175,000. All that means is that instead of she now
being compensated at the mid-point of a range, she is
compensated below the mid-point.

And then that would follow -- and if you took
that, I will tell you that 5 percent on our Grade 2 would
cap at 189,000. On salary Grade 3, it would cap at
168,000. On Grade 4 -- which T will tell you, on
Grade 3, in the instance of the general counsel, the
approved salary would be $2,000 higher than the maximum in
the range. 1In Grade 4, a 5 percent would be 131,250. And
in Grade 5, it would be, clearly, 105,000.

That establishes -- so that caps -- so you've
still kept, in effect, your salary-range work that you've
done, based on Watson Wyatt and the other surveys.

You've kept that, you've established mid-points and so
on. You're sétting the compensation at a different point

in the salary-range matrix that we have.
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MS. JACOBS: Mr. Chair{ I believe you made a
suggestion days ago, it seems like, that we do this in
two segments.

CHAIR COURSON: I think there are two different
issues here, yes.

MS. JACOBS: So if I may, may I make a motion?

CHAIR COURSON: I would.like the range first, if
I may suggest.

MS{ JACOBS: Yes, that's where I was thinking T
could survive a motion.

I move that we reduce the salary.ranges so that
the maximum is 5 percent over the mid-point of the
current salaries, with the exception of thé general
counsel, that we make the mid-point commensurate with his
salary at the moment.

Does that do it? I'm trying to figure oﬁt --

CHAIR COURSON: May I make a suggestion?,

MS. JACOBS: Yes, you may make a suggestion.

CHAIR COURSON: The suggestion is —— I'm just
suggesting.

MS. JACOBS: Yes.

CHAIR COURSON: But in following with this --

MS. JACOBS: It's not a real motion because I
don't have a second. |

CHAIR COURSCON: In the spirit of what you're
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doing, why doesn't the Board just establish a dollar

figure maximum going through here; and when we get to

salary Grade Number 3, rather than 168,000, we could call

it 170,000, and then we've covered ourselves?

MS. JACOBS: Okay. I move that we establish the

following maximum points:

For Grade Number 1, 210,000;

For Grade Number 2 —--

CHAIR COURSON: One eighty-nine is 5 percent.
MS. JACOBS: 189,000.

MR. SHINE: We should round it up.

CHAIR COURSON: Whatever you want to do.

MR. SHINE: 190,000.

MS. JACOBS: 180,000.

For Grade 3, 170,000.

For Grade 4, Mr. Chairman, may I ask for your

help on that?

maximumnm.

CHAIR COURSON: 131,000.

MS. JACOBS: 131,000.

And Grade 5 --

CHAIR COURSON: 105,000.

MS. JACOBS: 105,000.

MR. SHINE: That doesn't touch anybody's salary?

MS. JACOBS: Actual salary. No, this is the

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 107




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

108

CalHFA Board of Directors Meeting — March 8. 2007

MR. SHINE:

executive director --

CHAIR COURSON:

MS. JACOBS:

MR. SHINE:

CHAIR COURSON:

MR. SHINE:

CHAIR COURSON: Mr.

It doesn't touch any -- the

No, no.

Maximum range.

We could go with that.

Is thére a second?
I'll second that one.

Shine seconds.

Is there further discussion?

(No audible

CHAIR COURSON:

public?

(No audible

CHAIR COURSON:

roll.

MS. OJIMA: Mr.

MR. DAVI: Y

MS. OJIMA: Mr.

MR. CAREY:

MS. OJIMA: Ms.

MS. GALANTE:

MS. OJIMA: Ms.

MS. JACOBS:

MS. OJIMA: Mr.

MR. PAVAO:

response) .

Are there comments from the

response)

Seeing none, let's call the

Davi?
es.

Carey?
Yes.
Galante?
Yes.
Jacobs?
Yes.

Pavao?

Yes.

Daniel P. Feldhaus, CSR, Inc.

916.682.9482

108




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

109

CalHFA Board of Directors Meeting — March 8, 2007

MS. OJIMA: Mr. Shine?

MR. SHINE: fes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes.

MS. OJIMA: It has been approved.

CHAIR COURSON: Okay, thank you.

Now, the issue is the compensation.

And I think -- and let me just, having said

this, the executive director, clearly Terri has answered

- one of the questions I had, which is can the Board move

forward in adjusting any previously approved salaries
on a unilateral basis without some further research
about dealing with those whose salaries have been
adjusted.

My thought is that in Terri's case, where she
clearly has come forth and affirmatively said, "Yes,
I would," for the reasons she expressed, I think very
eloquently, "recommend to the Board that my salary be
reduced to one seventy—fivé," I think we avoid the issue
of what you can or can't do with those who have not
voluntarily come forward.

Is there a motion? Does the Board choose to
take any action?

MS. JACOBS: I have a gquestion, if you don't

mind, before -- I love making motions, but I have a

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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question.

With the other HFAs throughout the country, how
are the executive directors hired? Are they hired by
the Board or are they appointed by the Governor -- or
Legislature or whatever?

CHAIR COURSON: 1I'm going to let Terri respond.

MS. JACOBS: Let the real executive director
respond to that.

Or does it vary state by state?

MS. PARKER: I think, Lynn, it really is -- it

varies state by state.

There are some HFAs that are totally independent
entities, one or two that are very unique. And they've
happened probably in the last five years since I've been
here because of issues not dissimilar to this. Some of
them, . very small ones, are very much -- they're a
traditional state agency. Most are probably sort of in
the middle of where we are, in that they are
guasi-governmental. And most of them éerve at the
pleasure of either their Board or their Governor.

I think I'm very unique in that I have a term
appointment. Let me just point that one out. Because my-
colleagues, agency secretaries and department directors,
I believe I am -- the executive director of CalHFA is the

only position in state government as a director‘of a
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department or agency secretary that has a term
appointment. And it was done, you know, by the founding
fathers with the idea to provide continuity and assurance
to the rating agencies that, while there would be changes
with elections and whatnot, there would be continuity.
And so that's why there is the term appointment.

So I don't think that there are very many of any
executive directors across the country that have term
appointments; but I think there's everything that you
could find -- appointed by the Governor, appointed by the
Board. But I think rarely is there a term; &nd then some
of them; obviously,.if they are part of state government,
they could evén be hired by, you know, neither the
Governor nor the Board, but by whoever was a senior person
in their agency. I mean, there are some very small ones,
like, Nevada and whatnot.

But if you iooked at the ones equivalent to us,
they are probably either a gubernatorial appointment or a
board appointment and-in that sense, serve at the
pleasure of those two entities.

CHAIR COURSON: Any other questions? Comments?
Other actions the Board would like to take in
relationship to the executive director's salary?

MR. DAVI: Should we formally consider her

‘request of the one seventy-five? I mean, I --
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CHAIR COURSON: It clearly is an action the
Board would take, if they so desire.

MR. DAVI: 1I'd like to move that we accept her
request that the salary be reduced to one seventy-five.

MR. SHINE: For this year.

CHAIR COURSON: For the current year?

MR. DAVI: For the current year.

CHATR COURSON: TIs there a second to that
motion?

MS. JACOBS: 1I'll second it.

CHAIR COURSON: Ms. Jacobs seconds.

Discussion?

Ms. Galante?

MS. GALANTE: You know, I understand the
direction this is going, and I really appreciate Terri's

selflessness here in offering a compromise that deals

* with the political sensitivity.

I am going to vote no.

CHAIR COURSON: Okay. Are there other
discussions or comments?

Mr. Carey?

MR. CAREY: Just to, I think, follow on that,

I'1l vote "yes" because I think -- I appreciate the

selflessness of it and the need for us to be sensitive

publicly, but it is not the right salary.
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|
|
@
|
i CHAIR COURSON: Other comments?
5 MR. SHINE: 1Is it imperative that we take this
l

vote today?
i A
I Inasmuch as we have not addressed the second
|

part ofithe issue, which is everyone else, then as classy

a move gs it is by the executive director, it doesn't
really ?ddress the issue. And the issue is, I hope, all
of the %taff that's on the page, the ten positions on the

page, t%at's what's at issue.
{
| To deal with one of them and leave the rest of
|

'

them al?ne, if you take them one at a time over a period

of montés, I would request that the Compensation

!
[

‘Committee having been given the direction by the Board to

|
modify %he maximum salary range, then address the issue of
those tén positions, acknowledging what has happened here
|
today, %nd come back with a recommendation that we can
look at &he whole package at one time.

I

i MS. JACOBS: Why don't you pipe up before we

make these motions?
|

!MR. SHINE: I'm going to ask the maker of the

i

[

motion if they'll allow that as a modification.

|

iCHAIR COURSON: 1I'd just like to make a comment.
: o
I really|think that the Board needs to give some

l .

|
direction to the Compensation Committee on what you want

to do. We've had a lot of different discussions here.
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We've had discussions of can we or can we not
unilaterally modify previously approved salaries. We've
had that conversation.

We've had conversations that we should have two
different processes, two different bases for setting
salary: - One being for positions that have been or are
open for which we're recruiting, and the other, a second
methodology for those who are -- for positions that are
currently occupied. So we've had that discussion.

We've had a discussion about adjusting just the
executive director's and doing nothing to the others.

So I really sense that the Board needs to come
to grips with what you would want the Compensation
Committee to do.

We've done our work, and we have come forth with
salaries based upon the best information that was
available to us, in compliance with what the statute
said.

| And so to just send it back, Mr. Shine, in all
due respect, it's worth tﬁrqwing this hot potato around,
and at some point I think the Board has to come to grips
with what is the methodology, how are we going to do
this.

Mr. Carey and then Mr. Davi.

MR. CAREY: To me, actually, at the moment, if

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 114




10
11
12
13
14
15
16
17
18
19
20
21
2
23
2

25

115

CalHFA Board of Directors Meeting — March 8. 2007

we’d step back, it's fairly simple. We established what
we thought was a reasonable compensation for the position.
We have a director whose requested something less than
that, and it seems a fairly simple business decision to
say, "Okay."

MS. JACOBS: And leave everything else the same?

MR. CAREY: And leave everything else the same.

CHAIR COURSON: Mr. Davi?.

MR. DAVI: As the maker of the motion, I think
we should do that. 'I was contemplating a motion
following this that would potentially give direction --
it may not be passed -- but for the remaining positions
in light of what we've talked about today, I am not
comfortable unilaterally changing what we did last month
of the people that haven't voluntarily done what our
director has done because of what's been said. So we
would need direction from legal counsel. And that's
another process that we have to take later on.

I would rather just vote on this motion and move
on.

MR. SHINE: Well, what about getting our eraser
and undoing the motion that we have on the floor? -And if
that's what you all are talking about, and we're going to
acéept what Terri has said and want to accept what --

what we're doing here then is validating ocur decision on
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this whole thing, subject to a change for the executive
director.

CHAIR COURSON: The motion on the floor is to
approve the reguest of the executive director that her
salary be reduced to $175,000 fér the current year.

MR. DAVI: Right.

CHAIR COURSON: The motion made by Mf. Davi and
seconded by Ms. Jacobs. That's the motion on the floor.

MR. SHINE: 1I'd like to amend the motion then to
include the following: “and that the rest of the
salaries set forth on the schedule remain intact.”

MR. DAVI: I'd rather not talk about that as
part of this motion. 1I'd rather not accept it as an
amendment.

CHAIR COURSON: Okay, he does not accept it as
an amendment.

-Ms. Parker?

MS; PARKER: Mr. Chairman, I guess I will make
my pitch again for the Board members to take action on my
salary at this point in time.

The reason why I ask you to do that is, again,
this position, my salary range, has been in the ﬁaper a
number of times. There are other salaries that had beeﬁ
changed by the Governor's office that will be higher than

this, if that is the case. It still will be higher than
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I believe what the Governor's office may want.
However, if it is a situation that DPA follows

through with what they have said to us, that once we

‘bring the ranges down, they will follow through and

process the paperwork, I think it is important that the
executive director's salary from the vefy beginning in
January be set at 175,000; Otherwise, if you don't do
that, then it continues to perpetuate the fact that

I should be earning 200,000. That is what I'm legally
éntitled to by your action in the past.

And so IAwould not want it to be a situation
where that continued to hang things up, the salary for
the executive director, and hopefully the salaries for
all of the other senior managers can go forward, and you
can look at the changes that you want to make with those
salaries prospectively.

CHAIR COURSON: Is there any further discussion?
The motion --

MS. JACOBS: Yes.

CHAIR COURSON: Ms. Jacobs?

MS. JACOBS: I think the issue is whether or not
to have two separate motions here.

MR. DAVi: Correct.

MS. JACOBS: And I think what Director Shine

wanted to add as an amendment would be going in the
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'opposite way of the second motion that Mr. Davi wants to

make.

So I just am commenting, I'm not amending the
motion. I'm just saying that I expect another motion on
the rest of the salaries. This only, at the moment, 1is
for the executive director's salary.

CHAIR COURSON: That is correct.

MS. JACOBS: 1It's not commenting one way or
another on anybody else's salary.

MR. DAVI: Correct.

CHAIR COURSON: That is correct.

Is there any further discussion on the'motion?

(No audible response)

CHAIR COURSON: Is there any comment from the
public?

(No audible response)

CHAIR COURSON: Seeing none, let's call the
roll.

MS. OJIMA: Thank you.

Mr. Davi?

MR. DAVI: Yes.

MS. OJIMA: Mr. Carey?

MR. CAREY: Yes.

MS. OJIMA: Ms; Galante?

MS. GALANTE: No.
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MS. OJIMA: Thank you.

Ms. Jacobs?

MS. JACOBS: Yes.

MS. OJIMA: Mr. Pavao?

MR. PAVAO: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes.

MS. OJIMA: We have a gquorum.

CHAIR COURSON: A vote-with‘six affirmative
votes is a quorum to pass the amendment.

MS. OJIMA: Correct.

CHAIR COURSON: Is there further discussion on
the topic of compensation?

MR. DAVI: Yes, Mr. Chairman.

Thank you, Director Parker, for what you
voluntarily offered.

And if I can, just to foliow through what we've
been talking about -- and I actually am reacting to what

was said -- I agree that I'm not comfortable doing

- something with the salaries of the positions from

January, having us take that formal action without some
kind of report that we have that ability. And, of

course, if we do it, what the ramifications of such an
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act would be. So I would move simply that we get
direction from Legal as to whether we have the

ability and what the effect would be if we want to
reconsider those remaining nine positions' salaries, and
have them report back to us next month, and put it on the
agenda for that report, and then make a decision next
month whether or not we want to do this.

CHAIR COURSON: Our next meeting will be in two .
months.

MR. DAVI: 1I'm sorry, two months.

CHAIR COURSON: Is there a second to the motion?

MS. JACOBS: Second.

CHAiR COURSON: There's a second.

Is there discussion?

MR. HUGHES: Mr. Chair, I'd just like to poinf
out, I do think -- I was wondering what the motion was
going to be and whether this was a matter that was
agendized.

I do think this falls within Item 8, subsection
(i), which is development of éompensation policies and
procedures. I think that's a fair motion under the open
meeting laws.

I have to say that, not having anticipated
exactly this direction, I will have a conflict of

interest. I can't give you that advice because it
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affects my own salary. So the process that I'd envision
is that I would have someone else do that, basically. I'm
not sﬁre who at this point.

CHAIR COURSON: Fine. I understand.

I have to say, I heard Mr. Shine saying something
quite different than the point made by
Mr. Davi. And the only other issue I raise is, in
fairness to the people affected here, they really should
start gétting paid something more than what their
previous salaries were based on —-- I mean, there's nobody
arguing they shouldn't have an increase. And, now, we
are 60, and could be going on 120 days without paperwork
being processed for them by DPA because I could imagine
that if, in fact, it's, quote, “under advisement,” we're
researching what we can or cannot do, that that could
be a reason for DPA saying, "Well, unﬁil you decide what
their salaries are truly going to be, we're not going to
process the paperwork."

I don't know that for a fact, but it would be a
concern to be considered.

Mr. Shine?

MR. SHINE: I thought I just heard that if we
passed this salary adjustment of the executive director
and dealt with the maximum rate, that that would remove

the logjam and that we will be procéssed. If it means we
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would be processed, it seems to me that you've got to be
processing something. And what they're processing is this
chart with that one modification.

. CHAIR COURSON: That's correct.

MR. SHINE: And that's where I've been trying to

go.
CHAIR COURSON: That's correct.
MR. SHINE: Okay, well, then I'm satisfied.
CHAIR COURSON: Assuming that they will. I
mean, they -- I don't know how you avoid not processing

the paperwork.

MS. GALANTE: I'm sorry, now I'm really
confused.

Are you saying, if we pass this motion, that the
personnel board is still going to continue to process
the -- the people who are in positions with the current
salaries, that report? I just don't —-

CHAIR COURSON: Here's what --

MS. GALANTE: I justidon't understand.

CHAIR COURSON: Here's my concern. Here, I'm
just going to tell you my concern. My concern is clearly
thé paperwork should be processed. We've talked about,
it's a ministerial job for them to process this
paperwork. Clearly, it has not been processed. We have

done what I was told needed to be done to get that
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paperwork moving; and that is, we've adjusted the
maximums of the ranges.

We have done the second piece, which responds

" to requests from Senator Lowenthal and the Governor's

office in dealing with the executive director's salary.

If the Board decides to take another step, which
is now to research the Board's authority to change the
salaries of the other ten positions -- other nine
positions -- all I'm suggesting‘is if we move down that
path, I might envision the Department of Personnel
Administration will say, "Until you make that decision,
you don't really know if they're going to reconsider, if
they're going to be lower or not, we're not going to
process the paperwork."  That's my only concern.

MR. DAVI: Can I clarify the motion, if it's
okay, for the director?

That is a possibility, but that's not the intent
of my motion. I just wanted -- I would like the process
to go forward and the paperwork to be processed pursuant
to what we've agreed at this point were the changes.
However, I would like some report from Legal to say if we
would like to, could we change these salaries at the next
meeting? And that's the’question.

So I don't want it to hold up anything. In my

mind, they would both go forward.
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MR. SHINE: Are you withdrawing your motion
then?

MR. DAVI: No. I thought I was clarifying.

MS. JACOBS: As the seconder, I will echo the
points that the chair made in that whatever our intention
is with the motion, we cannot preclude what\action the
Department of Personnel takes. But I'm still supporting
the motion, as it was made. That doesn't mean that --

MS. GALANTE: Mr. Chair?

CHAIR COURSON: Ms. Galante?

MS. GALANTE: You know, where I think I am_is,

I would be voting against the motion. I think we have

got two issues: You've got the people in process -- or,
you know, existing personnel whose salaries are in
process; you also‘have the recruitment process. And if we
don't even get a report back on this motion for two months
at our next meeting, we are now holding up recruitment of
these two key positions. And I just think we're going
down a really slippery slope.

Tf we have dealt with the two large political
issues out there -- I mean, I'm not happy about the
discrepancy that this creates between the executive
director and new recruits recently and otherwise; but
I think, you know, that's about the best place we could

be at this point, to move the rest of these forward.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 124




10
1
12
13
14
15
16
17
18
19
20
21
22
23

24

25

125
CalHFA Board of Directors Meeting — March 8, 2007

Again, it does not mean that we cannot reconsider these
on an annual basis. And we have lowered the maximum --
at least for the moment, we have lowered the maximum
range.

MS. PARKER: Mr. Chairman, let me say that I
think we probably will internally look at that question
irrespective of the motion. But I would also point out
that in my discussions with people so far about these
positions -- and there's been a number of people that
we've talked about the Homeownership and Multifamily --
they continue to -- since they are bankers, from the
outside world, really want to focus on what it is like
for them to work in government and how to understand
government.

Some of them, in order to understand what we
do, we have asked them to -- suggested that they might
want to read some of the Board minutes, get some
perspective of what this Board does.

So I just want to provide that as a comment from
the standpoint of really wanting to bring back to you
quality candidate people, but‘essentially say that I
think that, depending on if people felt that‘their
salaries could be -- that that wouid make it very
difficult, I believe, to hire --

MS. GALANTE: The salaries could be changed, you
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know, every couple months?

MS. PARKER: Or that there was some sort of
uncertainty about it.

As I said, I'm just trying to be responsive to
what you want from the standpoint of us carrying out a
business plan.

CHAIR COURSON: Mr. Shine-?

MR. SHINE: I share Carol's —-- excuse me,
Director Galante's sentiments because I think this is the
kind of thing that one makes as a request of someone else
on staff, doesn't require an amendment, and doesn't
require us to appear as though we have a policy that
we're getting ready to make changes.

So while I understand what's trying to go on
here, it's a matter of how you go about it. And I'm going
to have to vote no.

MS. JACCOBS: 1I'd like to call the question.

CHAIR COURSON: All right. Call the roll.

MS. OJIMA: Mr. Davi?

MR. DAVI: Yes. )

MS. OJIMA: Mr. Carey?

MR. CAREY: No.

MS. OJIMA: Ms. Galante?

MS. GALANTE: No.

MS. OJIMA: Ms. Jacobs?
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MS. JACOBS: Yes.

MS. OJIMA: Mr. Pavao?

MR. PAVAO: No.

MS. OJIMA: Mr. Shine?

MR. SHINE: No.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: No.

MS. OJIMA: It did not pass.

CHAIR COURSON: The motion fails.

Is there anything further to come before the
Board in regards to compensation?

I would suggest, and I will take my lead from
the other directors, but what I'm hearing, everyone, is
that we now -- and I can do this by a letter, or how
we would want to craft it -- are reqﬁesting DPA now to
process salaries and proceed to do whatever ministerial
work they must do.

MR. DAVI: Yes.

CHAIR COURSCN: And I would like, I guess, the
record to reflect that the Board, whether we need a
motion on that or whatever, but clearly, I think it is
important for us to now make that specific request of
DPA, that they process that paperﬁork and perhaps a
motion might be in order along those lines.

MR. DAVI: I don't know, can we do that without
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it being properly -- I mean, I think the direction of the
Board is very clear, and I think you got it ffomvthis
meeting, clearly --

CHAIR COURSON: 1I'll proceed as chair to make
that request, and we can certainly use the page after
page of verbatim testimony and the minutes we have here
to show them the intent of the Board. Fair enough.

MR. DAVI: That's very clear.

CHAIR COURSON: Thank you, all.

To Terri, I thank you. This was a difficult
situation. It's always a difficult topic.

I appreciate the Board. You know, we read a lot
about boards in California state government these days,
and I think we can all be pretty proud on the discussion

and the way we handled ourselves today, whether we agree

- or disagree, and the results we've come up with. So I

think it's a tribute to all the directors.

Having said that, Item Number 9, a progress
report on the development of a CalHFA five—year plan.

OCh, I'm sorry, I'm sorry. Ivhave one other
thing. I assure the Board that this was not intentional.
I am sometimes mathematically challenged. I have led us
astray on the maximum salary ranges.

MR. DAVI: I thought so.

CHAIR COURSON: And I must apologize profusely
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to Ms. Jacobs for leading her down this path.

On Grade Number 4, we said that the salary --
the maximum salary range would be 131,000.

tell you, our fairly newly hired risk manager has a

salary of 137,500.

Counsel, can we go back --

MR. DAVI: Treat it as a typographical error.

CHAIR COURSON: -- and modify it as -- if
there's a unanimous consent, can we go back and modify
the motion to reflect 137,500, if it's the Board's will?

MR. HUGHES: Yes, I think that's acceptable.

MS. JACOBS: So moved.

'MR. SHINE: Second.

CHAIR COURSON: Any discussion?

Call the roll.

MS. OJIMA: Thank you.
Mr. Davi?

MR. DAVI: Yes.

MS. OJIMA: Mr. Carey?
MR. CAREY: 4Yes.

MS. OJIMA: Ms. Galante?
MS. GALANTE: Yes.

MS. OJIMA: Ms. Jacobs?
MS. JACOBS: Yes.

MS. OJIMA: Mr. Pavao?

And I will
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MR. PAVAO: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Courson?

CHAIR COURSON: Yes.

MS. OJIMAE It has been passed and approved.

--00o--
Item 9. Progress Report on Development of CalHFA

Five-Year Business Plan

CHAIR COURSON: Okay, Ms. Parker?

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

I hope to turn thé environment around here to
talk about the excitement of what the staff hav¢ come up
with as a proposal for your consideration for our business
plan for your adoption in May of 2007. This would be our
five-year business plan.

The staff has met a number of times internally
to have discussion about what we thought was in keeping
with the philosophy and the guidance and the oversight
that the Board has given to the staff about what
directions that you want us to proceed to try to deal with
the crisis in affordable housing in California.

We began our discussions by, first of all,
looking at where we were with our overall balance sheet.

And I think that this has proved very useful for'us, the
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work that's been done by this agency in the last couple
years and some of the presentations that we have done
for the Board on where we are with our overall balance
funds. We can put together a business plan with some
predictability for our stakeholder and customer groups
about what programs will be there not only for the next
year, but the years in the future.

And since we do, as we've said, create our own
housing resoufces, we don't rely in any way from any sort
of proceeds of taxes, that we need to be concerned about
what products that we can produce in order to create
revenue to keep ourselves in business and to repay our
investors.

We initially have also brought into the work
that we've done here, discussions with stakeholder groups
about what's happening in the marketplace for what might
be some considerations of new products or our goals that
we need to achieve. I would only, before I start going
through my presentation, make one caveat to that. At the

moment, it was put together by the teams that we have in

'pléce in Homeownership and Multifamily. I do think it

really speaks to both of them, that with the senior
position unfilled for well over a year, the work that
both of those groups have -- our staff have done, has been

phenomenal.
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And while certainly on Homeownership we have
been able to meet and exceed our goals in the past,
Multifamily, we really look at this from the standpoint
of going through a transition. And not only with the
hope of being able to hire a new director for that
additional leadership and what happens in the
marketplace, I think that the staff -- I just want to
say that the staff -- what we have come forward is what
we would hope would be at least a proposal given where

we are today. But if this environment changes, we would

'always be challenging ourselves to look forward to new

opportunities.

So with that, Mr. Chairman, let me just go --
the next slide is really an overview of what we're going
to talk about. We're going to talk about special loan
programs and those initiatives.

This is really -- we've tried to esseﬁtially
say, if you as the Board want to give us directions of

how to use our resources, our housing trust resources,

- what is our highest priority in the utilization of those

resources to meet overall goals in Homeownership,
Mortgage Insurance, Multifamily, and Special Lending
Programs. We also want to touch on what we need to be
doing with our portfolio, given the issues that Margaret

raised earlier.
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So I'm going to just t@ke them in order. But
really, I think, in order to not do these by individual
programs, the major decision is really on the next page.
Because this is where the housing trust funds that the
agency, and Bruce's calculations with his crackerjack
team, have made the recommen&ation and guidance that we
should probably try to keep our HAT-funded programs
about the seventy, seventy-two million-dollar range.
That.we believe that where we are at right now with our

profitability -- and that's just the returns on our loans

‘and the prepayments and everything that we have had, and

I think we've told you at our previous meeting, that we
did our profits; and I'll make sure that we have an
update for you from our accountant,.that our profits have
exceeded where they were the prior year. But we think
that 72 million is a reasonable amount for us to maintain
our financial and fiduciary responsibilities, but at the
same time, chéllenge to leverage the maximum amount of
the housing trust fund resources to do the kind of
business we need to out in the state.

So we've broken it down to what our proposal
would be, which is approximately $31 million of HAT funds
to be used for downpayment assistance programs. This is
based on a formula that Jerry and his folks have put

together, assuming that we would do 1.5 billion dollars'

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 133




10

11

12

13

14

15

16

17

18

19

20
21
22
23
24

25

134

CalHFA Board of Directors Meeting — March 8. 2007

worth of lending. That we continue -- we've put the
SHBAP program at 1.3. This is a program we have
traditionally kept at 2.5. We have not had call for it
for thaﬁ great of amount. I think we would continue to
work as aggressively as we have in the past to do as much
business as we can in this area. We also wanted to not
have funds put in an area where they might not be
utilized, if they could be utilized more aggressively
someplace else.

We have proposed a 10 million-dollar commitment
to a residual gap loan program. And Laura isAcertainly
here to talk about this. TIt's one we started this last
year. We haven't done much activity with it. But we
hope with some of ‘the other proposed changes that we'll
talk about under Multifamily lending, that this will be
some money that can really kick-start our Multifamily
lending program again.

We've also proposed to commitment $10 million to
continue to go through the portfolio, as I mentioned, with

Jim Liska and the work of Margaret's crew, to see where we

need to shore up some of these projects that have been on

our portfolio for quite some time and may need some
assistance.
Obviously, we'll be coming back to the Board for

anything that's approved with those funds.
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‘And then under Special Lending, we have proposed
$5 million for Habitat For Humanity, $15 million for
HELP.

And that adds up to approximately $72 million of
Housing Assistance Trust funds.

We've also put déwn on this paper for your
consideration the two other sources of funds that really
feed into the initiatives, and, primarily, the next column
is funds that come from either Prop. 46 or
Prop. 1C. fhe first one being funds for downpayment
assistance, and we are estimating about forty-seven,
forty-eight million dollars of those funds to be used for
downpayment assistance.

The other is $40 million for our Residential
Development Loan Program. And we are going to talk a
litfle bit about, when we get to that, some changes we're
proposing. But that would be an increase from what the
Board approved this year. We started to begin to see
some real interest in this program. There was
$100 million in the bond, and so we want to be aggressive
with this particular program.

The last column is Prop. 63. And as I mentioned
to you, we are on our way in impleménting that initiative.

We're very excited about getting this out

on the street so that we can start utilizing these funds
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and getting them into the creation of permanent
affordable housing for chronically mentally ill. Since
the counties and the Department of Mental Health have
committed $115 million, we have put that down as our
target.

So Mr. Chairman and Members, I'd be happy to
answer any questions.

But in total, this really kicks off the
discussion that we're going to go to on a
program-by-program basis of a special program leveraging
of almost $275 million for the next year for affordable
housing in California, by the California Housing and
Finance Agency.

CHAIR COURSON: Questions from the Board?

Obviously, at the next meeting, Terri, we will be

seeing the full presentation of the 2007 --

MS. PARKER: At this time we would certainly
want to have any direction from the Board, if you wanted
us to go back and try to consider anything -- any other
directions that you might want us to do research and
staff work on.

MS. GALANTE: May I ask a question?

CHAIR COURSON: Yes, Ms. Galante?

MS. GALANTE: I'm sorry, maybe because I wasn't

paying close enough attention. The HAT funds are funds
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where essentially we have a lot of discretion about how
we use those to support special initiatives; correct?

MS. PARKER: Right.

MS. GALANTE: I'm just wondering, we've got a
significant amount of those funds on this chart committed
to downpayment assistance. And given the earlier
conversation about Asset‘Management—challenged projects,
I do wonder whether the Agency might want to think about
using some of the HAT funds, not just on its own portfolio
of challenged properties, but having some type
of Multifamily assistance program for some of the other
challenged‘properties out there.

So I just wonder whether it might make sense to

‘look at the program; and then, it seemed to me that

there's a fair amount of money in the downpayment
assistance. And I was just wondering whether we might
want to think about shifting some of that.

MS. PARKER: Laura, I hope you're listening.

MSL WHITTALL-SCHERFEE: Yes, I am.

MS. PARKER: I think probably, when we get
to that, we'll have Laura speak to that for our
consideration.

MS. GALANTE: Okay, thank you.

CHAIR COURSON: Any othér comments from the

Board?
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(No audible response)
CHAIR COURSON: Terri, thank you.
--o0o—-
Item 10. Reports

MS. PARKER: Members, we have a quick PowerPoint
to go through by all the program areas; and I will let
all of our directors and chiefs walk you through them.
They're here, available to answer any questions for your
consideratioﬁ.

Jerry, since Homeownership is next.

MR. SMART: Good afternoon, Mr. Chairman and
Members of the Board.

As Terri indicated, our proposed business plan
for the coming fiscal year calls for 1.5 billion for the
first-time homebuyer programs, which that would support
the 30-year, 3b-year interest-only, and 40-year product,
with accompanying 78.5 million downpayment assistance,
both funded out of HAT and G.0O. bond-funded programs.

In addition, we have been working diligently
with Fannie Mae and a candidate for .a master servicer to
develop a mortgage-backed security platform for our
interest-only product. That has been in process for a
number of months now. We would hope that by the
beginning of the fiscal year, that would be in place and

available to our lender constituents.
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We're also intending, as Terri indicated in her
opening remarks, to partner with the Department of
Véteran Affairs. Recently, Congress passed some
legislation that would loosen up the eligibility
requirements for veterans. And we hope to take advantage

of that, partnering with the department to provide

program assistance to veterans in what we would call the

Year of the Veteran Homeownership program.

And lastly, but certainly not least, is our long
hope for a Homeownership loan-origination system. We
have been working for some period of time on that.l We
have completed our project planning, as its assessments.
We've developed a to-be conceptual model, and we're now
ready for the implementation/procurement stage. So we
would hope, oﬁce we complete the MBS project, that we
could then proceed with an RFP, and seek a vendor to
either build us a new loan-origination system or perhaps
take a custom, off-the-counter platform and modify it to
fit our needs.

With all of that, I think that would be a pretty
significant program for the Homeownership staff; and
certainly we look forward to meeting that.

And as Terri indicated earlier, certainlyAif
there are opportunities-and available resources that we

can identify, we would be glad to entertain and look at
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new ideas and program concepts.

MS. PARKER: I don't want to prolong this; but I
do want to point out that Jerry's staff, with the help of
the Mortgage Insurance staff, working together on our
Homeownership program, have probably —-- are going to
produce this year a production level of 1.7, perhaps
1.8 possibly.

MR. SMART: Possibly.

MS. PARKER: So this will be a step down from
that. But it is part of an issue of our access to bond
cap, and we have been discussing that with the
Treasurer's office and asking for their consideration
of this on a going-forward basis.

You know, the dilemma we have had is that with
the mortgage -- tﬁe average mortgage going up, that we
are doing fewer loans, even though each loan is more
money.

We do want to make sure that -- we're very
concerned about being an appropriate niche - you know,
not being a niche, but being an appropriate partner in
the marketplace. And I think I will tell you that we
have been having some internal discussions about whether
there is any ability on our part tQ think about any other
soﬁrces that we could bring into this to continue to be

relevant in the marketplace.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 140




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

141
CalHFA Board of Directors Meeting — March 8, 2007

So unless there are any questions on
Homeownership, I will ask Jerry's colleague, our director
of Mortgage Insurance, Chuck McManus to come up and talk
about his program area.

MR. McMANUS: Thank you.

We did $1 billion in calendar year 2006. So it,
by far, set a record for Mortgage Insurance. This year,
we're going to focus purely on the CalHFA business.

We have done our programs in other locations; but given
the volume of 1.5 billion, it's going to take our
underwriting capacity to handle that and focus on the
risk issues.

In today's market there have been some declines
in market value, as I'm sure you read about daily.

Our target will be 900 million, which would be
60 percent market share of the total production for the
insured. That could vary up or down, depending on éur
downpayment assistance. If there's downpayment
assistance and you get an 80 percent loan-to-value, there
is no mortgage insurance, but we have the same risk. |
And generally, usually, there's only about 1 and a
half percent of the borrower's money in the deal, the
rest is downpayment assistance stacked. So we have to
underwrite those loans also.

We're going to continue the expansion of the
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Homeowners Mortgage Protection Program, which is an
unemployment and involuntary unemployment program where
we would pay up to six months of mortgage payments at a
maximum of $2,500 per month. That helps people that,
through maybe no fault of their own, they're out of work,
short-term problems. And we want to increase the number
of. and penetration of our portfolio.

Next is our risk in declining markets. I don't
think I have to repeat the names of certain locations
in California. But, again, you can read about them. The
foreclosure rates are picking up regularly, and we have
to uﬁderwrite loans and look at those appraisals
carefully. And if they indicate declining values, 'we
have to make sure that there is sufficient motivation for
the borrower to continue.

Also, so that we can report aécurately tq the
Board, are going to do a detailed review of our loss
reserves because delinquencies have kicked up slightly.
We're not in any problems, but they have increased from
almost nothing, to over a hundred delinquent loans. And
we're doing adequate reserving. And we've been stﬁdying
that. We'll be fine, but it does take attention.

And, finally, we do need to do-a tén—year
capital-adequacy model. A mortgage's typical life is

seven years, unless you're in a declining interest-rate
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environment. And so the risk on a mortgage -- the bad
mortgages stick; the good mortgages refinance. That‘s
basically the rule of thumb.

We need to look at a long-term, so we're here
and we can provide this coverage over the long-term. So
we have developed and we'll complete a computerized
model.

Any questions?

CHAIR COURSON: Thénk you, Chuck.

MS. PARKER: Thank you, Chuck.

If T could ask Laura and Edwin to come up, and
I'11 move over and they can talk about Multifamily.

MS. WHITTALL-SCHERFEE: Good morning -- or good
afternoon, I'm sorry, we've been here for a while,
haven't wé?

The production goals that we are setting for
ourselves for next year are more conservative than we
agreed to for last year. But they're more in keeping
with whaf we've actually seen. And I want to touch on
them a little bit because we're looking at potentially
$60 million in constfuction financing, $30 million in
perm, and then the remaining $25 million of Bay Area
Housing that we don't think we'll get approved this year,
and so we're moving it over to next year.

But in particular -- and this maybe will address
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Ms. Galante's comments about asset management and
preservation -- a lot of the construction goal that we
have for next year includes preservation of properties,
both our own portfolio and other people's portfolios.
And that's kind of indicative as well, because typically,
in the last fwo to three years we have seen that
construction loans for new chstruction are between three
and four times the level of a permanent loan. And our
production goals clearly don't have that kind of ratio.

So what we're really expecting next year is to
focus a lot on preservation/acquisition rehab. We're
working hand in hand with Asset Management. And then
we'll have permanent loans that some of them will be new
construction, so there is that 2:1 ratio; but some of
them are going to be Asset Management, and that's closer
to a 1:1 type of loan situation. ,

In addition, the slide that showed the Residual
Gap Loan Program, the way we really intend to use it was,
in effect, how it ended up being used a little bit this
year, which is 5 million, really, for the program itself,
as it was outlined to the Board last year, and another
5 million, really, in an "other" category, which is
specifically for gap lending for projects that, for
whatever reason, don't seem to quite have enough money

to do what really needs to be done.

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 144 |




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

145

CalHFA Board of Directors Meeting — March 8. 2007

And so we fully expect that preservation
programs and asset management projects could very easily
dip into that source of funds as well.

--00o--
Item 12. Public Testimony

CHAIR COURSON: Terri, I'm sorry to do this,
but -- Laura and Edwin, please, I apologize, we're about
to lose two of our members. And we've had a gentleman
here to give some public testimony who has waited
patiently since nine o'clock this morning.: Could we pause
and let him have his opportunity before we start to lose
members of the Board? I know we're going to lose some
very shortly, and then come back, in fairness.

Mr. Gustavo Lamanna, as I say, has been here
very patiently and has requested an opportunity to
address the Board.

I apologize to the staff, but I think it's
important, before people leave, to at least let him start
into his presentation for us.

Mr. Lamanna, we're pleased you're here, and the
floor is yours. |

MR. 'LAMANNA: Thank you so much, Chair, and
thank you so much, staff and the public and the Board.

Good afternoon. My name is Gustavo Lamanna,

and I'm an attorney with Kane, Ballmer & Berkman in
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Los Angeles.

Since formation in 1963, our firm has primarily
represented -redevelopment agencies throughout the state.
We currently represent three dozen redevelopment agencies
in California. I make this presentation on behalf of the
firm and not any one redevelopment agency client.

We ask CalHFA to stop requiring redevelopment
agencies to subordinate affordable housing covenants to
CalHFA trust deeds. Such a change would harmonize‘the
policies of CalHFA with approximately 400 redeveloément
agencies throughout the state. In addition, such a
policy would be consistent with Fannie Mae Announcement
06-03, which has been distributed to the Board and made
available to the public tdday.

Fannie Mae recently changed their underwriting
guidelines to no longer require subordination of
affordable housing covenants, also known as “resale
controls,” which is what they're called in your lender
guidelines, but they're basically affordable housing
covenants in a lot of the industry.

The changes in this Fannie Mae announcement
promote affordable housing preservation.‘ We believe the
time has come for CalHFA to incorporate the recent
Fannie Mae guidelines and approve lending on affordable

for-sale housing units without requiring the
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subordination of these affordable housing covenants.

The change in Fannie Mae guidelines presents
an econcmically feasible method of finanéing affordable
housing in our state. CalHFA's Affordable Housing
Partnership Program may properly be modified to no longer
require subordination of affordable housing covenants
to CalHFA trust deeds.

Here's a brief backgroﬁnd of the facts to
support the requested policy change and program
modification: More than 386 active redevelopment
agencies help communities throughout California breathe
new life into areas in need of revitalization, economic
development, and opportunity.

(Mr. Shine left the room.)

MR. LAMANNA: These efforts are seen most
vividly when the agencies devote public funds, also known
as tax increment, to require housing to be developed and

sold exclusively at affordable sale prices and occupied

\by families of very low, low, and moderate income.

(Ms. Galante left the room.)

MR. LAMANNA: Agencies protect the public funds
and preserve the ongoing affordability of these hogsing
units by imposing these resale controls and requiring
covenants to-be recorded against the properties.

These covenants require, among other things,
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that the housing unit be sold to a family of a particular
income bracket -- very-low, low, or moderate -- at an
affordable sales price tied to that respective income
bracket.

These covenants prohibit tﬁe sa%e to a buyer who
does not meet the affordable-income reguirements or a
non-owner occupant, and also forbid the subsequent sale
at a price that is not affordable.

Under your Affordability Housing Partnership
Program, CalHFA creates a partnership with the
redevelcpment agencies and provides affordable income
families financing to encourage home ownership for tﬁese
affordable for-sale units.

However, in the sale and financing of these
affordable for-sale units, redevelopment agencies are
consistently asked by CalHFA in-house counsel to
subordinate the affordable housing covenants to the

financing underwritten by CalHFA. This act requires

redevelopment agencies to ignore their agency duties

under the Community Redevelopment Law and may potentially
permanently remove that hbusing unit from the stock of
affordable housing in the state.

Historically, redevelcpment agencies have not
subordinated their affordability covenants to financing.

In one instance, a primary example, in the heart of
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Los Angeles, bondholders on a large affordable housing
apartment complex adjacent to Angels Flight agreed to
leave affordability. covenants senior to the interest of
bondholder regulatory agreements and related financing.

Here are some additional reasons to support the
policy:

Because the greatest risk to CalHFA is a borrower
default, in that redevelopment agencies invesﬁrpublic in
affordable housing and remain an additianal investor force
in preserving the ongoing affordability of that unit,
particularly after a borrower defaults.

Fannie Mae guidelines confirm the current market
conditions make it economically feasible for banks to
lend to affordable-income borrowers and take residential
units subject to the affordability covenants.

The Fannie Mae guidelines demonstrate a strong
natibnwide policy for favoring affordable-housing
preservation. The policy is likely to reduce CalHFA's
staff time. You'd have a viable secondary market
available for such leocans. Institutional lenders also
appear to be following Fannie Mae's lead: Wells Fargo,
Countrywide, and Neighborhood Works.

And lastly, CalHFA would be helping
affordable-income Californians to make the dream of home

ownership a reality.
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Please consider a change and an expansion in
your Affordable Housing Partnership Program.

We'd also ask for the Board's support should it
be necessary to appear before the Legislature to change
any laws to implement this change.

I offer to assi'st the Board in any way possible,
and welcome any questions.

CHAIR COURSON: Thank you, Mr. Lamanna.

Are there questions?

This is a new issue for me.

Is this something that the Agency has addressed
before, Mr. Hughes?

MR. HUGHES: Oh, yes. There's a long history to
this. The short answer is, we were happy to work with
Mr. Lamanna and/or his clients as we continue to work out
a policy.

The Agency has been working on this for some
time. We had hoped to be done with this by now.

But, unfortunately, primarily because of the staff
demands on the eight strategic projects, including the

two Fannie Mae projects we have going, we have simply not

“had the staff time to finish it.

- I should say that we've faced, historically,
a number of challenges in reaching the result that's been

requested here, not the least of which is our tax-law
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concerns. And our bond counsel -- we've essentially had
to filter any of these programmatic issues through the
tax-law filter to make sure bond counsel believes that
the loan as structured will comply with federal tax
rules.

We also have CalHFA policies on top of that,
because at the end of the day, we are a hard-money
lender and we need to be repaid. We have an obligation
to investors, bond investors. We need to make sure that
the loans are prudently structured so that we have a
chance to get repaid.at the end of the day. |

In the deals that we've been negotiating with

Fannie Mae, we have spent endless staff hours in

negotiating variances from Fannie procedures because they
simply don't mesh with the way we do business and are
sometimes things that we have to do and sometimes things
that we do by policy.

So the Fannie Mae guidelines do not always
well-mesh with the CalHFA statutes or actually, mére
importantly, the business operations, which are
essentially controlled, again, by federal tax law.

So we have this ongoing project to see if we can
address some of these in a way that's more satisfactory;
but I think it will, unfortunately, take a little bit

longer to finish that.
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And we're happy to deal with you or your clients
directly, sir, to get as much input as you can give, and
we'll consider it.

CHAIR COURSON: Other questions?

Comments from the Board?

(No audible response)

CHAIR COURSON: I would urge, Mr. Hughes and
Mr. Lamanna, that our staff does engage directly with
you, give you a chance to dialogue with them, and we move
this forward.

And, frankly, if not at our next meeting,
certainly the one after that, get a report as to whére.
we're moving -- we're moving along. Whether we can come
to a satisfactory conclusion, at least we need to come to
a conclusion.

MR. LAMANNA: We accept that invitation.

MR. CAREY: Mr. Chairman, I will just say that
it is an issue that for affordable housing providers has
been on the table for a long time and we all get caqgﬁt
in the middle of it, so that would be great to move
forward.

CHAIR COURSON: Please, if you would, work
with Mr. Hughes. And then let's, at our meetings, get
an update as to where we're at so we can make a

determination whether we can accommodate such a request
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or not. I know it is an issue that we need to deal with

Thank you.

MR. LAMANNA: Thank you. And thank you for
taking me out of order.

| --00o--

Item 10. Reports (continued)

CHAIR COURSON: Is Edwin still here, or did he
just leave the building?

No, he's here? Okay, sorry.

Those new kids will be teenagers by the time we
finish your presentation.

MR. GIPSON: I'll try to be brief for the
balance of the slide.

In conjunction with what Laura said about the

production goals, over the last year, we've been having a

compefitiveness group come together to talk about
Multifamily issues, whiéh include Legal, Finance, both
Laura, myself, Margaret from Asset Management, and the
comptroller, and Legal, of course, to talk about the
different issues that are posed in front of us. And
those things include our interest rateé, our léan fees,
our internal processing, how we convert loans. We've
discussed thiﬁgs such as, we have the seismic policy,
particularly on rehab,,we have the seismic waiver on new

construction, and the standards. And so almost
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everything got some slight tweak to it, quite honestly.

Seismic review, we kind of fell more in line
with industry standard. We were a little above.

Some fees, or certain things that we were
requiring were duplicative, you know, kind of too much
belt and suspenders a lot of times. So those have
changed.

A lot of\those are out there now. As they came
on line, we took them off and stopped requiring them of
the borrowers, accepting guarantees and things of that
nature, which simplified a lot of letter of credit
requests that became very problematic for our borrowers.

In addition, the one we all know is the
architectural process and architectural review manual,
we have gone through that. The draft is out fgr internal
review. We've met with many stakeholders -- architects,
contractors, engineers -- for their input. We've met with
Asset Management, of course. And currently, the document
is inside the Agency having its internal turn for people
to comment on.

And for the most part, it is a cut-down manual.
Most people look at it and say, “Well, thé old one was 70,
and you're down to 50 pages.” The difference between that
70 and 50 is not just 20 pages; it's that the first part

of the manual is now a checklist. Talk about contractors
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and some of the others, what is it you want? Boom, boom,
boom, boom, boom. The back part of the manual is the
explanation.

So basically it is down by gquite a bit. And we
started to eliminate things that were already covered by
local building code and some of the others. We had
issues with -- we had to have kitchens certain ways.
Those types of things are out of the manual.

So quite a few people are pleased. I'm sure
there will still be some out there that are upset. But we
still tried to maintain things on durability, just for
the sheer fact of we want that building still to be there
and we want to keep it livable, so you want to keep some
quality involved.

I will throw in one item that is not on here,

our Prolink database. We expect that to go -- we have the

beta version sometime in April or May here-this year. It

is the new database where we'll be keeping track of all
the Multifamily loans and basically the underwriting
through the loan documentation. And we expect that
project to actually go fully live at the end of August
of this year. So beta here in April; live, August.

The last item on the checklist is something
Terri mentioned earlier, which is the Mental Health

Services Act. It's called the "Homelessness Initiative"
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here and -we call it the "Housing Fund" elsewhere. But
basically it's the $75 million from the Prop. 63 funds
with an additional $40 million per year. $75 million for
capital, $40 million for operating subsidy. We will be
administering that program on behalf of the Department of
Mental Health.

We expect to see quite a few projects as they
come online. It should be a very busy project, which we
will have to staff up for.

With that, I'll stop.

CHAIR COURSON: Questions?

(No audible response)

CHAIR COURSON: Laura, Edwin, thank you.

MS. PARKER: Doug, you're on deck.

MR. SMOOT: Thank you.

Well, for about nine years now we've operated a
program called the HELP program, which was probably the
first program that initiated our Special Lending. We
have done about 175 million to 105 individual localities
at this point in time.

This current year's budget was funded at
15 million for the program. We propose to continue that
budget level.

A second program in Special Lending Programs is

the Habitat for Humanity locan purchase program. We made
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3 million in allocations, loan purchases, individual
first-loan purchases from Habitats throughout the state
last year.

This year, we're probably on goal for that. We
received ébout 5 million in applications, and we'll
probably be doing in the nature of 3.1 million. That's
still to be decided.

We propose, we think that is a sustainable amount
over time, 1s thé 5-million mark. We think that's
really growing Habitats. We're providing an equity base,
leveraging an equity base for them, to then turn around
and turn that into additional production, which in turn
we start the machinery to bé‘able to buy those loans,
those new loans.

With respect to the Residential Development Loan
Program, we call it "RDLP," just a little bit of history.
That was begun with approximately $75 million of Prop. 46
Funds. With the advent of passing of Prop. 1C, we have
an additional $100 million. That really speaks to-
expanding the .program. We had somewhat constrained our
ideas with the fact that we only had 75 million; and
California is such a large and demanding state, as far as
affordable housing. But with the passing of Prop. 1C,
that gives us substantial funding. We think that we're

going to substantially be able to put out on the street
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$40 million annually. We'd probably do that with two
20-million funding rounds.

And remember, this is a loan to local
governments, similar to the HELP program, for their
affordable-housing activities, and strictly for infil;
new construction ownership development.

In line with expanding the program, we really
think that increasing the long term from four to five
years 1s probably appropriate at this point in time. It
gives a iittle bit more of an advance sponsorship with
localities to be able to induce a project through.

We also think that increasing the maximum loan
to the localities from four to five million is probably
appropriate.

- And on the last point, we initially targeted the
program for acquisition, predevelopment, anticipating
that if we did anything other than that, we would expect
demand far in excess that we would have been able to
meet.

But we are now considering or proposing that
we increase that loan, expand that loan to cover the
purpose of construction expenses also, but that we will
limit the amount of the total to $2 million strictly for
construction out of the total 5 million.

And with that, I'1l...
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MS. PARKER: Mr. Chairman and Members, just two
points, quickly.

The chaﬁges that Doug is proposing have come out
of, again, stakeho}der meetings and discussions. So I
think we're very excited about making these changes.

The other comment I would like to make is the
Habitat for Humanity program is somewhat different than
our HELP program, our Residential Development Loan
Program, in that those funds are paid back and provide
the ability to recycle them.

As Doug said, we're in our ﬁinth year of HELP.
We're expecting some of those first loans now with the
ten years, to be paid back. And essentially in that
sense, recycle as opposed to be requiring new monies out
of our Housing Trust funds.

That's not the case for Habitat, nor will ever
it be the case for Habitat. Those lo;ns will pay off
although some amount, will pay off incrementally over a
very, very long period of time. .

And when we started this program, this year

- will be our third year, I guess the gquestion for me that I

want to bring to your attention is how much -- how long do
you want to commit that level of funding? Because it is a
new $5 million every year. And whether or not in the

future, given the scarce amount of Housing Assistance

Daniel P. Feldhaus, CSR, Inc.  916.682.9482 159




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

160

CalHFA Board of Directors Meeting — March 8. 2007

Trust funds, those funds might also be wanted to be
targeted, perhaps as Ms. Galante suggested or whatever.

So we're proposing 5 million for next‘year.
We've sort of said to the Habitats, to sort of gear up.
But our suggestion is for them to be made aware that, in
the future, the amount really may be a year-to-year
consideration, and not necessarily something where there
is an automatic commitment on the Board's part of
5 million per year for a five-year period.

I'm proposing that to you for your reaction,
but I did think it was important to bring this up because
it is $5 million every vyear.

CHAIR COURSON: Is it possible to -- I agree
with the issue, and I think you have to take a look at,
does the Board finally make a decision that we're going
to establish some cap at some point, or will go up to some
figure?

I guess my question is, is there a way to lever
that program and sell participations to other lenders,
participation interest in our loans? In other words,
if we have at this point $10 million on our books or
$20 million on our books, and we put $5\million on this
year, can we go to another lender who has -- this may
be clearly some CRA opportunities for banks or financial

institutions who would buy, say, 50 percent
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participations in our loans and be a participant with us,
and we service the loan or remit to them, just a way to
lever our money and put more money out without hitting
the wall.

MR. SMOOT: The answer is possibly. We have
taken some baby steps to actually look into that picture.
We thought about the opportunity to perhaps offer CRA
credit, in essénce, to other banks by selling a
participation in it. But we haven't at this point
because it's such an infant program with us, we probably
don't have enough loans to really make that kind of an
offering right now. But that is something that we'd want
to eXplore for the future.

MS. PARKER: Doug, thank you.

Ma;garet, if you'd step up and talk a little bit
about the Asset Management.

Steve, if you want to step up, you can be on
deck.

MS. ALVAREZ: Okay, T only have three bullets up
there, but let me assure you, it takes all our time every
day and every week to handle those three things.

Our challenge right now with portfolio
preservation is really melding the owners' goals and
objectives, as you heard from people from Boles Creek and

others, with our own. We have restrictions by HUD. We
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have bond and law tax implications. And it's really not
as easy as 1t sounds to preserve these buildings and to
get all the people involved in those properties and in
those projects to make it happen.

Eureka Family that we talked about this morning
was about two and a half years in the making for one
project. We're hoping that that's kind of a “kicking the
door open”; and the others, obviously, will be a lot
easier, once you have some models under youf belt. But
that's -- it's very labor-intensive. to make these workouts
with people.

I'm very happy that the Agency supported our
programs and our ideés for preservation. And by
supporting us with $10 million from the HAT fund, that's
up from $4 million last year -- or this current year.
And I think we can use it all combined with the Earned.
Surplps money that the Section 8 properties generate.

Our main focus is our Section 8 portfolio. We
have identified 31 properties that we have decided need
some help, whether they think they do or not. And that
is really going to be our main focﬁs.

The small buildings are particularly

‘problematic. We have about 20 properties that are five

units -- or under 10 units. And those just -- tax

credits don't make much sense. Not a whole lot makes
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sense. And they're a particular challenge.

Our plan is, wherever possible, to promote
sales, much like the Eureka Family this morning. Just
because everybody seems to win so much better, with the
more money, with the tax-credit investor, and more money
for rehab and so forth.

Along that line, since we've been so focused on
our Section 8, the 80-20 owners have come in the door,
the original old loans from 1986, when tax credits first
star£ed. And now they're kind of knocking at the door,
wanting to do refinances and restructures also. So we
are looking into that, which is another priority.

The third big priority is something we'll be
working with HCD on in the coming months, and thatfs a
program called RHCP, Rental Housing Construction Program
locans. Those were done way back when and were either
feasibility loans or operating annuities, coming due now.

And really, way back when fhat legislation was
passed, there wasn't really an exit strategy, and so now
we're trying to create one.

So tied with all these problematic issues is our
second bullet up there. It's really considering our
prepayment restrictions that the Agency has had for all
these years, and how does the current situation with

properties and owners and aging owners and aging
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properties and interest rate market, how does that all
work together and how does that impact our prepayment
policy, and what should our policy be, and what can it

be, given the restrictions that I mentioned?

And then lastly, our third bullet as part of this

MHSA initiative, the Homelessness Initiative, our Agency

has never really done a subsidy program before where we've

overseen that, so we have a work group in Asset Management

that's working on that, talking with people and figuring
out what they've done right and wrong. And we look
forward to moving that forward and helping the State in
that matter. And our overall plan is to keep it simple
and easy to manage for all parties involved.

MS. PARKER: Questions for Margaret?

CHAIR COURSON: Questions?

(No audible response)

CHAIR COURSON: Margaret, thank you.

MS. ALVAREZ: Thank you.

CHAIR COURSON: We appreciate it.

MR. SPEARS: Well, Members, I know it's a long
day and you're hungry and tired, and dealt with a.lot of
exciting issues.

But we've wanted to remind you of several other
things we're going to bé working on this year. We have

a number of initiatives that are going on. And the
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‘impact is, this will take a significant amount of time

to work on these initiatives while we're working on
production goals and that sort of thing. So that's why
we want to remind you that these are out there.

First of all, I think we've talked about this
before, but the leases in Sacramento, at the Senator
Hotel, at the Meridian, are complete, or they terminate
in October of '09. So we're looking to consolidate. We
have folks walking back and forth in the heat, and
inefficiencies, and we need to all be in one building.

Other strategic initiatives:

Fiscal services automation.

You've already heard about the Homeownership
automation project.

Business continuity management and document
management are all major issues that we're all going to
be dealing with this year.

Fiscal services is a new accounting and
managerial information system.

Essentially, all of these initiatives will give
tools to the folks that are here to work more
efficiently, to make their work easier, to keep up with
industry standards.

The Homeownership loan automation and the

Multifamily loan automation are keeping up with trends in
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the industry, to go to paperless. We're killing too many
trees. We'd like to kill fewer trees.

Business continuity: We have an operational
recovery plan for the IT area. And what we need to do is
have better plans if something happens to the Agency, to
one' of the buildings, that we coﬁld bring everybody up,
have a place to work, have vendors who would provide
computer terminals to us and suppliesland be able to rent
this room and set up loan compliance and automation right
here in this room and be ready to go within a few hours.

And then document management, we have
duplication of documents. We need to decide whether
we're spending too much time handing documents back and
forth, are we retaining documents too long. This will
make us a lot more efficient.

So to manage all these, we've put in place a
governance structure that I know we've talked about
before. We have steering committees and project teams for
every one of these. The governance committee does the
best job we can to manage the workload that is required.
And we have done some moving around this year to deal with
a couple of opportunities. For example, the
Homeownership automation project was moved down so that
we could take advantage of the opportunity to sell loans

to Fannie Mae.
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So that's what we're trying to do with the
go&ernance structure. But we will be doing this on top
of all of the production that we have planned for
this year.

MS. PARKER: Mr. Chairman and Members,.that
concludes our presentation on our proposal for a business
plan concept.

I would essentially say that we do think that
there is a lot of exciting things in here. You know,
there's a. tremendous amount oﬁ work for us. We really
feel strongly about getting the strategic work done from
the standpoint of really -- really, the ability to
move -- aggressively moving forward. It will continue to
be a challenge for us to make the Homeownership goals.

But I will tell you that the work that we have
done with Fannie Mae in the past, in selling them loans or
seconds. I was invited tc a board dinner of their board
about two weeks ago, and.it was publicly recognized that
that sale helped Fannie Mae make its HUD goéls for 2006.
Had that not occurred, I don't know what would have
happened for them.

We are excited about doing the broader MBS
program, particularly in our discussions going forward
with rating agencies, where that will essentially help

us on our liquidity and our rating basis, and that
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essentially will weave back into our flexibility of our
housing trust funds in the future.

Obviously, the Homeless Initiative is going to
be a huge undertaking for us to accomplish.

But I commit, along with all of our staff,
whether it be in Legal or Mortgage Insurance, Assét
Management, Legislation, IT -- I'm always missing
somebody -- Fiscal Systems, Financial Services, all of
those folks, that they're very committed to‘do the best
we can to make this an outstanding year going forward.

CHAIR COURSON: Thank you. We'll look forward
to our next meeting and getting into the discussion and
approval of the '07-08 plan.

As just a reminder and on the record, I'll
remind that on our next Board meeting agenda, we will put
the consideration of the Watson Wyatt policies and
procedures and the discussion of PERS pensions on our
next aéenda. That might move the timing back in trying
to get policies and procedures out by July, but it's not
that time-sensitive. We've got plenty of time until
the end of the year.

Having said that, you have in your book
reports that Bruce has prepared and also a handout on
our financing. I'll let you peruse those at your

leisure, and call Bruce with questions.
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--00o--

Item 12. Public Testimony (continued)

CHAIR COﬁRSON: We have had public testimony.

Is there any other public testimony?

(No audible response)

CHAIR COURSON: Seeing none, there is no other
business to come before the Board.

I thank you all for your attention and input and
determination today to get through this agenda.

| MS. GALANTE: Nice chairmanship.
CHAIR COURSON: We stand adjourned.
(Proceedings concluded at 2:00 p.m.)

~-000--
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REPORTER'S CERTIFICATE

I hereby certify that the foregoing proceedings
were duly reported by me at the time and place herein
specified;

That the testimony of said witnesses was
reported by me, a duly certified shorthand reporter and a
disinterested person, and was thereafter transcribed into
typewriting.

I further certify that I am not of counsel or
attorney for either or any of the parties to said
deposition, nor in any way interested in the outcome of
the cause named in said caption.

IN WITNESS WHEREOF; I have hereunto set my hand

on the 11*" of March 2007.

DANIEL P. FELDHAUS

California CSR #6949
Registered Diplomate Reporter
Certified Realtime Reporter
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CALIFORNIA HOUSING FINANCE AGENCY
Final Commitment
Parkview Apartments
Sacramento, Sacramento County, CA
CalHFA # 06-079-A/N

SUMMARY

This is a Final Commitment request. Security for the acquisition/rehabilitation and permanent
loans will be a 97-unit family apartment complex known as Parkview Apartments, located at
7252 Munson Way, Sacramento, California. Parkview Affordable, L.P., (“Borrower”) whose
managing general partners are Parkview AGP, L.P. and Las Palmas Foundation, a California
nonprofit corporation, will own the project.

Parkview Apartments is an existing portfolio loan currently owned by Parkview Associates, Ltd,
a limited partnership, whose general partner is a real estate investment trust known as
Apartment Investment & Management Company (AIMCO). The project was constructed in 1979
and is a 97-unit, two-story 17 building, family apartment complex. The project is 100% Section
8 and the initial 5-year HAP contract plus seven (7) additional 5-year renewals expires on
September 30, 2020. The Borrower will seek a new HAP contract upon expiration. CalHFA
loan terms and conditions may be modified by staff in the event that said approvals impact the
transaction.

LOAN TERMS
Acquisition/Rehabilitation

First Mortgage $4,295,000

Interest Rate 6.10%, variable

Term 24 Months, interest only
Financing ' Tax-Exempt

Second Mortgage* $1,885,000

Interest Rate o 5.20%

Term 14 year fixed, fully amortized
Financing Tax-Exempt

*At the time of permanent loan funding, this loan will remain in place and will be
subordinate to the CalHFA’'s Permanent First Mortgage.

Permanent
First Mortgage $4,520,000
interest Rate 5.30%
Term 30 year fixed, fully amortized
Financing ' Tax-Exempt
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CalHFA acquisition/rehabilitation financing is subject to the assignment by the borrower of tax
credit equity and all rights under non-CaiHFA financing commitments. .

OTHER FINANCING

There is no other financing involved in this transaction.

HOUSING ASSISTANCE PAYMENT (“HAP”) CONTRACT

The original HAP contract was executed on August 28, 1980, for a term of 5 years. The HAP
contract expired on September 30, 1985, and by its terms, was extended for the first of seven
(7) additional 5-year terms (35 years total). The contract is in the fifth 5-year renewal perlod
CaIHFA is the Section 8 Contract Administrator.

Assignment of the HAP contract to the Borrower, any required modification to the HAP contract,
and the general plan of financing, are all subject to the approval of the Department of Housing
~and Urban Development (*HUD").

‘CalHFA is currently séeking approval from the Sacramento HUD office recommending that the
existing 14-year HAP contract remain in place with HUD. A response from HUD is still pending.

The borrower will be required to seek and accept any renewals of the project based Section 8
contract or other HUD subsidies.

This project is a pre-1980 HAP contract with limited distribution to the project sponsor. The
existing residual receipts reserve along with the existing replacement and operating reserves
will be transferred with the property at the time of sale to Parkview Affordable L.P., upon
ownership.

PROJECT DESCRIPTION
Project Location

* The project is located in the south area of Sacramento, approximately eight miles from
downtown, and fifteen miles from Sacramento International Airport.

e The project is 0.8 miles west of Highway 99, and 3.4 miles east of Highway 5, both of which
are major north/south routes through the region, and within 5 miles south of
Business/Interstate 80 and Highway 50, both routes are west/east through the region.

e Sacramento is surrounded by the cities of Elk Grove to the south, Woodland to the north,
Roseville to the east, and West Sacramento (Yolo County) to the west.

» The project has retail uses to the north, east, and west with various single family homes to
the south. These include a retail center, anchored by a Food Max grocery and Rite-Aid
store, to the east, a KIA automobile dealership to the north and a small retail strip center to
the west.

* Proximity to off-site amenities mclude a bus stop is. within 0.1 miles of the project, an
Albertsons within 0.2 miles, a Wal-Mart within 0.4 miles, an elementary school and high
school within 0.2 miles, and Kaiser Permanente Hospital (full service acute care

.. facility/hospital) within 2.5 miles. '
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Site
» The site is a slightly oblong shape parcel and is 6.1 acres in size.
e The site is zoned Multi-Family Review (R3R), which allows for development of no more
‘than 29 units per acre. The site and its use are-legally conforming.
* The subject and surrounding land uses are consistent with the zoning of the area.
Improvements

This 97-unit project was built in 1979 and consists of 16 free standing two-story
buildings, surrounded by mature landscaping and large deciduous trees, a children’s
play area, with a single story manager’s office/community center. The basic structure is
wood frame with T-111 exterior siding, on concrete slabs on grade, and pitched
composition shingle roofs. All units are accessible from the Munson Way frontage and
parking lot entrances. There are no fences or gates along the Munson Way but the
property is surrounded by three fences. Exterior walkways lead to each of the units.
There are 28 three bedrooms, 53 two bedrooms, and 16 one bedrooms. All but 16 of
the units are of townhome design. The remaining 16 units, all one bedroom, are flat
style units. Five (5) of the 97 units are accessible units. Each unit has a slide-in electric
range with oven, frost-free refrigerator, garbage disposal, single and double bowl sinks,
and a patio or balcony. All the three bedrooms have laundry hook-ups. Each unit also
contains central air and heating.

The common area amenities include a laundry room, a central office building that
houses a manager’s office, and mail facilities. The central office building contains a
community room with kitchen and toilet facilities. '
The project offers 135 uncovered, open parking spaces.

PHYSICAL NEEDS ASSESSMENT/SCOPE OF WORK

The project is in average overall condition for a development of this type when compared
to other developments of similar type and age in the southern portion of the City of
Sacramento and surrounding areas.

The scope of rehabilitation work totals $2,436,335 or $25,116 per unit and includes:
Site work, $183,485 — walkways/asphalt repair, seal coat, and concrete repairs
($50,290), landscaping and playground upgrades ($53,000), leasing office and signage
($45,000), and site lighting and drainage ($35,195).

Building, $1,266,431 — roofing for all buildings ($226,200), windows ($243,470), replace
all exterior siding ($753,200), wood stair railings and miscellaneous doors, (43,561).
Residential Units, $609,869 — new cabinets ($200,008), kitchen/bathroom sinks and
faucets ($81,604), appliances ($40,685), interior painting ($46,000), doors ($75,879),
flooring ($55,762), and miscellaneous fixtures and accessories ($109,931).

Mechanical systems, $376,550 — replace and install HVAC ($262,130), plumbing
($88,170), and electrical work ($26,250).

Work is scheduled to commence in mid summer 2007 and is projected to be completed
within 12 months.
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Off-site improvements
o No off-site improvements and/or costs are requifed.
Relocation

e There is approximately $73,800 in relocation expense allocated for this project. Most of
the renovation will take place around the occupied units. The rehabilitation plan does
not assume invasive construction activity. However, specific interior unit renovation such
as window replacement, vinyl flooring, and cabinet replacement is going to take place on
a cluster basis (groups of units) and is scheduled to be completed within 3 days and two
nights. The residents will be offered a hotel voucher or cash equivalent for the period of
their displacement. The Borrower will provide transportation and moving arrangements.
In addition, these temporary displaced residents shall be entitled to compensation for all
reasonable out of pocket expenses incurred in connection with temporary relocation.

The Borrower will conduct tenant orientation meetings prior to the purchase of the
property and before and during the rehabilitation period regarding the scope of work and
timelines, and address any tenant issue or concerns regarding the project.

MARKET
Market Overview

The Primary Market Area (PMA) consists of a three- m|Ie radius from the subject propertles in
the southern portion of the city of Sacramento.

The PMA population in 2005 was 107,724 persons, with an annual growth rate of 1.84% since
2000. The projected population for January 2008 is 113,513. The PMA is expected to grow
steadily by 2.15% to 119,301 by 2010. in the PMA 41% of the population is the 5 to 29 year
age range, which is a positive indicator of many young families that would benefit from
affordable housing. The average number of persons per household is 3.31.

Of the 32,393 households within the PMA population, 52.6% are owners and 47.4% are renters.
The median household income for the PMA of $34,261 in 2005 is 36% below the greater
Sacramento MSA median income of $53,841. In addition, over half (51%) of the PMA
population earned below $35,000 in 2005 as compared to 31% of the population in the greater
Sacramento MSA. Census data indicates 34.6% of renter households in the City of Sacramento
are paying 35% or more of their income toward rent.

Housing Supply and Demand

Housing Supply and Demand

e The rental housing stock in the PMA is primarily comprised of market rate apartments

' (1970-1997) in average to good condition.

e Occupancy rate for market rate units as of June 2006 is 95 6%. LIHTC properties have
an average occupancy rate of 100%, with waiting list ranging from six months to several
years long.
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» At the time of rehabilitation completion in 2008, there will be a projected total demand for
1,616 rental units targeting general households in the PMA with incomes between 50%
and 60% of AMI. Specifically, there will be a demand for 493 one bedroom, 610 two
bedroom and 513 three bedroom units.

e The public housing waiting list, maintained by the Sacramento Housing and
Redevelopment Agency was closed in November 2004 and contains 6,220 households.

e There are no new LIHTC/bond projects or market rate housing currently planned within
the PMA.

' PROJECT FEASIBILITY

Estimated Lease-up Period

» The project is currently 100% leased and the proposed rehabilitation will not interfere
with occupancy.

ENVIRONMENTAL

Barr & Clark Environmental completed a Phase | Environmental Assessment report on April 10,
2007. The report concludes that there are no adverse environmental conditions that warrant
further investigation or remedial action.

SEISMIC

URS Corporation performed a seismic review assessment on March 30, 2007. The damage
ratio met the Agency’s seismic risk criteria and no further review is needed.

DEVELOPMENT TEAM
Borrowér ‘

Parkview Affordable, L.P.

* The non-profit Managing General Partner will be Las Palmas Foundation, located in
Carlsbad, California. Las Palmas was found in 1992, and Joseph M. Michaels is the
President and Executive Director. Mr. Michaels’ has over 22 years of experience in
affordable multifamily development. , , ,

» The co-general partner and sponsor/developer, Parkview AGP, L.P., a subsidiary of
Parkview GP, LLC (Bentall Residential), will be an initial general partner in the LP.
Bentall was founded in 2002 in Irvine, California to acquire and manage affordable and -
market rate multifamily housing in the United States. Ken J. Reiner is the President and
has over 25 years of real estate development experience. Bentall has over 20 years of
experience developing affordable quality rental housing. In the past 5 years, Bentall has
developed 10 senior/family facilities representing over 2,678 units, in San Jose,
Oakland, and various cities throughout Southern California.
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Bentall has developed nine projects with CalHFA including Baywood (77-unit, senior
facility), El Rancho Verde (700-unit, senior facility), Coronado Terrace (312-unit family
facility), Summercrest (372-unit, family and senior facility), Vista Terrace Hills (262-unit,
family facility,) Hemet Estates (80-unit family facility) and Sterling Village (80-unit family
facility). On January 12, 2006, and March 9, 2006, CalHFA approved final loan
commitments for two additional projects with Bentall; Palm Springs Senior Villa (116-unit
senior) and Indio Gardens (151-unit family), respectively.

Management Agent

The John Stewart Company

The John Stewart Company will manage the property. The John Stewart Company was
founded in 1978 and provides management, development and consulting services for
non-profit and private sector clients throughout California. The John Stewart Company
services approximately 200 housing developments representing 20,000 residential units
for low-income to extremely low-income persons. The John Stewart Company manages
various types of properties including senior communities, tax credit projects, HUD, and
Section 8 properties.

Architect

Gelfand Partners Architects {Gelfand)

Gelfand, located in San Francisco (with affiliates in San Diego and New York), has
provided planning and design services since 1997. The Borrower has engaged Gelfand
to assist them in project design, renovation, and construction management during the
rehabilitation process. Gelfand has designed over 30 multifamily projects in the
Northern California, Bay Area.

Contractor

Precision General Commercial Contractors (Precision GCC)

Precision GCC has been a general contractor since 1987. Their work includes primarily
multi-family, government assisted (Low Income Housing and Tax Credit assisted) and
commercial properties. They specialize in all aspects of construction and development
in over 16 states, primarily California, Arizona, Texas, Oklahoma and Washington,
representing over 30,000 units.
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PROJECT SUMMARY PROJECT NUMBER: 06-079-A/N
, Final Commitment|
Project: Parkview Apartments
Location: 7252 Munson Way Developer: Bentall Residential
City: Sacramento Partner: Las Palmas
County: Sacramento Investor: AIMCO
Zip Code: 95823 .
' No. of Buildings: 17
Project Type: Rehabilitation No. of Stories: 2
Occupancy: Family Residential Space 86,540 sq. ft.
Total Units: 97 Community/Leasing Spac 1,500 sq. ft.
Style Units: Townhomes & Flats Commercial Space 0 sq. ft.
Elevators: None Gross Area 88,040 sq. ft.
Total Parking 7 135 Land Area 262,667 sq. ft
Covered 0 Units per acre 16
CalHFA Acquisition/Rehab Financing Amount Rate Term (Mths)
CalHFA Acquisition Financing $4,295,000 6.100% 24
Existing Operating Reserve $70,784
Existing Replacement Reserve $149,404
- |[Earned Surplus $0
Permanent Sources of Funds Amount Rate Years
CalHFA First Mortgage* $4,520,000 5.30% 30
CalHFA Bridge Loan $0 0.00% 0
CalHFA Second Mortgage*  (funded at acquisition) $1,885,000 5.20% 14
Source 4 $0 0.00% 0
Source 5 $0 0.00% 0
Source 6 $0 0.00% 0
Source 7 $0 0.00% 0
Source 8 $0 0.00% 0
Source 9 $0 0.00% 0
Source 10 $0 0.00% 0
Source 11 $0 0.00% 0
Source 12 $0 0.00% 0
Income from Operations $0
Developer Contribution - Mezz.Loan $0
Deferred Dev. Fee $0
Tax Credit Equity  ($2,425,718 funded at acquisition) $269,524
0
Construction Valuation Appraisal Value Upon Completion
Investment Value $11,285,242 Appraisal Date: 3/20/07 |[Restricted Vaiue $8,590,000
Loan / Cost 67% Cap Rate: 6.25% |Perm. Loan / Cost 66%
Loan / Value 55% Perm. Loan / Value 75%
CalHFA Fees and Reserve Reguirements
CalHFA Loan Fees Amount Required Reserves - Amount
CalHFA Acquisition Loan Fee $42,950 Other Reserve $0
CalHFA Permanent Loan Fees $32,025 Replacement Resv. Initial Deposit $97,000
Other Fee $0 Repl. Reserve - Per Unit/ Per Yr $500
Construction Loan - Guarantees/Fees CalHFA Operating Expense Reserve $97,587
: - Completion Guarantee Fee $0 Rent Up Reserve $0
' Contractors Payment/Perf. Bond  $2,777,422 Transitional Operating Reserve $115,000
$0 Other Reserve $0
Date: 4/24/2007 Senior Staff Date: 4/17/2007
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UNIT MIX AND RENT SUMMARY Parkview Apartments

. 06-079-A/N .
Total Unit Mix
# of # of Average
Units Unit Type Baths Sq. Ft.
12 ‘ 1 Bedroom Flat 1 540
4 1 Bedroom Flat o1 670
1 2 Bedroo_m Flat 1 880
48 2 Bedroom Townhome 1.5 865
4 2 Bedroom Townhome 1.5 1,050
28 3 Bedroom Townhome 1.5 1,085
97
Number of Regulated Units By Agency
Agency 35% 45% 50% 60% 80%
CalHFA 20
Tax Credits 97
Locality
HCD
AHP
Zoning
Other
Re ed Re ompared 10 Average et Re
Median Income| Units [Restricted Avg. Market Dollars % of
Rent Levels JRestricte Rents Rate Rents Difference Market
One Bedroo $590
35% 0 $0 $0 0%
45% 0 $0 $0 0%
50% 5 $524 $66 89%
60% 11 $530 $60 90%
80% 0 $0 $0 0%
Two Bedroom 55—
35% 0 $0 $0 0%
45% 0 $0 $0 0%
50% 16 $623 $227 73%
60% 36 $715 $135 84%
80% 0 $0 0%
Three Bedroom $920
35% 0 b $0 0%
45% 0 $0 $0 0%
50% 8 $681 $239 74%
60%| 20 $820 $100 . 89%
80% 0 $0 0%
50
35% 0 $ $0 0%
45% 0 $0 $0 0%
50% 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 $0 0%
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Funds in at
Permanent ($)

Sources and Uses of Funds ‘ Parkview Apartments

06-079-A/N
Final Commitment

CalHFA Acquisition Financing 4,295,000 Total Development Sources
Construction Only Source 2 - Total Sources Sources
Construction Only Source 3 - of Funds ($) per Unit %
CalHFA First Mortgage* 4,520,000 4,520,000 46,598 47%
CalHFA Second Mortgage* 1,885,000 - 1,885,000 19,433 19%
Existing Replacement Reserve 149,404 - 148,404 1,540 2%
Earned Surplus - - - ’ - 0%
Existing Operating Reserve 70,784 - 70,784 730 1%
Source 5 - - - - 0%!
Source 6 - - - - 0%
Source 7 - - - - 0%
Source 8 - - - - 0%
Source 9 - - - - 0%
Source 10 - - - - 0%
Source 11 - - - - 0%
Source 12 - - - - 0%
Income from Operations - - - - 0%
Developer Contribution - Mezz.Loan - - - - 0%
Deferred Developer Fee 391,417 - 391,417 4,035 4%
Tax Credit Equity 2,425,718 269,524 2,695,242 27,786 28%
Total Sources 9,217,323 4,789,524 9,711,847 100,122 100%
(Gap)/Surplus| 0 - . 0

USES OF FUNDS:
LOAN PAYOFFS & ROLLOVERS

Acq/Rehab ($)

Permanent ($)

Total Development Costs

Construction Loan payoffs $4,295,000 Total Uses Cost %
o - of Funds ($) per Unit
ACQUISITION
Lesser of Land Cost or Value - - - - 0%
Seller's Prepayment Penalty 405,210 - 405,210 4177 4%
Legal - Acquisition Related Fees 7,500 - 7,500 77 0%
Subtotal - Land Cost / Value 412,710 - 412,710
Existing Improvements Value 4,187,290 - 4,187,290 43,168 43%
Off-Site Improvements - - - - 0%
Other oo - C- - 0%
Total Acquisition| 4,600,000 - 4,600,000 47,423 47%
REHABILITATION
Site Work - - - - 0%
Rehab to Structures 2,436,335 - 2,436,335 25117 25%
General Requirements 146,180 - 146,180 1,507 2%
Contractors Overhead 48,727 - 48,727 502 1%
Contractors Profit 146,180 - 146,180 1,507 2%
‘Contractor's Bond 25,000 - 25,000 258 0%
General Liability Insurance 30,454 - 30,454 314 0%
Environmental Mitigation Expense - - - - 0%
Other - - - - 0%
Other| - - - - 0%
Total Rehabilitation 2,832,876 - 2,832,876 29,205 29%
RELOCATION EXPENSES
Relocation Expense 73,800 - 73,800 761 1%
Relocation Compliance Monitoring - - - - 0%
Total Relocation 73,800 - 73,800 761 1%

(Continued on Next 2 Pages)
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USES OF FUNDS (Cont'd): Acg/Rehab ($)  Permanent ($) Total Development Costs
Total Uses | Cost per Unit %
of Funds ($) per Unit

NEW CONSTRUCTION

- Site Work - - - - 0%

Structures (Hard Costs) - - - - 0%

General Requirements - - - - 0%

Contractors Overhead - - - - 0%

Contractors Profit - - - - 0%

Contractor's Perf. & Pymt Bond - - - - 0%

General Liability Insurance - - - - 0%

Other - - - - 0%

Other, - - - - 0%

Total New Construction - - - - 0%
ARCHITECTURAL & ENGINEERING

Architectural Design 25,000 - 25,000 258 0%

Architect's Supv during Construction 11,000 - 11,000 113 0%

Total Architectural 36,000 - 36,000 371 0%

Engineering Expense 15,000 - 16,000 1565 0%

Engineers Supv. during Construction - - - - 0%

ALTA Survey - - - - 0%

Total Engineering & Survey 15,000 - 15,000 155 0%
ACQUISITION LOAN COSTS

Acquisition Loan interest - - - 0%

CalHFA Acquisition Loan Fee 42,950 42,950 443 0%

Other Acquisition Loan Fees - - - 0%

CalHFA Outside Legal Counsel Fees - - - 0%

Other Lender Req'd Legal Fees - - - 0%

' Title and Recording fees 20,000 20,000 206 0%

CalHFA Req'd Inspection Fees 18,000 18,000 186 0%

Other Req'd Inspection Fees - - - 0%

Prevailing Wage Monitoring Expense|. - - - 0%

Taxes & Insurance during rehab 44 422 44,422 458 0%

Predevelopment Interest - - - 0%

Cost for Completion Guarantee - - - 0%

: Other - - - 0%

Total Acquisition Loan Expense 125,372 - 125,372 1,292 1%
PERMANENT LOAN COSTS

CalHFA Perm Loan Fees 32,025 - 32,025 330 0%

CalHFA Bridge Loan Fees - - - - 0%

CalHFA Loan Application Fee 500 - 500 5 0%

Other Lender Perm. Loan Fees - - - - 0%

Title and Recording - 10,000 10,000 103 0%

Perm. Bridge Loan Interest Expense - - - - 0%

Bond Origination Guarantee Fee - - - - 0%

Tax Exempt Bond Allocation Fee 600 - 600 6 0%

Other - - - - 0%

Total Permanent Loan Expense 33,125 10,000 43,125 445 0%
LEGAL FEES

Borrower Legal Fee 75,000 - 75,000 773 1%

Other| - - - - 0%

Total Attorney Expensejf 75,000 - 75,000 773 1%
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USES OF FUNDS (Cont'd): Acq/Rehab ($)  Permanent ($) Total Development Costs
Permanent | Per Unit %
of Funds ($) per Unit
CONTRACT /REPORT COSTS
Appraisal 8,000 - 8,000 82 0%
Market Study 10,000 - 10,000 103 0%
Physical Needs Assessment © 6,000 - 6,000 62 0%
HUD Risk Share Environ. Review - - - - 0%
CalHFA EQ Seismic Review Fee 3,000 - 3,000 31 0%
Environmental Phase | / Il Reports 10,000 - 10,000 103 0%
Soils / Geotech Reports - - - - 0%
" Asbestos / Lead-based Paint Report - - - - 0%
Noise/Acoustical/Traffic Study Report - - - - 0%
Termite/dry rof] - - - - 0%
Other - - - - 0%
Total Contract Costs 37,000 - 37,000 381 0%
CONTINGENCY
Hard Cost Contingency 283,287 - 283,287 2,920 3%
Soft Cost Contingency 20,000 - 20,000 206 0%
Total Contingency 303,287 - 303,287 3,127 3%
RESERVES
CalHFA Operating Expense Reserve -97,687 - 97,587 1,006 1%
Construction Defects Reserve - - - - 0%
Funded Replacement Reserve 97,000 - 97,000 1,000 1%
Capitalized Investor Req'd Reserve - - - - 0%
Transitional Operating Reserve 115,000 - 115,000 1,186 1%
Total Reserves 309,587 - 309,587 3,192 3%
OTHER
CTCAC App/Alloc/Monitor Fees 44,941 - 44,941 483 0%
Local Permit Fees 20,000 - 20,000 206 0%
Local Development Impact Fees - - - - 0%
Other Local Fees - - - - 0%
" Advertising & Marketing Expenses - - - - 0%
1st Year Taxes & Insurance 52,281 - 52,281 539 1%
Furnishings - 75,000 - 75,000 773 1%
Final Cost Audit Expense 7,500 - 7,500 77 0%
Miscellaneous Admin Fees - 8,429 8,429 87 0%
Other - - - - 0%
Other - - - - 0%
Other - - - - 0%
Total Other Expenses 199,722 8,429 208,151 2,146 2%
SUBTOTAL PROJECT COSTS 8,640,769 4,313,429 8,659,198 89,270 89%
DEVELOPER COSTS .
Developer Overhead/Profit (5% Acq.) - - - - 0%
Developer Overhead/Profit (NC/Rehab) 576,554 476,095 1,052,649 10,852 11%
Consultant / Processing Agent - - - - 0%
Project Administration - - - - 0%
Broker Fees to a related party - - - - 0%
Construction Mgmt. Oversight - - - - 0%
Other - - - - 0%
Total Developer Fee / Costs 576,554 476,095 1,052,649 . 10,852 1%
Total Costs 9,217,323 4,789,524 9,711,847 100,122 100%
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Annual Operating Budget Parkview Apartments

Final Commitment ' 06-079-A/N
INCOME Amount % of Total $ Per Unit
Total Rental Income $1,022,592 99.55% 10,542
Laundry $4,640 0.45% 48
Other Income $0 0.00% -
Gross Potential Income (GPI) $1,027,232 100.00% 10,590
Less:

Vacancy Loss $51,362 5.00% 530
Effective Gross Income $975,871 95.00% 10,061
EXPENSES Amount % of Total $ Per Unit
Payroll

On-Site Manager $0 0.00% -

. Maintenance $38,500 4.32% 397
Grounds Maintenance . $0 0.00% -
Other - Office $35,329 - 3.97% 368
Other $0 0.00% -

Subtotal Payroll $73,829 .
Payroll Taxes/Workers Comp. $0 0.00% -
Employee Benefits $25,045 0.00% 258
Value of staff rent free units $0 2.81%. -
Total Payroll $98,874 11.11% 1,019

Administrative Expenses .
Renting Expense $2,782 0.31% 29
Office Supplies/Minor Equipment $6,095 0.68% 63
Management Fee S $51,798 5.31% 534
Legal $1,210 0.14% 12
Audit Expenses (Project Only) $7,200 0.81% 74
Accounting /Bookkeeping $0 0.00% -
Telephone $0 0.00% -
Communication/Answering Services $5,943 0.67% 61
Other $5,718 0.64% 59

Total Administrative . $80,746 9.07% 832
Utilities
Electricity $12,163 1.37% 125
Water and Sewer $51,448 5.78% 530
Gas $0 0.00% -
Other : ' $0 0.00% -
Other $0 0.00% -

Total Utilities $63,611 7.15% 656




EXPENSES (Cont'd)

Operating and Maintenance
Maintenance Supplies

- Maintenance and Repair Services

Grounds Contract and Services

Grounds Supplies

Janitorial Supplies

Security Services

Elevator Maintenance

Extermination / Pest Control

Trash Removal

Heating & A/C Services

Interior Painting & Decorating Expenses

Contract Services

Other - reduction to reflect renovation
Total Operating and Maintenance

Insurance, Taxes and Misc.
Property Insurance Impound
Earthquake Insurance Impound
Fidelity Insurance Expenses
Business Tax

Locality Compliance Monitoring Fee .
Real Property Taxes - Impound

Real Property Special assessments
Replacement Reserve - Impound
Land Lease :
Other

" Total Insurance, Taxes & Misc.

Subtotal Operating Expenses

Financial Expenses
CalHFA First Mortgage*

‘CalHFA Second Mortgage*
Other Required Debt Service
Total Financial

TOTAL PROJECT EXPENSES

Net Revenue or (Deficit)

Operating Expenses % of EGI
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Amount

% of Total

$ Per Unit

$6,657 0.7% 69
$13,589 1.5% 140
$29.411 3.3% 303

$0 0.0% -
$0 0.0% -

$9,449 1.1% 97

$0 0.0% -

$0 0.0% -
$12,240 1.4% 126

$0 0.0% -
$11,000 1.2% 113

$0 0.0% -

$3,649 0.4% 38
$85,995 9.7% 887
$36,804 4.1% 379
$14,919 17% 154

$0 0.0% -

$1,604 0.2% 17

$0 0.0% -

'$7,355 0.8% 76

$0 0.0% .
$48,500 5.4% 500

$0 0.0% -

$0 0.0% -
$109,182 12.3% 1,126
$438,408 492% 4520
$261,995 29.4% 2,701
$189,827 21.3% 1,957

$0 0.0% ]
$451,822 50.8% 4,658
$890,230 100.0% 9,178
$85,641 9.6% 883
44.92%
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Street Atlas USA® 2006 Plus

Parkview Apartments
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RESOLUTION 07-12

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT

WHEREAS, the California Housing Finance Agency (the "Agency") has received
a loan application on behalf of Parkview Affordable, a limited partnership,
(the “Borrower"), seeking a loan commitment, the proceeds of which are to be used to
provide financing for a multifamily housing development located in Sacramento, to be
known as Parkview Apartments (the "Development"); and

WHEREAS, the loan application has been reviewed by Agency staff which
prepared a report presented to the Board on the meeting date recited below (the "Staff
Report"), recommending Board approval subject to certain recommended terms and
conditions; and

- WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as
the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior
expenditures for the Development with proceeds of a subsequent borrowing; and

WHEREAS, on April 17, 2007, the Executive Director exercised the authority
delegated to her under Resolution 94-10 to declare the official intent of the Agency to
reimburse such prior expenditures for the Development; and

WHEREAS, based upon the recommendation of staff and due deliberation by the
 Board, the Board has determined that a final loan commitment be made for the
Development;

1. The Executive Director, or in his/her absence, either the Chief Deputy
Director or the Director of Multifamily Programs of the Agency is hereby authorized to
execute and deliver a final commitment letter, in a form acceptable to the Agency, and
subject to recommended terms and conditions set forth in the Staff Report, in relation to the
Development described above and as follows:

PROJECT DEVELOPMENT NAME/ MORTGAGE

NUMBER LOCALITY AMOUNT

06-079-A/N Parkyiew Apartments/97 Units Ac/Rehab 137 Mortgage: $4,295,000
Sacramento/Sacramento Ac/Rehab 2™ Mortgage: $1,885,000
County Permanent 1* Mortgage: $4,520,000

Parkview Apts/06-079-A/N
JL/RKO/Imj 04.18.2007/#151647v1
Resolution 07-12/05.10.2007 Board
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Resolution 07-12
Page 2

2. The Executive Director may modify the terms and conditions of the loans or
loans as described in the Staff Report, provided that major modifications, as defined below,
must be submitted to this Board for approval. "Major modifications" as used herein means
modifications which either (i) increase the total aggregate amount of any loans made pursuant to
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily
Programs of the Agency, adversely change the financial or publlc purpose aspects of the final
commitment in a substantial way.

I hereby certify that this is a true and correct copy of Resolution 07-12 adopted at a duly
constituted meeting of the Board of the Agency held on May 10, 2007 at Burbank, California.

ATTEST:
Secretary

Parkview Apts/06-079-A/N .
JL/RKO/Imj 04.18.2007/#151647v1
Resolution 07-12/05.10.2007 Board
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CALIFORNIA HOUSING FINANCE AGENCY
Final Commitment
Yosemite Manor
Madera, Madera County, CA
CalHFA # 07-005-A/N

SUMMARY

This is a Final Commitment request. Security for the acquisition/rehabilitation and permanent
loans will be a 76-unit senior apartment complex known as Yosemite Manor, located at 108
South “P” Street, Madera, California. MORES Yosemite Manor, L.P., whose managing general
partners are Madera Opportunities for Resident Enrichment and Services, Inc. (MORES) and
the Housing Authority of the City of Madera (both California nonprofit corporations) will own the
project. :

Yosemite Manor is an existing CalHFA portfolio loan currently owned by the Housing Authority
of the City of Madera. The project was constructed in 1979 and is a 76-unit, three-story, 3
building (connected by open-air walkways), U-shaped building, senior apartment complex. The
project is 100% Section 8 and the initial 5-year HAP contract plus seven (7) additional 5-year
renewals (40 years total) expires on January 30, 2020. The Borrower will seek a new HAP
contract upon expiration. CalHFA loan terms and conditions may be modified by staff in the
event said approvals impact the transaction.

LOAN TERMS

Acquisition/Rehabilitation

First Mortgage $3,400,000

Interest Rate 6.10%, variable

Term 12 Months, interest only
Financing Tax-exempt

Second Mortgage* $810,000

Interest Rate 5.30%

Term 15 year fixed, fully amortized
Financing Tax-exempt

*At the time of permanent loan funding, this loan will remain in place and will be
subordinate to the CalHFA’s Permanent First Mortgage.

Permanent
First Mortgage $950,000
Interest Rate 5.30%
Term 30/15 year fixed, fully amortized*
Financing Tax-exempt . ‘

April 23, 2007 ' 1
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*If the HUD Section 8 subsidy is extended past the refnaining 13+ year term, the loan term will
remain at 30 years. Otherwise, the loan is due and payable when the subsidy expires.

CalHFA acquisition/rehabilitation financing is subject to the assignment by the borrower of tax
credit equity and all rights under non-CalHFA project financing commitments.

OTHER FINANCING

MORES is providing a $600,000 capital contribution (grant) with no payback provisions. The
Housing Authority of the City of Madera will carry back a loan of $2,100,000, with a rate of 3%
and a term of 55 years, payable only from residual receipts.

HOUSING ASSISTANCE PAYMENT (“HAP”) CONTRACT

The original HAP contract was executed on January 20, 1980, for a term of 5 years. The HAP
contract expired on January 20, 1985, and by its terms, was extended for the first of seven (7)
additional 5-year terms (35 years total). The contract is in the fifth 5-year renewal period.
CalHFA is the Section 8 Contract Administrator.

Assignment of the HAP contract to the Borrower, any required modification to the HAP contract,
and the general plan of financing, are all subject to the approval of the Department of Housing
and Urban Development (“HUD"). The HAP assignment is currently in process.

CalHFA is currently seeking approval from the Sacramento HUD office recommending that the
existing 13-year HAP contract remain in place with HUD. A response from HUD is still pending.

The borrower will be required to seek and accept any renewals of the project based Section 8
contract or other HUD subsidies.

This project is a pre-1980 HAP contract with limited distribution to the project sponsor. The
existing operating reserves will be transferred with the property at the time of sale to MORES
Yosemite Manor, L.P., upon ownership.

PROJECT DESCRIPTION
Project Location

* The project is located in the southwest portion of Madera, in the San Joaquin Valley area of
Madera County, 18 miles north of Fresno, and 80 miles southeast of San Jose.

‘e The site is located between Interstate 5 and Highway 99, just over 1 mile west of Highway
99, which is the major north/south route through the region. Just north of the site, Highway
152 travels east to west and provides access to Santa Cruz and the Bay Area.

» Madera is surrounded by the cities of Fresno and Bakersfield to the south, Modesto to the
north, Los Banos to the west, and Yosemite and Sequoia National Forest/Parks to the east/

e Land uses in the site vicinity include single family houses to the north, vacant commercial
and single family homes to the south, single family homes to the east, and a laundromat,
coffee shop, and gas station to the west.

April 23, 2007 2
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e Proximity to off-site amenities include a bus stop directly adjacent to the project, the Madera
City Police and Fire Department is 0.9 miles northeast, Save Mart Supermarket is 0.2 miles
west, the Senior Center is 0.9 miles east, the Madera Medical Pharmacy is 0.8 miles south,
the Madera Communlty Hospital is 1.9 miles to the south and the Madera County Library is
0.7 miles northeast.

» The site is a rectangular shape parcel and is 1.29 acres in size.

e The site is zoned R-3, Multifamily Residential. The site and its use are legally
conforming.

* The subject and surrounding land uses are consistent with the zoning of the area.

Improvements

¢ This 76-unit senior project was built in 1979 and consists of 3, three-story U-shaped
buildings connected by open-air walkways. The basic structure is wood frame with
stucco exterior. Access for all the units is through a secure main pedestrian entrance.
Ornamental fencing surrounds the property. Common interior hallways lead to each of
the units with two elevators and interior stairways providing access to the second and
third floor units. The roofing on the building is the original roof covering just over 28
years old. '

* All of the 76 one -bedroom units are flat style units. Six (6) of the 76 units are accessible
units. Each unit has a garbage disposal, oven/range combination, dishwasher, and
refrigerator. Only the ground floor units (25) have a patio/balcony area. Each unit also
contains a gas wall heater and a wall air conditioner.

e The common area amenities include a community room with a kitchen, laundry facuhtnes
library and computer room, a manager’s office and other offices.

s The project offers 34 uncovered, open parking spaces.

PHYSICAL NEEDS ASSESSMENT / SCOPE OF WORK

e The project is in good condition for a development of this age. The project been fairly
well maintained since its construction in 1979, but many interior and exterior finishes are
original.

e The scope of rehabilitation work totals $1,544,800 or $20,326 per unit and includes:

o Site work, $228,600 — concrete repair, parking lot paving and restriping ($28,600),
concrete repairs ($30,000), security system ($50,000), ADA upgrades ($40,000),
landscaping upgrades ($55,000), signage, and miscellaneous ($25,000).

» Building and Residential Units, $1,098,700 — exterior, interior, common area painting
($140,000), exterior paneling, trim, awnings, dry rot repair ($187,000) roof repair
($107,000), windows and sliding glass doors ($117,400), elevator upgrades ($50,000)
flooring ($52,000), kitchen cabinets and counters ($202,430), fixtures and appliances
($131,070), interior/exterior lighting ($40,000), and rough carpentry ($71,800).

* Mechanical systems, $217,500 — new wall a/c units and remove existing ($87,500),
wall furnace thermostats/electrical ($28,000), and fire alarm, fire sprinklers, and life
safety ($102,000). :

April 23, 2007 3
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Work is scheduled to commence in mid summer 2007 and is projected to be completed
within 12 months. ,

Off-site improvements
* No off-site improvements and/or costs are required.
Relocation

e There is approximately $50,000 in relocation expense allocated for this project. Most of
the renovation will take place around the occupied units. The Housing Authority’s
rehabilitation plan does not assume invasive construction activity. However, specific
interior unit renovation such as window replacement, vinyl flooring, and cabinet
replacement is going to take place on a cluster basis (groups of units) and is scheduled
to be completed within 3 days and two nights. The residents will be offered a hotel
voucher or cash equivalent for the period of their displacement. The Borrower will
provide transportation and moving arrangements. In addition, these temporary
displaced residents shall be entitied to compensation for all reasonable out of pocket
expenses incurred in connection with temporary relocation.

The Housing Authority will conduct tenant orientation meetings prior to the purchase of
the property and before and during the rehabilitation period regarding the scope of work
and timelines, and address any tenant issue or concerns regarding the project.

MARKET
Market Overview

The Madera Market Area (MMA) is predominately rural, but the city of Madera, and adjoining
communities of Parkwood, Parksdale, and Madera Acres make up the urban area. MMA
boundaries are rectangular and extend to State Highway 41 to the east, County Highway 233 to
the west, County Highway 152 to the north, and Avenues 7 and 9 to the south.

As of 2006, the defined MMA comprises 92,074 people representing 24,099 households. By
2011, the estimated MMA population is forecasted to increase by over 11,000 people (12%). In
addition, of the 24,099 households within the MMA, 4,152 households were aged 65+, with an
anticipated increase of 7.3% over the next five years. For this project, the HUD definition of a
senior is a minimum age limitation of 62 years+.

The median household income for the MMA is $39,256 with age 65+ median household income
at $34,208 and nearly one-third (32%) of MMA residents have annual incomes below $25,000.

Of the 24,099 households within the MMA population, renters account for-37% of the
households. The renter rate for the City of Madera is higher at 48%. Of the 4,152 households
- 65+, 19% were renters, in comparison to 37% across all age groups at the time of the study.

2006 census data indicates that 65+ renter households are more likely to be paying 35% or

more of their income toward rent than renters overall. As of 2006, 47% of 65+ renters paid 35%
or more of income toward rent, versus 39% of renters overall.

April 23, 2007 4
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Housing Supply and Demand

e The overall occupancy rate for multifamily housing within MMA is 96.3%. The
occupancy rate for market rate projects 94.6% while LIHTC is 97.8%.

* At the time of rehabilitation completion in 2008, there will be a projected total demand for
214 1-bedroom units targeting senior households in the MMA with incomes between
50% and 60% of AMI.

e Of the 18 multifamily properties surveyed within the MMA, representing 1,240 units, 667
units or 53.8% are rent restricted at or below 60% Area Median Income.

e The entire existing affordable senior housing rental stock in the MMA consists of one
LIHTC project, totaling 80 1-bedroom units, within two mile of the project. The project
was built in 1996 and is inferior to the subject project. This project and the subject
project are 100% occupied with waiting lists.

e There are no new senior LIHTC/bond projects or senior market rate projects currently
planned within the MMA.

PROJECT FEASIBILITY
Estimated Lease-up Period

e The project is currently 100% leased and the proposed rehabilitation will not interfere
with occupancy.

ENVIRONMENTAL

Krazan & Associates, of Clovis, completed a Phase | Environmental Assessment report on
February 28, 2007. The report concludes that there are no adverse envnronmental conditions
that warrant further investigation or remedial action.

SEISMIC

URS Corporation performed a seismic review assessment on March 20, 2007. The damage
ratio met the Agency’s seismic risk criteria and no further review is needed.

DEVELOPMENT TEAM

Borrower

MORES Yosemite Manor L.P.

e The managing general partners will be Madera Opportunities for Resident Enrichment
~and Services, Inc. (MORES) and Housing Authority of the City of Madera; both are
California nonprofit corporations that will own the project, both are located in Madera,
California. MORES, an affiliate of the Housing Authority of the City of Madera, provides

- services to assist low and very low income families and individuals obtain housing and
become self sufficient and self reliant through social services and community
development. MORES and the Housing Authority of the City of Madera are co-

April 23, 2007 5
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developers as well. Both MORES and the Housing Authority have the same Executive
Director, Nicholas Benjamin. ‘ .
Management Agent

The Housing Authority of the City of Madera (HACM)

e The HACM was incorporated in 1969 and will manage the property. Nicholas Benjamin,
Executive Director for HACM and MORES, is a certified Public Housing Manager (PHM)
and is charged with the authority and responsibility of the management system. The
HACM maintains and leases 388 units within the city of Madera. In addition, the HACM
administers 573 certificates and vouchers under HUD’s Section 8 Choice Voucher
Program.

Architect

Wald, Ruhnke & Dost Architects, LLP (WRD)

e WRD, located in Clovis/Fresno (with offices in Monterey, Salinas and Santa Cruz), has
provided planning and design services since 1963. The Borrower has engaged WRD to
assist them in project design, renovation, and construction management during the
rehabilitation process. WRD has designed numerous multifamily projects throughout the
Central Coast and Central California area.

Contractor

To be determined

April 23, 2007 ' 6
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PROJECT SUMMARY PROJECT NUMBER: 07-005-A/N B

Final Commitment

Yosemite Manor

Project:

Location: 108 South "P" Street Developer: Housing Authority of Madera

City: Madera Partner: MORES

County: Madera Investor: TBD-Merritt Capital

Zip Code: 93637 .

No. of Buildings: 3

Project Type: Rehabilitation No. of Stories: 3

Occupancy: Senior Residential Space 48,994 sq. ft.

Total Units: 76 Community/L.easing Spa 1,526 sq. ft.

Style Units: Garden-Low Rise Commercial Space 0 sq. ft.

Elevators: yes Gross Area 50,520 sq. ft.

Total Parking 34 Land Area 56,192 sq. ft.

Covered 0 Units per acre 59

CalHFA Acquisition/Rehab Financing Amount Rate Term (Mths)

CalHFA Acquisition Financing $3,400,000 6.100% 12

Existing Operating Reserve $33,750

Existing Replacement Reserve $0

Earned Surplus $0

Permanent Sources of Funds Amount

CalHFA First Mortgage* $950,000

CalHFA Bridge Loan $0 0.00% 0

CalHFA Second Mortgage*  {funded at acquisition) $810,000 5.30% 15

Source 4 $0 0.00% 0

MORES Capital Contribution (funded at acquisition) $600,000 0.00% 0

Madera Housing Authority (funded at acquisition) $2,100,000 3.00% 55
. Source 7 $0 0.00% 0

Source 8 $0 0.00% 0

Source 9 $0 0.00% 0

Source 10 $0 0.00% 0

Source 11 $0 0.00% 0

Source 12 $0 0.00% 0

Income from Operations $0

Developer Contribution - Mezz.Loan $0

Deferred Dev. Fee $49,992

Tax Credit Equity (100,000 funded at acquisition) $2,405,008

0

Construction Valuation

Value Upon Completion

Appraisal

Investment Value $7,355,000 Appraisal Date: 12/15/06 |Restricted Value - . $4,190,000
Loan / Cost 59% Cap Rate: 5.75% |Perm. Loan/Cost 25%
Loan / Value 57% Perm. Loan / Value 42%
CalHFA Fees and Reserve Requirements
CalHFA Loan Fees Amount Required Reserves Amount
. CatHFA Acquisition Loan Fee $31,575 Other Reserve $0
CalHFA Permanent Loan Fees $4,750 Replacement Resv. Initial Deposit* $286,000
Other Fee $0 Repl. Reserve - Per Unit/ Per Yr $400
*transferred from existing replacement reserves
Construction Loan - Guarantees and Fees CalHFA Operating Expense Reserve $88,750
Completion Guarantee Fee $0 Rent Up Reserve $0
Contractors Payment/Perf. Bond $0 Transitional Operating Reserve $0
'$0 Other Reserve $0
Date: 4/24/2007 Senior Staff Date: 4/23/2007
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UNIT MIX AND RENT SUMMARY Yosemite Manor
07-005-A/N ‘
# of # of Average

Units Unit Type Baths Sq. Ft.
70 .1 Bedroom Flat 1 576
6 1 Bedroom Flat 1 828

2 Bedroom Flat 1
2 Bedroom Townhome 2
3 Bedroom Townhome 1.5
4 Bedroom Townhome 2.5
76 '
Agency 35% 45% 50% 60% 80%
CalHFA 16
Tax Credits 76
Locality
HCD
_AHP
Zoning
Other

Restricted Rents Compared to Average Market Rents

Median Income| Units | Restricted Avg. Market Dollars
Rent Levels [Restricted] Rents Rate Rents Difference Market
One Bedroom
% $ $0 0%

45% 0 $ $0 0%
50% 19 $388 $197 66%
60% 57 $515 $70 88%
80% 0 30 0%
35%] 0 $0 $0 0%
45% 0" $0 $0 0%
50% 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 $0 0%

Three Bedroom [ $0 ]
35% 0 $0 $0 0%
45% 0 $0 30 0%
50%) 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 - $0 0%

Four Bedroom %
35% 0 $0 $0 0%
45% 0 $0 $0 0%
50% 0 $0 $0 0%
60% 0 $0 $0 0%
80% 0 $0 $0 . 0%
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Sources and Uses of Funds : ' Yosemite Manor

& : 07-005-A/N
. Funds in during Funds in at Final Commitment
SOURCES OF FUNDS: Acqg/Rehab ($) Permanent ($)
CalHFA Acquisition Financing 3,400,000 Total Development Sources
Construction Only Source 2 - Total Sources Sources
Construction Only Source 3 - of Funds ($) per Unit %
CalHFA First Mortgage* 950,000 950,000 12,500 13%
CalHFA Second Mortgage* 810,000 - 810,000 10,658 11%
Existing Replacement Reserve - - - - 0%
Earned Surplus - - - - 0%
Existing Operating Reserve 33,750 - 33,750 444 0%
MORES Capital Contribution 600,000 - 600,000 7,895 8%
Madera Housing Authority 2,100,000 - 2,100,000 27,632 30%
Source 7 ) - - - - 0%
Source 8 - - - - 0%
Source 9 - - - - 0%
Source 10 - - - ‘ - 0%
[Source 11 - - - - 0%
Source 12 N - - - . - 0%
Income from Operations - - - - 0%
Developer Contribution - Mezz.Loan - - - - 0%
Deferred Developer Fee 38,935 49,992 88,927 1,170 1%
Tax Credit Equity . 100,000 2,405,008 2,505,008 32,961 35%
Total Sources 7,082,685 3,405,000 7,087,685 93,259 100%
(Gap)/Surplus - - l

USES OF FUNDS:
LOAN PAYOFFS & ROLLOVERS

Acq/Rehab ($) Permanent ($)

Total Development Costs

Construction Loan payoffs| $3,400,000 Total Uses Cost %
. of Funds ($) per Unit
. ACQUISITION .

Lesser of Land Cost or Value| 280,000 - 280,000 3,684 4%

Seller's Prepayment Penalty] - - - - 0%

Legal - Acquisition Related Fees - - - - 0%

Subtotal - Land Cost / Value 280,000 - 280,000

Existing Improvements Value) 3,910,000 - 3,910,000 51,447 55%

Off-Site Improvements - - - - 0%

Other - - - - 0%

Total Acquisition 4,190,000 ) - 4,190,000 55,132 59%
REHABILITATION }

Site Work - - - - 0%

Rehab to Structures 1,544,800 - 1,544,800 20,326 22%

General Requirements) 103,000 - 103,000 1,355 1%

Contractors Overhead] 40,000 - 40,000 526 1%

Contractors Profit ) 103,000 - 103,000 1,355 1%

Contractor's Bond - - - - 0%

General Liability Insurance] 25,000 - 25,000 329 0%

Environmental Mitigation Expense - - - - 0%

Prevailing Wages| - - - - 0%

Other - - - - 0%

Total Rehabilitation 1,815,800 - 1,815,800 23,892 26%

RELOCATION EXPENSES .

Relocation Expense| 50,000 - 50,000 658 1%

Relocation Compliance Monitoring - - - - 0%

Total Relocation 50,000 - 50,000 658 1%

(Continued on Next 2 Pages)



USES OF FUNDS (Cont'd):

Acqg/Rehab ($)
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Permanent ($)

Total Development Costs

Total Uses Cost per Unit %
of Funds ($) per Unit
NEW CONSTRUCTION
Site Work - - - - 0%

Structures (Hard Costs) - - - - 0%

General Reguirements| - - - - 0%

Contractors Overhead - - - - 0%

Contractors Profit - - - - 0%

Contractor's Perf. & Pymt Bond - - - - 0%

General Liability Insurance] - - - - 0%

Other - - - - 0%

Other - - - - 0%

Total New Construction - - - - 0%
ARCHITECTURAL & ENGINEERING

Architectural Design 50,000 - 50,000 658 1%

Architect's Supv during Construction 15,000 - 15,000 197 0%

Total Architectural| 65,000 - 65,000 855 1%

Engineering Expense - - - - 0%

Engineers Supv. during Construction 10,000 - 10,000 132 0%

ALTA Survey - - - - 0%

Total Engineering & Survey 10,000 - 10,000 132 0%
ACQUISITION LOAN COSTS

Acquisition Loan Interest 110,000 110,000 1,447 2%

CalHFA Acquisition Loan Fee 31,575 31,575 415 0%

Other Acquisition Loan Fees - - - . 0%

CalHFA Outside Legal Counsel Fees| - - - -0%

Other Lender Req'd Legal Fees| - - - 0%

Title and Recording fees 10,000 10,000 132 0%

CalHFA Req'd Inspection Fees 18,000. 18,000 237 0%

Other Req'd Inspection Fees - - - 0%

Prevailing Wage Monitoring Expense - - - 0%

Taxes & Insurance during rehab] 15,000 15,000 197 0%

Predevelopment Interest - - - 0%

Cost for Completion Guarantee - - - 0%

' Other - - - 0%

Total Acquisition Loan Expensel 184,575 - 184,575 2,429 3%
PERMANENT LOAN COSTS

CalHFA Perm Loan Fees 4,750 - 4,750 63 0%

CalHFA Bridge Loan Fees - - - - 0%

CalHFA Loan Application Fee| 500 - 500 7 0%

Other Lender Perm. Loan Fees - - - - 0%

Title and Recording - 5,000 5,000 66 0%

Perm. Bridge Loan Interest Expense - - - - 0%

Bond Origination Guarantee Fee - - - - 0%

Tax Exempt Bond Aliocation Fee 600 - 600 8 0%

Other - - - - 0%

Total Permanent Loan Expense 5,850 5,000 10,850 143 0%
LEGAL FEES

Borrower Legal Fee 30,000 - 30,000 395 0%

Syndication Legal Fee 115,000 - 115,000 1,513 2%

Total Attorney Expense| 145,000 - 145,000 1,908 2%




USES OF FUNDS (Cont‘d): Acqg/Rehab ($) Permanent ($)

CONTRACT /REPORT COSTS
Appraisal

Market Study

Physical Needs Assessment

HUD Risk Share Environ. Review
CalHFA EQ Seismic Review Fee
Environmental Phase | / |l Reports
Soils / Geotech Reports

Asbestos / Lead-based Paint Report]
Noise/Acoustical/Traffic Study Repor]
Termite/dry rot|

Other

Total Contract Costs

CONTINGENCY
Hard Cost Contingency
Soft Cost Contingency

203

Total Development Costs

Total Contingency

RESERVES

CalHFA Operating Expense Reserve|
Construction Defects Reserve
Funded Replacement Reserve
Capitalized Investor Req'd Reserve|
Transitional Operating Reserve
Total Reserves

‘ OTHER
CTCAC App/Alioc/Monitor Fees

Local Development Impact Fees
Other Local Fees

Advertising & Marketing Expenses|
1st Year Taxes & Insurance
Furnishings

Final Cost Audit Expense
Miscellaneous Admin Fees|
Other

Other

Other

Total Other Expenses

SUBTOTAL PROJECT COSTS

DEVELOPER COSTS

Developer Overhead/Profit (5% Acq.)
Developer Overhead/Profit (NC/Rehab)
Consultant / Processing Agent]

Project Administration

Broker Fees to a related party,
Construction Mgmt. Oversight

Other|

Total Developer Fee / Costs

Total Costs

Local Permit Fees| -

Permanent Per Unit %
of Funds ($) per Unit

-16,000 - 16,000 21 0%
6,750 - 6,750 89 0%
7,500 - 7,500 99 0%
- - - - 0%
3,000 - 3,000 39 0%
5,500 - 5,500 72 0%
- - - - 0%
- - - - 0%
- - - - 0%
3,000 - 3,000 39 0%
- - - - 0%
41,750 - 41,750 549 1%
150,000 - 150,000 1,974 2%
30,000 - 30,000 395 0%
180,000 - 180,000 2,368 3%
88,750 - 88,750 1,168 1%
- - - - 0%
- - - - 0%
- - - - 0%
- - - - 0%
88,750 - 88,750 1,168 1%
35,960 - 35,960 473 1%
50,000 - 50,000 658 1%
- - - - 0%
- - - - 0%
- - - - 0%
- - - - 0%
30,000 - 30,000 395 0%
10,000 - 10,000 132 0%
- - - - 0%
- - - - 0%
- - - - 0%
- - - - 0%
125,960 - 125,960 1,657 2%
6,902,685 3,405,000 6,907,685 90,891 97%
- - - - 0%
35,000 - 35,000 461 0%
65,000 - 65,000 855 1%
80,000 - 80,000 1,053 1%
- - - - 0%
- - - - 0%
- - - - 0%
180,000 - 180,000 2,368 3%
7,082,685 3,405,000 7,087,685 93,259 100%




204

Annual Operating Budget , Yosemite Manor .
07-005-A/N

Final Commitment :

INCOME Amount % of Total $ Per Unit
Total Rental Income $533,520 99.21% 7,020
Laundry $4,229 0.79% 56
Other Income $0 0.00% -
Gross Potential Income (GPI) $537,749 100.00% 7,076
Less: »
Vacancy Loss ©$16,217 3.02% 213
Effective Gross Income $521,532 96.98% 6,862
EXPENSES Amount % of Total $ Per Unit
Payroll
On-Site Manager $0 0.00% -
Maintenance ‘ $109,242 22.02% 1,437
Grounds Maintenance $0 0.00% -
Other - Office $0 0.00% -
Other 30 0.00% -
Subtotal Payroll $109,242
Payroll Taxes/Workers Comp. $3,368 0.68% 44
Employee Benefits $0 0.68% oo
Value of staff rent free units $0 0.00% -
Total Payroll $112,610 22.70% 1,482
Administrative Expenses
Renting Expense $1,000 0.20% 13
Office Supplies/Minor Equipment $0 0.00% -
Management Fee - $40,469 - 8.16% 532
Legal $400 0.08% 5
Audit Expenses (Project Only) $6,000 1.21% 79
Accounting /Bookkeeping $0 0.00% -
Telephone - $3,000 0.60% 39
Communication/Answering Services $0 0.00% -
Other y $2,800 0.56% 37
Total Administrative $53,669 10.82% 706
Utilities _ ,
Electricity $29,990 6.05% 395
Water and Sewer $21,689 4.37% 285
Gas / $12,492 2.52% 164
Other » $0 0.00% -
Other $0 0.00% -

Total Utilities $64,171 12.94% 844




EXPENSES (Cont'd)

Operating and Maintenance
Maintenance Supplies

Maintenance and Repair Services
Grounds Contract and Services
Grounds Supplies
Janitorial Supplies
Security Services
Elevator Maintenance
Extermination / Pest Control
Trash Removal
Heating & A/C Services
Interior Painting & Decorating Expenses
Contract Services
Other ‘
Total Operating and Maintenancge

Insurance, Taxes and Misc.
Property Insurance Impound
Earthquake Insurance Impound
Fidelity Insurance Expenses
Business Tax

Locality Compliance Monitoring Fee
Real Property Taxes - Impound
Real Property Special assessments
Replacement Reserve - Impounds
Land Lease

Other

Total Insurance, Taxes & Misc.

Subtotal Operating Expenses

Financial Expenses
CalHFA First Mortgage*

CalHFA Second Mortgage*
Other Required Debt Service
Total Financial

TOTAL PROJECT EXPENSES

Net Revenue or (Deficit)

Operating Expenses % of EGI

205

Amount % of Total $ Per Unit
$20,849 4.2% 274
$1,018 0.2% 13
$0 0.0% -
$0 0.0% -
$0 0.0% -
$0 0.0% -
$0 0.0% -
$0 0.0% -
$3,322 0.7% 44
$0 0.0% -
$0 0.0% -
$38,469 7.8% 506
$3,000 0.6% 39
$66,658 13.4% 877
$15,194 3.1% 200
$11,685 2.4% 154
$0 0.0% -
$0 0.0% -
$0 0.0% -
$0 0.0% -
$0 0.0% -
$30,400 6.1% 400
$0 0.0% -
$0 0.0% -
$57,279 11.5% 754
$354,387 71.4% 4,663
$63,305 12.8% 833
$78,393 15.8% 1,031
$0 0.0% -
$141,697 28.6% 1,864
$496,085 100.0% 6,527
$25,447 5.1% . 335
67.95%
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RESOLUTION 07-13

RESOLUTION AUTHORIZING A FINAL LOAN COMMITMENT

WHEREAS, the California Housing Finance Agency (the "Agency") has received
a loan application on behalf of MORES Yosemite Manor, a limited partnership,
(the “Borrower"), seeking a loan commitment, the proceeds of which are to be used to
provide financing for a multifamily housing development located in Madera, to be known
as Yosemite Manor (the "Development"); and

WHEREAS, the loan application has been reviewed by Agency staff which
prepared a report presented to the Board on the meeting date recited below (the "Staff
Report"), recommending Board approval subject to certain recommended terms and
conditions; and

WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as
the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior
expenditures for the Development with proceeds of a subsequent borrowing; and

WHEREAS, on April 23, 2007, the Executive Director exercised the authority
delegated to her under Resolution 94-10 to declare the official intent of the Agency to
reimburse such prior expenditures for the Development; and

WHEREAS, based upon the recommendation of staff and due deliberation by the
Board, the Board has determined that a final loan commitment be made for the
Development;

1. The Executive Director, or in his/her absence, either the Chief Deputy
Director or the Director of Multifamily Programs of the Agency is hereby authorized to
execute and deliver a final commitment letter, in a form acceptable to the Agency, and
subject to recommended terms and conditions set forth in the Staff Report, in relation to the
Development described above and as follows:

PROJECT DEVELOPMENT NAME/ MORTGAGE

NUMBER LOCALITY - _AMOUNT
07-005-A/N Yosemite Manor/76 Units Ac/Rehab 1°T Mortgage: $3,400,000
Madera/Madera County Ac/Rehab 2 Mortgage: $810,000

Permanent 1** Mortgage: $950,000

Yosemite Manor/07-005-A/N
JL/RKO/Imj 04.18.2007/#151649v1
Resolution 07-13/05.10.2007 Board
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Resolution 07-13
Page 2

2. The Executive Director may modify the terms and conditions of the loans or
loans as described in the Staff Report, provided that major modifications, as defined below,
must be submitted to this Board for approval. "Major modifications" as used herein means
modifications which either (i) increase the total aggregate amount of any loans made pursuant to
the Resolution by more than 7%; or (ii) modifications which in the judgment of the Executive
Director, or in his/her absence, either the Chief Deputy Director or the Director of Multifamily
Programs of the Agency, adversely change the financial or public purpose aspects of the final
commitment in a substantial way.

I hereby certify that this is a true and correct copy of Resolution 07-13 adopted at a duly
constituted meeting of the Board of the Agency held on May 10, 2007 at Burbank, California.

ATTEST:
Secretary

Yosemite Manor/07-005-A/N
JL/RKO/Imj 04.18.2007/#151649v1
Resolution 07-13/05.10.2007 Board
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CALIFORNIA HOUSING FINANCE AGENCY
Final Commitment
Bay Area Housing Plan

SUMMARY

This is a final commitment request for $35,000,000. This request will increase the aggregate
amount of the Agency’s final commitment for the Bay Area Housing Plan ("BAHP”) from
$70,000,000 to $105,000,000. Total fi inancing for the BAHP is anticipated to be between
$105,000,000 and $120 000,000.

» The Board, at its September 8, 2005 meeting provided final commitment approval for
$20,000,000 and preliminary approval of an addltlonal $80,000,000 for total anticipated
financing of $100,000,000.

e On January 12, 2006, the Board approved an additional final commitment of
$25,000,000 increasing the total aggregate final commitment approved to $45,000,000.
The Board also increased the remaining initial commitment to $75,000,000 for a total
anticipated financing of $120,000,000.

* On November 9, 2006, the Board approved an additional- final commitment of
$25,000,000 increasing the total aggregate final commitment authority approved to
$70,000,000. This reduced the remaining initial commitment to $50,000,000 for a total
anticipated financing of $120,000,000.

Security for the loans will be deeds of trust on between 64 and 71 single family homes modified
for use by 254 developmentally disabled adults exiting the Agnews Developmental Center. .
Debt Service will be paid directly to the Agency by the BAHP Regional Centers, on behalf of
borrowers, through monthly lease payments made by the service providers for the rental of the
homes.

FINANCING STRUCTURE

The basic financial structure of the BAHP is a lease/purchase/conveyance model. The Master
Developer, Hallmark Community Services (“Master Developer”), a California a nonprofit
corporation will initially own the properties. Ownership will be transferred at permanent financing
to one of three limited liability companies, who in turn will lease the property to a selected
service provider. A portion of the lease payment will be sent directly to the Agency by the
Regional Center as a debt service payment. The Regional Centers are reimbursed for their
costs via annual contracts with the California Department of Developmental Services (“DDS").
DDS receives funds for these contracts through annual appropriations from the State
Legislature. The lease payments will be guaranteed through “Lease Assurance Agreements”
executed by the Regional Centers. There will also be additional collateral in the form of cash
totaling 5% of the amount of the Agency loan on each home.

Each Regional Center has designated a nonprofit organization for its service area, each of
which has formed a limited liability company to hold the properties. The Bay Area Housing
Corporation is the designated nonprofit organization (“NPQO”) for the San Andreas Regional .
Center. The Housing Consortium of the East Bay is the designated NPO for the Regional
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Center of the East Bay. The West Bay Housing Corporation is the designated NPO for the
Golden Gate Regional Center.

The Regional Centers receive all of their funds from DDS. The Regional Centers are
responsible for funding all necessary housing and service costs under the lease, which cost is a
fundable obligation in the Regional Center’'s contracts with DDS. DDS funds its obligations from
the annual appropriations, and receives up to a 50% reimbursement from Medicaid under a
well-established community placement Medicaid Waiver.

LOAN TERMS
Permanent Commitment Previous Approvals New Aggregate Request
‘ Including this approval of
$35,000,000
Total First Mortgages $70,000,000 $105,000,000
Interest Rate 150 basis points 150 basis points
above the Agency’s above Agency’s
cost of funds cost of funds
Term 15 - year fixed, 15 - year fixed,
fully amortized fully amortized
Financing Tax-exempt and Tax-exempt and
Taxable fixed rate bonds Taxable fixed rate bonds

This final commitment gives staff authority to enter into a series of loan commitments on
properties up to an aggregate amount of $105,000,000.

Staff anticipates that the Regional Centers will formally reduce the number of homes in the
BAHP from 71 to approximately 64 homes. If they reduce the number of homes, staff
anticipates that this may be the last request to the Board of Directors for an additional
commitment of funds for the BAHP. Staff anticipates returning to the Board for additional
authority in either July or September of 2007. '

Loan Fees and Other Costs

The Agency will collect a 1% loan fee of $350,000 for this additional commitment which will be
paid by the Regional Centers from their own funds. It will not be financed from Agency loan
proceeds. The loan fee will be due at the May 2007 Board meeting.

ADDITIONAL COMMITMENT AUTHORITY

It is anticipated that $35,000,000 of Permanent Commitment authbrity will be committed by
« Agency staff by the September 15, 2007. This additional commitment authority will allow the

Master Developer to acquire 64 homes needed to house the current residents of the Agnews
Developmental Facility.
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Properties Purchased to Date with Agency Permanent Loan Commitments l
The Agency has issued Permanent Commitments under the Loan Purchase Agreement on 26
as of April 10, 2007 which totals $44,816,000.

Properties in the Pipeline

The Master Developer has a pipeline of an additional twenty homes. The anticipated Agency
Permanent Commitment requirement for these homes is $33,428,000.

e Ten (10) properties are under contract and the Agency expects to issue Final
Commitments for them between now and the end of May 2007.

» Six (6) homes were purchased by the Master Developer using an acquisition loan from
Mechanics Bank. It is anticipated that it will be transferred to Bank of America line at the
point that the Master Developer is ready to start construction.

» Four (4) properties are already rehabilitated properties in Cupertino that were acquired
and rehabilitated by Hallmark Corporation in 2005. Ownership will be transferred to
Hallmark Community Services in May of 2007, at which time they will be financed by
Bank of America. The Agency intends to purchase the notes for these properties in. late
May 2007 utilizing Agency funds in advance of the first bond issuance.

The combined commitment requirement for all 46 properties is $78,244,000. When the
Construction Lender required 10% contingency is factored in, the total Agency Permanent
Commitment required will be $84,244,000. This is $14,244,000 less than the currently available
Permanent Commitment Authority.

Projected Acquisitions.

An additional 18 to 21 properties are projected to be acquired by the Master Developer by the
end of September 2007, will bring the total number of properties acquired to between 64 and 67.
The total Commitment Authority needed for all 67 properties is anticipated to be $40,000,000.

CONSTRUCTION LENDER CAP/ AGENCY LOAN PURCHASE

The construction lender is Bank of America (‘Bank of America”). It is acting as the
administrative agent for a syndicate of lenders and has imposed a $60,000,000 cap on
outstanding loan commitments on their $125,000,000 credit authority. We anticipate that that
cap will be reached in early May 2007.

- The Master Developer must complete construction on all of the homes by June of 2008 to meet
the legislative deadline for the closing of the Agnews Developmental Facility. Because of this
deadline, it is not feasible for the Master Developer to stop acquisition activity until the Agency
Loan Purchase of the first 32 properties and the first Agency bond sale.

It was initially contemplated that the Agency would purchase the notes from Bank of America
with bond proceeds within six months of the Agency acceptance of the construction
(“Stabilization”); that the Agency would issue bonds during that six month time period; and that
Agency loan purchase would follow bond purchase after one month after bond sale.
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The Master Developer has requested that the Agency purchase between $60,000,000 and
$80,000,000 in loans from Bank of America and one month after Stabilization with other
available Agency funds and prior to the first bond sale. The Agency has agreed to this in
concept and is currently working thorough the details with the Master Developer.

Staff currently estimates that there will be two bond sales, and that the first bond sale will occur
in November of 2007.

Design, Permit, Pre;Hard Cost Approval and the Bid Process.

To date 22 properties are in the design process. Six complete Pre-Hard Cost Packages have
been submitted to Bank of America and the Agency for review.

Permit Approval

To date, the properties have been acquired in 13 jurisdictions: Livermore, Union City, Castro
Valley, Hayward, Alameda, Campbell, San Mateo, San Bruno, Cupertino, San Jose, Los Gatos,
Morgan Hill, and South- San Francisco. Properties under contract include two additional
jurisdictions: Newark and Pleasant Hill.

Most jurisdictions have had various questions regarding the code requirements and licensing
categories that apply to'the BAHP homes.

During the Master Developer’s initial research into permitting turnaround, several jurisdictions,
including San Jose, offered over-the-counter permitting. However, in all cases, once the plan
checkers looked more closely at the extent of renovations, they requested that the plans be
submitted through the standard — non-expedited permit process. In the case of the early permit
submissions, processing took up to 100 days, largely to educate the local jurisdictions on the
issues code requirements. and licensing categories. Currently, it is taking about 53 days to
obtain permits. The Master Developer is managing the permit process in-house.

To date, the Master Developer has received building permits for eleven properties in 6
jurisdictions. ’

15629 Eden, San Jose — family teaching home (not licensed)

506 & 508 Northlake Drive, San Jose — family teaching home (not licensed)
1320 Baywood, San Jose — 962 Medical Model (licensed)

625 & 627 Vasona, Los Gatos— family teaching home (not licensed)
629 & 631 Vasona, Los Gatos— family teaching home (not licensed)
637 & 639 Vasona, Los Gatos— family teaching home (not licensed)
5508 Jasmine, Castro Valley - SRH4 (licensed)

2334 Oak Flat Road, San Jose — SRH3 (licensed)

32724 Fairfield, Union City — SRH3 (licensed)

2508 Regent, Livermore — 962 Medical Mode! (licensed)

2830 Medina, San Bruno — 962 Medical Model (licensed)

Eleven other properties have been submitted for permitting and are in various stages of review.
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. Pre-Hard Cost Approval
This process is new and required several meetings between the Master Developer, CalHFA and
Bank of America, and our construction consuitant to establish a process for mcorporatmg lender
comments and expedmng the approval process.

The Agency has approved the “Pre-hard Cost Package for the first three properties. Bank of
America is currently reviewing a change order that resulted from our review. :

Construction is expected to start as soon as that review is completed.

The Agency and Bank of America are currently reviewing the Pre-Hard Cost Package for the
second batch of three properties.

Construction Costs
The contractor bid packages have come slightly under the original construction cost estimates

made at the time the Agency issued its Final Commitment for the homes in the form of an
estoppel to Bank of America.

Batch | Property Contractor Original Const. Bid Revised Bid Amount
Estimate after Review
1 1529 Hemdan, Nerheim, and | $334,557 $304,288
Eden Hernandez (+$8,750 &
DBA HNH Construction Totatk Total: contingency.)
3478 Buskirk Ave, Suite 1025 $375,355 $347,092 Total: :
Pleasant Hill, CA 94523 $356,717
1 1320 Hemdan, Nerheim, and | $371,428 | $359,282
Baywood Hernandez (+$2,500 &
DBA HNH Construction Total: Total: . contingency.)
3478 Buskirk Ave, Suite 1025 $415,941 $410,006 Total:
Pleasant Hill, CA 94523 $412,756
1 506 Hemdan, Nerheim, and | $374,491 $333,097
Northlake | Hernandez (+$21,550 &
DBA HNH Construction Total: Total: contingency.)
3478 Buskirk Ave, Suite 1025 $425,486 $389,777 Total:
Pleasant Hill, CA 94523 $408,482
2 625-627 PC Construction Co, Inc. $313,779 $310,003 TBD
Vasona DBA Pro Cal
320 Codoni Total: Total:
Modesto, CA 95357 $352,527 $351,850
2 629-631 PC Construction Co, Inc. $317,350 | $311,098 TBD
Vasona DBA Pro Cal
320 Codoni Total: Total:
Modesto, CA 95357 $356,456 | $353,303
2 637-639 PC Construction Co, Inc. $315,863 $311,274 TBD
Vasona DBA Pro Cal
320 Codoni Total: Total:
Modesto, CA 956357 $354,820 | $353,30
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Stabilization

There is one property in the Stabilization process, which is a 962 home in Golden Gate
Regional Center's catchment area. We are using this property to create a process that can be
utilized across all properties on a going forward basis. We antnmpate the 4 Cupertino properties
will be in the Stabilization process in May.

CalHFA Loan Purchases

Hallmark Community Services and CalHFA are drafting a plan and a process to enable
Stabilized properties to revolve off the Bank of America line of credit onto-a CalHFA line of credit
prior to bond sale as mentioned above. This will enable CalHFA to accumulate enough
properties to create an attractive bond sale and will allow the Master Developer to complete the
acquisition phase of the BAHP while staying within the $60,000,000 cap on the Bank of America
Credit Facility Line. This involves some minor revisions on the previously approved loan
purchase documents between the BAHP Regional Centers and the NPO LLC's.

We anticipate that the Agency will purchase seven loans from Bank of America totaling
approximately $11,600,000 by the middle of June 2007. The properties include:

2830 Medina, San Bruno
10536 N. Foothill, Cupertino
- 10506 N. Foothili Cupertino
10516 N. Foothill, Cupertino
10526 N. Foothill Cupertino
- 205 Ginger, Morgan Hill
19175 Taylor, Morgan Hill

REVISIONS TO THE BAHP LOAN DOCUMENTS

All terms of the BAHP are set forth in the loan documents which were executed on March 30,
2006, including the LPA executed by and among the Construction Lender, the Master
Developer and the Agency. The First Amendment to the LPA was on June 16, 2006 to-bring in
the three LLC’s as borrowers. A Second Amendment was executed on March 21, 2007 to
reflect the Agency’s increase in the Agency Final Commitment Authority to $70,000,000. Also
on March 21, 2007, CalHFA, the BAHP Regional Centers and HCS signed a Memorandum of
Understanding under which the BAHP Regional Centers agreed to make an equity contribution
of $11,115,000 to the BAHP properties.

The $11,115,000 in Regional Center Equity will be used in the following fashion.

o Payment in full of a $1,043, 574.59 note held by Bank of America. This note was for
upfront costs that would have been spread among the properties. This note was pald on
April 10, 2007.

e Pay down of $2,189,915 of the Bank of America notes on the first 23 properties acquired
by the Master Developer. This payment will be made on or before April 21

* An agreement by the Regional Centers to make equity payments at Bank of America
initial financing of the acquisition that will reduce the to keep the Agency Estoppel within
within @ maximum and minimum loan band by property type. It is anticipated that the
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Regional Centers will contribute approximately $7,000,000 at acquisition ihto the .

properties. (See chart below).

e Use the remaining funds, estimated to be $1,000,000 to further pay down the Bank of
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America notes at Stabilization and before Agency loan purchase.

S

Maximum CalHFA

RC Minimum Equity

Residence Minimum CalHFA 4.2 4.2 Estoppel
Type Estoppel Amount Amount - Contribution
Lower of $1,300,000 $1,450,000 The Final Proposal Budget
or the Final Proposal Amount less
SRH3 Amount _ $1,450,000
Lower of $1,350,000 $1,490,000 The Final Proposal Budget
or Final Proposal Amount less
SRH4 Budget Amount $ 1,490,000
- Lower of $1,520,000 $1,720,000 The Final Proposal Budget
or the Final Proposal Amount less $
FTH Budget 1,720,000
Lower of $1,600,000. $1,810,000 The Final Proposal Budget
or the Final Proposal ‘Amount
962 East Bay Budget Amount Less $1,810,000
: ' Lower of $1,600,000 $1,935,000 ‘
962 South/West or the Final Proposal The Final Proposal Budget
| Bay Budget Amount Amountless $ 1,935,000
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Bay Area Housing Plan
Project Schedule as of 4.11.07

EXISTING PROPERTIES , D L
1 [1529 Eden, San Jose [ sare FTH Tax-Exempt | $ 1,821,000 6124106 216007 412107 6/6/07 6720007
5 |508 & 608 Northiake Dr.,San Jose SARC FTH TaxExempt |$ 1,837,000 7124106 216007 an27 6/6/07 672007
2 |1320 Baywood, Sen Jose SARC 9625-R TaxExempt |$ 2,008,000 716108 2722007 412107 6/8/07 620007
6  [625 & 627 vasona, Los Gatos SARC FTH Tax-Exempt |$ 1,806,000 712806 415107 41907 773007 ey
7 |629 8631 vasona, Los Gatos SARC FTH TaxExempt |$ 1,819,000 712808 4isio7 anoio7 71307 7107
8  [637 & 839 Vasona, Los Gatos SARC FTH Tax-Exempt |$ 1,803,000 712808 /5007 anaio7 7307 707
4 |5508 Jasmine, Castro Valley RCEB | SRH4 TaxExempt |$ 1,694,000 7126108 411307 42107 71107 507
10 |2508 Regent Road, Livermora RCEB 9625-R Taxable | $ 1,756,000 /25008 4137 42107 711107 2507
12 [21763 Shadysprings Rd, Castro Vafley RCEB SRH3 TaxExempt |§ 1,502,000 10/3/06 s/0/07 . sfa07 asio7 820007
14 [32744 Olympiad Court, Union City RCEB 9625-R Tax-Exempt | $ 1,713,000 [ © 102208 5/9/07 5123007 8/6/07 ar20107
15 [2334 Oak Fiat Road, San Joss SARC SRH3 Taxable |$ 1,697,000 10/24108 4130107 514107 /28007 a7
23 [32724 Fairfield Street, Union City RCEB SRH3 TaxExempt |$ 1,499,000 11122008 4730107 514107 7128007 811707
3 |227 Pragus, San Mateo GGRC SRH3 | Taxable |$ 1,689,000 710108 412007 4726007 710107 7024107
9 |1720 Plerce St., San Mateo . GGRC SRH3 Taable |$ 1,660,000 /1808 412007 4126007 771007 4107
13 633 Vanessa, San Mateo GGRC SRH3 Taxable | 1,692,000 10111108 412007 412607 710007 124107
20 [680 Edna, San Mateo GGRC 9624-R Taxable |$ 1,914,000 1/808 412107 4126007 7110007 a7
18 [1112 Sunnyside Drive, S SF . GGRC SRH3 Taxable |$ 1,646,000 11/6108 4nen7 /3007 717107 T
19 | 740 Paim Ave, S SF GGRC SRH3 Taxable |$ 1,720,000 10130108 419007 /307 707 07
21 {1168 Sand Beach Piace, Alameda RCEB SRH3 Tax-Exempt | $ 1,676,000 1017108 5/9/07 s/23/07 aeio7 8120007
11 4865 Wellingion Park, San Jose SARC SRH3 Taxable |$ 1,685,000 1012108 412507 s/0/07 7123007 8/6/07
22 |24815 Patricia Coun, Hayward RCES SRH3 Taxsble | 1534000 [ 112208 s/ta07 &7 815007 89/07
18 {14239 Muiberry, Los Gatos SARC 9625N Taxable |$ 2,086,000 1019106 en7I07 7107 914107 ar8i07
171446 Fiora, San Jose SARC 9625-N Taxsble _|$ 2,071,000 10121108 sHTIT 71007 914107 928107
NEW PROPERTIES - STRAIGHT TO STABILZATION "3 - - &+ LTy T e R . R . o . =
24 [2830 Medina, Sen Bruno GGRC 9624 Texable |$ 1,792,000 30007 nia wa a 413007
25 {10538 N. Foothill, Cupertino SARC FTH TaxExempt | $ 1,667,000 4730007 na . wa a 5/10/07
26 [10508 N. Foothit Cupertin SARC FTH TaxExempt | $ 1,657,000 43007 na na a s10/07
27 [10516 N. Foothit, Cupertino SARC . FTH TaxExempt | $ 1,667,000 473007 nla wa na 5/10/07
28 [10526 N. Foothill Cupertino SARC | FTH TaxExempt | $ 1,657,000 430007 na wa na 5/10/07
20 [205 Ginger, Morgan Hill SARC |, SRH4 Tax-Exempt |$ 1,490,000 /3007 na wa na 5/30/07
30 [19175 Taylor, Morgan Hil SARC 962:5 TaxExempt |$ 1,700,000 3007 na na na 53007
NEWPROPERTES.™- - . - -~ o =% =~ T . "4 &R0 .- e - - : L n NS
31 [2654 Chablis Way, Livermors RCEB 962-5 Taxable | $ 1,810,000 9/15/08 41307 427107 71107 7725007
32 1502 Constanso Way SARC SRH3 Taable  {$ 1,460,000 211507 8/5/07 &19i07 92107 aisio7
33 15134 Charmeran Ave. SARC SRH3 TaxExempt | § 1,456,000 11807 1007 8124107 707 o107
34 (15470 La Alamedsa, Morgan Hil SARC 962-6 TaxExempt | $ 1,936,000 11907 6/15/07 6120007 912/07 o126/07
35 849 Empey Way.San Jose SARC 9625-N TaxExempt | § 1,036,000 2018007 617107 7107 9/14/07 9128107
36 [s486 Yale Drive SARC SRH3 Tax-Exempt | § 1,450,000 1211508 6720107 714107 9M7/07 10107
37 1908 Otis Drive, Alameda RCEB SRH3 Tax-Exempt | § 1,448,000 aron7? /30007 7M407 9107 101107
38 3602 Martin, San Mateo - GGRC SRH3 Taxable |$ 1450,000 41607 715007 71807 101207 1018/07
39 275 W. Dunne, Morgan Hill SARC SRH4 Taxable | $ 1,490,000 41607 15107 711907 10007 1016/07
40 [5242 Bristol Place, Newark RCEB " SRH3 Taxable | $ 1450,000 4n807 71507 712907 10112107 10/26/07
41 [826 Calero, San Jose SARC 9625 TaxExempt |§ 1,935,000 412807 71507 7129007 10112007 10/26/07
42 |1447 Stonehedge, Pisasant Hil RCEB SRH3 T8O s 1,450,000 51807 804i07 81807 107 1111507
43 441 N. Miton, Campbell SARC 9625-N 80 s 1936000 7 81307 8127107 111007 11124007
44 2017 Penitencia Creek, San Jose SARC SRH3 TaxExempt | § 1,460,000 5125007 81307 8i27/07 11110007 1724007
45 1980 Eim Street, San Jose SARC 9625-N 8D $ 1,935,000 3107 8/19/07 /2107 11116107 1173007
48 |1750 Westmont, Campbell SARC 9625-N T8O $ 1,935,000 814107 /207 snenT 12125007 1808
47 [P1aceholder GGRC SRH3 Taxable | $ 1,450,000 e907 /2807 snnT 11125007 129007
48 [Placeholder : GGRC SRH3 Taxable | $ 1,450,000 /14107 sr2007 o167 11130007 12114107
49 |Praceholder GGRC SRH3 Taable  |$ 1,450,000 s/on7 sor 912107 12/5007 1219007
50 |Placsholder ’ RCEB SRH3 T80 s 1,450,000 824107 9/2007 916107 11/30/07 1214107
51 |Placsholder RCEB_ 9625-N T80 s 1,810,000 6/26/07 sr7o7 912107 12/5007 1219107
52 |Placeholder GGRC 9624 Taxable | $ 1,935,000 714107 o207 /26107 12110007 12124107
.63 |Placehoider SARC 9625 ™80 s 1,035,000 18007 o707 1007 12115007 12128107
54 |Piaceholder SARC . 9625 0 s 1,635,000 7114007 912207 1058007 12120007 113108
55 [Placeholder SARC 9625 8D s 1,935,000 71907 12707 1011/07 1212607 118108 ,
56 [Placeholder RCEB 9625 8D s 1,810,000 7124007 1072007 10/18/07 1203007 113108
57 |Piacsholder SARC %625 T80 s 1,935,000 712907 10707 10121107 114i08 18108
58 |Ptaceholder SARC SRH3 8D s 1450,000 07 1012007 10/28/07 19108 1123108
59 |Piaceholder : RCEB 9625 8D s 1,810,000 asi07 1017107 10131707 1114108 1128108
60 |Piaceholder SARC 9625 8D s 1,935,000 81307 10122007 11507 1719/08 272108
61 |Piaceholder RCEB SRH3 8D 3 1,460,000 a18/07 10127007 1110107 1124108 27108
62 |Piaceholder . SARC 9626 8D s 1,935,000 823007 1411107 11116107 1129108 212108
63 |Ptaceholder SARC SRH3 8D $ 1,450,000 82807’ 1607 11720007 2/3/08 2017108
64 |Placeholder SARC SRH4 8D $ 1,490,000 972107 A7 11/25/07 2/8/08 2122108
65 |Placenoider SARC T80 8D 8D a7 1116007 11730007 211308 227108
86 |Piaceholder . SARC T80 8D 8D 9n207 112107 121507 2118108 /3108
67 |Piacehoider SARC T80 8D 8D 9n707 11726007 121007 2123008 w08
$ 108,859,000
&g
SCHEDULE v - i ¥
_ 1. HCS goal Is for Stabilized properties to move to a warehouse line at CalHFA 14 days after Stabiiization.
2. Number of projected properties has been reduced to 67 from 71. :
3. Actua) Permanent Financing Total expected to be lower than 4.2 Estoppel Total due to conservatism at Close of Escrow
Design/Permitting - Remodal (Medium) 80 :
Design/Permitting - Remodel (Fast) 70
Design - New Construction - New Properties 60|
Pre-Hard Cost Review 14
(Construction - Remodel N 75
(Construction - New Construction (pre-fab) 75|
(Construction - New Gonstruction (site-buitt) 100
|Stabilization 4

[Construction Loan Agreement Malurity

[CLA Maturity with 8 Mo Extension

180 Days Prior to LPA Expiration

Loan Purchase Expiration
Projected Agnews Closurs Dats
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RESOLUTION 07-14

RESOLUTION AUTHORIZING A SERIES OF FINAL LOAN COMMITMENTS
AND ONE OR MORE PRELIMINARY LOAN COMMITMENTS

WHEREAS, the California Department of Developmental Services (“DDS”) has
developed a plan to close the Agnews Developmental Center, and move its developmentally
disabled residents into community housing settings located in nine Bay Area counties, and

WHEREAS, the State of California has enacted AB 2100, providing that DDS may

approve a plan whereby, among other things, regional centers may provide for the -

development of community housing for the residents of the Agnews Developmental Center;
and

WHEREAS, the Golden Gate Regional Center, the Regional Center of the East Bay,
and the San Andreas Regional Center (collectively, the “Regional Centers”) and DDS,/l{ave
developed such a plan, known as the Bay Area Housing Plan (“BAHP”); and !

WHEREAS, the BAHP contemplates that the Hallmark Group (“Hallmark™) will be
the initial developer of the housing provided for in such plan; and

WHEREAS, Hallmark created a subsidiary, Hallmark Community Services, a

California nonprofit public benefit corporation (“HCS”), to act as the developer for the
BAHP; and

WHEREAS, the California Housing Finance Agency (the “Agency”) has worked
with the State of California, including DDS, the California Department of Health Services,
the Regional Centers, Hallmark and HCS to develop a financing plan for the BAHP (the
“Financing.Plan”), and

WHEREAS;,- the Financing Plan contemplates that a series of pf:nnanent loan
commitments will be made to HCS by the BAHP, to permit HCS to obtain acquisition and

construction financing for each of the individual homes being acquired by HC° and

WHEREAS, on September 8, 2005, the Board approved a series| of final loan
commitments for a portion of the Financing Plan up to an aggregate amount of $20,000,000
together with preliminary commitments for later portions of the Financing [Plan up to an
additional aggregate amount of $80,000,000, subject to certain recommended terms and
conditions; and

WHEREAS, on January 12, 2006 the Board determined that (i) the original amount
of $80,000,000 of preliminary commitments approved by the Board on September 8, 2005 be
increased to a total of $100,000,000; and (i) up to $25,000,000 of such preliminary
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Resolution 07-14
Page 2

commitments be converted to final commitments up to an aggregate amount of $45,000,000,
subject to certain recommended terms and conditions; and -

WHEREAS, the Agency entered into the BAHP loan documents on April 1, 2006 to
implement the Financing Plan; and

- WHEREAS, on November 9, 2006, the Board determined that up to an additional
amount of $25,000,000 of the $120,000,000 of preliminary commitments approved by the
Board on September 8, 2005 and January 12, 2006, be converted to final commitments up to
an aggregate amount of $70,000,000, subject to certain recommended terms and conditions;
and

WHEREAS, Section 1.150-2 of the Treasury Regulations requires the Agency, as
the issuer of tax-exempt bonds, to declare its reasonable official intent to reimburse prior
expenditures for housing developed under the BAHP with proceeds of a subsequent
borrowing; and

WHEREAS, the Board confirms that the Executive. Director is deleéated the
authority to declare the official intent of the Agency to reimburse such prior expenditures for
housing developed under the BAHP; and

WHEREAS, based upon the recommendation of staff and due deliberation by the
Board, the Board has determined that up to $35,000,000 of the $120,000,000 of preliminary
commitments approved by the Board on September 8, 2005, January 12, 2006 and November
9, 2006, be converted to final commitments up to an aggregate amount of $105,000,000 to
implement of the Financing Plan, subject to recommended terms and conditions; and

WHEREAS, pursuant to this resolution, there will be a total of $120,000,000 of
BAHP loan commitments either finally and preliminarily approved, consisting of (i)
$70,000,000 of final commitments approved by the Board at the September 8, 2005, January
12, 2006 and November 9, 2006 meetings; (ii) $35,000,000 of final commitments approved
by this resolution; and (iii) $15,000,000 of preliminary commitments remaining subject to
further Board approval;

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the California
Housing Finance Agency as follows: S

1. The Executive Director, or in his/her absence, either the Chief Deputy
Director or the Director of Multifamily Programs of the Agency is hereby authorized, to
execute and deliver an additional series of final commitments in relation to the BAHP
described above, in a form acceptable to the Agency, and subject to recommended terms and
conditions set forth in the Staff Report, up to an aggregate amount of $105,000,000 above
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Resolution 07-14
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and beyond the $70,000,000 of final commitments approved by the Board on September 8,
2005, January 12, 2006 and November 9, 2006.

2. The Executive Director may modify the terms and conditions of the final
loan commitments provided for above, provided that major modifications, as defined below,
must be submitted to this Board for approval. “Major modifications” as use\d herein means
modifications which either (i) increase the total aggregate amount of any final loan
commitments made pursuant to the Resolution by more than 7%; or (ii) modifications which
in the judgment of the Executive Director, or in his/her absence, either the] Chief Deputy
Director or the Director of Multifamily Programs of the Agency, adversely change the .

financial or public purpose aspects of the final commitment in a substantial wa‘y

I hereby certify that this is a true and correct copy of Resolution 07-14 adopted at a

duly constituted meeting of the Board of the Agency held on May 10, 2007, at Burbank,
California.

ATTEST:

Secretary

151530v1
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State of California

MEMORANDUM

To:

From:

Subject:

CalHFA Board of Directors Date: | April 24, 2007

Y] A/
Theresa A. Parker, Executive Director .—

CALIFORNIA HOUSING FINANCE AGENCY

CalHFA Five-Year Business Plan -- Resolution 07-15

1 offer, for your consideration, the 15th annual CalHFA Five-Year Business Plan (FY
2007/08 to FY 2011/12) and a resolution for its adoption.

This Five-Year Business Plan provides the Board of Directors and senior mtanagement team
of the California Housing Finance Agency (CalHFA) with business productlon goals and a
plan to implement several strategic initiatives that will fundamentally change the way the
Agency does business. The recommended productlon levels in the housing finance and loan
insurance programs were formulated by the senior management team to meet the following
goals:

o Increase homeownership opportunities and multifamily affordable housing stock;
e Prudently leverage CalHFA's limited resources, and;
e Stimulate the housing-related economy of California.

The investment in strategic initiatives is recommended by the senior executive management
to enable the Agency to:

e Provide better service to borrowers;
Have more useful and timely information about its activities;

o Make better business decisions so that the Agency will more effectively meet its
goals;

e More effectively protect the Agency’s employees, manage the Agency’s information
assets and protect the privacy of our borrowers and employees; and

*  Be better prepared to recover from and reinstate financing activities irix the event of a
variety of emergency situations that would interrupt the Agency’s business activities.

The lending activity and strategic initiatives represented by the Business Plan allow the
Board to address some of the important affordable housing needs of California. Adoption of
this Business Plan by the Board provides guidance to the Agency’s senior management team
and sets forth benchmarks against which to measure the success of programs and the.
effective use of operating resources.
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Board of Directors ' . April 24, 2007

The Business Plan proposes total lending volume of $12.8 billion during the five-year period.
This includes more than $7.8 billion of new home mortgages, $3.6 billion of mortgage
insurance activity, and $1.4 billion in multifamily lending, including the continuation of the
Bay Area Housing Plan and the implementation of Mental Health Services Act Housing
Program. The new construction stimulated by Agency lending activities over the Business
Plan period will aid the State’s economic growth and help support the creation of between
75,000 and: 100,000 new jobs.

Of course, the staff will continue to monitor the housing, mortgage insurance and financing
markets, evaluate any potential opportunities and bring them to the Board for consideration.

Please join me in recognizing the incredible job that the CalHF A staff - 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 07-15, adopting the 15™ CalHFA Business Plan is requested.
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I EXECUTIVE SUMMARY

FY 2007/08 Business Plan Overview

CalHFA’s Fiscal Year 2007/08 Business Plan proposes total business volume of $12.8
billion during the five-year period. Homeownership, multifamily and special lending
programs are estimated to be $9.2 billion with loan insurance activity contributing an
additional $3.6 billion. The previous five-year plan proposed a total of $14 billion.

In addition, the Agency will invest significant resources during the Business Plan period in
several strategic initiatives that will make Agency business functions more efficient and
provide Agency senior executives with more valuable and timely management and financial
information. These initiatives will make it possible to provide better service to our borrowers
and better business decisions for the Agency.

During the current fiscal year, liquidity amounting to nearly $100 million was generated from
the sale of $60 million of deferred payment subordinate loans to Fannie Mae and from the
successful sale of five multifamily properties acquired by the Agency as a result of
foreclosures over the past twenty years. These resources are programmed into the
Business Plan and will provide funding sources for Homeownership down payment
assistance programs (CHAP and HiCAP) as well as Asset Management Portfolio
Preservation and other Special Lending Programs. :

A}

Lending Activities

Homeownership. Estimated levels of first mortgage lending for homeownership are
planned to be $1.5 billion for FY 2007/08 and remain constant during the remainder of the
five-year plan. Homeownership lending volumes are significantly tied to tax-exempt bond
issuance authority available from state allocation of private activity bond cap and bond
refunding authority. With the remaining Proposition 46 funds, the new funding provided by
Proposition 1C, and the liquidity provided by the sale of subordinate loans during the current
fiscal year, the total commitment for down payment assistance programs is planned to be
$80 million for FY 2007/08. Down payment assistance levels for future periods are
dependant on successful recycling of principal prepayments and new sources of funding.

The new five-year target for homeownership is $7.8 billion, which includes a program for
self-help builders’ assistance. Sufficient tax-exempt issuance authority is available for
issuance of bonds to attain the $1.5 billion goal in the coming fiscal year. Use of a variety of
financing structures including variable rate bonds and interest rate swaps should result in
attractive interest rates for the varied first mortgage loan programs. Over the life of the five-
year plan, however, additional annual mortgage revenue bond (MRB) allocation for our first
mortgage program will be required.

Mortgage Insurance. Total mortgage insurance activity is proposed at $675 million for FY
2007/08 and $3.6 billion for the five-year period. This compares to the FY 2006/07 goal of
$841 million and prior five-year plan activity of $4.2 billion. Insurance activity outside of
CalHFA is relatively limited, therefore linking the mortgage insurance volume to CalHFA first
mortgage business and the type of products CalHFA offers. With the relatively low current

1



236

FHA loan limits, approximately one-half of CalHFA annual homeownership first mortgage
production will be insured by the Mortgage Insurance Division.

Multifamily Programs. The FY 2007/08 goal for multifamily lending is $210 million, with a
total target of $1,060 million for the five-year period. Projected permanent loan activity and
construction lending are expected to remain constant throughout the business plan period.
Lending activity in support of the Bay Area Housing Plan will continue during FY 2007/08
with $15 million in new activity expected. The Mental Health Services Act (MHSA) Housing
Program and programs for housing for the homeless will begin in earnest during the
Business Plan and are anticipated to produce $85 million of loan activity during FY 2007/08
and nearly $495 million over the life of the Plan. With an aging portfolio of multifamily
properties, increased emphasis will be placed on programs that offer assistance to address
deferred maintenance and capital improvements.

Special Lending Programs. The FY 2007/08 goal for special lending is $60 million, with a
total target of $285 million for the five-year period. This plan proposes to continue
- partnering with localities by committing $15 million in each year of the plan to the HELP
program. In addition, the Residential Development Loan Program is expected to produce
$200 million of lending activity over the five-year plan. $10 million of activity under the
Habitat for Humanity program is anticipated for the first two annual periods.

Economic Impact. By leveraging multiple lending sources, the Business Plan is expected
to directly generate more than $2 billion in new single family and multifamily construction
activity during the five-year plan period. Financing of resale homes, multifamily rental
property acquisition and rehabilitation of multifamily properties and the Agency’s mortgage
insurance activities will also generate significant economic activity. Special lending
programs that leverage the financial resources of local government agencies will also
provide economic benefit by facilitating the construction of single family and muitifamily
housing units through local government programs. This activity will support the creation of
new jobs and will generate significant other economic activity including the sale of
construction materials, tools and supplies; borrower's acquisition of furnishings, window
coverings and landscaping; and support many jobs in related real estate and financial
services industries. Based on the anticipated volume of activity over the Five-Year Business
Plan period it is reasonable to expect that an estimated 75,000 — 100,000' jObS will be
created or otherwise supported.

Strategqic Initiatives

The Agency’s need to operate competitively within the mortgage banking and commercial
lending industries creates the need for business systems that will provide borrowers with
faster service and provide Agency staff with better information that will allow for more
effective management of Agency resources. As the largest state housing finance agency in
the nation with over $9 billion in assets, CalHFA owes a duty to the Board, our investors, our
borrowers and California citizens to use best practices in its management of investor capital
and other Agency resources.

Over the past several years, the Agency has initiated several strategic initiatives that, when
completed, will change the way the Agency does business. Agency security will be
improved, old business systems will be upgraded and automated and new systems will

!'Source: Construction Industry Research Board -




237

improve coordination between divisions to provide better customer service. Finally, these
new systems will provide managers with more and better financial and management
information that will allow them to make better business decisions.

These projects represent a substantial commitment of staff time and Agency dollars. During
this fiscal year, best project management practices have been initiated to more effectively
manage all projects. All strategic projects have been brought under the management of the
Strategic Projects Governance Committee, which is chaired by the Chief Deputy Director,
who reports directly to the Executive Director. Each individual project is managed by an
executive sponsor and project manager through a steering committee/project- team
structure. The goal is to manage all of these efforts with minimal impact on ongoing
business operations.
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i INTRODUCTION

A. Plan Purpose:

This Five-Year Business Plan provides the Board of Directors and senior management team of
the California Housing Finance Agency (CalHFA) with business production -goals and a plan to
implement several strategic initiatives that will fundamentally change the way the Agency does
business. The recommended production levels in the housing finance and loan insurance
programs were formulated by the senior management team to meet the following goals:

» Increase homeownership opportunities and multifamily affordable housing stock;
¢ Prudently leverage CalHFA's limited resources, and,
e Stimulate the housing-related economy of California.

The investment in strategic initiatives is recommended by the senior executive management to
enable the Agency to:

Provide better service to borrowers;
Have more useful and timely information about its activities;
Make better business decisions so that the Agency will more effectively meet its
goals;

¢ More effectively protect the Agency’s employees, manage the Agency’s information
assets and protect the privacy of our borrowers and employees; and

o Be better prepared to recover from and reinstate financing activities in the event of a .

variety of emergency situations that would interrupt the Agency’s business activities.

The lending activity and the strategic initiatives represented by the Business Plan allow the
Board to address some of the important affordable housing needs of California. Adoption of
this Business Plan by the Board provides guidance to the Agency’s senior management team
and sets forth benchmarks against which to measure the success of programs and the
effective use of operating resources.

B. Background:

CalHFA was created in 1975 as the state's affordable housing bank to meet the housing needs
of persons and families of low to moderate income. The Agency is authorized to meet these
needs by making homeownership loans, providing mortgage insurance, lending funds to non-
profit and for-profit developers to build affordable multifamily rental units and other special
lending programs that provide liquidity to local government lending programs and organizations
such as Habitat for Humanity. The Agency is self-sustaining and does not rely on State
general fund or special fund dollars to fund operational expenses.

Financing activities are capitalized mainly through the sale of taxable and tax-exempt bonds on
the strength of the Agency’s $1.3 billion fund equity, the quality and experience of its Board of

-Directors and senior executive team and its track record of sophisticated and effective .

management strategies. With these strengths, the Agency maintains a high-quality investment
grade credit rating of Aa3/AA-. The federal and state income tax exemption available on
Agency-issued debt lowers the cost of capital and enables the Agency to offer below-market
interest rates to our borrowers Liquidity for down payment assistance programs, supplemental
financing on muitifamily properties and special lending programs is also provided through the
prudent management of Agency operations and within the interest rate spreads authorized by
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the federal tax law that governs tax-exempt bond financing. During the past year, over $100
million in additional liquidity was added through agency operations, the sale of REOs and the
sale of subordinate homeownership loans.

C. Current Fiscal Year Business Plan - Progress to Date as of March 2007:

The table below provides an estimate of actual production for CalHFA lending and insurance
programs in comparison with FY 2006/07 goals.

FY 2006/07 ESTIMATED  PERCENTAGE
GoAL ACTUAL OF GOAL
(Millions of dollars)
Homeownership $1,585 $1,831 116%
Mortgage Insurance $ 841 $1,000 119%
Multifamily Programs $ 344 $ 101 29%
Special Lending Programs $ M $ 38 93%

Homeownership. Strong demand for CalHFA's homeownership lending products is projected
to generate volume in excess of $1.8 billion during the current fiscal year. Anticipated first
mortgage lending activity of more than $1.7 billion, the greatest one year volume in the
Agency’s history, is significantly higher than the fiscal year's goal of $1.5 billion. The addition of
alternative loan products (the interest only PLUS and 40-year fully amortizing loan) combined
with higher interest rates and high home prices have made the Agency’s loan products a very
attractive alternative to first-time homebuyers. The Agency’s ability to reutilize tax-exempt bond
issuance authority from the extreme amounts of loan prepayments received over the past five
years has allowed the financing of higher volumes of homeownership loans. Production
volumes over the next five years will be limited to prudent levels based on expected tax-exempt
bond issuance authority available for this purpose.

Mortgage Insurance. Insurance activity is projected to be $1 billion in FY 2006/07. This is
120% of the $835 miillion achieved in FY 2005/06 and is due to the increase in homeownership
conventional loan volume. The Agency has experienced a significant shift away from FHA
insured loans to conventionally insured loans over the past several years. For many years
85% or more of homeownership first mortgage loans were FHA insured but during the current
year Agency staff expect that fewer than 20% of loans will be insured by the FHA. This trend,
caused by the high prices of homes in California, is expected to continue unless federal
legislation is enacted increasing FHA loan limits.

Multifamily. Lending commitments are projected to total $126 million for FY 2006/07
compared to FY 2005/06’s production of $239 million. This decline in production is the result of
many factors, including a downturn in the affordable rental housing market and the Agency’s
need to obtain salary realignment to attract a qualified senior .executive to manage the
Multifamily Programs Division. Over the years CalHFA has demonstrated the economic
benefits of financing multifamily rental housing in California to other lenders, including
commercial banks and local issuers, many that currently have very active programs. The
Agency is aggressively reviewing many aspects of its multifamily lending programs to create
more competitive and viable programs in the future. In addition, the current slowdown in new
lending opportunities has provided the occasion to develop the Bay Area Housing Program to
finance group homes for the severally disabled, create the MHSA housing program to house
mentally ill homeless populations and to develop a state-of-the-art loan origination system that
will provide a centralized repository of data and an enhanced underwriting platform.

5
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Special Lending. Volume is expected to be $38 million in FY 2006/07. During the current
fiscal year, the Residential Development Loan Program and Habitat for Humanity Program

were successfully introduced. The HELP loan program continued to have strong demand from .
localities and all available funding was committed.
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lll. PRESENTATION OF THE FIVE-YEAR BUSINESS PLAN

A. Assumptions Underlying Plan Goals:

The levels of activity projected for each program are based on assumptions regafding key
factors over which CalHFA, in many cases, does not exercise control. The foliowing are
some of the key assumptions on which the projections are based:

+ Receipt of sufficient state allocation of private activity bond issuance authority.
¢ No repeal of the Federal Ten Year Rule.

¢ Continued investor demand for tax-exempt and federally taxable bonds issued by
' CalHFA.

o Approximately 50% of loans purchased by Homeownership continue to be
conventional loans requiring CalHFA mortgage insurance.

* Timely and successful new partnerships and programs.
* Ongoing demand from first-time homebuyers and rental housing sponsors.

» Borrower interest in newly created or redesigned single family loan products that
may reduce the use of the CalHFA Housing Assistance Program (CHAP) and
High Cost Area Home Purchase Assistance Program (HiCAP) subordinate loans.

o A reasohably stable interest rate market.

e Reasonably stable staffing including filling vacant senior manager positions and
retaining existing management.

» State and local agency financial participation.
o Offer Housing Assistance Trust funds within available resources.

o Continued commitment of Government Sponsored Enterprises to first-time
homebuyers and affordable housing.

The Agency's programs and its organization are flexible enough to allow CalHFA to
respond to changing circumstances in revenue projections, programs, and economic
conditions, and to accommodate any unanticipated adjustment of priorities.

Organization of Plan:

The following pages describe the details of CalHFA's Fiscal Year 2007/08 Five-Year
Business Plan. The Plan is organized as follows:

e Table | - Planned and Actual Summary displays the goals and actual results for FY
2005/06 and the goals and projections for FY 2006/07.

o Table Il - Plan Summary shows goals by program for each of the years in the plan
period FY 2007/08 to FY 2011/12.

» Overview of Strategic Initiatives provides a discussion of the Strategic Initiatives
CalHFA has currently undertaken.

» Divisional Summaries include lists of accomplishments and descriptions of how the
plan will be carried out by the CalHFA divisions. These are followed by short
descriptions of how each of the support divisions of CalHFA will assist the programs
divisions in meeting the objectives of the plan.

e Financial Summary discusses in detail the Agency's equity position as of

7
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September 30, 2006, the many restrictions on the Agency's reserves, management
of the Agency's financial risks, and the projected fiscal effect of the plan over the .
five-year plan period.
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TABLE il - PLAN SUMMARY
(In millions)

2007/08 2008/09 2009/10 2010/11 201112 5 YrTotal

HOMEOWNERSHIP PROGRAMS ©!
Homeownership First Mortgages $1,500.0 $1,500.0 $1,5000 $1,5000  $1,500.0  $7,500.0
Agency Funded Down Payment Assistance
CalHFA Housing Assistance Program (CHAP) ® 57 57 57 57 57 285
High Cost Area Home Purch. Assist. Prog. (HICAP) ® 25.0 25.0 250 250 25.0 125.0
Self-Help Builder Assistance (SHBAP)® ~ 13 13 13 13 13 6.5
Prop. 46 Down Payment Assistance
CA Homebuyer's Downpmt Assist. Prog.(CHDAP) 9.6 0.0 0.0 0.0 0.0 96
Homeownership In Revital. Areas Prog. (HIRAP) 15 0.5 0.0 0.0 0.0 20
Extra Credit Teacher Home Purchase Prog. (ECTP) 6.6 0.0 0.0 0.0 0.0 6.6
School Facility Fee Down Pay. Assist Prog. (SFF) 37 38 4.0 42 45 20.2
Prop. 1C Down Payment Assistance
CA Homebuyer's Downpmt Assist. Prog.(CHDAP) 26.4 36.0 326 0.0 0.0 95.0
Total Homeownership Programs $1579.8 $1,572.3 $15686 $15362  $1,536.5 $7,793.4
INSURANCE SERVICES )
CalHFA $675.0  $700.0 $725.0 $750.0 $775.0  $3,625.0
: Non-CalHFA 00 0.0 00 00 00 0.0
Total Insurance Programs $675.0 $700.0  §725.0 $7500 $775.0  $3,625.0
MULTIFAMILY PROGRAMS ©
Permanent Loans $30.0 $30.0 $30.0 $30.0 $30.0 $150.0
Construction Loans : ' 60.0 60.0 60.0 60.0 60.0 300.0
Bay Area Housing Plan 15.0 0.0 0.0 0.0 00 - 15.0

Proposition 63 - MHSA Program

Loan Program '50.0 53.0 61.8 704 736 308.8
Operating Subsidy 30.2 314 36.0 . 40.8 424 180.8
Homeless/Special Needs Program ™ 5.0 0.0 0.0 0.0 " 00 5.0
Residual Gap Loan Program ® 10.0 10.0 10.0 10.0 10.0 50.0
Asset Management Portfolio Preservation ® 10.0 10.0 10.0 10.0 10.0 50.0
Total Multifamily Programs $2102  $194.4  $207.8  $221.2 $226.0  $1,0596

SPECIAL LENDING PROGRAMS ©
Locality Programs ,

Housing Enabled tfirough Local Partnerships (HELP) ® $150  $150  $150 $15.0 $15.0 $75.0
Residential Development Loan Program (RDLP)

Prop 46 20.0 200 200 20.0 20.0 100.0

Prop 1C 20.0 20.0 20.0 200 200 100.0

Habitat for Humanity Loan Purchase Program ®*) 50 50 0.0 0.0 0.0 10.0

Total Special Lending Programs $60.0 $60.0 $55.0 $55.0 $55.0 $285.0

TOTAL CalHFA PROGRAMS ( A$2,52540 $2,526.7 $2,556.4 $2,5624  $2592.5 $12,763.0

(a) Production total represent anticipated Homeownership loans purchased.
(b) Funded from Agency's Housing Assistance Trust ’
(c) Production totals represent anticipated Multifamily and Special Lending Programs final commitments.

(d) Program production levels will be revisited on an annual basis.
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IV. OVERVIEW OF STRATEGIC INITIATIVES

A. Introduction:

As the State’s affordable housing bank, the Agency competes in the general mortgage
marketplace and must, on an ongoing basis, strategically evaluate the loan products
offered to borrowers, its business finance and operational models and systems to
provide the very best available financing alternatives that will help low and moderate
income families and individuals meet their housing needs. The Agency must also
constantly monitor significant trends in the market and assess the impacts of these
trends on Agency strategies and operations. The following paragraphs describe
strategic initiatives that have been developed during the current year and will be ongoing
over the life of the Business Plan.

B. Mortgage Backed Securities Program:

During the current fiscal year the Agency has formulated plans to finance a mortgage-
backed securities program in addition to the existing whole loan programs offered first-
time homebuyers. While the MBS program has not yet been launched, it is expected to
be announced this spring and will provide benefits to borrowers and the Agency by
lowering borrowers mortgage payments, reducing real estate related risks and reducing
capital requirements imposed by bond rating agencies. '

C. Impact of Subprime Lending Market Crisis:

The recent collapse of the subprime lending market has generated daily headlines in the
media and has initiated much discussion about the Agency’s role in assisting borrowers
and other potential impacts on our homeownership lending programs. While other state
housing finance agencies have announced programs to assist subprime borrowers
before their variable rate loans reset at much higher loan rates or are contemplating.
programs to rescue borrowers in danger of losing their homes to foreclosure, CalHFA
has been following the situation closely and has been considering next steps while being
- mindful of the risks associated with such programs. While it is premature to discuss any
Agency programs or.other efforts designed to assist these borrowers, due to the
magnitude of this market in California, it is almost a certainty to have an impact on our
programs during the five years of this Plan. As lenders tighten credit standards by
limiting loan-to-value ratios, limiting debt to income ratios, underwriting at the fully
indexed mortgage payment, requiring more complete documentation of income and
eliminating creative loan products, the Agency is likely to experience greater demand
from the first-time homebuyer community, taxing the resources available to the Agency
to provide below-market-rate loans.

D. Homeownership Loan Production Targets:

/

In determining homeownership first mortgage loan production volumes for purposes of
the Business Plan, consideration was given to existing tax-exempt issuance authority,
_future receipt of state allocation of private activity bond cap, prudent levels of federally
taxable bond issuance and recycling of existing authority resulting from borrower
prepayments. The Agency will begin the business plan period with a supply of tax-
exempt volume cap that was received from the California Debt Limit Allocation

11
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Committee (CDLAC) as carry forward allocation over the past two years. Carry forward
allocation does not expire or require that bonds be issued until three years from the date
of the award providing great flexibility in planning the use and scheduling of tax-exempt
bond issuance. While this carryforward allocation will assist the Agency in meeting
demand during the early years of the Business Plan period, it must be noted that future
years’ allocations.will be dependant on demand for allocation from other sectors and the
policies and priorities of CDLAC. Earlier this year CDLAC reserved $310 million of
volume cap for the Agency’'s homeownership mortgage revenue bond program during
calendar year 2007. -

The homeownership loan production presented in this Business Plan is based on the
expectation that CalHFA will receive volume cap of approximately $450 million to $500
million each year during calendar years 2008 — 2012. To achieve the five-year plan
target of $7.5 billion in first mortgage loan production, it is anticipated that $2.2 billion of
federally taxable bonds will be issued and that loan prepayments will provide a source of
reusable tax-exempt issuance authority amounting to $300 million annually.

The Agency will continue to explore financially attractive non tax-exempt programs to

expand production volume without adversely affecting the interest rate offered to
borrowers availing themselves of our homeownership loan products.

E. Operational Projects:

The Agency has embarked on several strategic projects that are vital to operations.
These projects, once completed, will provide a safer and more productive work
environment for Agency employees and improve service to our borrowers and better
protect their privacy. A number of Agency business processes will be reorganized and
automated. These new systems will make it possible to process loan documents faster,
answer borrower questions and resolve problems more quickly. Agency staff will have
better and more timely management and financial information which will allow the senior
management team to make better and more timely business decisions. The completion
of these projects will allow the Agency to adapt rapidly-to new public purpose initiatives
and the unique challenges of California. The projects will also foster and enable better
collaboration and information sharing across Agency divisions and between teams and
individuals. :

Homeownership. The Homeownership project will analyze Homeownership’s business
processes and systems, develop an effective and efficient planned business model, and
procure and implement a business solution that best meets the needs of
Homeownership and the Agency as a whole. The Homeownership project will:

» Improve Homeownership business processes, create efficiencies and integrate
single family loan processes across business functions. '
Improve services to our partners and customers.

¢ Enhance information quality and integrity.

¢ Diminish the reliance on paper-driven processes.

The Homeownership project began in September 2005, and was suspended in October
2006 until the completion of the Fannie Mae MBS project in Summer 2007.
Homeownership will select a vendor early in FY 2007/08 to help with system

12




247

: development and business model implementation. Project completion is anticipated to
. be in early FY 2008/09.

Muitifamily Programs. The Multifamily project, known as “Prolink,” will implement a
new Multifamily Loan Origination system that meets the business and ‘technical
requirements of the Agency and that enhances access to information for all
stakeholders.

Some of the benefits of the Multifamily Programs project are:

» Provides a centralized repository of data for program management.
¢ Automates business processes.

v o Provides the users with easier data access.
e Supplies integrated document management capabilities.

The Multifamily project began in June 2005 and is expected to be completed by the
middle of FY 2007/08.

Fiscal Services. The Fiscal Services project will analyze Fiscal Services’ business
processes and systems, and design an effective business model for future operations.
Our goal is to procure and implement a Fiscal Services solution that fulfills the Agency’s
business, technical and strategic requirements.

With the new Fiscal Services systems, the Agency will:
» Provide easy access to current financial status and details to effectively support
' . Agency financial management.

Implement Fiscal Services best practices to improve efficiency and effectiveness.

e Enable the measurement of performance based on established metrics and
indicators.

e Decrease reliance on manual processes, workarounds and paper, allowing for
more timely and accurate reporting.

Fiscal Services will select a vendor in early FY 2007/08. The length of the project will
depend on the vendor’s proposed recommendation and Agency resource availability.

Debt Management. The Agency will procure and implement a Debt Management
system that will centralize debt instrument information and improve our ability to evaluate
performance and support business decision making.

Procuring and implementing a Debt Management system will enable the Agency to:
¢ Centrally maintain debt management information and eliminate duplicate data.
» Manage outstanding liabilities and fulfill financial obligations to partners.
» Analyze debt activity to evaluate performance and support business decision-
making.

The Debt Management Project is anticipated to begin May 2007, and be completed by
the beginning of CY 2008. Depending on vendor responses to the Fiscal Services
procurement, the ‘Debt Management project may be absorbed by the Fiscal Services

. project.
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Document Management Phase Il. The Document Management Phase |l project will
analyze the diverse document management needs of the Agency’s divisions and
collaborate with the divisions to develop a thorough document management business
model which supports the Agency as a whole.

The Document Management project will:
e Develop an organized and managed approach to enterprise document
management.
» Reduce document redundancy and diminish reliance on paper.
¢ Reduce costs associated with hardcopy filing, retrieval and storage.
e Improve document and information security.

The Document Management Phase Il project began in October 2006. The corﬁpletion
date is to be determined based on the availability of key resources.

Business Continuity Management Plan. The Agency is developing a plan to ensure
the recovery of vital business processes in the event of a disaster or other catastrophic
event.

By implementing a Business Continuity Management plan, the Agency will:
¢ Reduce the risk.that the Agency will experience a long-term inability to perform
"~ core business functions.

o Safeguard the interests of key stakeholders and the Agency’s reputation and
brand.

* Ensure the Agency meet customers’ needs in the event of a catastrophe.

» Meet an obligation, as a responsible state agency, to plan for the event of a
catastrophe.

The Business Continuity Management strategic project began in February 2007 and is
expected to be completed early in the FY 2007/08.

New Building. Currently, Agency staff and business functions in Sacramento are
divided between the Senator Hotel and the Meridian Building. These buildings are
several blocks apart resulting in inefficient business processes, security risks for
employees and Agency information in the form of borrower files, mail and other Agency
information. The New Building project effort aims to. consolidate the Agency’s
Sacramento staff in a single office location. The Agency will consider the options of
leasing existing space, building a new facility or acquiring and rehabilitating an existing
building.

Some of the benefits of the New Building project are:

» Increase production and focus on business goals by locating related staff in close
proximity.

» Improve employee workspace through better interior design.
Increase employee amenities such as parking, gym and limited food service.

o Potentially achieving financial benefits from building ownership.

A building consulting firm has been retained by the Agency and the initial analysis of

options has begun. During Fiscal Year 2007-08, staff will discuss with the Board a buy
vs. lease approach. The Agency has an anticipated move-in date for the new CalHFA
facility in FY 2009/10.
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F. Strategic Projects Governance:

- The Agency’s strategic initiatives represent a very large investment of staff time and
financial resources. To effectively manage this investment, the Agency has adopted a
collaborative project management structure. Each project has been assigned ,an
executive sponsor that has ownership of all aspects of the project and provides policy
direction and technical oversight. The executive sponsor chairs a steering committee for
the project which is made up of project stakeholders and staffed by the project manager.
The project manager and project team for each project execute the day-to-day project
activities.

All projects, however, are managed by the Strategic Projects Governance Committee —
an organization made up of the executive sponsors of all of the projects and chaired by
the Chief Deputy Director, who reports directly to the Executive Director of the Agency.
The Committee provides overall policy guidance to executive sponsors and manages the
allocation of Agency resources between projects. Projects scope, costs and schedule
are constantly monitored by the Committee.
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IV. DIVISIONAL SUMMARIES

A. HOMEOWNERSHIP PROGRAMS:

The role of Homeownership Programs is to increase homeownership opportunities to
Californians by making financing available to low and moderate income first-time

homebuyers.

Objectives. In FY 2007/08, CalHFA will continue to pursue activities de5|gned to further
the following mission objectives:

Providing first-time homebuyers with long-term below market rate mortgage financing;
focusing on low-income homebuyers; assisting teachers, administrators, other eligible
credentialed staff, and classified employees working in high priority schools to buy their
first home; distributing loans equitably throughout the state; targeting loans to extremely
high housing cost areas of the state; promoting loan products to expand the supply of
affordable new construction housing; continuing a loan product to assist low-income
disabled homebuyers, promoting efforts to identify affordable housing needs, exploring
opportunities, developing solutions, assembling resources, and partnering to implement
solutions.

Strategies. The planned strategies to accomplish the objectives, and in particular to
maximize the public benefit to low-income borrowers, are listed below:

» Providing long-term, fixed-rate first mortgages at below conventional market interest
rates with:

Continuation of the 100% LTV 30-year term loan.

Promotion of the 100% LTV 40-year term fully amortizing loan to
reduce reliance on the interest only PLUS®" loan.

o Continuation of the 100% LTV 35-year term loan with an initial five
year interest only payment feature (interest only PLUSSM).

¢ Providing the lowest rates for low-income borrowers.

e Supporting very-low and low-income homeownership through the provision of down
payment assistance and reduced interest rates, such as the CalHFA Housing
Assistance Program (CHAP), California Homebuyers Downpayment Assistance
Program (CHDAP), Homeownership In Revitalization Areas Program (HIRAP),
School Facility Fee Down Payment Assistance Program (SFF), Self-Help Builder
Assistance Program (SHBAP), High Cost Area Home Purchase Assistance
Program (HICAP) to assist homebuyers in extreme high cost areas of the state,
providing down payment assistance for teachers, administrators, other eligible
credentialed staff and classified employees through the Extra Credit Teacher Home
Purchase Program (ECTP) ), and by partnership in the Agency's Affordable
Housing Partnership Program (AHPP) with local government housmg agencies
providing down payment assistance programs.

o Targeting high cost urban areas in need of affordable financing by providing down
payment assistance for low and moderate income homebuyers through HiCAP.

o Continue to utilize a statewide network of lending institutions to provide consumer
access to CalHFA loan products.

» Promotion of the Lead Generation Program with active loan officers to maintain loan
16
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volume.

e Developing a standard subordinated debt format to facilitate additional private and
nonprofit funding sources.

* Providing outreach, technical assistance, and training support to lenders and other
industry organizations.

¢ Partnering with localities and nonprofit housing organizations to assist low-income
borrowers.

e Partnering with Fannie Mae to utilize the mortgage backed security as a vehicle to
deliver affordable financing to first-time homebuyers (FNMA MBS Program).

¢ Updating sales price limits biannually consistent with federal law in order to assist
the maximum number of first-time homebuyers.

o Utilizing marketing and media resources to generate awareness for our programs
and participating in special events.

o Evaluation of CalHFA’s loan processes, from reservation through purchase, to
identify improvements that need to be made to accommodate industry trends,
available technology, market changes and borrower demand (Loan Origination

- Project).

Program Performance and Strategy Implementation. Following is a list of the major
Homeownership programs, with the applicable fiscal year and five-year goals. A brief
performance history against the current fiscal year goals for the listed programs is provided.

First Mortqaqe L ending 2006/07 Plan Goal: $1 .500 billion
‘ Projected: $1.740 billion

2007/08 Plan Goal: | $1.500 billion

Five-Year Goal: $7.500 billion

The current fiscal year's Business Plan includes a first mortgage purchase goal of $1.5
billion, which is projected to be exceeded by year-end. As of March 31, 2007, the Agency
has purchased loans totaling $1.298 billion in the current fiscal year, of which 76% were for
resale homes and 24% for newly constructed homes.

The five-year goal was retained at $1.5 billion for each of the next five years. The $1.5
billion annual goal should be attainable in the coming fiscal year subject to market interest
rates remaining stable. Additional private activity bond allocation will be necessary to fully
fund the five-year $7.5 billion goal.

First mortgage loan products currently offered include a standard 30-year fixed rate
conventional and governmental loans from 97% to 100% LTV, a 100% LTV 40-year fixed
rate conventional loan, and a 100% LTV conventional loan with a five-year interest only
period followed by a 30-year amortizing period, both at the same fixed interest rate, known
as interest only PLUSV.

CalHFA Housing Assistance 2006/07 Plan Goal: | $ 6.5 million
Program (CHAP) - Projected: $ 6.6 million
2007/08 Plan Goal: $ 5.7 million
Five-Year Goal: $28.5 million
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A $6.5 million goal was included in the current Five-Year Business Plan for the highly
successful CHAP. With CHAP, the financing for home purchases is comprised of a FHA
insured 30-year fixed rate first mortgage, and a 3% CHAP deferred payment second
mortgage. The deferred second mortgage reduces borrower down payment requirements
without increasing monthly loan payments. This product is used statewide and has been
instrumental in assisting with the Agency's equitable distribution of loan fund objectives.

Given the limited availability of HAT funds, the Agency proposes to further restrict the
CHAP program in the FY 2007/08 budget to $5.7 million in order to preserve resources.
The recent addition of 100% LTV conventional loan products is anticipated to offset the
impact the reduction in funding will have on the program and Homeownership loan volume.

As of March 31, 2007, there have been 677 CHAP second mortgages purchased in FY
2006/07 for a total of $4.9 million.

High Cost Area Home Purchase 2006/07 Plan Goal: | $ 28.5 million
Assistance Program (HICAP) Projected: | $ 26.5 million
2007/08 Plan Goal: $ 25.0 million
Five Year Goal: $125.0 million

This program provides financing in the form of a deferred payment second mortgage for
down payment assistance to create new opportunities for low to moderate income
homebuyers to purchase housing in counties with extreme housing costs, very high job
demand, affordability problem exists and where the Agency’'s Homeownership program
has underserved the county.

As of March 31, 2007, the Agency has purchased 1,724 second mortgages for a total of
$19.8 million, with an additional $6.7 million anticipated during FY 2006/07. CalHFA has
also purchased 1,746 related first mortgage loans totaling $536.3 million.

Continuing HICAP’s purpose - to help assist first-time homebuyers in the high cost area
of California - while keeping the program within HICAP’s budget, the program has
incorporated the following changes: all eighteen CalHFA-defined high cost areas are
now eligible for the HICAP deferred payment second mortgage. Within these counties,
except San Diego and Santa Clara, homeowners are eligible to receive up to $12,500.
San Diego and Santa Clara counties have a limit of $7,500.  These two counties have
been over-served, yet the Agency remains committed to help provide additional

assistance to these homebuyers. Furthermore, the Palmdale/Lancaster areas of Los -

Angeles County are not eligible, as traditionally they are not considered within the high
cost definition. Further changes will be considered in order to best serve high-cost
housing areas. :

Self-Help Builder Assistance . 2006/07 Plan Goal: $ 2.5 million
Program (SHBAP) Projected: $ 1.0 million
2007/08 Plan Goal: - | $ 1.3 million
Five-Year Goal: $ 6.5 million

The Agency will commit $1.3 million of HAT funds annually to the SHBAP program,

which provides development loans to nonprofit self-help developers. This program

provides loans for site acquisition, development and/or construction financing to
nonprofit self-help housing sponsors, and permanent loans to borrowers. The maximum
loan amount is $750,000 and may be increased up to $1 million for top tier nonprofits.
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Families contribute their labor (“sweat equity”) in lieu of a cash down payment under the
mutual self-help approach.

Homeownership Propositions 46 and 1C Funds. Proposition 46 was approved by the
California voters in November 2002. Prop. 46 provided $194.75 million for down payment
and/or closing cost assistance for four programs to be administered by CalHFA's
Homeownership division. Proposition 1C was approved by voters in November 2006,
providing an additional $95 million of down payment assistance. The funds are financing
the following programs; the original amounts are listed below:

California Homebuyer's Downpayment Assistance Program (Prop. 46) $111.6 million
California Homebuyer's Downpayment Assistance Program (Prop. 1C) $ 95.0 million

Homeownership In Revitalization Areas Program $ 11.9 million
Extra Credit Teacher Home Purchase Program $ 23.8 million
School Facility Fee Down Payment Assistance Program $ 47.5 million

The descriptions of each of the Prop. 46 and Prop. 1C programs are provided below:

California Homebuyer's 2006/07 Plan Goal-Prop 46: $ 34.5 miillion
Down payment Assistance -With CalHFA Firsts $ 28.3 million
Program (CHDAP) -With Non-CalHFA Firsts $ 6.2 million
' Projected: $ 45.9 million

2007/08 Plan Goal-Prop 46: $ 9.6 million
2007/08 Plan Goal-Prop 1C: $ 26.4 million

Five-Year Goal-Prop 46: $ 9.6 million
Five-Year Goal-Prop 1C: $ 95.0 million

The CHDAP program provides a deferred payment, 3% simple interest, junior mortgage
of up to 3% of the purchase price or appraised value, whichever is less. Used for down
payment and closing cost assistance, it may be used in conjunction with a CalHFA or
non-CalHFA first mortgage.

The Prop. 46 funding of CHDAP is expected to last only through the middle of the first
quarter of FY 2007/08. Prop. 1C funding of CHDAP will commence in the later months of
the first quarter of FY 2007/08, once all Prop. 46 funds have been exhausted.

As of March 31, 2007, the Agency has purchased 3,799 CHDAP junior mortgages for a
total of $34.4 million. CalHFA had also purchased 2,390 related first mortgage loans
totaling $610.6 million. ‘

A total of $111.6 million was made available for loans from Prop.- 46 for CHDAP as of
January 2003. A total of $95 million will be made available from Prop 1C.

Homeownership In Revitalization 2006/07 Plan Goal: - $ 2.4 million
Areas (HIRAP) Projected: $ 2.1 million
2007/08 Plan Goal: $ 1.5 million
Five-Year Goal: $ 2.0 million

As a set-aside of CHDAP within Prop. 46, $11.9 million was made available for HIRAP.
_This program is for down payment and closing cost assistance to lower-income first-time
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homebuyers. CalHFA-approved nonprofit organizations must document that the low-
income homebuyers are purchasing a residence in a community revitalization area
targeted by the nonprofit organization, and have received counseling from the nonprofit
organization.

As of March. 31, 2007, the Agency has purchased 87 loans for $1.6 million, with an
additional $0.5 million anticipated during the remainder of FY 2006/07. CalHFA also
purchased 50 related first mortgage loans totaling $10.4 million as of March 31, 2007.

Extra Credit Teacher Home Purchase 2006/07 Plan Goal: | $ 6.6 million
Program (ECTP) Projected: $ 5.0 million
2007/08 Plan Goal: | $ 6.6 million
Five-Year Goal: $ 6.6 million

The ECTP, funded by Prop. 46, is intended to help high priority schools recruit and retain
credentialed teachers, administrators, staff and classified employees. This program
offers the combination of a CalHFA first mortgage at a reduced interest rate, along with a
junior loan for down payment assistance. The junior loan amount is limited to the
greater of $7,500 or 3% of the sales price in CalHFA-defined statewide, non-high cost
counties, or the greater of $15,000 or 3% of the sales price in CalHFA-defined high cost
counties. V

As of Marcﬁ 31, 2007, the Agency has purchased 264 ECTP junior mortgages for a total
of $3.4 million, with an additional $1.6 million anticipated during FY 2006/07.

School Facility Fee Down Payment 2006/07 Plan Goal: $ 4.3 million
Assistance Program (SFF) Projected: $ 3.9 million
2007/08 Plan Goal: $ 3.7 million
Five-Year Goal: $20.2 million

Funded by Prop.46, SFF offers conditional grants that can be used for down payment
assistance or closing costs by eligible homebuyers. The grants are based on the
amount of the School Facility Fee paid by the developer for each particular new
construction unit. :

A total of $47.5 million was made available for grants for down payment and closing cost
assistance from Prop. 46. A remaining total of $20.2 million is included in the Five-Year
Business Plan for grants, to be divided equally between the two SFF programs:- 1)
“Economically Distressed Area” and, 2) “First-Time. Homebuyer, Moderate Income
Limits.” As of March 31, 2007, 738 grants have been disbursed for a total of $2.9 million
with an additional $1 million anticipated during FY 2006/07.
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B. MORTGAGE INSURANCE:

Objective. Provide below-market premium rate insurance coverage to allow originating
lenders and the Agency to provide below market rate mortgage loans enabling California
first-time homebuyers to purchase decent, safe and affordable housing by insuring new
conventional CalHFA loans.

Strategies. Improve business processes to increase targeted production capacity:

» Provide excellent borrower and lender service by streamlining internal business
processes through use of technology and enhanced infrastructure and facility to
ensure that production can be handled efficiently.

e Increase outreach to customers to communicate the availability of programs in
targeted markets and the low income segment.

e Upgrade customer access to the CalHFA portal via the web site and add tools to
enhance ease of use. ' '

Develop business opportunities for products to support production goals:

» Develop and introduce new mortgage programs that will lower cost to borrowers
and increase the lending capacity of the Agency.

e With a focus on underserved markets, develop communication strategies to
better inform customers and stakeholders of new business processes, new
products, upgrades of business practices, and access to technology.

e Support Homeownership and Mortgage Insurance goals through increased
participation in industry events, media outlets, and lender training to promote
CalHFA loan products and HomeOpeners®*, a Mortgage Protection Program for
borrowers experiencing involuntary unemployment.

Program Performance and Strategy Implementation.

California Housing Finance Agency 2006/07 Plan Goal $ 840 million
(CalHFA) Conventional Loans Projected: $1.000 million
' 2007/08 Goal: $ 675 million

Five-Year Goal: $3,625 million

Changes in mortgage insurance coverage which occurred in 2006 continued to result in
lower mortgage insurance premiums to our borrowers. At the same time, the interest
only PLUS®™ program introduced in the spring of 2005 continued to be a huge success
and was instrumental in the Agency’s mortgage insurance fund meeting its FY 2006/07
production goal by March 2007.

* “HomeOpeners’” is a registered trademark of Genworth Mortgage Holding, LLC.

The interest only PLUS®™ product represents about 60% of Agency conventional loan
production. With the introduction of the 40-year fixed rate conventional loan in March
2006, the Agency had three active conventional loan programs to offer during FY
2006/07. This allowed the Agency to provide more options to first-time homebuyers.
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C. MULTIFAMILY PROGRAMS:

The role of Multifamily Programs is to finance rental hoUsing, for very low, low and
moderate income, and special needs households.

Objective. The Division’s primary objective is to create and preserve affordable rental
housing throughout the state through direct and indirect lending activities.

Strategies. Multifamily Programs’ focus is primarily on lending to affordable housing
sponsors for new construction, acquisition/rehabilitation, and rehabilitation projects. The
strategies undertaken to reach the programs’ goals include:

. Expand marketing for the 30-year fully amortized permanent loan with a
prepayment option after year 15. '

) Provide competitive construction and bridge loans with the latter repaid through
tax credit equity installments.

K Facilitate the preservation and rehabilitation of at-risk housing through interim
financing to assist in the timely acquisition of assisted projects at risk of losing
their long-term affordability.

. Collaborate with state and local housing, social service, and mental health
agencies to finance affordable supportive housing for special needs populations,
including the chronically homeless and those with mental disabilities.

Program Performance and Strategy Implementation. Following is a list of the major
Multifamily programs with the applicable fiscal year and five-year goals. Also provided is
a brief performance history against the current fiscal year goals for the listed programs.

Construction and Permanent Loans 2006/07 Plan Goal: $240.0 million
Projected: $ 30.4 million

2007/08 Plan Goal: $ 90.0 million

Five-Year Goal: $450.0 million

In FY 2006/07, the estimated goal of construction and permanent loans is $170 million and
$70 million, respectively. The comparable figures for FY 2007/08 are $60 million and $30
million, respectively. Linked to CalHFA permanentioans, the construction loan program for
tax-exempt bond projects provides low cost, variable rate funds to reduce construction
period interest. In this fiscal year, most of the loans in this program also contain financing
from  the Department of Housing and Community Development's Multifamily Housing
Program (MHP) and the Low Income Housing Tax Credit (4 percent program).

'Bay Area Housing Plan 2006/07 Plan Goal: | $75 million
' Projected: $60 million
2007/08 Plan Goal: $15 million
Five-Year Goal: $15 million

The Bay Area Housing Plan provided preliminary approval for $120 million in funding for
approximately 70 group homes in the San Francisco Bay area as replacement housing for
the residents of the Agnews Facility for the severely developmentally disabled. The
Agency will supply permanent financing for these homes based on guaranteed lease
payments from the State of California to regional service providers. Bank of America is
providing acquisition and rehabilitation financing. The project has achieved-unprecedented
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collaboration among state and regional agencies, local nonprofit service providers, and
private lenders.

Proposition 63 — Mental Health Services 2006/07 Plan Goal: NA
Act Housing Program (MHSA Housing Projected: N.A_
" Program) 2007/08 Plan Goal: $ 80.2 million
Five-Year Goal: $489.6 million

The Mental Health Services Act Housing Program was created under the Governor's
Executive Order S-07-06. It created a partnership between CalHFA, the Department of
Mental Health and the California. Mental Health Directors Association, in consultation with
the Department of Housing and Community Development and the State Treasurer as well
as other stakeholders, to fund the creation of 10,000 housing units. The Program allocates
up to $75 milion in Mental Health Services Act funds each year -for development,
acquisition, construction and/or rehabilitation of permanent supportive housing for
individuals with mental iliness and their families, including homeless individuals and their
families. An additional $40 million is available annually for operating subsidies.

Preservation Acquisition and Preservation I%(r)gjseft; dEIan Goal. 2(5)8 2::::8:
Ooportunity Program 2007/08 Plan Goal: N.A.
Five-Year Goal: N. A.

Prop. 46 authorized the Preservation Opportunity Program, a revolving fund for the:
acquisition and preservation of affordable housing projects at risk of losing their affordability
restrictions. These bond funds are intended to finance approximately 30% of the project’'s
acquisition costs, with CalHFA iending the balance. Loans made from the two sources are
intended to be repaid with permanent financing and be recycled for new acquisitions. FY
2005/06 .and FY 2006/07 saw limited activity in this program due to the low level of
preservation financing in general and the limited availability of attractively priced financing.

There is no projected activity for the coming fiscal year.

Homeless and Special Needs Loan 2006/07 Plan Goal: | $10.0 million
Programs Projected: , $ 5.0 million
: 2007/0‘8 Plan Goal: | $ 5.0 million

Five-Year Goal: $ 5.0 million

Special Needs financing in FY 2006/07 has been and will be carried out through direct
lending and loans to nonprofit intermediary lenders who finance predevelopment and
acquisition costs for permanent supportive housing. CalHFA expects that a $5 million
capital contribution will be made to one or more nonprofit intermediaries in FY 2007/08.
The program will be established as a revolving fund. The nonprofit intermediary lenders
use CalHFA's low cost funds to re-lend funds to local nonprofit housing developers
- constructing affordable supportive housing. The source of funds for this program is the
Housing Assistance Trust. ‘

The Special Needs component of multifamily direct lending also provides construction,
bridge and permanent financing for projects with populations that are at-risk and in need of
supportive services, including the chronic homeless and those with disabilities. The
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program utilizes Housing Assistance Trust funds to subsidize the interest rate to between
1% and 3%. Generally, the tenants have income levels at 35% of area median income,
necessitating the subsidized interest rate to make the projects economically viable.
Because of the need for supportive services financing and the complexity of structuring the
transactions, special needs housing projects have lengthy development time frames.

Residual Gap Loan Program

2006/07 Plan Goal: | $10.0 million
Projected: $ 5.8 million
2007/08 Plan Goal: | $10.0 million
Five-Year Goal: $50.0 million

The Residual Gap Loan Program provides low-cost Agency funds to cover the financing
gap associated with the high cost of constructing affordable rental projects. This
program is for tax-credit projects that use both CalHFA construction and CalHFA
permanent financing.

Asset Management Portfolio 2006/07 Plan Goal: | $ 4.0 million
Assistance Projected: $ 0.0 million
2007/08 Plan Goal: | $10.0 million
Five-Year Goal: $50.0 million

Asset Management Portfolio Assistance, managed by CalHFA's Asset Management
Division, will be used for rehabilitation of 80/20 (non-Section 8) properties in the Agency’s
portfolio. Funds are used on projects where Physical Needs Assessments indicate that
existing repair and replacement reserves are not sufficient. The source of funding for this
activity is CalHFA’s Housing Assistance Trust.
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D. SPECIAL LENDING PROGRAMS:

Special Lendirig Programs is a component of the Multifamily Programs Division. The
role of Special Lending Programs is to administer unique lending activities which benefit
low and moderate income families.

Objective. Special Lending Programs’ objective is to develop innovative financing for
affordable housing with housing sponsors in markets which are not addressed through
conventional CalHFA financing. :

Strategies. Focus primarily on products that facilitate affordable housing through
partnerships with other housing sponsors. Strategies include: '

. Provide moderate term loans to local governments for their affordable housing
efforts.

. Provide a short-term site acquisition/predevelopment/construction loan program .
to local governments to facilitate affordable infill for-sale housing.

. Provide capitalization to Califoria affiliates of Habitat for Humanity for additional
affordable housing developments by purchasing and servicing qualified loans.

Program Performance and Strategy Implementation. Following is a list of the major
Special Lending Programs with the applicable fiscal year and five-year goals. Also provided
is a brief performance history against the current fiscal year goals for the listed programs.

Housing Enabled by 2006/07 Plan Goal: | $15 million
Local Partnerships (HELP) Projected: $15 million
2007/08 Plan Goal: $15 million
Five-Year Goal: $75 million

Introduced nine years ago, the successful HELP program provides loans to local
government entities to carry out their affordable housing priorities. During this year, loans
were made at 3.5% interest for a 10-year term, with the maximum loan being $1.5 million.
HELP represents both an investment in additional homeownership and rental housing
throughout California as well as an investment in new and productive working relationships
with local governments, housing authorities, and redevelopment agencies.

CalHFA has committed $7.5 million to eight localities in the first half of this fiscal year,
bringing the nine-year commitment totals to $175 million allocated to 105 different localities.
During the second half of this fiscal year, another $7.5 million of HELP funding will be
announced, with actual locality selections and commitments to occur during June.

Residential Develogment Loan Program for 2006/07 Plan Goal: $ 30 million
Localities Projected: $ 20 million
2007/08 Plan Goal: $ 40 million
Five-Year Goal: $200 million

With up to a maximum of $75 million in

underutilized monies from Prop. 486, initially designated for mortgage insurance, and an
additional $100 million from the recently passed Proposition 1C bonds, the Residential
Development Lending Program (RDLP) provides 3% interest loans to local government
entities for the acquisition and predevelopment costs of developing ownership housing in
urban infill areas. The program, which was launched in the current fiscal year .and
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modified in the second half of the year to include construction funding, an increased
maximum loan of $5 million and a longer 5-year loan term, couples its assistance with
CalHFA’s down payment assistance programs. The funds will leverage local public
funds and conventional private financing used in the construction of ownership housing
by local housing developers. $7.75 million was committed to local government entities
at the end of 2005/06, and an additional $5.4 million was committed in January of this
year. An additional $20 million round of funding was announced on March 16 of this
year, with commitments that arise from this funding to be committed in early fiscal year
2007/2008. Future loan repayments will be used to capitalize a continuously-funded
loan program.

Small Business Loan Program 2006/07 Plan Goal: $1.0 million
Projected: $0.3 million
2007/08 Plan Goal: N. A
Five-Year Goal: N. A

The Small Business Loan Program was designed to lend funds to small developers for up
to one-half of predevelopment expenses or $300,000, whichever is less. The program was
intended to help fill a gap in carrying out the necessary due diligence and preliminary
architectural and engineering costs necessary to initiate projects. Loans were made at a
3.0% interest rate, with Housing Assistance Trust being the funding source.

The Agency, after considering the low volume and the dedication of resources, has decided
to place the program on hold. A review of the program will occur when adequate demand
for the program occurs, perhaps as a result of changing real estate conditions.

Habitat for Humanity Loan Purchase Program |2006/07 Plan Goal: | $ 5.0 million
. Projected: $ 3.1 million

2007/08 Plan Goal: $ 5.0-million
Five-Year Goal: *

* Business Plan allocations for future years will determined on a year-by-year basis.

CalHFA launched its Habitat for Humanity Loan Purchase Program in 2006, issuing
commitments to purchase $3.1 million of qualified loans previously originated by Habitat
organizations. Under these commitments, 37 loans will be purchased from 6 Habitat for
Humanity affiliates. In the second half of this fiscal year, additional commitments totaling
approximately $2.7 million were issued for the purchase of 36 loans from 6 affiliates.
The Program funds are invested to yield an approximate 4% rate to CalHFA. A

" sustainable program demand of $5 million per year is expected in future funding rounds.

The program provides for CalHFA servicing and flexibility in re-purchase options. Its
purpose is to infuse capital for the growth of Habitat housing production. The source of
funds for this program is the Housing Assistance Trust.
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E. SUPPORT DIVISIONS:

1. ADMINISTRATION

Objectives.

~ Restructure all Divisions with appropriate classifications and levels of staffing.

Using best practices as a guide, continue updating and refining internal controls
and internal procedural manuals and handbooks.

Continue to refine options for the new headquarters building in Sacramento.
Provide upgrades to our facilities to insure the physical security of employees
and the privacy of consumer information at all office locations.

Strategies.

Work within state government to update and upgrade positions.

Continue to advertise for, interview, and select quality hires.

Continue to work with development consultant and a broker to fully vet all options
for the Agency's eventual move.

Work with consultants to implement restricted access and automated security
systems in sensitive locations.

Implementation Considerations. The Administrative Division supports the operational
needs of the Agency through human resources, business services and facility
management. Staff has spent a considerable amount of time working on many Agency
strategic initiatives and will continue to support all of these necessary endeavors while
continuing to hire and support high quality staff.

2. INFORMATION TECHNOLOGY (IT)

Objectives.

Continue to provide professional, responsive IT services to daily Agency
operations and ensure the legacy application systems and infrastructure
continue to adequately support the Agency business processes.

Contribute to the collaborative management of the Agency’s strategic initiatives
to define, develop and implement appropriate technological applications and
,infrastructure; enhance the business processes of Homeownership loan
origination; Multifamily loan origination; Financing bond and investment
tracking; and. Fiscal Services cash receipts and disbursements, mortgage
reconciliation and general ledger accounting. :

Initiate and/or complete the implementation of various support systems,
information security, workload management, and change management.

Extend the use, enhance the capabilities to improve communications and
operations.

Support the Agency’s efforts to develop and deploy an Enterprise Document
Management Model and a Business Continuity Management program.

27



262

Strategies.

J Manage the Agency’s IT operations to ensure IT and business strategic
alignment and effective IT priority setting and resource allocation.

e  Maintain an IT hardware and software infrastructure that is secure and
responsive to current business operations and future IT initiatives.

. Research technologies available in the marketplace and those being used most
effectively by the housing finance industry and make recommendations on their
potential for the Agency.

. Ensure the IT Division has the necessary organizational infrastructure,
including staff skill sets, support tools, policies and practices, disaster recovery
strategies, and measurement and management tools to support current

" operations and respond to planned IT initiatives.

. Aggressively pursue the use of technologies — such as web-based applications
— that support the Agency’s strategic business initiatives.

Implementation Considerations. The Division of lnfofmatio‘n Technology has had an
outstanding record of maintaining the existing applications and technology infrastructure

in support of the business operations of the Agency. However, many of the current °

applications and supporting infrastructure are at capacity and very dated; IT has initiated
activities to update them. By updating technology, the Agency has the opportunity to
transform operations and improve responsiveness to changing business needs and
business partner and consumer requirements.

Because of the dated technology and the complexity of the technical environment the IT
Division is at a critical point in its development. As the Agency continues to grow and
works to maintain its competitiveness within the housing finance industry, the IT Division
has reached a point where a reactive approach to business is no longer sufficient to
meet business needs. The Division has, with the support of Agency Senior
Management, embraced a more mature, proactive approach to doing business and
adopted a more strategic perspective and role within the Agency.

The Division has engaged in several activities to facilitate the shift to the more proactive
approach. First, the Division is continuously reviewing organizational and technical
infrastructures to identify opportunities to- improve current support services and to
prepare the Division to be responsive to current and future IT initiatives. Next, tools for
better tracking, .communication and accountability are being implemented. Finally,
structures and processes to more effectively align the Agency’s strategic business plans
with IT strategic and tactical planning are being defined and employed. These initiatives
will lay the foundation for the IT Division to position itself as a leader in innovation for the
Agency, advocating technical solutions that advance Agency goals.

3. FINANCING DiVISION

Objectives.

e  Arrange the issuance of bonds.

. Identify other sources of capital.

. Support over $9.1 billion’of loan production for the Homeownership, Multifamily
and Special Lending units.
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Strategies.

. Lower the cost of the Agency's debt through the issuance of variable rate
bonds.

. Monitor the fixed income markets and the relationships of tax-exempt rates to
taxable rates for opportunities to issue fixed interest rate housing bonds.

. Utilize the swap market to synthetically fix or cap the rates to hedge our interest
rate risk. ‘

. Maximize the refunding of previous years' single family tax-exempt authority.
. Recycle prepayments from existing single family mortgages.

. Finance over $450 million of bond-funded multifamily loans over the next five
years.

. Pool loans into large financings to obtain economies of scale.
. Prudently pledge the Agency's general obligation.

. Consider incorporating the economic refunding of older multifamily bonds into
future transactions.

. Partner with public agencies’ pension funds, and Government Sponsored
Enterprises (GSEs) such as Fannie Mae, Freddie Mac, and the Federal Home
Loan Banks, who support our financings by acting as investors or by providing
services such as standby bond purchase agreements.

Implementation Considerations.

CalHFA has issued $1.1 billion of bonds through April 15, 2007 and plans on contracting to
deliver another $430 million before the end of the fiscal year. Of the $1.1 billion. issued to
date, 88% were issued as fixed rate bonds. Funding with fixed rate debt is a significant
change in strategy, which was a result as of favorable market conditions and a desire to
reduce financial and operational risks as opportunities arise. To contrast, as of March 31,
the Agency'’s total indebtedness was $7.2 billion, of which 78% ($5.6 B) was variable rate.
82% of the variable rate debt was swapped to a fixed rate through the use of interest rate
swaps. :

4. FISCAL SERVICES
Objectives.

o Provide superior financial management and reporting services to Agency
management. Improvements are planned to integrate systems and improve the
timeliness of financial reporting systems.

o Support the affordable housing mission of the Agency by servicing a wide variety
of Agency loan products, including homeownership first trust deed loans,
homeownership down payment assistance loans, HELP loans, loans secured by
multifamily rental developments and many other specialty loan products.

* Recruit and train staff to achieve a high quality workforce.
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Strategies.

e Last year the Agency started work on a large-scale automation project to
upgrade both the hardware and software of the accounting system. Our goal is
to have a more integrated system to produce more timely reports and be more
responsive to today’s business needs. Phase Il will start with the release of an
RFP for a software company or solution integrator to put together a combination
of applications to meet our needs.

¢ Provide the highest level of customer service possible to borrowers whose loans
are being serviced by the Agency.

e Search for and recruit the highest quality staff, and develop managers and
supervisors to take the division to the next level.

Implementation Considerations. The Fiscal Services Division will continue to support
CalHFA activities through the receipt and disbursement of financial resources, the
safeguarding of assets, the servicing of loans and by recording and reporting on financial
matters of the Agency in accordance with professional standards in meeting all federal,
state and indenture requirements. Additionally, the Division will continue to coordinate

-the annual financial audits of the Housing Finance Fund and the Housing Loan
Insurance Fund. The Division is also prepared to assume additional loan servicing
responsibilities as needed.

5. LEGISLATION
Objective.

e Advocate Agency programs and positions to Administration, California Legislative
and Congressional members and appropriate stakeholder groups. ’

Strategies.

e Work with Agency Legal and program staffs and interested stakeholder groups to
identify needed statutory changes.

e Develop and advocate the Agency’s policy position on state and federal
legislation.

* Promote the Agency before Congress, the State Legislature and the Governor's
Office.

Implementation Considerations. The focus of the Legislative Division is to ensure that
legislation which fosters CalHFA's primary purpose of providing financing to meet the
housing needs of low and moderate income families in California is monitored, analyzed
and enacted into law. Additionally, the Agency continuously reviews existing statutes to
determine what changes, if any, will be required to meet the Agency’s long-term
business plan objectives. This year, the Legislative Division will continue to work with
Legislators and affected stakeholders to increase the amount of debt CalHFA can have
outstanding, and to further increase the amount of overall funding available to programs
that increase the stock of housing available to low and moderate income households,
both on the rental and homeownership side of the equation.
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. 6. MARKETING DIVISION

Objective.

Promote the use of CalHFA products and programs to expand affordable housing
opportunities for Californians throughout the state. -

Strategies.

Continue media driven outreach efforts to increase awareness for our Agency
products and programs.

Develop marketing initiatives that support the mortgage loan and insurance
volume goals for Homeownership, and maximize loan volume for the new
Multifamily and Special Lending Programs.

Utilize the most efficient and effective means to reach business partner and
stakeholder target audiences.

“Use product and program initiatives as the platform for marketing and outreach

efforts.

Focus Homeownership marketing efforts in localities that have the greatest
affordable housing inventory (e.g., housing at or below our sales price limits).
Provide outreach support for specific Proposition 46 and Proposition 1C

- programs and projects.

Implementation Considerations. The Marketing team will focus its efforts on
increasing awareness and understanding of the CalHFA brand and programs with its
. customers, business partners, stakeholders and employees concerned with the need for

affordable housing in California. The staff will maintain outreach activities to promote '
key CalHFA Homeownership, Mortgage Insurance, and Multifamily programs. The FY
2007/08 Marketing plan will provide support to the divisional program goals outlined in
the Business Plan. Additionally, marketing support will be provided for key Proposition
46 and Proposition 1C programs to help ensure the timely use of the funds.

7. MULTIFAMILY ASSET MANAGEMENT

Objectives:

Protect the Agency’s loans through financial monitoring, physical inspections,
and the use of technology to forecast financial performance and manage risk.

» Provide financial and management compliance monitoring on behalf of HUD.

e Protect CalHFA'’s rights, the owner/agent’s rights and tenants’ rights through the
interpretation of the Regulatory Agreement, the HUD Manual 4350.3, other HUD
directives and state laws.

Strategies:

Implement program to recapitalize existing agency portfolio where possible.
Negotiate for increased affordability in existing projects when opportunities arise
to lower their loan rates.

Assign staff to work closely with lower performing assets to develop and resolve .
financial and physical deficiencies to maintain long-term viability of asset.
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* Create and implement operating subsidy program for the Mental Health Services
Act Housing Program.

» Complete sale of the sixth and final REO (real estate owned) property. Five were
sold in 2006. There are no other potential REO properties on the horizon.

Implementation Considerations. The Asset Management Division is committed to
supporting the Agency’s Business Plan to ensure the financial, physical and public
purpose goals of the Agency throughout the loan term. In keeping with Agency goals, a
primary focus of the division is to implement programs to recapitalize existing Agency
portfolio properties where possible.

The agency’s Section 8 portfolio is now over 25 years old. Most of the Section 8 loans
are 30 or 40 year term with matching subsidy contracts terms. Years of flat rents with no
HUD-approved rent increases has left many properties undercapitalized and in need of
physical repairs. All Section 8 owners have the right to sell or convert their properties to
market rate once their 30- or 40-year commitment to HUD and CalHFA ends. To
preserve this important housing stock the Agency is working to encourage third party
sales, access residual receipts accounts, or implement recapitalization programs to
resolve rehabilitation needs and extend affordability of properties where possible. Where
rehabilitation needs are more minimal, the Agency is using pooled funds consisting of
residual receipts earned from Pre- 1980 Section 8 properties to provide a low rate loan
program to accomplish rehabilitation needs.

The division continues to seek ways to use technology to improve financial forecasting
and trend techniques to better manage risk and to provide improved communication and
transfer of information capabilities with our borrower-partners.

8. OFFICE OF GENERAL COUNSEL (OGC)
Objectives.

e To provide legal services to the Board, the Executive Director and the Agency
equal in scope and quality to those available to private businesses. ‘
To fully use legal technology to provide state of the art support capability.

e To fully develop both in-house and outside legal resources to meet the complex
business demands of the Agency. ,

Strategies.

e Assign attorneys to work closely with client divisions within the Agency, both to
develop and maintain client relationships, and to obtain the specialized business
knowledge needed to deal with each division’s unique legal needs.

e Continue to use i-Manage document management software, PDF document
conversion software, and document imaging technology. OGC is exploring web
based document acquisition and editing to allow interested parties to work
collaboratively in complex transactions. OGC has also developed, with the IT
Division, software to manage file location and related database applications.

e Provide up-to-date legal resources by developing in-house legal talent and
maintaining relationships with specialized outside counsel.
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Implementation Considerations. OGC recognizes the need to continuously examine
. and improve the delivery of legal services, to keep pace with the real estate finance
industry and the state’s delivery of affordable housing to Californians.
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V. FINANCIAL SUMMARY

The purpose of the Financial Summary is threefold: to present the Agency’s equity position
as of September 30, 2006; to describe the projected effect on the Agency’s equity of the
assumptions made in the Agency’s Five-Year Business Plan, and to provide a detailed
description of the factors influencing restriction of the Agency’s equity.

A. Discussion oF EQuITy:

“Equity” is synonymous with “net assets.” It is arrived at by applying the Agency’s assets
against its liabilities at any given point in time. As of September 30, 2006, the Housing
Finance Fund had total assets of $9.5 billion, comprised primarily of mortgage receivables;
and total liabilities against those assets of $8.2 billion comprised primarily of bond
indebtedness. The residual restricted assets of $1.3 billion in the Housing Finance Fund
along with $63 miillion in the Housing Loan Insurance Fund represent the Agency’s equity
position at September 30, 2006.

Although the amount of the Agency’s total equity is readily identifiable, its liquidity is not.
The majority of the assets underlying the equity are in the form of mortgage loans
receivable, and as the following discussion will illustrate, most of the Agency’s equity is
allocated, or restricted in the form of reserves, for various purposes. ‘

Since the term "reserve" has different meanings in different financial settings, the term may
be a misnomer as it relates to the Agency's funds if there is an assumption that the
reserves are in excess of the Agency's needs. The Agency's restricted reserves are not
. surplus_monies as used in the context of state agency fund designations. The Agency's
reserves are, instead, designations of restricted funds as required of any private financial
institution. As described in the Agency's 2005/06 Annual Report, in the notes to the audited
Financial Statements, all of the Agency's equity is restricted either by indenture or by
statute, or invested in capital assets.

The categories "Restricted by Indenture" and "Restricted by Statute" reflect the Agency’s

restricted equity. Pursuant to state statutes, resolutions and indentures, specified amounts

of cash, investments and equity must be restricted and reserved. The equity categorized
as Restricted by Indenture represents the indenture restrictions of specific bonds, whereas

the Restricted by Statute category represents equity that is further restricted to fund

deficiencies in other bonds, programs or accounts. The Housing Finance Fund maintained

all required balances in the loan and bond reserve accounts as of September 30, 2006.

Generally, there are indenture covenants requiring that equity be retained under the lien of
each indenture until certain asset coverage tests, as well as cashflow tests, have been met.
Other restricted reserves are pledged to meet the Agency’s bond and insurance general
obligations, continuing program maintenance and ongoing administrative costs.

B. ALLOCATION OF CALHFA Equity:

The Agency's equity balance is contained within a series of funds and accounts, including
bond funds and other types of restricted funds and accounts. Within these funds and
accounts, equity has been classified according to the purpose it is intended to serve.
These purposes include providing security for current and future bond issues, providing for
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emergency néeds, leveraging restricted reserves for non-bond housing assistance
programs, and providing for future operating expenses and financing costs.

The Agency's equity is allocated into three main restricted reserve categories: Restricted
by Indenture, Restricted by Statute, and invested in Capital Assets. They are described as
follows:

Restricted by Indenture. The amount classified as Restricted by Indenture ($724 million)
includes amounts required to be retained in the various bond indenture funds. This total
provides security for the specific bonds to which they are assigned.

Restricted by Statute. The amount classified as Restricted by Statute ($588 million),
consisting of amounts from the Emergency Reserve Account, the Supplementary Bond
Security Account, the Housing Assistance Trust, the Contract Administration Programs, and
the Operating Account provides general support for all obligations of the Agency, including
general obligation bonds, interest rate swaps, and mortgage insurance.

The Agency has no taxing power, and bonds issued by the Agency are not obligations of
the State of California. Some Agency bonds are issued as general obligations of the
Agency, however, and are payable out of any assets, revenues, or monies of the Agency,
subject only to agreements with the holders of any other obligations of the Agency. This
pledge is in addition to that of the specific revenues and assets pledged under the
indenture. The Agency has received a Standard & Poor's rating of AA- on its general
obligation pledge and a Moody's Investor Service rating of Aa3.

The Agency has $1.65 billion of bonds outstanding that are backed by CalHFA's general
obligation. The Agency has also extended its general obligation pledge to $353 million of
multifamily loans insured by FHA under its Risk Share Program. Our risk is 50% of this
amount, or $176 million. In addition, the Agency pledges its general obligation for another
$3.82 billion to its swap counterparties for the interest rate swaps that are currently
outstanding.

While most of the Agency'’s reserves are contractually restricted as security behind the $8.2
billion in Agency liabilites and the $832 million of insured “risk in force,” other reserves
serve a “dual purpose.” These reserves provide the Agency with the resources to meet its
capital adequacy requirements, general obligation pledge risk reserves, and operating
funds. At the same time, prudent management of these accounts has allowed the CalHFA
Board to carefully apply them to necessary uses under the Operating Account, Emergency
Reserve Account, and the Housing Assistance Trust.

To maintain the necessary security reserves, it is important that these accounts be invested
in uses that will preserve principal and generate revenues to the Agency. This is necessary
because fee revenues will decline as the bond issues mature, but our administrative and
monitoring responsibilities will continue for the up-to-40-year life of the bonds and loans. It
is planned that during these later years scheduled draws from the Emergency Reserve
Account, Housing Assistance Trust, Operating Reserves and other accounts will be used to
support the ongoing bond and loan administrative costs. Accordingly, when these funds
are deposited or “invested” in various Agency programs, they are carefully managed to
maintain low levels of risk and ultimate liquidity for long-term bond and loan management
purposes.

The Contract Administration Programs ($168 million) equity category includes amounts
related to programs originally funded with appropriations from the state and is restricted by
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state statutes.  The equity is therefore not available for allocation to other Agency
purposes.

Within the Operating Account, the Agency maintains an operating reserve, for the operating
budget and a revolving fund for bond financing expenses. The revolving fund serves to
provide short-term advances to pay the initial costs of bond issuance, pay for interest rate
hedges, pay debt service on the Housing Program Bonds, and pay other costs of
developing bond programs. Such allocations of equity ensure the continued administration
of the Agency’s programs and also serve to meet rating agency liquidity and capital
adequacy requirements.

INVESTED IN CAPITAL ASSETS. Also located within the Operating Account is $825,000 of

equity classified as Invested in Capital Assets. This amount represents office equipment
and furniture.

C. Loss PROTECTION:

Rating Agency Requirements. The credit rating services (Moody's Investors Service and
Standard & Poor's) provide certain quantitative guidance regarding the need for reserves to
protect against certain quantifiable risks of loss. The Agency has always judged the
soundness of our Business Plan by projecting financial results for the five-year period and
determining that these projections were consistent with rating agency criteria.

Both rating agencies require the Agency to establish reserves for each bond issue,
intended to protect the bondholders and the Agency in the event that the actual cashflows
associated with a bond issue differ from the cashflows projected at the time of issuance of
the bonds. In order to determine the size of the reserves to be established for each issue,
the rating agencies analyze the performance of the projected cashflows and assets at the
time of bond issuance under a "worst case scenario." The Agency is required to set aside
and maintain reserves in an amount necessary to cover any projected cashflow shortfalls
under these worst-case scenarios. Such reserves represent a direct allocation and
restriction of the Agency's equity.

In addition, the credit rating agencies provide certain formulas for determining capital
adequacy for their, or general obligation, credit rating. '

To assess the adequacy- of the Agency's equity at any point in time, Moody's and S&P
analyze the Agency's finances to determine the amount of residual equity remaining after
providing for any potential risks which have not already been addressed to their
satisfaction. In addition, S&P evaluates various financial ratios, which are indicators of
leverage, liquidity, and general obligation debt exposure are evaluated.

The Agency's general obligation pledge currently stands behind $1.65 billion of single
family and muitifamily debt, $176 million of muitifamily loans subject to FHA Risk Share,
and $3.82 billion to our swap counterparties for our outstanding interest rate swaps. It is
anticipated that, during the term of the Plan, direct use of the Agency's general obligation
will be greatly expanded, as shown in the table below. In order to continue to meet the
capital adequacy requirements of Moody's and S&P, the Agency must reserve equity
against these pledges.

The rating agency assessment of CalHFA equity is very similar to the determination of
capital adequacy of financial institutions and is necessary for the financial well-being of
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CalHFA as the state's affordable housing bank. In addition, other benefits of meeting. the
rating agencies' capital adequacy requirements include:

higher bond ratings, resulting in a lower cost of funds,

reduced interest expense to the home buyer or multifamily project sponsor,
continuation of a mortgage insurance program,

elimination of special hazard insurance requirements, and

reduction or suspension of other credit enhancements on Agency bond issues.

The costs of not meeting these requirements include:

o the possibility of a technical default under one of the covenants contained in our
swap, bond, liquidity, or bond insurance agreement,

jeopardizing the Agency's Aa3/A+ ratings of its insurance claims paying ability,
jeopardizing ratings on the Agency's currently outstanding bonds,

an increase in the Agency's cost of funds,

increased cost of credit enhancement and liquidity for variable rate bonds,

less favorable terms for new financial agreements including interest rate swaps, and
reduction in the number of willing financial partners such as mvestors bond
insurers, liquidity providers, and swap counterparties.

Staff fully intends to continue the strong management practices, sound program planning,
and internal control systems that have allowed us to maintain the Agency’s issuer credit
rating, and further expects to achieve financial results in the future consistent with our
current issuer credit ratings from both Moody's and S & P.

Other Prudent Reserves. A portion of the Agency’s equity is restricted to protect the
Agency's assets from potential losses due to interest rate risk, natural catastrophes such as
earthquakes and floods, risk associated with the multifamily loan portfolio, negative
arbitrage, uncollateralizable investment agreements, and unanticipated interest rate swap
terminations.

'Interest Rate Risk

CalHFA's variable rate bond strategy is the key to its ability to offer attractively priced loan
products in today’s highly competitive, mortgage marketplace. Utilizing variable rate bonds,
while hedging long-term exposure with interest rate swaps, enables borrowers to take
advantage of CalHFA's significantly reduced cost of funds. In addition, the lower cost of
funds provides CalHFA with an opportunity to modestly increase its capital base in spite of
lending at the lowest rates in its history. As of March 31, 2007, the Agency had $5.6 billion
of variable rate bonds outstanding.

Given the Agency's variable rate bond strategy, it should set aside reserves to cover the

_risk of rising rates, the costs of acquiring interest rate hedges, and certain risks related to

such hedges. For example, hedges the Agency might enter into to reduce our tax-exempt
interest rate risk are likely to leave us exposed to the risk of tax law changes that would
reduce or eliminate personal and corporate income taxes. Another risk would be
counterparty failure in connection with an interest rate swap or cap. In this regard, it should
be noted that as of March 31, 2007, the market value of the Agency's 100+ interest rate
swaps was a negative $138 million. What this means is that, if all our counterparties were
to fail, the Agency would owe termination payments in this amount. in addition, continued
high incidences of single family loan prepayments could upset the balance between the

- notional amount of the swaps and the outstanding amount of related variable rate bonds.
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Because interest rates could rise, either because the Federal Reserve raises short-term
rates or because changes in tax law could reduce the value of the tax exemption, the
Agency needs to set aside a substantial reserve against this risk.

Natural Catastrophes

In order to provide more financing for affordable housing in high-cost areas of the state, the
Agency petitioned the rating agencies to allow a higher percentage of home loans to be
made to purchasers of condominiums. The rating agencies agreed, but only if the Agency
would establish a reserve in an amount equal to 1% of the unpaid principal balance of such
loans to effectively insure the loan portfolio against losses in the event of an earthquake.
The Agency currently has in its portfolio a total of $2 billion of loans for condominiums. A
portion of the Agency’s multifamily loan portfolio is insured under a $20 million multifamily
earthquake and flood insurance policy which has a 5% deductible, and does provide for
loss of income for one year. The Agency has restricted equity to supplement the coverage
not provided by the policy.

Project Maintenance

Equity is restricted to protect the Agency from possible losses on multifamily project loans.
It should be recognized that the Agency could be called upon at any time to meet certain
deficits as a result of debt service shortfalls on project loans. Given. the size of the
Agency’s $1.6 billion multifamily loan portfolio and the substantial pipeline of new loans to
be originated or acquired, reserves must be available as a reasonable protection from late
payments, emergency maintenance needs or various ‘cashflow shortfalls. One type of
potential cashflow shortfall could result if HUD is unable to extend Section 8 Housmg
Assistance Payments contracts to the ﬂnal maturity of our loans.

Negative Arbitrage

The Agency expects to continue to be unable to invest a portion of the proceeds of its
bonds and certain loan prepayments at rates equal to the cost of funds of each transaction.
Equity has been reserved to protect the Agency against such negative arbitrage and to
ensure the Agency'’s ability to pay debt service on these bonds.

- Investment Risks

A portion of the Agency’s earlier investment agreements do not contain collateralization
requirements. During the term of these agreements, the Agency’s principal and interest are
potentially at risk. The Agency has allocated equity to provide liquidity to meet debt service
obligations in the event one or more of these investment agreement providers experiences
financial difficulty.

D. Equity Analysis by Fund and Account:

The Agency’s total equity at September 30, 2006 was $1.3 billion (Housing Finance Fund)
and $63 million (Housing Loan Insurance Fund). All of this equity is restricted per the
requirements described previously and as detailed below. As approved by the Board and

within rating agency standards, the Agency reinvests and leverages a portion of its
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restricted equity to support Housing Assistance Trust programs not funded through the use
of bond proceeds.

Bond Indenture Equity. As of September 30, 2006, $724 million of the Agency’s total
equity is restricted within the bond indentures. All of the bond indenture equity is subject to
the indenture and rating agency requirements described above, and a portion of the bond
indenture equity supports the Agency’s operating budget.

Contract Administration Programs. The Agency administers loan and grant programs
for the Rental Housing Construction Program, the School Facilities Fee Down Payment
Assistance Program, and the California Homebuyer's Down Payment Assistance Program.
Funding of these programs was appropriated by the legislature to other departments and
agencies within the state that have contracted with the Agency for this purpose. The equity
of $168 million at September 30, 2006 is unavailable for Agency reallocation. This portion
of the Agency's equity will grow as Prop. 46 programs are funded.

Housing Assistance Trust (HAT). As of September 30, 2006, HAT accounts for $246
million of the Agency’s total equity. All of the equity in HAT is required to meet general
obligation pledges and capital adequacy requirements. While meeting these financial
requirements, the Agency may also invest these funds in support of Agency programs
which are not otherwise funded by bond proceeds.

Through HAT, CalHFA invests in a number of special lending programs which are targeted
to special affordable housing needs in support of the primary Homeownership and
Multifamily lending programs and in support of the mortgage insurance programs. Prudent
management consistent with rating agency standards allows CalHFA to invest some of its
restricted reserves in Agency programs through the Trust and still meet its capital adequacy
and reserve requirements. These special HAT programs are discussed elsewhere herein.

The concept of using HAT as a means for making program-related investments of restricted
reserves makes HAT ideal as a revolving loan fund for a variety of purposes and programs.
Moneys in HAT may be utilized for short and intermediate term loan warehousing purposes
in support of the Agency's main line lending programs. Examples of these kinds of
investments include warehousing of loans that await assignment to bond issues,
warehousing of permanent multifamily loans, and warehousing of multifamily loan
participations that cannot be financed with federally tax-exempt bonds.

Supplementary Bond Security Account. The statutorily established Supplementary
Bond Security Account (SBSA) accounts for $61 million of the Agency’s equity at
September 30, 2006. This equity is subject to many influencing factors such as rating
agency requirements, loss protection against loan default risks, interest rate risks, natural
catastrophes, and negative arbitrage. The SBSA is being used to indemnify the Housing
Loan Insurance Fund against losses on certain CalHFA loans the Agency must insure,
under the terms of its bond indentures, that may be supplemental or replacement insurance
coverage. In addition the SBSA may be used in the future to insure deferred-payment
loans.

Based on the bonds outstanding to date and estimates of the bonds to be issued and loans
to be originated, the Supplementary Bond Security Account will be fully pledged for the
duration of the Five-Year Business Plan.

Emergency Reserve Account. The Emergency Reserve Account (ERA) accounted for
$63 million of the Agency’s equity at September 30, 2006. The equity within the ERA
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enables the Agency to meet its rating agency requirements for its general obligation
pledges and the maintenance of its capital adequacy requirements. It provides the primary
source of loss protection for the Agency’s assets and has been reinvested in support of the
Agency’s insurance programs.

All of the ERA equity and the equity of other accounts back the Agency’s general obligation
bonds of $1.65 billion. The Agency’s general obligation will continue to be pledged to
provide security for bonds to interest rate swap counterparties.

All of the equity in the ERA supports the maintenance of the Agency’s issuer credit ratings
and capital adequacy position. The maintenance of these reserve requirements at the
levels prescribed by the rating agencies is as critical to the Agency’s ability to achieve its
mission as are the regulatory capital requirements of any other conventional marketplace
lending institution.

Because the Emergency Reserve Account does not need to be held entirely in liquid form,
it currently serves as a source to warehouse multifamily loans. Although in general the
ERA is potentially available for legal claims and risk management purposes, the following
describes how the amounts on deposit in the ERA are provisionally allocated to particular
contingencies. These allocations are indicated for administrative purposes only and do not
represent limitations on the use of the ERA for each contingency category. The account
has multiple obligations which potentially could greatly exceed its $63 million balance.

Mortgage Insurance. The Agency's Housing Loan Insurance Fund has restricted
reserves of $63 million. The Agency’s Five-Year Business Plan has a goal of insuring $3.6
billion in new mortgages. Housing Finance Fund reserves would be available to be loaned
to the Insurance Fund to increase the amount of its loan loss reserves, should the need
arise.

On March 20, 2003, the Board of Directors authorized the Agency to provide financial
support to the Housing Loan Insurance Fund from moneys in the much larger Housing
Finance Fund by means of a line of credit of up to $100 million. The purpose of.the line of
credit is to satisfy credit rating agency concerns about the Insurance Fund's claims-paying
ability during times of severe economic stress when the insurance Fund's reserves may
conceivably become depleted as more and more claims are paid. Draws on the line of
credit from the Housing Finance Fund will constitute interfund loans.

General Obligations. CalHFA has $1.65 billion in outstanding bonds that are backed, in
whole or in part, by the Agency's general obligation (not the state’s) in addition to any
external credit enhancement (bond insurance or letters of credit). The rating agencies use
the shortfall resulting from the worst-case cashflows on our general obligation bonds as a
charge against equity. CalHFA maintains a liquidity reserve for part of this requirement in
the ERA. The balance of the reserves is applied from other sources such as HAT loans
and various bond issues. The reserve is available in the event that the Agency is called
upon .to make advances to general obligation bond programs to pay debt service, or to
reimburse the bond insurer for losses, or liquidity banks for purchasing variable rate bonds
that could not be remarketed. The reserve is also available for protection against potential
losses from interest rate fluctuations and from counterparty failure related to interest rate
swaps or other hedge instruments. In addition, to cover worst-case deficiencies in this
fiscal year's new bond issues, the Agency have made temporary pledges of $54 million that
will be released upon delivery of new cash flow runs. This use of the Agency G.O. will be
duplicated in future issues.. ,
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Investment Reserves. CalHFA’s bond issues create capital in the form of proceeds for the
purchase of mortgages. As described in the CalHFA Investment Policy, usually these
proceeds are invested with financial institutions with whom the Agency enters into
investment agreements. During the term of these agreements, principal and interest are at
risk, especially from certain early investment agreements which do not contain
collateralization requirements. A portion of the ERA is allocated to provide liquidity to meet
debt service obligations in the event of financial difficulties with an investment agreement
until such time as the funds can be withdrawn from the investment accounts.

Self-Insured Earthquake Coverage. To provide affordable single family housing in high-
cost regions of the state, CalHFA petitioned the rating agencies to allow a higher
percentage of loans to be made for purchasers of condos. The rating agencies agreed, but
only if the Agency established a non-bond reserve of 1% of the loan amount for all condo
loans made in earthquake zone areas. The Agency has a total of $2 billion of loans on
condos in its portfolio. The Agency maintains a 1% reserve for new and resale condos in a
Supplementary Reserve Account for $20 million.

The Agency has also obtained earthquake and flood insurance for its multifamily portfolio
with a 5% deductible. If called upon, the deductible of $1 million (calculated on the
probable maximum loss of $20 million) is available in this account. -

Asset Management. Various multifamily properties may have maintenance and debt
service shortfalls due to a variety of factors. The Agency may be called upon at any time to
meet certain funding needs (i.e., property taxes, utilities, workouts, etc.). A reserve of $3

- million is a reasonable liquidity amount given the size of the Agency’s growing multifamily

loan portfolio, now totaling $1.6 billion of unpaid principal balance.

Operating Account. The Operating Account accounts for $38 million of the Agency’s
equity at September 30, 2006. This equity is restricted for meeting the Agency’s capital
adequacy and general obligation requirements, as well as funding the Agency’s operating
budget and financing reserves.

E. Business Plan Assumptions:

Cashflow analyses of the Agency’s bond programs are again this year being prepared for
the purpose of determining the financial strength of these programs. While these cashflow
analyses are being prepared primarily for review by the credit rating agencies, they will also
be used by the Agency to analyze the current equity position of any program and to
forecast future net revenues under different interest rate scenarios. Applying the factors
influencing restrictions of the Agency’s equity, the resulting analysis quantifies the amount
of restricted equity which could be reinvested in support of new or expanded programs as
described in the Business Plan and projects the timing of such reinvestment opportunities.

Irhplementation of the Five-Year Business Plan as presented in this summary is dependent
upon realization of the underlying assumptions. The plan is intended, however, to remain
flexible in the event that actual events differ from these assumptions.

Major Assumptions.

e Origination of $7.5 billion of new home loans to be financed with a combination of
tax-exempt and taxable bonds.

e Commitments of $450 million of multifamily loans to be financed with agency

41



276

general obligation, issued as either tax-exempt or taxable bonds.

Insurance of approximately $3.6 billion of mortgages.

Sufficient Private Activity Bond (PAB) allocation. In. the out years of the Plan,
increasing amounts of PAB may be required if our opportunity to recycle prior single
family allocation by means of replacement refundings or direct purchase of
replacement loans. Recycling opportunities may decline because of the delayed
effect of certain prior changes to federal tax law.

Ability to rely on variable rate financing structures (both swapped and unswapped)
to achieve interest rate savings. If bank liquidity for put bonds becomes
unavailable, other variable rate structures (auction or indexed bonds) would need to
be cost effective.

Agency fund balances are adequate over the life of the Plan to maintain capital
reserve requirements related to credit adjustments, real estate losses and Agency
general obligations.

Other Assumptions. Several other programmatic and financial assumptions were made
to arrive at the projections comprising the Agency's Five-Year Business Plan. The following
is a summary of such assumptions:

Home loan portfolic maintains its current delinquency ratio and REO experience.
Capital reserve requirements for multifamily loans can be reduced through risk-
sharing agreements and as a result of continued low delinquency and default rates.
Homeownership prepayments to be received according to the following table:

MORTGAGE RATES % OF PSA RATE
Below 4.00% 100%
4.00% - 4.99% 141%
5.00% - 5.99% 196%
6.00% - 6.99% 268%
7.00% - 7.99% 349% -

Average investment rate in the absence of investment agreements to equal one
month LIBOR.
Financial strength of the entire multifamily portfolio to remain at the current level.

- Interest rates remain sufficiently low during the life of the Plan so that significant

economic savings can continue to be generated by means of variable-rate bond
strategies, especially when applied to the refunding of prior bonds.

Operating budget is assumed to increase an average of 5% per year.

Relatively stable California real estate valuations.

No unexpected insurance losses.

No principal losses from investments.

No failures of swap counterparties or unanticipated swap termination events.

Only minor changes in the value of the federal tax exemption.
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RESOLUTION 07-15

WHEREAS, pursuant to the Zenovich-Moscone-Chacon Housing and Home Finance
Act ("Act"), the California Housing Finance Agency ("Agency") has the authority to engage
in activities to reduce the cost of mortgage financing for home purchase and rental housing
development, including the issuance of bonds and the insuring of mortgage loans;

WHEREAS, the Agency's statutory objectives include, among others, increasing the
range of housing choices for California residents, meeting the housing needs of persons and
families of low or moderate income, maximizing the impact of financing activities on
employment and local economic activity, and implementing the objectives of the California
Statewide Housing Plan; .

'WHEREAS, the Agency desires to amend Resolution 06-13 adopted on May 11,
2006, which committed the Agency to a Business Plan for the fiscal years 2006/2007 through
2010/2011; and '

WHEREAS, the Agency has presented to the Board of Directors a fiscal year
2007/2008 through 2011/2012 annual update of the Business Plan, in order to adjust to the
ever changing economic, fiscal and legal environment, which updated Business Plan is
designed to assist the Agency to meet its statutory objectives, to address the housing needs
of the people of California and to provide the Agency with the necessary road map to
continue its bond, mortgage financing, and mortgage insurance activities well into the future.

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Agency
as follows:

l. The updated 2007/08-2011/12 Five-Year Business Plan, a copy of which is
attached hereto and made a part hereof, is hereby fully endorsed and adopted.

2. In implementing the updated Business Plan, the Agency shall strive to satisfy
all the capital adequacy, reserve, and any other requirements necessary to maintain the
Agency's general obligation credit ratings and the current credit ratings on its debt obligations,
to comply with the requirements of the Agency's providers of credit enhancement, liquidity,
and interest rate swaps and caps, and to satisfy any other requirements of the Agency's bond
and insurance programs.

3. Because the updated Business Plan is necessarily based on various economic,
fiscal and legal assumptions, in order for the Agency to respond to changing circumstances, the
Executive Director shall have the authority to adjust the Agency's day-to-day activities to
reflect actual economic, fiscal and legal circumstances in order to attain goals and objectives
consistent with the intent of the updated Business Plan.
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Resolution 07-15
Page 2

I hereby certify that this is a true and correct copy of Resolution 07-15 adopted at a duly
constituted meeting of the Board of Directors of the Agency held on May 10, 2007, at
Burbank, California.

ATTEST:

Secretary
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State of California

MEMORANDUM

To: - Board of Directors Date: May 10, 2007

\Theresa A. Parker, Executive Director
From: CALIFORNIA HOUSING FINANCE AGENCY

Subject: BOARD RESOLUTION 07-16: OPERATING BUDGET 2007/2008

Based on the Staff’s analysis of projected lending and mortgage insurance activities and the
implementation of several Strategic Projects, a Fiscal Year 2007-08 operating budget of $45.7
‘million is submitted for the Board’s approval.

On several occasions during the past year, the Staff has discussed with the Board a number of
Strategic Projects and Initiatives that are essential to the long-term viability of the Agency.
During Fiscal Year 2007-08 the Agency plans to begin implementation of these projects and the
cost of this work is included in the proposed budget. Largely due to the cost of these projects,
the proposed operating budget for Fiscal Year 2007-08 represents a 21% increase over the
operating budget approved by the Board for FY 2006-07. Of the proposed increase, 15% is in
direct support of Strategic Projects and Initiatives which are discussed in more detail in the Five
Year Business Plan. The specific line items in the budget that are impacted by the cost of the
projects are “Personal Services” and “Consulting and Professional Services.”

The remaining 6% proposed increase is reflected in the Personal Services line item and
represents:

1. Salary increases negotiated last year for 90% of our employees;
2. Board enacted salary increases for the exempt employees;
3. Additional positions and upgrades that have been added to the budget.

Twenty-one new positions are proposed in the budget. Five are of limited term duration to back
fill behind employees who are assigned to our Fiscal Services Strategic Project. Once that
project is completed, the five positions will no longer be needed and will be removed from the
subsequent budget.

Three positions are in support of the Mental Health Services Act (MHSA). The Agency will be
receiving fees which will fully fund these three positions. Five positions are proposed to be
added to the Loan Servicing Unit. The volume of loans being serviced by this unit has more than
doubled while staffing has remained level. Loan Servicing is a self supporting unit and funding
for these positions will be covered by servicing fees. It should be noted that one of the positions
was funded out of temporary help. ‘
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The balance of proposed staffing increases not related to Strategic Projects and Initiatives or self
funded are as follows: One position in Executive for workload increase; one position in
Business Services and Facilities for increased workload in inventory, privacy, and tracking of
packages and files; two positions in Asset Management due to growth in the portfolio and new
requirements of HUD; one position in Homeownership Portfolio Management Unit to conduct
quality assurance reviews; one position in Financing to support the Mortgage Backed Security
Program; and, one position in Mortgage Insurance for additional workload in the underwriting
area.

One other noteworthy item is the 38% increase in our Central Administrative Services costs.
This line item represents “pro-rata” services provided to the Agency by other state departments
such as the State Controller, the State Treasurer and the Department of Finance. These costs are
based on a formula established by the State without input from the Agency.

The proposed FY 2007-08 budget represents modest growth within the Agency while fully
funding the new expenditures related to Strategic Projects and Initiatives and the new MHSA
program. Once again, it is important to note that the Agency’s operations are completely self-
supporting. The cost of Agency operations have no impact on the State general fund or any State
special funds. In fact, Staff is proud to note that the Agency’s accomplishments directly aid the
State economy. ’




281

April 26, 2007
CALIFORNIA HOUSING FINANCE AGENCY
2007-08
HOUSING AND INSURANCE OPERATING FUNDS
DETAILS OF EXPENDITURES
(DOLLARS IN THOUSANDS)
- Actual Budgeted

EXPENDITURE ITEM 2005-06 2006-07
PERSONAL SERVICES

Authorized Salaries $15,734 $19,456

Estimated Salary Savings (928)

Staff Benefits 4 994 5,492
TOTALS, Personal Services $20,728 $24,020
OPERATING EXPENSES AND EQUIPMENT

General Expense 771 _ 750

Communications 619 660

Travel 496 502

Training 143 155

Facilities Operation 2,652 2,885

Consulting & Professional Services 5,152 6,062

*Central Admin. Serv. 1,230 1,428

Information Technology - 954 - 830

Equipment 439 450
TOTALS, Operating Expenses and Equipment $12,454 $13,722
TOTALS, EXPENDITURES : $33,182 $37,742

* 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 formuia that takes three budget
years into consideration.

**Changes due to $1,086 augmentation at March 2007 board meeting.

*k

*%k

dode

*%

Proposed

2007-08

$22,136
(1,107)
6,309

$27,338

757
725
580
185
3,000
9,890
1,971
825
400

$18,333

$45,671
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April 26, 2007
CALIFORNIA HOUSING FINANCE AGENCY
2007-08
CalHFA FUND OPERATING BUDGET
DETAILS OF EXPENDITURES
(DOLLARS IN THOUSANDS)
' . Actual Budgeted

EXPENDITURE ITEM 2005-06 2006-07
PERSONAL SERVICES

Authorized Salaries $15,244 $18,576 **

Estimated Salary Savings (887)

Staff Benefits 4,772 5244 **
TOTALS, Personal Services $20,016 $22,933 **
OPERATING EXPENSES AND EQUIPMENT

General Expense 754 725

Communications 605 637

Travel 467 472

Training 130 135

Facilities Operation 2,574 2,794

Consulting & Professional Services 4,550 5,797

*Central Admin. Serv. 1,139 1,355

information Technology 922 800

Equipment 439 400
TOTALS, Operating Expenses and Equipment $11,580 $13,115

Distributed Administration ($403) ' ($467)
TOTALS, EXPENDITURES $31,193 $36,048 **

* 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.

**Changes due to $1,086 augmentation at March 2007 board meeting.

Proposed

2007-08

$21,161
(1,058)
6,031

$26,134

717
700
530
160
2,900
9,448
1,916
800
350

$17,521

($552)

- $43,103
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CALIFORNIA HOUSING FINANCE AGENCY
2007-08
MIS FUND OPERATING BUDGET
DETAILS OF EXPENDITURES

(DOLLARS IN THOUSANDS)

Actual Budgeted Proposed

EXPENDITURE ITEM 2005-06 2006-07 2007-08
PERSONAL SERVICES

Authorized Salaries $489 $880 ** $975

Estimated Salary Savings (41) (49)

Staff Benefits | 222 248 ** 278

TOTALS, Personal Services $711 $1,087 ** | $1,204

OPERATING EXPENSES AND EQUIPMENT

. General Expense 17 25 40

Communications 14 23 25
Travel 29 30 50
Training 13 20 25
Facilities Operation ‘ 77 91 100
Consulting & Professional Services 601 265 " 442
*Central Admin. Serv. 91 73 55
Information Technology 32 30 25
“Equipment 0 50 50
TOTALS, Operating Expenses and Equipment $875 | $607 ' $812
Distributed Administration $403 $467 $552
TOTALS, EXPENDITURES $1,989 $1,694 ** $2,568

* 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.

**Changes due to $1,086 augmentation at March 2007 board meeting.
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April 26, 2007
CALIFORNIA HOUSING FINANCE AGENCY
2007-08
SUMMARY
PERSONNEL YEARS ANDVSALARIES
PERSONNEL YEARS AMOUNT
Actual Budgeted Proposed Actual Budgeted Proposed
DIVISION 2005-06  2006-07 2007-08 2005-06 2006-07 2007-08
| EXECUTIVE OFFICE 55 6.0 - 7.0 $490,536 $50§,589 $665,271
ADMINISTRATION i4.8 20.0 © 210 $735,363 $1,110,865 $1,212,407
#INANCING 10.7 14.0 15.0 $840,218 $1,119,853 $1,276,637
FISCAL SERVICES 53.8 66.0 76.0 $2,769,907 $3,814,868 $4,393,663
LEGAL 18.5 19.0 19.0 $1,460,691 $1,625,111 $1,745,554
MARKETING 7.0 7.0 - 7.0 $445,588 $484,425 $499,756 v
I.T. 15.4 19.0 19.0 ' $1,102,262 $1,375,369 $1,425,934
HOMEOWNERSHIP 46.7 54.0 55.0 $2,696,999 $3,369,736 $3,629,350
MIS 9.9 | 12.0 13.0 $486,310 $855,665 $974,964
MULTIFAMILY 32.6 36.0 . 400 $2,231 573  $2,648,431  $3,068,602
ASSET MANAGEMENT 26.2 32.0 34.0 $1,500,170 $2,185472 $2,399,317
Temporary Help 20.‘4 7.0 16.4 $845287 $291,000 $738,500
Overtime 0.0 0.0 0.0 $128,819 $65,205 $106,080
TOTAL SALARIES 261.5 292.0 322.4 $15,733,723 $19,455,529 $22,136,035
Less Salary Savings* (14.6)  (16.1) 7 (3972,776) ($1,106,802)
NET SALARIES 261.5 277.4 306.3 $15,733,723 $18,482,753 $21,029,233

*This figure représents a normal rate of vacancies and lag time in refilling
positions in accordance with State budget practices.
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2006/2007 Personnel Years and Salaries
ORGANIZATIONAL UNIT NUMBER OF POSITIONS EXPENDITURES
Filled Authorized  Proposed Actual Estimated Proposed
Classification 2005-06 2006-07 2007-08 2005-06 2006-07 2007-08
(Salary Range)
OPERATIONS
Executive Office
Executive Director 1.0 10 1.0 $9.824-10,625 $127,496 $175,000
Chief Deputy Director 0.5 10 1.0 9,237-9,992 119,904 175,000
Drrector of Legislation 1.0 1.0 1.0 6,785-7,337 92,450 95,500
Assoc Govtl Prog Analyst 10 1.0 1.0 4,255-5,172 63,063 64,546
Adm Asst Il 10 1.0 1.0 4,255-5,172 63,063 64,546
Adm Asst1 0.0 0.0 1.0 3,538-4,499 0 46,361
Executive Secretary 03 1.0 1.0 2.921-3,551 43,613 44318
Office Techn-Typing 0.7 0.0 0.0 2,598-3,157 0 0
Totals, Executive Office 55 6.0 7.0 $490,536 $509,589 $665,271
Administrative Division
Director’s Office:
Director of Adm 10 0.0 0.0 7,647-8,433 0 0
CEA.I 0.0 1.0 1.0 7.647-8,433 105,738 108,928
- Staff Services Mgr I 0.0 1.0 1.0 5.970-6,506 nni 73,962
Adm Asst li 0.0 1.0 0.0 4,255-5,172 62,063 0
Adm Asst | 09 0.0 1.0 3,538-4,499 0 56,148
Totals, Director's Office 1.9 30 3.0 $148,947 $238,918 $239,038
Administrative Services:
Staff Services Mgr | 19 20 2.0 4,912-5,926 136,453 140871
Personnel Selection Consultant | 0.0 0.0 1.0 4,678-5,643 0 67,779
Telecommunications Systems Analyst 1} 00 0.0 1.0 4,255-5,431 0 67,779
Assoc Personnel Analyst 1.0 1.0 0.0 4,255-5172 63,063 0
Assoc Business Mgt Analyst 0.0 0.0 2.0 4,255-5,172 0 119,521
Assoc Budget Analyst 00 1.0 0.0 4,255-5,172 62,063 0
Training Officer | 09 1.0 1.0 4,255-5,172 63,063 64,546
Business Service Officer Il-Spec 1.0 1.0 0.0 3,877-4912 57,573 0
Sr Pers Services Spec 1.0 1.0 1.0 3,538-4,499 52,605 53,669
Staff Services Analyst-Gen 2.3 40 4.0 2,724-4,300 209,420 214,677
" Office Techn-Typing 0.0 1.0 3.0 2,598-3,157 37,881 118,189
Pers Services Spéc | 1.0 1.0 1.0 2,516-3,933 48,196 49,084
Mgt Services Techn 1.0 1.0 1.0 24133313 40,756 41,345
Program Techn 04 1.0 1.0 2,205-2,877 35,528 35,909
Office Asst-Typing 0.8 0.0 0.0 2,073-2,733 0 0
Office Asst-Gen 16 2.0 0.0 2,006-2,679 65,286 0
Totals, Administrative Services 12.9 17.0 18.0 $586,416 $871,887 $973,369
Totals, Administrative Division 148 200 210 $735,363 $1,110.805 $1,212,407
Financing Services:
Director 1.0 10 1.0 9,115-9,857 118,284 170,000
Risk Manager 1.0 1.0 1.0 8611-9,314 111,768 137,500
Financing Chief 06 1.0 1.0 1.208-7,947 96,361 99,175
Acctg Administrator {1l 1.0 10 1.0 6,556-7.228 87,7141 90,211
Financing Ofcr 34 40 40 5,913-7,148 346,089 356,814
Financing Spec 13 20 2.0 4,674-5,681 138,347 141,801
Financing Assoc 17 1.0 20 4,255-5172 63,063 117,648
Adm Asst | 0.7 "0 1.0 3,538-4,499 54,990 56,150
Staff Services Analyst-Genl 0.0 2.0 20 2,724-4,300 103,210 107,338
107 14.0 15.0 $840,218 $1,119,853 $1,276,637

Totals, Financing Services
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Fiscal Services:

Comptroller, C.EA. Il 1.0 1.0 1.0 7,302-8,051 100,993 103,993
Acctg Administrator il 1.0 1.0 1.0 6,556-7,228 87,7141 90,211
Acctg Administrator || 2.0 30 40 5,393-6,506 237,216 310,889
Sr Adm Analyst-Acctg Sys 0.0 1.0 2.0 5,393-6,506 71,582 141,750
Staff Adm Analyst-Acctg Sys 0.0 0.0 1.0 4,912-5,926 0 61,302
Acctg Administrator |-Supvr 16 20 3.0 4,912-5,926 143,234 209,225
Acctg Administrator I-Spec 5.4 6.0 9.0 4,674-5,681 414,040 " 600,396
Sr Acctg Officer-Supvr 20 2.0 0.0 4,470-5,393 131,441 0
Assoc Acctg Analyst 12 1.0 1.0 4,467-5,431 67,168 67,775
Assoc Adm Analyst-Acctg Sys 04 1.0 1.0 4,467-5,431 66,168 67,775
Sr Acctg Officer-Spec 6.9 1o 9.0 4,255-5172 692,690 603,793
Mortgage Loan Acctg Ofcr 8.1 7.0 3.0 3,715-4,516 384,319 169,079
Accountant Trainee 14 5.0 11.0 3,133-3,628 220,661 498,012
Staff Services Analyst-Genl 0.0 0.0 1.0 2,724-4,300 0 33,996
Office Techn-Typing 0.8 20 5.0 2,598-3,157 75,762 176,062
Mgt Services Techn 2.8 30 0.0 2,413-3,313 122,269 . 0
Office Asst-Typing 1.0 1.0 0.0 2,073-2,733 33,801 0
Loan Servicing:
Housing Finance Ofcr 0.5 1.0 3.0 5,913-7,148 85,773 233,366
Housing Finance Spec 1.2 1.0 0.0 4,674-5,681 70,173 0
Housing Finance Assoc 38 40 5.0 4,255-5,172 250,251 322,726
Housing Finance Asst 4.5 5.0 3.0 3,538-4,300 261,026 .224,193
Housing Finance Trainee 0.0 0.0 20 2,724-3,586 0 89,507
Office Techn-Typing 32 30 5.0 2,598-3,157 116,643 179,544
Mgt Services Techn 1.0 20 2.0 2.413-3,313 80,513 82,694
Office Asst-Typing 3.0 30 3.0 2,073-2,733 101,404 102,340
Office Asst - Gen 0.0 0.0 1.0 2,006-2,679 0 25,035
Totals, Fiscal Services 53.8 66.0 76.0 $2,769,907 $3,814,868 $4,393,663
Legal Services:
General Counsel 1.0 1.0 1.0 9,115-9,857 118,284 * 170,000
Asst Chief Counsel 0.0 0.0 1.0 8,492-10,484 0 130,753
Staff Counsel IV 10 1.0 1.0 8,486-10,477 125,110 130,114
Staff Counsel 1 6.6 6.0 5.0 7.662-9,478 679,039 588,502
Staff Counsel 15 2.0 2.0 4,674-7,828 183,291 190,624
Housing Finance Spec 1.0 1.0 1.0 4,674-5,681 68,173 70,800
Sr Legal Analyst 34 40 4.0 4,467-5,431 264,671 271,098
Assoc Govit Prog Analyst 1.0 1.0 1.0 4,255-5,172 63,063 64,546
Adm Asst . 0.0 0.0 1.0 3,538-4499 - 0 44,154
Office Techn-Typing 17 1.0 0.0 2,598-3,157 38,881 0
Sr Typist-Legal 0.6 20 2.0 2,504-3,400 83,599 84,863
Office Asst-Typing 0.7 0.0 0.0 : 2,073-2,733 0 0
Totals, Legal Services 18.5 19.0 190 $1,460,691 $1,625111 $1,745,554
Marketing Services: ‘
Staff Services Mgr il 1.0 1.0 1.0 6,556-7,228 81141 90,211
Sr Marketing Spec 1.0 1.0 1.0 5,153-6,264 76,166 78,173
Staff Services Mgr I-Spec 2.0 2.0 2.0 4,912-5,926 144,234 147,923
Staff Info Systems Analyst-Spec 10 1.0 1.0 4,898-6,253 72,465 74,324
Housing Finance Spec 0.0 0.0 1.0 4,674-5,681 0 67,779
Assoc Govtl Prog Analyst } 1.0 1.0 0.0 4,255-5,172 63,063 0
" Mgt Services Techn 1.0 1.0 1.0 2,413-3,313 40,756 41,346

Totals, Marketing Services 7.0 10 70 $445,588 $484,425 $499,756
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. Information Services Division
Information Services:
Clo

Systems Software Spec II-Supvr

Totals, Information Services
information Systems:

Sr Programmer Analyst-Supvr

Staff Programmer Analyst-Spec

Assoc Programmer Analyst-Spec

Programmer i

Programmer |

Totals, Information Systems
Technical Services:

Sr Info Systems Analyst-Supvr

Systems Software Spec |I-Tech

Sr Program Systems Analyst-Spec

Staff Info Systems Analyst-Spec

Systems Software Spec I-Tech

Assoc Info Systems Analyst-Spec

Asst Info Systems Analyst

Office Techn-Typing

Mat Services Techn

Info Systems Techn

Totals, Technical Services

Totals, information Services Division

Temporary Help

Overtime

Totals, Operations

LENDING PROGRAMS
. ' Homeownership Programs
. Homeownership Lending:

Director
Deputy Director
Exec Asst
Production:
Housing Finance Chief
Housing Finance Ofcr
Housing Finance Spec
Housing Finance Assoc
Housing Finance Asst
Housing Finance Trainee
Support Staff-Sacramento:
Office Techn-Typing
Office Techn-Gen
Office Asst-Typing
Office Asst-Gen
Special Lending:
Housing Finance Ofcr
Housing Finance Spec
Housing Finance Assoc
Housing Finance Asst
Office Techn-Typing
Mgt Services Techn
Totals, Homeownership Programs
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1.0 1.0 1.0 8,064-8,720 104,640 125,000
0.5 1.0 1.0. 6,205-7,918 91,487 94,106
15 20 20 $144,498 $196,127 $219,106
1.0 1.0 2.0 5,668-7,220 83,518 171,637
44 20 2.0 4,898-6,253 155,076 156,079
0.0 2.0 2.0 4,467-5,703 130,335 135,548
0.1 0.0 1.0 3,900-4,741 0 48,672
0.3 1.0 0.0 3,155-3,765 46,184 0
58 6.0 10 $396,758 $415,113 $511,936
0.5 0.0 0.0 5,658-6,876 0 0
1.0 1.0 1.0 5,378-6,864 83,367 85,662
0.0 20 1.0 5,134-6,239 149,736 77,863
3.0 40 3.0 4,898-6,253 294,764 243,348
1.0 1.0 1.0 4,897-6,252 76,025 78,026
1.0 10 2.0 4,467-5,703 66,168 123,523
0.3 1.0 1.0 3,004-4,742 55,188 56,356
06 1.0 0.0 2,598-3,157 38,881 0
0.0 0.0 1.0 2413-3,313 0 30,114
0.7 0.0 0.0 2,398-3,442 0 0
8.1 1.0 10.0 $561,006 $764,129 $694,892
154 19.0 18.0 $1,102,262 $1,375,369 $1,425,934
9.5 3.0 8.4 394,356 126,000 378,500
0.0 0.0 0.0 100,263 55,890 76,960
135.2 154.0 1724 $8,339,184 $10,221,.910 $11,674,682
0.7 1.0 1.0 9,115-9,857 118,284 180,000
01 1.0 1.0 7,915-8,728 104,725 108,914
1.0 1.0 1.0 3,180-3,865 47,376 48,231
1.0 1.0 1.0 1,208-7,947 96,361 99,175
45 5.0 5.0 5913-7,148 433,863 446,018
6.1 10 7.0 4,674-5,681 483,214 496,303
6.9 7.0 13.0 4,255-5,172 440,438 789,900
128 14.0 9.0 3,538-4,300 738,411 530,599
1.0 1.0 1.0 2,724-3,586 44,035 44,756
0.0 1.0 20 2,598-3,157 37,881 78,792
0.0 0.0 1.0 2,561-3,103 0 31,836
23 3.0 0.0 2,073-2,733 99,404 0
0.0 0.0 1.0 2,006-2,679 0 25,035
1.8 20 40 5.913-7,148 172,545 327,294
22 20 0.0 4,674-5,681 138,347 0
2.1 3.0 4.0 4,255-5,172 190,188 246,738
2.8 20 1.0 3,538-4,300 105,210 53,669
0.5 1.0 1.0 2,588-3,157 38,881 39,396
0.9 2.0 2.0 2,413-3,313 80,513 82,694
46.7 54.0 55.0 $2,696,999 $3,369,736 $3,629,350
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Insurance Program
CA Housing Loan Insurance Fund: .
Director's Office.
Director 0.5 1.0 1.0 8,798-9,515 114,180 160,000
Chief ’ 1.0 1.0 1.0 7,208-7,947 91,830 94,463
Admin Asst! 01 0.0 1.0 3,538-4,499 . 0 44,154
Office Techn-Typing 0.4 1.0 0.0 2,598-3,157 38,881 0
Delinquency and Claims:
Housing Finance Ofcr 1.0 1.0 1.0 5913-7,148 75,508 717,488
Product Development/Outreach:
Housing Finance Ofcr 00 1.0 0.0 5.913-7,148 74,508 0
Housing Finance Spec 1.0 1.0 2.0 4,674-5,681 69,173 141,800
Housing Finance Assoc 09 10 0.0 4,255-5172 62,063 0
Risk Management: "
Housing Finance Ofcr 1.0 1.0 1.0 5.913-7,148 75.508 77.488
Housing Finance Spec 1.0 1.0 30 4,674-5,681 69,173 187,563
Operations.
Housing Finance Ofcr 0.0 0.0 1.0 5,913.7,148 0 73,794
Housing Finance Spec 1.0 1.0 0.0 4,674-5,681 © 69,173 0
Housing Finance Assoc 0.3 1.0 1.0 4,255-5172 63,063 64,546
Housing Finance Asst 1.7 1.0 1.0 . 3,538-4.300 52,605 53,668
Totals, Insurance Program 99 12.0 13.0 $486,310 $855,665 $974,964
Multifamily Programs
Lending:
Director 0.3 1.0 1.0 8611.9,314, 111,768 - 180,000
Deputy Director 0.7 1.0 1.0 7.915-8,728 105,725 108,914
Spec Asst to Director 1.0 1.0 1.0 71,021-8,051 100,993 103,996
Housing Finance Chief 24 20 2.0 7,208-7.947 192,722 198,351
Housing Finance Ofcr 6.1 7.0 8.0 5.913-7,148 606,408 698,219
Housing Finance Spec 29 5.0 4.0 4,674-5,681 342,867 296,170
Housing Finance Assoc . 19 20 4.0 4,255-5172 126,125 258,180 .
Housing Finance Asst 46 5.0 5.0 3,538-4,300 262,026 268,347
Housing Finance Trainee 04 0.0 00 2,724-3,586 0 0
Support Staff:
Exec Asst 1.0 -1.0 1.0 3,180-3,865 747,316 48,231
Office Techn-Typing 0.0 0.0 2.0 2,598-3,157 0 1.822
Office Asst-Typing 1.0 1.0 0.0 2,073-2,733 33,801 0
Special Lending: .
Housing Finance Chief 1.0 1.0 1.0 7,208-7,947 96,361 . 98,175
Housing Finance Ofcr 20 1.0 20 5,913-7,148 86,773 178,408
Housing Finance Spec 1.0 1.0 0.0 4,674-5,681 69,173 0
Housing Finance Trainee 0.1 0.0 1.0 2,724-3,586 0 44,753
Mgt Services Techn 04 1.0 0.0 2,413-3,313 40,756 0
Technical Support:
Sr Housing Constrn Insp 1.0 1.0 1.0 6.460-7,848 87,443 90,941
Supvng Design Ofcr 0.0 0.0 1.0 6.059-7,366 0 75,616
Housing Constrn Insp 08 1.0 1.0 6,022-7,319 82,398 85,694
Sr Design Ofcr 10 1.0 1.0 5,260-6,389 77,669 79,736
Assoc Design Ofcr 1.0 1.0 1.0 4,797-5,829 70,949 72,141
Housing Finance Assoc 10 1.0 1.0 4,255-5172 64,063 64,546
Housing Finance Trainee : 1.0 1.0 1.0 2,724-3,586 43,035 44,756

Totals, Multifamily Programs . 326 360 40.0 $2.231,573 $2,648,431 $3,068,602
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Asset Management
Asset Management: .
CEAI 1.0 1.0 1.0 8,030-8,854 110,967 , 114,366
Housing Finance Chief 09 10 0.0 1,208-7,947 96,361 0
Adm Asst ! 1.0 1.0 1.0 3,538-4,499 54,990 - 56,150
Asset Management-North:
Housing Finance Chief 0.0 0.0 1.0 7,208-7,947 0 9175
Housing Finance Ofcr 2.1 30 4.0 5,913.7,148 260,318 356,815
Housing Maint Insp 20 3.0 30 5,634-6,843 233,516 242,857
Staff Programmer Analyst-Spec 03 1.0 1.0 4,898-6,253 72,465 74,324
Housing Finance Spec 32 40 20 4,674-5,681 274,694 150,180
Housing Finance Assoc 14 20 3.0 4,255-5,172 126,125 193,635
Housing Finance Asst 0.8 1.0 0.0 3,638-4,300 52,605 0
Housing Finance Trainee 0.0 0.0 10 2,724-3,586 0 44,753
Mgt Services Techn 1.0 1.0 0.0 2,413-3,313 40,756 0
Support Staff-North. .
Office Techn-Typing 1.0 1.0 2.0 2,598-3,157 38,881 78,792
Office Asst-Typing 0.0 1.0 0.0 2,073-2,733 32,801 0
Asset Management-South: .
Housing Finance Chief 0.0 1.0 1.0 1,208-7,947 91,062 93,664
Housing Finance Ofcr 1.0 1.0 1.0 5913-7,148 85,773 89,204
Housing Maint Insp 20 2.0 3.0 5,634-6,843 156,716 233,297
Housing Finance Spec 28 3.0 3.0 4,674-5,681 207,520 212,701
Housing Finance Assoc 18 20 3.0 4,255-5172 126,125 182,192
Housing Finance Asst 0.2 0.0 1.0 3,538-4,300 0 53,664
Housing Finance Trainee 0.8 1.0 1.0 2,724-3,586 46,035 44,756
Mgt Services Techn 0.2 0.0 0.0 2413-3,313 0 0
Support Staff-South:
Office Techn-Typing 1.5 20 2.0 2,598-3,157 71,162 78,792
Totals, Asset Management 26.2 320 340 $1,500,170 $2,185,472 $2,399,317
Temporary Help 10.9 4.0 8.0 450,931 165,000 360,000
Overtime 0.0 0.0 0.0 28,556 9,315 29,120
Totals, Lending Programs 126.3 138.0 150.0 $7,394,539 " $9,233,619 $10,461,353
TOTALS, AUTHORIZED POSITIONS 2615 292.0 3224 $15,733,723 $19,455,529 $22,136,035
Regular/Ongoing Positions 2411 285.0 306.0 14,759,617 19,099,324 21,291,455
Temporary Help 204 7.0 164 845,287 291,000 738,500
Overtime 00 0.0 00 723,81I9 65,205 106,080
Salary Increase (10 Exempt Employees Only) - 4% 62,720
TOTAL (Including Exempt Salary 4% Increase) $22,198,755
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CALIFORNIA HOUSING FINANCE AGENCY
ACTUAL AND PROJECTED REVENUES AND EXPENSES

OPERATING ACCOUNT
(In millions)
2005/06 2006/07 2007/2008
(Actual) (Budgeted) (Projected)
Beginning Balance . $34.0 $30.4 ' $43.1
HOUSING REVENUES
Administrative Fees:
Single Family/Second Programs 1.8 2.0 20
HUD/Multifamily 1.9 1.9 2.0
Commitment Fees/Misc. Inc. 1.3 1.6 1.7
SMIF Interest on Balance 1.7 1.8 1.9
Operating Transfer 20.6 41.6 37.5
Total Housing Revenues $27.3 $48.9 $45.1
INSURANCE REVENUES
Investments and Premiums 1.6 1.7 2.6
HOUSING AND INSURANCE"
TOTAL OPERATING REVENUES $28.9 $50.6 $47.7
EXPENSES
Housing - Operating Budget 30.7 36.0 431
Insurance - Operating Budget 1.6 1.7 2.6
HOUSING AND INSURANCE FUNDS
TOTAL OPERATING EXPENSES $32.3 $37.7 $45.7
Non-Operating Expenses 0.2 0.2 0.2

Ending Balance $30.4 $43.1 $44.9
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RESOLUTION 07-16

CALHFA OPERATING BUDGET

FISCAL YEAR 2007/2008

‘WHEREAS, the Board of Directors of the California Housing Finance Agency
has reviewed its proposed operating budget for the 2007/2008 fiscal year; '

NOW, THEREFORE, BE IT RESOLVED as follows:

1. The operating budget attached hereto is hereby
approved for operations of the California
Housing Finance Agency Fund for fiscal year
2007/2008.

I hereby certify that this is a true and correct copy of Resolution 07-16 adopted at a duly
constituted meeting of the Board of the Agency held on May 10, 2007, at Burbank,
California.

ATTEST:
Secretary

Attachment
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1007 7TH STREET, SUITE 200
SACRAMENTD. CA 95814
916.446.5297

'ARROLL, BURDICK & MCDONOUGH LLP ' " FAX 816.445.4457

SAN FRANECISCO

WALNUT CREEK
ATTORNEYS AT LAW . ) LOS ANBELES

www.chmiaw.com

April 26, 2007
Gary M. Messing
gmessing@cbmlaw.com

CONFIDENTIAL — ATTORNEY-CLIENT AND WORK PRODUCT PRIVILEGES APPLY

John Courson

Board Chair __
California Housing Finance Agency
P.O. Box 4034

Sacramento, CA 95812

Re: CalHFA - Setting of Salary for Key Exempt Management

. Dear Mr. Courson:

We have been asked to address whether the Controller is required to
implement increases approved by the California Housing Finance Agency’s Board of
Directors (“Board”). A necessary subpart of this question is whether DPA’s role in the
process is purely ministerial, orif it is actually required to approve the actions of the
Board. I

N | - We have been asked to look at two main questions relating to the processing
of increased salaries and salary ranges for several exempt management positions within
- the California Housing Finance Agency (“Agency”).
I.  Questions
1. The first question is whether the Controller is required to implement.

increases approved by the Board. A necessary subpart of this question is whether DPA’s

role in the process is purely ministerial, or if it is actually required to approve the actions
-of the Board. '

CBM-SAC\SA054724.1
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2. The second question is whether an increase may be “undone”
retroactively. A necessary subpart of this question is what rights (if any) become vested
once the Board passes a resolution regarding salaries.

II. Short Answers

1.  We believe the Controller is required to implement the pay increases
approved by the Board, without the necessity of obtaining DPA approval, at least with
respect to the Executive Director and Chief Deputy Director positions. DPA does not
have any power over the setting of salaries for those positions. Although the answer is
not quite as clear with respect to the Director of IT, we believe the result is the same.

2. Assuming the Board has the ultimate authority to approve salary
increases, and the roles of the Controller and/or DPA are purely ministerial in nature, the
right to receive that increased salary becomes vested upon the approval by the Board.
Thus, an increase by the Board cannot be “undone” retroactively.

III. Background

The Agency provides financing and programs for individuals within specified
income ranges, to assist first time homebuyers in obtaining affordable housing. The
Agency was chartered primarily to make below market-rate loans through the sale of tax-
exempt bonds. It was structured to be independent from the state and attract the
- experienced individuals necessary to operate this type of agency.

The Agency’s budget is not part of the State budget and the State is not liable
for the Agency’s obligations. Health and Safety Code § 51374." The Agency has sole
control of its funds, and the expenditure of funds is not subject to the supervision or
approval of the State. Health and Safety Code § 51000. The Agency is completely self-
supporting, and the bonds are repaid by revenue generated through mortgage loans. Part

! That section provides as follows, in part: “Bonds issued under the provisions of this
part shall not be deemed to constitute a debt or liability of the state ... but shall be
payable solely from funds herein provided therefore. ... The issuance of bonds under the
provisions of this part shall not directly or indirectly or contingently obligate the state ...
to levy or to pledge any form of taxation whatever therefore or to make any appropriation
for their payment.

CBM-SAC\SA054724.1
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of the Agency’s ability to be self-supporting (and in fact, profitable) arises out of its high
credit quality.

As noted in Orrick, Herrington & Sutcliffe LLP’s February 5, 2007
correspondence regarding proposed legislation to amend Health and Safety Code section
50909%, the Agency’s high credit quality is due, in part, to investor and rating agency
confidence in the qualifications and abilities of the management of the Agency. ‘
Specifically, the ability of the Agency to “meet its duties to bondholders, to maintain its
high credit rating, and to manage the risk of complex real estate finance transactions,”
which in turn is dependent upon the Agency’s ability to “attract and retain key executive
management over the long term.” 4

Obviously, one of the key elements to attracting and retaining management
personnel is the compensation package the Agency offers. If the Agency were like most
state agencies, its hands would be tied, and the Department of Personnel Administration
(“DPA”) would have the authority to approve the compensation packages offered by the
Agency. Pursuant to the 1981 enactment of Government Code section 19816, the DPA
succeeded to and became vested with the duties, purposes, responsibilities, and
jurisdiction previously exercised by the State Personnel Board and the Department of
Finance, with respect to the administration of salaries, including the salaries of employees
exempt from civil service. Government Code § 19816.

Government Code section 19825 vests DPA with further powers regarding the
setting of salaries, as follows: :

Notwithstanding any other provision of law, whenever any state
agency is authorized ... to fix the salary or compensation of any

2 We have not had an opportunity to review the proposed legislation referred to in this

~ February 5, 2007 letter. However, based on our reading of this letter, we understand that
the proposed legislation would rescind the power of the Board to establish the salaries of
the Executive Director and Chief Deputy Director and subject the Agency’s salary
surveys to the approval of another state department.

Although we are not relying on this proposed legislation in our analysis, the fact that
legislation is being proposed to amend Health and Safety Code section 50909 to divest
the Board of its authority with respect to setting the salaries of these two positions
certainly seems to imply that the Board currently has such authority.

CBM-SAC\SA054724.1
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employee or officer, which salary is payable in whole or in part out
of state funds, the salary is subject only to the approval of the
department [DPA] before it becomes effective and payable ... The
Legislature may expressly provide that approval of the department
is not required.

These sections provide DPA with the authority to set and administer the
salaries of most state employees, including most management level employees working
for state agencies, except when otherwise provided by the Legislature.

The statutes governing the Agency carve out authority for the Agency with
regard to setting salaries. Health and Safety Code section 50908 provides:

Except as provided in this part, the Board shall from time to time
determine the authorized number of employees within the Agency,
and shall determine the salaries of those employees of the
Agency whose salaries are not paid from monies appropriated
to the Agency from the general fund.

(Emphasis added).

However, a 1987 Attorney General opinion discussed this section-and found
~ that the Board did not have the authority to “establish the salaries of its employees

- without the approval of the Department of Personnel Administration.” Opinion 86-702,
70 Ops. Cal. Atty. Gen. 98 (1987). This opinion was based in part on the fact that
Government Code sections 19816 and 19825 were enacted subsequent to Health and
Safety Code section 50908, thus Health and Safety Code section 50908 was not
considered as an express exception to the more recently enacted statutes.>

~ In 2006, as part of SB 257, Health and Safety Code section 50909 was
amended, and now reads as follows:

(a) Notwithstanding Sections 19816 and 19825 of the
Government Code, the compensation of key exempt

? The other primary basis, as will be discussed herein, was the Attorney General’s
conclusion that the salaries paid by the Agency were paid out of public funds, and thus
not subject to the Board’s authority under Health and Safety Code section 50908.

CBM-SAC\SA054724.1




297

CONFIDENTIAL — ATTORNEY-CLIENT AND WORK PRODUCT PRIVILEGES APPLY

John Courson
April 26, 2007
Page 5

management, including the executive director, the chief deputy
director, the general counsel, the director of financing, the director
of homeownership programs, the director of multifamily programs,
the director of insurance and the financial risk management director
shall be established by the board in the agency’s annual budget,
in amounts which are reasonably necessary, in the discretion of
the board, to attract and hold a person of superior qualifications.

(b) (1) To determine the compensation for the positions
described in this section, the agency shall cause to be
conducted, through the use of independent outside advisors,
salary surveys of both of the following:

(A) Other state and local housing finance agencies that
are most comparable to CalHFA.

(Bj Other relevant labor pools.

(2) The salaries so set by the-board shall not exceed the
highest comparable salary for a position of that type, as
determined by the survey.

(¢) The Department of Personnel Administration shall review
the methodology used in these salary surveys.

(Emphasis added).

By letter dated October 26, 2006, the Agency sent information to the DPA
summarizing the Agency’s compensation survey methodology, and soliciting input. The
DPA responded by letter dated November 13, 2006, thanking the Agency for the
information and the opportunity to respond. Ultimately, DPA “recommend[ed]
including” a list of additional queries in the salary survey. In response, as discussed in
the Agency’s November 30, 2007 letter to the DPA, the Agency met with the
independent consultant (Watson Wyatt) used to conduct the salary survey, to discuss the
DPA s suggestions.

On January 9, 2007, the Compensation Committee of the Board met to discuss
the December 11, 2006 Watson Wyatt Salary Survey in preparation for making salary
recommendations to the full Board. At this meeting, Chairman Courson noted that

CBM-SAC\SA054724.1
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pending action at the full Board meeting on January 18, 2007, the salaries actually
approved by the Board would be adjusted back to January 1, 2007. By the conclusion of
the meeting, the Committee had agreed upon certain salary tiers that it would recommend
to the full Board.

On January 18, 2007, the full Board passed Resolutions 07-06 and-07-07,
which approved 2007 Exempt Salary Ranges and specific Exempt Manager Salaries in
the Revised 2006-2007 Budget. Subsequently, in March of 2007, the Board passed two
additional resolutions. One of these resolutions reduced the ranges set forth in Resolution
07-06, to cap the salaries at approximately 5% over the midpoint. The second March
resolution reset the Executive Director’s salary to $175,000 (from $200,000), at the
Executive Director’s request.

Finally, at the end of March, the Governor’s office signed and DPA
processedflssued pay letters for 6 of the exempt positions at issue here.* The only three
positions excluded were the Executive Director, the Chief Deputy, and the Director of IT.

IV. Discussion

First, we note that this opinion does not address in any detail the primary
issues addressed in the memoranda dated February 5, 2007 and July 14, 2003 from
Orrick, Herrington & Sutcliffe LLP, to the California Housing Finance Agency. Those
memoranda focused primarily on the risks to the Agency if the DPA were permitted to
set salaries of key exempt management personnel, as well as an attempt by the DPA to
control Agency staffing.

Although we agree with the rationale and many of the conclusions set forth in
those memoranda, the issues discussed there did not directly address the questions posed
to our firm, with respect to the setting of salaries and the vesting of rights with respect to
those salaries.

* One of the positions, the Legislative Director, received an increase without the necessity
of a pay letter, as DPA had previously approved a higher salary range for that position.
However, the discussion and arguments set forth in this letter would apply equally to the
Legislative Director position had that position not been previously approved for a higher
salary range. The same is true for the six exempt positions, had they not received the pay
letters.
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As cited above, Government Code sections 19816 and 19825 discuss the
general authority of DPA with respect to the setting and administration of salaries.
However, Government Code section 19825, provides that the DPA has authority over
salaries unless no part of the salary in question is paid from “state funds”, or the ‘
Legislature has clearly provided that DPA approval is not needed. Although only one of
these exceptions is required, we believe the salaries in question here meet both criteria.

A. Useof Monie;s Appropriated to the Agency from the General Fund

Health and Safety Code section 50908 provides that the Board “shall
_ determine the salaries of those employees of the Agency whose salaries are not paid from
monies appropriated to the Agf:ncy from the general fund.”

/ A 1987 Attorney General opinion limited the applicability of this section and
found that the Board does not have the authority to “establish the salaries of its
employees without the approval of the Department of Personnel Administration.”
Opinion 86-702, 70 Ops. Cal. Atty. Gen. 98 (1987). Although this decision completely
contradicted an informal opinion issued by the Attorney General less than a year prior,
this April 15, 1987 opinion found that Health and Safety Code section 50908 did not
exempt the Agency from the powers of the DPA.

The 1987 Attorney General opinion attempted to nullify the impact of Health
and Safety Code section 50908 by concluding that the Agency was using public funds to
pay employee salaries. Opinion 86-702, 70 Ops. Cal. Atty. Gen. 98 (1987). This was
based primarily on the fact that the Secretary of the Business and Transportation Agency,
the Director of Finance, and the Joint Legislative Budget Committee is to review the
Agency’s preliminary budget. :Health and Safety Code § 50913. The opinion simply
assumes, without support, that an entitlement to “review” the Agency’s preliminary
budget converts the Agency’s funds into public funds. Even if these agencies were
required to “review and approve” the Agency’s budget, such authority would not
necessarily convert the Agency’s funds into public funds.

However, this section does not require approval from these agencies. Rather,
Health and Safety Code section 50913 merely provides for “review”, not “approval” of
the Agency’s budget. This section is referenced within Health and Safety Code section
51000, which provides that expenditures “shall not be subject to the supervision or
approval of any other officer or division of state government. However, the agency’s

CBM-SAC\SA054724.1 ' X
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budget shall be reviewed as provided in Section 50913.” Health and Safety Code §
51000. This draws an express distinction between “supervision or approval”, which are
not required, and “review”, which is required.

The April 1987 Attorney General opinion seems to provide authority for the
proposition that Government Code section 19825 supersedes Health and Safety Code
section 50908 and requires the DPA’s approval for all Agency salaries except the
Executive Director.’ However, supersession only becomes an issue if the sections were
in conflict. We do not believe any conflict exists between Government Code section
19825 and Health and Safety Code section 50908. Government Code section 19825
requires approval by the DPA for any salaries paid “in whole or in part out of state
funds...” Health and Safety Code section 50908 provides that the Board has authority to
determine the salaries of those employees whose salaries are not paid from state funds.

The issue, with respect to the purported conflict between Government Code
section 19825 and Health and Safety Code section 50908, is whether the employee
salaries at issue are paid from monies appropriated to the Agency from the General Fund.
As indicated previously, the Agency is entirely self-supporting, and the salaries it pays its
employees come out of the funds generated from the bonds issued by the Agency, not
from the General Fund.

The purpose of Health and Safety Code section 51000 is to ensure that the
Agency’s funds are not subject to state control, while Health and Safety Code section
51374 guarantees that the state would not have any liability for debts or obligations of the
Agency. '

In California Educational Facilities Authority v. Priest (1974) 12 Cal.3d 693,
the California Supreme Court held that revenue bonds did not constitute public money.®

* * Even this flawed opinion recognizes an exception to the DPA’s authority with respect to
the Agency’s power to set the salary of its Executive Director.

6 Government Code section 19825 discusses the authority of DPA with respect to salaries
“payable in whole or in part out of state funds”, while Health and Safety Code section
50908 permits the Board to determine salaries of those employees of the Agency whose
salaries are not paid from “monies appropriated to the Agency from the general fund.”
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The ruling was based on the fact that (like the Agency’s bonds) the bonds issued by the
California Educational Facilities Authority were not a liability of the state, and no state
funds would support the repayment of the bonds.

In 1983, the Attorney General analyzed the issue of whether the California
Educational Facilities Authority (“CEFA”) may issue tax-exempt bonds to loan monies
raised from those bonds to the University of Judaism, so that the University could
refinance an existing loan that was used to build classroom and administration facilities.
Opinion 82-509, 66 Ops. Cal. Atty. Gen. 50 (1983). The opinion focused on a number of
Constitutional issues, however, the opinion is relevant because the Attorney General
analyzed the impact of the California Educational Facilities Authority case’ and
determined that “the monies for the loans are not public funds derived from general
taxation but rather come from specially floated bond issues ... The bonds do not
constitute public monies and the loans made therefrom are not expenditures from public
funds ... or a pledge of the state’s credit ... Opinion 82-509, 66 Ops. Cal. Atty. Gen. 50,
at 58, fn. 10°(1983). The Attorney General based this determination on the fact that the
California Educational Facilities Authority, like the Agency, raised tax-exempt capital
from bond issuance to make loans at rates below those of the taxable market.

Like the bond proceeds in the California Educational Facilities Authority
case, the bond proceeds raised by the Agency, and used to pay the salaries at issue,
cannot constitute “public funds” or the more narrow category of “monies appropriated to
the Agency from the General Fund. :

DPA, should it challenge this conclusion, would likely rely upon the case of
Westly v. California Public Employees’ Retirement System Board of Administration
(2003) 105 Cal.App.4™ 1095. In Westly, the state Controller brought an action against
CalPERS, challenging (among other things) CalPERS’ assertion of authority to set
salaries for its own employees. The Court held, in part, that CalPERS did not have the

Although we recognize there is a difference between “state” or “public” funds on the one
hand, and “monies appropriated to the Agency from the general fund” on the other, the
decision in California Educational Facilities Authority, found that revenue bonds did not
even fall within the broader category of “public money”. Thus, they could not fall within
the more narrow category of monies appropriated to the Agency from the general fund.

7 California Educational Facilities Authority v. Priest (1974) 12 Cal.3d 693
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authority to set the salaries of its employees. However, there are some critical differences
between the facts of the Westly case, and the facts of the situation here.

The primary distinction is that in Westly, the funds at issue originated from the
State General Fund, and that CalPERS retirement benefits are contractual obligations of
the State. Unlike the State’s obligations with respect to CalPERS retirement benefits,
Health and Safety Code section 51374 expressly provides that the State has no obligation
or liability with respect to the bonds issued by the Agency. Further, unlike CalPERS,
Agency funds do not originate, and are not derived from state general funds. Rather,
these funds are solely the proceeds of bonds for which the State is not liable.

Thus, while DPA may have authority over salaries that are paid out of monies
appropriated to the Agency from the General Fund, the salaries at issue here are not paid
out of monies appropriated from the General Fund, or from any other source that is
properly considered “public funds”. No logical interpretation of the statute would allow
DPA authority over salaries that are not paid out of state funds, as is the case with the
Agency.

B. Legislative Exception to Approval of Salaries by the DPA

Government Code section 19825, together with Government Code section
19816, provides DPA with the authority to set and administer the salaries of most state
employees, including most management level employees working for state agencies. As
discussed above, pursuant to Government Code section 19825, DPA does not have
authority over salaries that are not paid out of state funds. However, even if there were
some logical interpretation under which the Agency’s funds could be considered “state
funds”, Government Code section 19825 provides another exception to DPA’s salary
setting/approving authority. That section states that the Legislature “may expressly
provide that approval of the department [DPA] is not required.” Government Code §
19825. . :

The April 1987 Attorney General opinion, concluding that the Board did not
have the authority to “establish the salaries of its employees without the approval of the
Department of Personnel Administration™ did not take into account the current language
of Health and Safety Code section 50909, as it was based on the language of the relevant

8 Opinion 86-702, 70 Ops. Cal. Atty. Gen. 98 (1987).
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statutes as they existed in 1987. At the time of the Attorney General opinion, the
applicable version of Health and Safety Code section 50909, was the version that had
been amended in 1983 to provide that the “compensation of the executive director shall
be established by the board in an amount which is reasonably necessary, in the discretion
of the board...” Since the question before the Attorney General in 1987 did not involve
the compensation of the executive director, the version of Health and Safety Code section
50909 then in effect was not relevant. '

However, the subsequent actions by the Legislature, in amending Health and
Safety Code section 50909, provides a basis for disregarding that opinion, with respect to
the setting of the salaries now in question. In 2006, as part of SB 257, Health and Safety
Code section 50909 was amended, and the Legislature provided an express exception to
Government Code sections 19816 and 19825, as follows:

(a) Notwithstanding Sections 19816 and 19825 of the
Government Code, the compensation of key exempt management,
including the executive director, the chief deputy director, [and] the
general counsel, ... shall be established by the board ... in amounts
which are reasonably necessary, in the discretion of the board ...

(b) (1) ...[T]he agency shall cause to be conducted, through
the use of independent outside advisors, salary surveys ...

(2) The salaries so set by the board ...

(¢) The Department of Personnel Administration shall review the
methodology used in these salary surveys.

Health and Safety Code § 50909.

Government Code section 19825 stated that the Legislature could “expressly
provide that approval of [DPA] is not réquired.” We believe the language of Health and
Safety Code section 50909 is such an express provision. DPA could argue that nothing in
Health and Safety Code section 50909 states: “approval of DPA is not required.” On its
face, this is correct. However, the sections must be looked at in context.

Subsequent to the enactment of Government Code section 19825, providing

that the Legislature could carve out situations where DPA approval is not required, the
Legislature enacted (and later amended) Health and Safety Code section 50909. This
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section specifically referenced the requirements of Government Code sections 19816 and
19825, and provided that “[n]otwithstanding” those sections, “compensation of key
exempt management ... shall be established by the board ... in the discretion of the
board” and that DPA shall “review the methodology used” in the salary surveys
conducted by the Agency.

By acknowledging the restrictions of the Government Code, and then
providing that “[n]otwithstanding” those sections, the Board “shall” establish the salaries
of “key exempt management, including” a number of specifically named key exempt
management employees, the Legislature removed any ambiguity that it was expressly
providing that approval of DPA was not required.

In section 50909, the Legislature went on to discuss the methods and criteria
that the Board should use in exercising its discretion. Specifically, the Legislature
requires the Board to “cause to be conducted ... salary surveys of ... other state and local
housing finance agencies ... most comparable to CalHFA” as well as “other relevant
labor pools.” The Legislature also required that the salaries “set by the board shall not
exceed the highest comparable salary for a position of that type, as determined by the
survey.” Although this language imposed by the Legislature limited the discretion of the
board in setting the salaries, it clearly granted the authority to set those salaries (at least
with respect to the specified positions) to the board. Health and Safety Code § 50909(b).

Section 50909 also expressly provides that DPA has the power to “review the
methodology used” in the salary surveys which the agency “caused to be conducted.”
Health and Safety Code § 50909(c). The grant of such limited power, especially in the
context of a section that expressly seeks to provide an exception to Government Code
sections 19816 and 19825, necessarily implies the absence of any greater power.

Based on the foregoing, we believe that both the language of the relevant
statutes, as well as the intent of the Legislature, was to carve out an exception to
Government Code sections 19816 and 19825, and permit the Board to set the salaries for
key exempt management, without the approval of DPA.

Next, our attention is turned to the one remaining position that is at issue, but
not expressly listed in Health and Safety Code section 50909 — the Director of IT.

The maxim of legislative interpretation, expressio unius est exclusio alterius
(the expression of one is the exclusion of all others), provides that if a statute contains a
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list of express exceptions, it will be presumed that no other exceptions were intended. In
re Pardue’s Estate (1937) 22 Cal.App.2d 178; People ex rel. Cranston v. Bonelli (1971)
15 Cal.App.3d 129; See also 58 Cal. Jur. 3d, §130. This could work against the Agency
in an eventual writ proceeding, as Health and Safety Code section 50909 could be
interpreted as an exhaustive list of exceptions with respect to the Board’s ability to
establish salaries, exclusive of any DPA authority. If that were the case, then the Board
would not have any authority to establish the salary of the Director of IT.

However, sometimes a list in a statute is illustrative, not exclusionary. This is
generally indicated by a word such as “includes”. Such is the case here, where the key
language is as follows: '

...[T]he compensation of key exempt management, including the
executive director, the chief deputy director, the general counsel ...
and the financial risk management director shall be established by
the board...

Health and Safety Code § 50909(a).

Here, the statute provides that the board is authorized to.establish
compensation for “key exempt management.” The meaning of the term “key exempt
management” is then illustrated by reference to several of the positions included within
that term. This brings us to another maxim of legislative interpretation, ejusdem generis
(of the same kinds, class, or nature). Where general words follow an enumeration of
specific items (or vice versa), the general words are read as applying to other items akin
to those specifically enumerated. Although this maxim restricts the application of
general terms, by requiring that the general terms be interpreted as applicable only to the
same general nature or class as those enumerated,” it also instructs that the general term
or category will be interpreted to include those things that are similar to those which are
enumerated specifically. Pour Le Bebe, Inc. v. Guess? Inc. (2003) 112 Cal. App.4™ 810.

For example, if a law refered to “cars, trucks, tractors, motorcycles and other
similar motor-powered vehicles,” the principle of ¢jusdem generis would lead to the
conclusion that the list would include SUV’s, even though they were not expressly
mentioned, but might not include airplanes, since the list was of land-based
transportation. '

? Scally v. Pacific Gas & Electric Co. (1972) 23 Cal.App.3d 806.
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In the instant case, the list in Health and Safety Code section 50909(a), which
is intended to describe the authority of the Board to set compensation for “key exempt
management,” provides a list of some key exempt management. However, this list
should be interpreted as illustrative, not exclusive. Thus, any Agency employee who can
be considered “key exempt management” is subject to the Board’s authority for setting
compensation.

We understand that when Health and Safety Code section 50909 was drafted,
it was with the knowledge that the Agency had the need and the ability to create exempt
positions, and that the list of those positions may change over time. The use of the
phrase, “key exempt management, including...” was meant to recognize that from time to
time, the positions that meet the criteria for “key exempt management” might be added or
eliminated, as the needs of the Agency change. Based on the foregoing, we believe this
section is properly interpreted to provide that if the Board determines a certain exempt
position is a “key exempt management” position, Health and Safety Code section 50909
authorizes the Board to set the salary for that position.

A determination as to which classifications and employees can and should be
considered “key exempt management” is beyond the scope of this memorandum.
However, we believe the director of any Department within the Agency would likely
‘meet any rational criteria established for who constitutes “key exempt management.”

The language of section 50909 clearly provides that the Board, and only the
Board, is charged with the responsibility for setting the salaries for certain key exempt
management positions, including the executive director and chief deputy director, among
those Speciﬁcally referenced (the Director of IT is not specifically referenced). Although
DPA is to review the methodology used in the salary surveys nothing in the section gives
DPA any authority over the setting of salaries.

- Thus, under our analysis, once the Boérd makes a decision regarding the
setting of salaries, no further review or approval is necessary. All that is left is the purely
ministerial action by the Controller of implementing those increases enacted by the
Board.

C. Once the Board Passes a Resolution Authorizing Salary Increases as
of a Date Certain, the Employees at Issue Here Obtain a Vested
Right to those Salary Increases; Any Decreases May Only be
Implemented Prospectively
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California courts have specifically ruled that retroactive raises do not represent
unearned payments for past services — they are considered a part of the compensation
earned as the services were rendered. San Joaquin County Employees’ Assn., Inc. v.
County of San Joaquin (1974) 39 Cal.App.3d 83; Goleta Educators Assn. v. Dall’Armi
(1977) 68 Cal.App.3d 830. Both of these Court of Appeal decisions were expressly
approved and relied on in Jarvis v. Cory (1980) 28 Cal.3d 562, 570-572. Thus, nothing
would prohibit a public employer from granting retroactive salary increases. The same
cannot be said, however, for retroactive decreases in salary.

Public employment is typically held by statute, not by contract. However,
public employment may give rise to obligations regarding compensation treated as
contractual under the contract clauses of the federal and state Constitutions. White v.
Davis (2002) 108 Cal.App.4™ 197. “[Plublic employment gives rise to certain
obligations which are protected by the contract clause of the Constitution...” Kern v.
City of Long Beach (1947) 29 Cal.2d 848, 852-853. Vested compensation constitutes
property that may not be divested without due process. Boothby v. Atlas Mechanical, Inc.
(1992) 6 Cal. App.4™ 1595, 1602-1603. “Once vested, the right of compensation cannot
be eliminated without unconstitutionally impairing the contact obligation. When
agreements of employment between the state and public employees have been adopted by
governing bodies, such agreements are binding and constitutionally protected.” Olson v.
Cory (1980) 27 Cal.3d 532 (internal citations omitted).

A public employee's right to the payment of salary earned is thus protected by
the impairment-of-contract clause of the state constitution. White v. Davis (2003) 30
Cal.4™ 528. Once the right to compensation becomes vested, the state cannot
retroactively eliminate or reduce that vested right to compensation. However, the
question is whether and at what point the right becomes vested.

The language of Health and Safety Code section 50909 clearly provides that
the Board, and only the Board, is charged with the responsibility for setting the salaries
for certain key exempt management positions, including the executive director and chief
deputy director, among those specifically referenced (the Director of IT is not specifically
referenced). Although DPA is to review the methodology used in the salary surveys,
nothing in the section gives DPA any authority over the setting of salaries.

Thus, under our analysis, once the Board makes a decision regarding the
setting of salaries, no further review or approval is necessary. All that is left is the purely
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ministerial action by the Controller of implémenting those increases enacted by the
Board.

Once the Board approves salary increases (by way of Resolution), a contract
right is created, the benefit becomes vested immediately, and all other actions necessary
to implement the increases are merely miinisterial in nature. Any services rendered
pursuant to the Board’s approval of such increases must be compensated at the increased
rate, while any efforts to decrease compensation could be implemented on a prospective
basis only.

The United States Supreme Court, dealing with a lawsuit brought by an
attorney to recover for salary and fees due to him, based upon his service as a District
Attorney, has recognized that once services have been rendered by a public officer for a
fixed rate of compensation, there arises an implied contract which is fully protected by
the contract clause:

... [A]fter the services have been rendered, under a law, resolution,
or ordinance which fixes the rate of compensation, there arises an
implied contract to pay for those services at that rate. This contract
is a completed contract. Its obligation is perfect, and rests on the
remedies which the law then gives for its enforcement. The vice of
the argument of the Supreme Court of Louisiana is in limiting the
protecting power of the constitutional provisions against impairing
the obligation of contracts to express contracts, to specific
agreements, and in rejecting that much larger class in which one
party having delivered property, paid money, rendered service, or
suffered loss at the request of or for the use of another, the law
completes the contract by implying an obligation on the part of the
latter to make compensation. This obligation can no more be
impaired by a law of the State than that arising on a promissory
note. '

Fisk v. Jefferson Policy Jury (1885) 116 U.S. 131, 134.

Similarly, a 1978 Attorney General opinion provided that while county boards
of education have the power to decrease superintendents’ salaries, they may not do so
retroactively. This was based on the fundamental proposition that compensation may not
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be decreased with respect to services already rendered. Opinion 77-180, 61 Ops. Cal.
Atty. Gen. 384 (1978).

Finally, in Sonoma County Organization of Public Employees v. County of
Sonoma (1979) 23 Cal.3d 296, the Court invalidated the portions of a state statute that
purported to invalidate agreements granting cost-of-living wage increases to local public
agency employees, as the statute was invalid as an impairment of contract in violation of
both the state and federal Constitutions. Id. at 305 — 308. Although the Court did not
preclude the possibility of circumstances under which public contracts may be impaired,
such impairment must be justified by an overriding public purpose. Id. at 308.

Based on the foregoing, we believe it is clear, that at least with respect to
those “key exempt management” expressly listed in Health and Safety Code section
50909, the vested right to increased salary cannot be undone retroactively, and attempts

» to do so would be an impermissible impairment of contract rights.

We hope that you find this correspondence responsive to the questions set
forth above. Should you require further research and/or analysis, please do not hesitate to
contact us.

Sincerely,

c¢cDONOUGH LLP

cc: Theresa Parker
Thomas Hughes
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State of California

.II'EMORANDUM

To:

From:

Subject:

Board of Directors - Date: May 10, 2007

Tom Hughes, General Counsel
CALIFORNIA HOUSING FINANCE AGENCY

Updates to CalHFA’s Conflict of Interest Code (Resolution 07-17)

California’s Political Reform Act of 1974 (the “Act”) requires that each state agency enact by
regulation a conflict of interest code pursuant to standards set forth in the'Act. CalHFA has
enacted such regulation, at Title 25, Code of California Regulations, Section 10001. The Act
further requires that the regulation be updated periodically. The proposed amendment text
presented to the Board is intended to be such an update.

The Agency’s conflict of interest code (the “Code™) designates personnel positions within the
Agency which are required to annually file a Statement of Economic Interests (Form 700).
The Code also specifies the types of business interests or sources of incomes that must be
reported.

The types of positions within the Agency which are required to file the Form 700 are generally
Board positions, management positions, and consultants. In addition, employees holding staff
positions which directly interact with and influence those decision makers are also covered by
the Code. As personnel classifications and titles change over time, the Code must be updated
to accurately reflect the nature of those changes.

The proposed amended Code includes new positions and revises the titles of existing positions.
Proposed deletions/additions are shown in strikeout/underline format as follows: deletions are in
red-strikeout font, and additions are in blue underline font.

Updates to CalHFA’s conflict of interest code are subject to the rulemaking process, which
includes: public notice, public comment period, and public hearing (if requested); review and
approval by Fair Political Practices Commission; submission to Office of Administrative Law; and,
certification by Secretary of State.

We respectfully request the Board’s approval of the within proposed updates to CalHFA’s
conflict of interest code, and authorization to proceed with the rulemaking process, including
authorization to make non-material revisions to the proposed amendment text, without further
Board approval, as may be appropriate.

151644-1
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Proposed Amendment Text

CALIFORNIA CODE OF REGULATIONS
TITLE 25. Housing And Community Development
Division 2. California Housing Finance Agency
Chapter 1. General
Article 1. Conflict of Interest Code
§10001. General Provisions.
Amend Section 10001 to read as follows:

§10001. General Provisions.

The Political Reform Act, Government Code sections 81000, et seq., requires state and
local government agencies to adopt and promuigate Conflict of interest Codes. The Fair Political
Practices Commission has adopted a regulation, 2 California Code of Regulations section
18730, which contains the terms of a standard Conflict of Interest Code, which can be
incorporated by reference, and which may be amended by the Fair Political Practices
Commission to conform to amendments in the Political Reform Act after public notice and
hearings. Therefore, the terms of 2 California Code of Regulations section 18730 and any
amendments to it duly adopted by the Fair Political Practices Commission, along with the
attached Appendix in which officials and employees are designated and disclosure categories
are set forth, are hereby incorporated by reference and constitute the Conflict of Interest Code
of the California Housing Finance Agency (the Agency).

Designated employees shall file statements of economic interests with the Agency,
which will make the statements available for public inspection and reproduction. (Govt. Code
Section 81008). Upon receipt of the statements of Board Members and the Executive Director,
the Agency shall make and retain a copy and forward the original of these statements to the Fair
Political Practices Commission. Statements for all other designated employees will be retained
by the Agency.

NOTE

Authority cited: Sections 87300 and 87304, Government Code. Reference: Sectlons
87300, et seq., Government Code.

HISTORY

1. Repealer of chapter 1 (article 1, sections 10001-10006) and new chapter 1 (article 1,
sections 10001-10011) filed 8-12-77; effective thirtieth day thereafter. Approved by
Fair Political Practices Commission 4-20-77 (Register 77, No. 37). For prior history,
see Registers 75, No. 49; and 76, No. 20.

2. Repealer of article 1 (sections 10001-10011 and Exhibits A and B) and new article 1

(section 10001 and Appendix) filed 2-26-81; effective thirtieth day thereafter.
Approved by Fair Political Practices Commission 12-1-80 (Register 81, No. 9).
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3. Amendment of Appendix filed 6-14-84; effective thirtieth day thereafter. Approved by .
- Fair Political Practices Commission 5-7-84 (Register 84, No. 24).

4. Amendment of Appendix refiled 10-4-84; effective thirtieth day thereafter. Approved
by Fair Political Practices Commission 5-7-84 (Register 84, No. 40).

5. Amendment of section 10001 and Appendix filed 1-30-91; operative 3-1-91.
Approved by Fair Political Practices Commission 12-6-90 (Register 91, No. 14).

6. Amendment of section and Appendix filed 4-18-96; operative 5-18-96. Approved by
Fair Political Practices Commission 2-8-96 (Register 96, No. 16).

7. Amendment of section and Appendix filed 7-28-97; operative 8-27-97. Approved by
Fair Political Practices Commission 6-4-97 (Register 97, No. 31).

8. Amendment of section and Appendix filed 2-7-2006; operative 3-9-2006. Approved by
Fair Political Practices Commission 12-16-2005 (Register 2006, No. 6).

Conflict of Interest Code of the
California Housing Finance Agency

Appendix

Designated , Assigned

Employees Disclosure
Category

Persons holding the following positions

and/or the following classifications are

“designated employees”:

Board of Directors

Board Member (All members of the Board other than the State Treasurer).......... 1,2,3

Executive

Executive DireCtor . . . ... .o 1,2,3

Chief Deputy Director .. ... ... . . e 1,2,3

Directorof Legislation . . . ... i e 1,2,3

Administration ,

Director of Administration . ........... ... . . . . . .. I 1,2,3

Chief of Administrative Services . .......... ... . . 1,2,3

Staff Services Manager | (Business Services) ...............couiiiiiiinnnin.. 3

Business-Services-Officer Associate Business Management Analyst (Business Services)3

Staff Services Analyst (Business Services) . . .. ... 3

Information Technology

Chief Information Officer . . ... ... . . i e 2,3

Staff Information Systems Analyst (Specialist) (Systems Administration) . ............ 3

Senior Information Systems Analyst (Supervisor) . . ........ ... ... .. . i 3

Senior Programmer Analyst (SUDerviSOor) . . o . o e e e 3
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Marketing |
Director of Marketing (Staff Services Manager fll) . ............ ... ... ... .. ..... 1,2,3
Legal :
General Counsel . ... .. . . e e 1,2,3
Staff Counsel IV . ... ... 1,2,3
Staff Counsel Il .. ................. P 1,2,3
Staff Counsel . .. ... 1,2,3
information Security Officer . . . ... .. ... 2.3
Financing
Director of FINnanCing . . . . ... ..ot e 1,2,3
Risk-Manager Director of Financial Risk Management . .............. ... ........ 1,2,3
Housing Finance Chief (Financing) . . . ......... .. . i 1,2,3
Financing Officer . .. ... .. e 1,2,3
Financing Specialist .......... PO 1,2,3
Fiscal Services
Comptroller . . ... ... ... e e 1,2,3
Accounting Administrator Il . ........... . . . .. 1,2,3
Accounting Administrator Il . ... ... e 3
Housing Finance Officer (Single Family) ........... ... ... . . ... .. . ... 1,2,3
"Housing Finance Specialist (Single Family) . . .......... ... ... . ... . ... 1,2,3
Homeownership
Directorof Homeownership . .. ... ... . . . . e 1,2,3
Deputy Director of Homeownership Programs . . . . .. ... .ot 1,23
Housing Finance Chief (Single Family) .. ... ... .. .. . . 1,2,3
Housing Finance Officer (Single Family) . .. ...... ... ... ... . i it 1,2,3
Housing Finance Specialist (Single Family) ............ ... ............ S 1,2,3
Multifamily
Director of Multifamily Programs . . . . . ... ... . . . . 1,2,3
Deputy Program Director (Rental) . .. ... ... e 1,2,3
Housing Finance Chief (Rental) . . ........ .. ... ... .. . . . 1,2,3
Housing Finance Chief (Construction Services) .. .......... ... . i, 1,2,3
Supervising Design Officer . ....... ... . . e ... 1,23
SeniorDesign Officer .................................... e 1,2,3
Senior Estimator . .. ... e 1,2,3
Senior Housing Construction Inspector . . ... ... ... . i 1,2,3
Housing Construction Inspector ......... ... ... . . i 1,2,3
Housing Finance Officer (Rental) . . .. ... ... . ... . . i 1,2,3
Housing Finance Officer (Construction Services) . . .......... ... . ... ... . ... ... 1,2,3
Housing Finance Specialist (Rental) (Preservation Assistance) . ... ................ 1,2,3
Housing Finance Specialist (Construction Services) . . . .. S 1,2,3
Chief, Special Lending Programs (CEAIl) . ....... ... ... .. 1,2,3
Asset Management
Deputy Director of Asset Management . .. ... ... ... ... . i 1,2,3
Housing Finance Chief (Management Services) ............ .. ... ... .. ... ... 1,2,3
- Housing Finance Officer (Management Services) ... ........ .. ... i, 1,2,3
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Housing Finance Specialist (Management Services) ... .......... ... ... ........ 1,2,3

Housing Maintenance Inspector . . ... . i e 1,2,3 '
Mortgage Insurance Services :

Director of INSUraNCe . . .. . ... e 1,2,3

Housing Finance Chief (Single Family) ............ ... .. ... ... ... ... PIPRR 1,2,3

Housing Finance Officer (Single Family) ... ........ ... .. ... ... .. .. . . ... .. .... 1,2,3

‘Housing Finance Specialist (Single Family) . .......... ... .. ... .. ... 1,2,3

Consultants \

Consultant . . ... . e / e 1,2,3

With respect to Consultants, the General Counsel of the Agency may determine in
writing that a particular consultant, although a “designated employee,” is hired to perform a
range of duties that is limited in scope and thus is not required to comply with the disclosure
requirements described in this section. Such determination shall include a description of the
consultant's duties and, based upon that description, a statement of the extent of disclosure
requirements. A copy of the written determination is a public record and shall be retained and
made available for public inspection in the same manner and location as this Conflict of Interest
Code. Nothing herein excuses any such consultant from any other provision of this Conflict of
Interest Code.

Disclosure Categories
Category 1

Designated employees in Category 1 must report:
All investments and interests in real property located within the State of California.

Category 2

Designated employees in Category 2 must report:

All investments and business positions in, and sources of income, mcludung gifts, loans, and
travel payments, from, any person or entity which is (i) defined to be a “housing sponsor,”
“limited-dividend housing sponsor,” or “qualified mortgage lender” by part |, chapter 2, of the
Zenovich-Moscone-Chacon Housing and Home Finance Act (chapter 2 commences at section
50050 of the California Health and Safety Code) or which is (ii) a financial services company,
information technology company, law firm, mortgage bank, investment bank, real estate
services company, brokerage company, insurance company, title company, escrow company,
building or construction contractor or subcontractor, that contracts with or otherwise does
business with the Agency, or which is soliciting, a contract or other business from the Agency.

Category 3

Designated empioyees in Category 3 must report: ,

All sources of income, including gifts, loans, and travel payments, from and investments and
business positions in any business entity that, within the last two years, has contracted with the
Agency to provide services, supplies, materials, machinery or equipment to the Agency, or that
has otherwise done business with the Agency.
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RESOLUTION 07-17

RESOLUTION APPROVING PROPOSED AMENDMENTS TO REGULATIONS

WHEREAS, the California Housing Finance Agency (the “Agency”) through its Board
of Directors (the “Board”) is authorized to adopt and, where appropriate, to amend or repeal
regulations; and '

WHEREAS, the Board has determined that the proposed amendments to certain Agency
regulations, as attached hereto, are necessary and appropriate for adoption by the Agency,

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors as follows:

1. The attached amendments to the Agency’s regulations, incorporated herein by
reference, concerning Title 25, Division 2, Chapter 1, Article 1, § 10001 of the California Code
of Regulations (the Conflict of Interest Code of the Agency) are hereby approved.

2. The staff is directed to give public notice, conduct any required public hearing and
take such other action as may be necessary or proper for the adoption by the Agency of such
amended regulations including submission of such amendments to the Fair Political Practices
Commission and the Office of Administrative Law. The staff is authorized to make non-material
revisions to these amendments, without further Board approval, as may be appropriate in the
course of promulgating these amendments.

I hereby certify that this is a true and correct copy of Resolution 07-17 adopted at a duly

constituted meeting of the Board of Directors of the Agency held on May 10, 2007, at Burbank,
California.

ATTEST:

Secretary

151646-1
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MEM.QEAJ_\.’QQM ey § 2007
TO: JOHN COURSON, CHAIRMAN OF THE BOARD OF DIRECTORS OF THE
CALIFORNIA HOUSING FINANCE AGENCY (“CalHFA”),‘ AND TO ALL OTHER
; MEMBERS OF THE BOARD .
FROM: COALITION OF CONCERNED CalHFA EMPLOYEES ( ‘CCCE")
RE: EXECUTIVE COMPENSATION - OUTRAGEOUS PAY RAISE APPROVED FOR
CalHFA’s EXECUTIVE DIRECTOR, TERRI PARKER
DATE: MARCH 2, 2007

The CCCE is pleased to see that you have a “possible” agenda item for the
upcoming Board meeting of March 8, 2007, to discuss the spectacular, unwarranted and
outrageous salary raise previously adopted by the Board. We urge you to discuss the
matter in detail, and make the issue an actual agenda item.

As was put best by the Los Angeles Daily News, Ms. Parker (“TP”’) was given a
“massive — and unwarranted — pay hike”. Importantly, the newspaper noted, “the state
had no problem retaining Parker [TP] for nine years without jacking up her pay
spectacularly”. '

Wein the CCCE have a number of questions for you and/or the Board as a whole.
They include the following:

1. What was the urgency to your salary action? Why could your “generosity” to TP
not wait?

2. Why did you not read and consider the Governor’s sxgmng message for Senate
Bill 257, which we prov1ded to you, prior to this salary giveaway to a political

. careerist? :

3. Did you (John Courson) want to curry favor with TP before you ceased operating
and closed Central Pacific Mortgage effective as of February 26, 2007 (without
sufficient funds to pay your employees)?

4. Was the Board informed that you (Mr. Courson) had had discussions with TP
about Central Pacific Mortgage becoming the exclusive originator of the 35 and
40 year CalHFA loans? For your information, TP mcntloned thls to some of her
senior staff.

5. Was the Board informed about the volume of Central Pacific’s CalHF A business?

6. Have you and/or the Board had a recent training on conflicts of interest and what
makes an “interested” Director? You helped design the 35 and 40 year loans and
benefited financially from the same. Also, Mr. Shine prevailed upon TP (and she
was only too happy to accommodate) to purchase Habitat loans under the
specially created Habitat for Humanity Loan Purchase Program, since he is on a’
Habitat board. Who on the Board is acting in the best interests of CalHFA???

7. Do the other “interested”, as well as the “non-interested”, Board members know
and understand that they are to dxscharge their duties with care, skill, prudence :
and diligence?

8. Did the salary survey conducted by Watson-Wyatt Worldwide include a
consideration of the generous CalPERS retirement and healthcare benefits in
California?
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9. Did TP inform you that many of the other salaries to which she compared hers do
not include government benefits? Y

10. Did TP discuss with the Board the theft of millions of dollars by her former .
Director of Insurance, right under her nose, all because of her inept, childish, and
incompetent style of management? TP thought that his cohort, CalHFA’s former
general counsel, had political connections and therefore did not make appropriate
inquiries. Why don’t you understand the magnitude of TP’s ineptness and
misconduct, and the extensive harm she has caused the agency?

-11. Did TP inform you that she filed the lawsuit to recover those moneys in Orange

’ County to hide the massiveness of the issue from the media, the Board and the
Legislature? Millions of dollars were spent litigating the case in that geographical
location.

12. Did you speak with employees of CalHFA about TP’s incompetence, lack of
knowledge and immaturity? For your edification, Senator John Seymour was
probably the most competent and respected Executive Director of the agency,
followed by Maureen Higgins. TP would be tied with’'Kamey Hodge, who was a
politically connected hack who previously operated a clothing store in Fresno. At
least he ran something. TP never even ran a “comer store” before her political

. appointment.

13. Have you examined the Genworth insurance contract, which is another gweaway
of huge proportions? In executing this contract, TP essentially gutted the ©
substance of most of the jobs in Mortgage Insurance division. The work should
be done by public employees.

14: Have you probed CalHFA’a accounting practices, and the lack of any external
oversight? How can you as the Board chairman and Board tolerate the weak
internal controls, manufactured numbers, and the giveaway of moneys to TP, : ./‘

. Genworth, numerous consultants, and friends of TP. While you should be
watching, but are not, TP authorizes extravagant payments to third parties, money
flows to Genworth, and waste abounds. All of this happens behind closed doors
with few fingerprints.

15. Why don’t you see that CalHF A needs immediate corrective measures and broad -
cultural and operational changes? The waste and mismanagement must be
stopped.

16. Has the Board begun to understand that mortgage defaults by those borrowers
whose paper the agency owns are beginning to spread? Do you realize that
CalHFA may soon be a large owner of overpriced condominiums and worthless
Multifamily projects?

17. Has the Board begun to understand that the agency has made some risky and bad
loans in the Multifamily area, and that CalHFA just lends more money or
restructures the loans to keep the loans off the list of non-performing loans?

18. Has the Board considered an outside audit of CalHFA? You should, since TP sits
on top of a tremendous structural problem. How active is the Board audit
committee? All of you, even those with a ﬁnancml interest in CalHFA, are
expected to exercise oversight.

19. Did you (Mr. Courson) share with the full Board how involved TP was in pushmg
the issue of raising her salary? It made all of us in the CCCE laugh when we read
the Sacramento Bee article in which it was said that TP declined to comment on
the salary hike because the salary increases “were overseen by the Board without ‘
her involvement”. That is very amusing. First, she was involved. Second, TP '
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loves to speak with the media. In fact, much of role of the Marketing division is
to place TP’s quotes in the media.

20. How can the Board be imbued with a keen sense of right and wrong?

21. Do you realize how much of TP’s time is spent on vacation and traveling to
worthless meetings out-of-state? Do you know how few hours a week she
actually works?

- The Board of Directors of CalHFA owes the agency and the state sound judgement
and clear thinking. Some of you may be self-interested. But the rest of you are not.
We-in the CCCE have patiently endured all of the mismanagement by TP, and cannot
tolerate it any more. But by failing to properly oversee the agency, you become
complicit in TP’s mismanagement, fraud, and waste.

We will monitor what you do going forward, ask that you rescind the outrageous
salary hike for TP, and will continue to write to you and others as time progresses,
until TP resigns or is asked/forced to leave. ’

cc: Theresa Ann Parker, Executive Director
Governor Amold Scliwarzenegger
Members of the California Legislature
Members of the Media
Other Interested People
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