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BE IT REMEMBERED that on Tuesday, January 20,

2011, commencing at the hour of 10:44 a.m., at the

Holiday Inn Capitol Plaza, 300 J Street, Sacramento,

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

and CRR, the following proceedings were held:

--oOo--

Item I. Roll Call

CHAIR CAREY: I’d like to welcome everybody to

the January meeting of the California Housing Finance

Agency Board of Directors.

It’s nice to be up here to enjoy some sunshine.

I haven’t seen it in about three weeks.

The first order of business is roll call.

OJIMA: Thank you.

Peters for Ms. Stevens?

PETERS: Present.

OJIMA: Ms. Creswell?

MS.

MS.

MS.

MS. CRESWELL: Present.

MS. OJINA: Mr. Gunning?

MR. GUNNING: Present.

MS. OJIMA: Thank you.

Mr. Hudson?

(No response)

MS. OJIMA: Mr. ’Hunter?

MR. HUNTER: Present.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 6
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Item 2.

MS. OJIMA: Ms. Carroll for Mr.

MS. CARROLL: Present.

MS. OJIMA: Mr. Shine?

MR. SHINE: Here.

MS. OJIMA: Mr. Smith?

MR. SMITH: Here.

MS. OJIMA: Mr. Taylor?

(No response)

Lockyer?

MS. OJIMA: Ms. Matosantos?

(No response)

MS. OJIMA: Mr. Spears?

MR. SPEARS: Here.

MS. OJIMA: Mr. Carey?

CHAIR CAREY: Here.

MS. OJIMA: We have a quorum.

CHAIR CAREY: Good. Thank you.

--oOo--

Approval of the Minutes of the November 17,

2010, Board of Directors Meeting

CHAIR CAREY: The next item of business is

approval of the minutes of the November 17th meeting.

MS. PETERS: So moved.

MR. HUNTER: Second.

CHAIR CAREY: Roll call, please.

MS. OJIMA: Thank you.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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Item 3.

actually,

longtime

Ms. Peters?

MS. PETERS:

MS. OJIMA: Ms.

MS. CRESWELL:

MS. OJIM_A: Thank you.

Mr. Gunning?

MR. GUNNING: Yes.

MS. OJIMA: Mr. Hunter?

MR. HUNTER: Yes.

MS. OJIMA: Ms. Carroll?

MS. CARROLL: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Smith?

Yes.

Creswell?

I’m going to abstain.

MEMBER SMITH: Yes.

MS. OJIMA: Mr. Carey?

CHAIR CAREY: Yes.

MS. OJIMA: The minutes have been approved.

CHAIR CAREY: Great.

--oOo--

Chairman/Executive Director Conuments

CHAIR CAREY: The first thing I’d like to do,

is to welcome Cathy Creswell, joining us.

Cathy is a longtime friend of Housing and a

team player at Housing and Community

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

And it’s great to have you with us. Welcome.

MS. CRESWELL: Thank you. I’m very happy to be

here.

CHAIR CAREY:

our executive director.

MR. SPEARS: Thank you, Mr.

With that, I’ll turn it over to

Chairman.

I would also like to add my welcome to Cathy.

We haven’t had a lot of occasion to work

together yet, but I’m looking forward to it very much.

But I’m not sure about some of the other

changes so far. And we’re happy that Heather is here,

representing Acting Undersecretary Traci Stevens.

And I’m not sure about the OPR seat at this

point. So we’ll just play along with that, whenever we

find out what the news is there.

The second thing is that we are settling into

our new offices, both in West Sacramento. We expanded

that location, as you know, to accommodate some

additional portfolio management staff.

But the new, consolidated headquarters office

are in 500 Capitol Mall, which is just two blooks away,

which makes it a very convenient walk for most of the

people in this room.

But I would invite all of you to come by. If

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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you have time after the meeting today, before you zoom

off to flights and other meetings, please come over.

We haven’t put together a reception yet. We’d

like to do something rather low key at some point. Punch

and cookies or something, and invite our friends that we

do business with, to come and see the new place. An

evening -- I think we’re going to try to do this with

employees, to invite their families and come by for

something really informal and see where mom and dad

worked, I think would also be a pretty good idea.

So with that, let me just open up the

proceedings today.

This is traditionally when we review midyear,

this halfway point, and review the business plan that you

adopted in May -- at least most of you were here -- May

of 2010. And the other part is to adopt financing

resolutions that give us guidance on how to conduct our

bond business for the rest of the year.

And that’s most of today’s proceedings.

There is some discussion that you’ll see from

the Audit Committee, a recommendation from staff,

particularly that will be an interesting discussion, I

think, for all of you.

So I think just,

plan, you’re going to hear

in general, about the business

-- first of all, we’ve

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 10



ii
CalHFA Board of Directors Meefmg January 20,2011

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1

2

3

4

5

organized this by the five priorities that the Board

adopted in May.

The first priority -- and they were listed, as

I remember, in order of importance:

Maintain credit ratings.

had authority and power to do that

own, to maintain credit ratings.

The second was to engage actively in loss

mitigation, especially on the single-family side, because

that’s where our challenges are.

The third is to renew lending. I think you’re

going to hear some very good news on that front.

The fourth was to renew old partnerships.

And the fifth was to explore new business

opportunities, although at the May board meeting, we

talked about both of those at the same time. And that’s

kind of how we pursued that.

So we’re going to hear some good news; however,

I would caution you that, by no means, what I consider is

To the extent that we

for actions of our

out of the woods as far as our financial challenges go,

we still have a ways to go. We have ratings reviews that

are going to be coming up in the first quarter. So

they’re going to know about that right off the bat.

So just a word of caution -- I mean, I want to

mix the good news with a cautionary note on that.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 11
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Finally, there’s somebody here that I would

like to recognize. Kathy Weremiuk is trying to sit in

the back row and stay out of view.

I have some sad news, but happy news for her.

Kathy is going to be retiring shortly.

Kathy, if you would stand for everyone.

Kathy Weremiuk has been at the Agency for a

very long time, but she is the driving force behind both

the Bay Area Housing Plan projects and also probably more

work is the Mental Health Services Act projects that we

have done.

Without Kathy, these projects would not have

gone as well as they’ve gone. And we just owe her an

immense amount of respect and gratitude. We are very

sorry to see her go. But she’s already started making

plans. I think they’re sort of drifting out towards the

Palm Springs area. So we don’t want to stand in the way

of that.

But I just wanted everybody to have Kathy stand

and be recognized, and to extend my thanks to her for all

the really, really hard work -- years and years of

experience. It’s going to be difficult to, you know,

manage the replacement strategy here.

Kathy.

So just, please, a big round of applause for

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 12



13
Call-WA Board of Dh’ectors Meeting - Jammry 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

(Applause)

MR. SPEARS: And with that, Mr. Chairman, I

think we’re ready to begin.

Just a housekeeping item. You have in front of

you some slides. I, unfortunately, forgot to have holes

punched in these. But you can do that yourself and put

them in their correct place.

This is only, though, for Items 4, 5, 6, 7, and

8; and they’ll be up on the screen as well.

So just when you have a chance to flip through

them as we’re moving along, we’ll...

Here’s one thing: I try to summarize these

things. Bruce and I have a different opinion on this,

I think. He tends to put more stuff on the slides and

I tend to put summary things.

So I would keep your pen or pencil handy,

because I think you’ll be taking notes and adding facts

and figures and that sort of thing along the way. Just

a note or two.

Okay.

CHAIR CAREY: Great. Thank you, Steve.

--oOo--

Item 4. Update and Discussion of the status of the

Hardest Hit Program

CHAIR CAREZ: And so the next item on our

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 13
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agenda is Update and Discussion on the status of the

Hardest Hit Program.

And, Linn Warren,

that.

MR. SPEARS:

project. Di was

with servicers.

that process.

So Linn got

MR. WARREN:

Mr. Chairman, Members

morning.

I understand you’re doing

Linn is helping Di lead this

called away to San Francisco to meet

We do not want to stand in the way of

the call to make this presentation.

Thank you.

of the Board, good

As Steve said, he asked me to --

MR. SPEARS: Linn, you might want

down on the slide.

Your Home

to scroll

MR. WARREN: All righty.

He asked me to give you an update on the Keep

Program.

We do have some good news along these lines.

Let me first give just a brief background for

some Board members who may not recall some of our

allocations.

As the Board may recall, in June of last year,

we received an allocation of $700 million from the

U.S. Treasury, under the federal Hardest Hit Program.

Daniel P. Feldhaus, CSR, Inc. 916~682.9482 14
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That was augmented shortly thereafter with an additional

This was exclusively for the unemployment$476 million.

programs.

And then the Treasury continued, later on in

the year, with a final allocation to California of a

little under -- of approximately $800 million. So

approximately or exactly, we have an allocation of

$1.975 billion for the Hardest Hit Fund.

Since we last met, we’ve made a lot of progress

in what we’ve been doing. The allocations to date -- and

these could change as the inflow comes in from various

borrowers -- is we have $875 million allocated for

principal reduction.

$129 million for reinstatement. This is for

borrowers that have fallen behind on their mortgages, but

now are able to make payments on a go-forward basis.

We’ve allocated money for that.

A core program is principal reduction, which is

relatively new across the board for modification programs

in the country. We’ve allocated almost $800 million for

that program.

And the last program,

assistance for those borrowers

which is transition

that can no longer stay in

the homes, we’ve allocated $32 million to help them move

on to alternative housing.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 15



16
CalHFA Board of Directors Meeting - January 20, 2011

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

As I indicated, we have made some very good

progress since we last met. The unemployment assistance

program went live on January 10th. And along those

five major servicers have signed up for thislines, the

program.

This coming month on the 24th, RCAC, the Rural

Community Assistance Corporation, has selected 37 HUD

certified counselors around the state to also augment the

program. Those counseling agencies will go live and

actively refer borrowers to our processing center on the

24th.

The retail,

individually for the

principal reduction,

which is borrowers coming in

remaining three programs --

reinstatement, and transition

assistance -- will go live on February 7th.

We’re in discussions with a major servicer to

incorporate a bulk program for principal reduction. And

if that goes well, then that program will augment the

other ones, and will be effective in early March.

We have had one change on the participating

servicers. Bank of America has joined in for the

unemployment program.

So we’re very pleased to report that the five

major servicers, plus CalHF~ and CalVet, are now signed

up for the programs under the Hardest Hit Funds.

Daniel P. Fddhaus, CSR, Inc. 916.682.9482 16
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MR. SPEARS:

MR. WARREN:

MR. SPEARS:

MR. WARREN:

MR. SPEARS:

MR. WARREN:

And Citi is on board as well?

Citi is on board. Yes.

All five are on board --

All five.

-- for the unemployment program.

Citi signed it up very recently.

They were, quit~ honestly, a bit of a reluctant

participant in our fly-ins. But they have changed their

attitude towards the program and joined in.

So in our first week, Starting on

January 10th -- this is their first week of operation --

we received 3,146 calls to our triage. This is an

operation in which borrowers are asked their preliminary

eligibility for the program as well as other types of

questions go to them.

Of this, approximately 3,100, 609 made

our counseling. This is a more extended process

borrowers are asked more specific questions about our

programs and their eligibility.

And within the first week, 236 of that number

have made it into -- completed counseling, and are now

being eligible for assistance.

An important thing to note about the program

is, as the Board knows, we’ve spent a great deal of time

trying to develop a great deal of assistance for this

it ingo

in which

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 17
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project. All the phone systems operated normally. The

average wait time, for example, in the triage area was

approximately 15 seconds. The wait time in counseling

was a minute. So we thought that was very, very good

news, that everything was going very, very well.

SPEARS: I just make this one note. You

odd that we put in "All phone systems

when the state of Michigan

crashed not only the Internet

several of their

MR.

may think it

operated normally." But

opened their program, it

system but the phone system for

different state departments.

MR.

government’s

MR.

that everything went fine.

MR. WARREN: As soon as we

sort of

WARREN: It brought down half of the state

system, basically.

SPEARS: We just wanted to put that in,

learned that, we

increased our phone budget. But it is important,

because part of the main experience for the borrowers

here is to not be frustrated and to get answers.

And as I’m sure the Board knows, it’s very

important that if borrowers are to be told that they

don’t qualify, they should be told that quickly and move

on back to their servicers, which we are trying to do.

So we’re paying very close attention to this.

The technical term is "pull-through rate," the number of

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
18
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borrowers that come through the system. We want to add

more. And we’re trying to figure out today why they’re

not making it through. And that’s the analysis that will

be going out in the next several weeks.

Steve asked me to keep this short and to the

point. So I’d be happy to question any questions about

where the program is at. But we’re very encouraged that

everything appears to be working as we had hoped.

Yes?

MS. CRESWELL: Can I just ask, so do you have a

sense then of the other 2,000 folks who didn’t make it

through? Does that mean they didn’t -- I presume didn’t

qualify?

MR. WARREN: There were a number of

qualifications, Ms. Creswell.

One of the main ones is that the servicers had

not signed up. So, for example, we can’t take a borrower

in unless their servicer is part of the program.

Not all the main servicers were operational.

As I said, Citicorp was not, but they are now. But what

we found was, there were a large number of T~er 2 and

Tier 3 servicers, the smaller ones, that have not been

signed up. So there must have been at least 20 to 30 of

those types. Those were referred back to the servicers.

The other issue is, we have criteria around

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 19
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cash-out refinancing and second homes, and that

disqualified a number of borrowers as well. So we’re

paying attention, but we have a general sense now as to

why they did not qualify.

MS. CRESWELL: And are you generally going to

be keeping track of that?

MR. WARREN: Yes, yes. It’s important for us

to know why they’re not qualifying and, if need be,

downstream for the project, we have to make adjustments

on criteria. So we need to pay close attention to that.

CHAIR CAREY: Ms. Peters?

MS. PETERS: I know the other programs aren’t

live yet, but what has been the general response of

servicers to resisting participation or joining

participation?

WARREN: We were very pleased to find outMR.

that in GMAC,

embraced all

for example, since they have publicly,

four programs, including principal

reduction. So that was very encouraging.

We’ve met with two other servicers that are

signed up for the unemployment program but are also

looking at principal reduction.

So we’re surprised and kind of pleased that

there’s been a lot of attention made to that. So I think

that’s been kind of the shift.

Daniel P. Feldhaus, CSR, hac. 916.682.9482 20
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So the unemployment was

reinstatement,

their systems

I guess more of

organized~

easy for them. The

a function of getting

So there is a momentum building, I guess is the

best way to put it, that they want to participate in as

many programs as they can. So we’re encouraged.

CHAIR CAREY: Mr. Gunning?

MR. GUNNING: There’s been a couple articles,

as you know, in the LA Times, I think, last week. And

I know we’ve tried to do as much as we can to get these

programs going.

But is there any thoughts, Steve, or

contemplation about just announcing the unemployment

piece and then saying that we’re trying and we’re just

waiting on some other guys to participate or play with us

in this effort?

WARREN: I’ll -- Steve has some thoughts onMR.

that.

MR. SPEARS: That’s what happened on Monday.

We had these pilot programs --

MR. GUNNING:

MR. SPEARS:

servicers’ requests:

Right.

-- and we kept acquiescing to the

"Please let us test our systems.

Please don’t overwhelm us by making a general

announcement." So we finally said, "Okay, we’ve waited
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long enough."

So the unemployment program is statewide. And

we haven’t done the PSAs. We haven’t done the -- I mean,

we can do more outreach as we feel more successful about

this part. But if a borrower calls now, if their

servicer participates, we could handle it. But we’ve

told them, "You need to go back to your servicer, to your

Assembly member, to your senator. You know, let it be

known that your servicer is not participating." And

that’s the only thing we have now.

We’re ready for any servicer to join any day of

the week.

MR. GUNNING: But we’re not going to do

anything?

MR. SPEARS: Well, we can’t.

This is the debate that’s going on. We’ve met

with several members. How do we force servicers to

participate? And short of unlawful interference with the

contract, we don’t have any options.

There’s leverage. The only thing that a lot of

banks understand is money. So you can incentivize them,

you can withhold other things from them, but you can’t --

we haven’t found a way yet -- perhaps the Legislature can

find something that we haven’t discovered, of saying

"Servicers, you are required to participate in this
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program," because it’s a contract between borrower and

servicer that got put together when everybody signed the

note and the closing documents on the house years ago.

MR. SHINE: Are these

are doing business or servicers

of whom we’re not?

servicers with whom we

some of whom we are,

MR. SPEARS:

we’re not.

some

So far, the

Some of whom we are, some of whom

five folks that are all biggies,

I think, you know, we do business withthey’re on board.

all those folks.

It’s the second-tier servicers that are not on

board right now.

Is that right?

MR. WARREN: That’s right, that’s right.

mean, there’s a large number of them, they’re just not on

board and this has been on their radar, but...

MR. SHINE: Do we want to push this? Because

if you want to push it, you must have some leverage

somewhere, of some kind, sitting in the closet, maybe, or

something or whatever.

MR. SPEARS: Well, those folks are on board

already. It’s the ones that are --

MR. SHINE: Well, it’s the half that has

nothing to do with you, anyway?

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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MR. WARREN: That’s right.

MR. SPEARS: I don’t think, of the second-tier

servicers, we really don’t have very much to do with

them.

The only other option is, pay them a lot of

money to incentivize them to come on board. And early

on, we made the decision that those are funds that don’t

get out to the borrowers.

And here’s the philosophy that we took on, and

that is, this isn’t a loan modification program in and of

itself. It’s a mortgage assistance program, and it’s a

bridge to loan modification programs. It’s a bridge to a

proprietary program, it’s a bridge to the HAMP program.

HAMP pays incentives for them to participate.

So we said we’re going to help them get to a

point where the banks can be compensated. If that turns

out to be not enough

ways.

MR. SHINE:

incentive, we may have to change our

If you don’t spend some money to

get the servicers on board and that money doesn’t go to

homeowners, it isn’t going to homeowners, anyway, because

their servicers won’t be processing them, anyway. So, I

mean...

MR. SPEARS: Right.

MR. WARREN: Mr. Shine, to your point: As soon
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as we get a notification that a servicer or borrower has

called but the servicer has not been signed up, we have

staff that that’s all they do is call up the servicers

to say, "We have received notification from one of your

borrowers. Where are you at with respect to signing up

for the program?"

we can.

So we’re trying to be as proactive as

MR. SHINE: Well, sure.

MR. WARREN: But you’re right, I mean, it’s

very hard at this juncture, anyway, to compel them to

participate if it’s just not something that they’re

willing to.

MR. SHINE:

MR. WARREN:

MR. SMITH:

Linn, I know you have your ways.

Thank you for that.

Well, do we have a program that

reaches out to them independently?

MR. WARREN: We do. We’ve contacted -- there

is this generally accepted list of Tier 2. And there’s

about 30 servicers. And we have someone, we have a

manager who -- that is what she is doing. We’ve

contacted all of them several times, and they’re coming

in gradually. But it’s not a flood yet.

But Steve alluded to our strategy was to go

after the major servicers first as a way to get the

market rolling versus the other way around. And we think
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that’s going to work to

And there’s a

pitch is,

our benefit.

finite amount of money. And the

when we talk to them: If you care to wait,

then the money could be gone within a limited period of

time; and it’s incumbent upon you to get organized and

join the process.

CHAIR CARE¥:

MR. WARREN:

they’re not that

there’s a lot of

What’s their reluctance?

I think it’s a question of,

familiar with the program. I think

that going on.

You’d be surprised how many servicers in the

Tier 2 level are familiar with HAMP but not Hardest Hit.

That was somewhat surprising to us.

I think a lot of the pressure that’s come from

the federal government has been directed to major

servicers versus Tier 2, and that happens quite a bit.

The other thing that’s happening is, the

Tier 2s also have portfolios that are held privately

versus having GSE-held or other types of pass-through

conduits. And those servicers with their investors have

different types of modifications and different types of

goals for their loans. And it may not include this. And

that seems counter-intuitive, but that may be the case.

So it’s really all across the Board, Mr. Carey, why they

don’t want to participate.
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MR. SPEARS: We’ve definitely been more

successful with the unemployment program, the UMA

program; and fairly successful in conversations with the

reinstatement program that’s going to go statewide at the

beginning.

And it’s the principal reduction that’s the

controversial one.

And we’ve tried to get an answer from banks.

We don’t understand. We’ve done this analysis

internally. It makes sense for our borrowers. We don’t

understand why it doesn’t work for your borrowers. It

may be tied up in regulatory accounting issues,

recognition of losses, seconds. I think it’s a variety

of answers, but...

SHINE: They just don’t want to beMR.

bothered.

MR. SPEARS: Well, there is this -- and I can

tell you this from our loan-servicing division -- and

that is, we do very, very well -- and that operation

works great when it operates normally, where you get a

borrower, and you know what the payment is every month,

and you send out a statement, you know, electronically or

through the snail mail, they send in a check, you make

it sure it gets on the right one, and you send them

another statement, put the check in the bank, and away

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 27



28
CalHFA Board of Directors Meeting - January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

you go.

going to modify that,

going to -- you know,

When you start saying, "Okay, well, so we’re

we’re going to adjust it, we’re

you’ve got three payments behind,

some check is going to come from some other source to get

you reinstated. We’re going to write the principal

down."

Just from a systems standpoint, they’re not set

up to do that. They’re just not. They’re set up for

high-volume, low-hassle transactions.

And so on a large scale, changing what people

owe in the middle of the stream, payments coming from

other sources, besides the borrower, has been difficult

for them to handle, just from a business-model

standpoint.

So I can’t answer the reason why accepting a

chunk of money that they used to owe and now they don’t

from some white-horse-riding knight, I don’t understand

why that doesn’t make sense

I just don’t understand it.

CHAIR CAREY: Ms.

MS. PETERS: Well,

to them. But, I don’t know,

Peters?

since we have a limited

amount of money, I don’t think we’ll have any trouble

finding enough people to help.

Of the servicers we’re working with now, are we
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doing anything or are they doing anything to reach their

borrowers who might qualify but may never have heard of

this?

MR. WARREN: Yes. We’ve asked them, in all

cases, that as they sign up, that their own loan

counselors and their collection people have this program

up and available as an option, as they would solicit for

HAMP and other types of those. We’ve asked that to be

done,

self-interest to do so.

do that.

and we are assuming that they are. It’s in their

So that is a request that they

To solicit formally their borrowers requires

our permission pursuant to Treasury guidelines. And

we’ve given that on a couple of occasions, where they

want to do a campaign.

The issue there is, we want to make sure the

is even-handed, across the board. We havesolicitation

issues there, obviously.

But the short answer is,

would be aggressive in picking out

referring borrowers to us.

MS. PETERS: Great.

CHAIR CAREY: Mr. Smith?

MR. SMITH:

money will last?

yes, we think they

their portfolios and

How long do we anticipate that this
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MR. WARREN: Approximately 18 months. I would

say 18 months to two years. It really depends on,

really, the principal-reduction piece.

If lenders adopt that in a very strong meghod,

that money could go out fairly quickly because the

allocation of that is much higher on a per-borrower

basis. That money could drain very quickly, we think.

But we have the ability under Treasury

guidelines that as we find one particular pot of money

is running out more quickly, we can reallocate with

Treasury’s permission.

But I would say our best estimate right now is

18 months to two years.

MR. SMITH: And I apologize,

reduction is if we give

also kick in something?

MR. WARREN: Yes. They will match

dollar-for-dollar.

CHAIR CAREY:

MS. CRESWELL:

so the principal

a certain amount, does the bank

Ms. Creswell?

And, I’m sorry, some folks may

know this. Can you tell me a little bit more about the

transition assistance?

MR. WARREN: Certainly.

MS. CRESWELL: What that involves?

MR. WARREN: When we held our outreach
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meetings, particularly in the Central Valley, we found

there are a number of borrowers that were so upside-down

on their mortgages, that staying in the home was not

viable. So we added some funds to help them with

transition, which is essentiaily moving expenses or

finding alternative housing.

So we have an agreement with the servicers

that they will close a short-sale or a deed-in-lieu

transaction.

And part of that closing would make available

up to $5,000 per household to help with those types of

expenses.

So that was the general theory behind that.

MS. CRESWELL: And each of your servicers who

have agreed to participate in this program must --

MR. WARREN: Not yet. No, that is something

that -- first of all, it’s not ready to go yet until

February 7th.

MS.

MR.

CRESWELL: Oh, okay.

WARREN: But some servicers have very

robust programs like this for short sales. Others are

not as involved.

So we suspect that we will have two or three

servicers that have very strong programs in this area

that will use the money and others won’t. But
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regrettably, we only have approximately $32 million for

that. But the idea was to find alternative housing and

heip with those expenses.

MS. CRESWELL: And just how did the amount get

determined that would be allocated to this program?

MR. WARREN: We basically took the total money

we had; and based upon what the focus groups told us they

would use the money for,

numbers.

CHAIR CAREY:

(No ~esp~nse)

CHAIR CAREY:

MR. WARREN:

Item 5.

we sort of backed into these

Other questions or comments?

Thank you.

Thank you.

--oOo--

Discussion, Recommendation, and Possible Action

Regarding the Adoption of a Resolution

Authorizing the Agency’s Single-Family Bond

Indentures, the Issuance of Single-Family

Bonds, Short-Term Credit Facilities for

Homeownership Purposes, and Related Financial

Agreements and Contracts for Services

CHAIR CAREY: The next item is the

single-family bond indenture.

Bruce?

MR. GILBERTSON: Good morning, Mr. Chairman and

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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Members of the Board.

Did you want to tee this up at all, Steve? Or

did you want to --

MR. SPEARS:

whole approach in the business plan last May, these were

the three objectives that you see on Slide 9 that we

agreed to adopt.

That we would take on more conservative

financing strategies, translated into fixed-rate bonds,

essentially; that we would avoid additional real-estate

risk to the Agency; and that we would take every

advantage, of every market opportunity to reduce

financial risk related to existing variable-rate debt.

You know, try to help us out any time the market would

allow us to do so.

That goes for all the resolutions that you’re

going to see in the next three agenda items.

And I’ll turn it over to Bruce at that point.

MR. GILBERTSON: Yes, excellent. Thank you,

Steve.

Just that when we talked about our

Just by way of background, the Agency has, for

many, many years, adopted financing resolutions in the

January Board meeting so that we would have continuous

authority to issue debt obligations as the market

dictated and as our programs developed. So in previous
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years, the Agency or the staff has requested from the

Board quite broad authority to issue bonds in an

amount -- yes, sir?

Staff has requested very broad authority from

the Board to issue bonds under a number of indentures for

a variety of purposes, for fixed-rate bond issuance and

variable-rate bond issuance, a variety of financial

agreements that correspond with that.

Unfortunately, in the last three years, I’ve

been in front of the Board more often than I really care

to be, to tell you about the financial challenges.

My sidekick, Tim Hsu, and I have spent a great

deal of time trying to educate and inform the Board of

the challenges that we face because of the market turmoil

and the disruption.

So as a result of that, we’ve made conscious

decisions as Steve mentioned in the objectives. We are

no longer going to issue variable-rate bonds to finance

loan programs, but we may have to restructure some

existing debt obligations with financial instruments.

So we kind of tore apart the financing

resolutions that we had used before. Made significant

changes, and want to present them to you in a little more

orderly flow.

I think it’s probably best as we go through
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this, if you have questions or comments -- and I know

there may be a comment or two from at least one Board

member -- that we just talk about it. But I would hope

at the end of the day we can achieve this, that the Board

will authorize something. And we may have to come back

at a subsequent meeting in March to amend some of what

we wrote in the last few weeks and present it to the

Board here today.

So Resolution ii-01 is the resolution to

authorize a lot of authority to staff to issue bonds

related to our single-family loan program.

The resolution is composed of three articles

now. So there’s a component, our Article i, that deals

with a refunding bond authority.

The refunding bonds would be issued so that

we could manage the existing bonds we have outstanding.

We would be able to issue bonds -- fixed rate,

variable-rate -- as long as we were issuing bonds in no

greater amount than bonds that we were redeeming or

retiring.

It would further allow us to amend, modify, or

replace existing financial agreements related to those

bonds. So this would be interest-rate swap contracts,

this would be liquidity facilities or credit facilities

that might be attached to the bonds.
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It would not allow us

amount of swap contracts.

increase liquidity support

to increase the notional

It would not allow us to

or credit support on the

bonds. So it’s trying to keep things neutral. But it

would still benefit the Agency overall by doing those

debt restructurings.

And then we further added, that the executive

director would make a determination, that by doing so,

that there would be no greater risk to the Agency or

the Agency’s General Fund. Effectively, meaning, the

General Obligation credit rating of CalHFA.

Our Article 2 deals with bonds that we might

issue to finance new loan programs. So a little

different twist on this.

Last year, for the first time, we modified the

resolution, or amended it, so that we would only finance

mortgage-backed securities, so that we would avoid

additional real-estate risks related to the single-family

program. So we made that very clear again.

I think there’s a statement in the resolution

that we simply may not use new bond proceeds to purchase

whole loans that would not be guaranteed by Fannie Mae,

Freddie Mac, Ginnie Mae.

The amount of this authority is limited in a

couple of ways. It’s limited to those bonds that would
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be eligible to be replaced pursuant to federal tax law.

A creature of the IRS code, is that we have the

ability to recycle the use of tax-exempt money for a

relatively short period of time, and so we would do that.

We would have the right to issue bonds in an

amount of the private activity bond volume cap that has

been provided to us by the California Debt Limit

Allocation Committee.

And it would further authorize us to issue

bonds at the direction of the executive director of up to

$200 million that are federally taxable. Okay, all of

our other bonds would be both state and federal income

tax-exempt.

And then the third article, we felt if we broke

down the resolution into a refunding component and a new

money bond program or component, that we had to deal with

a variety of other things that have historically gone

into these resolutions.

So we’ve listed some of them here.

The Board gives us authorization to create and

disclose information to potential bond investors,

meaning, that we can circulate official statements, that

we can do the bond transactions at either a negotiated or

competitive sale; and we can sell the bonds in a public

offering or we can make a private placement of these
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bonds to a bank or other institution.

It provides us to run the programs and provide

and enter into agreements to facilitate a mortgage-backed

security program, meaning, that we could have contracts

with servicers, we can contract for the guarantee

itself -- whatever else might be needed for us to

facilitate the program that the bonds would allow us to

do.

It would also allow us to enter into financial

agreements, if we needed to, for guaranteed investment

contracts, to invest the bond proceeds once the bonds

have been sold.

And lastly, it allows for short-term credit

facilities, so that we could warehouse loans, or have

working capital that is borrowed in an amount not to

exceed $400 million. And that would be for all programs.

And you’ll see that on subsequent slides for

the Multifamily authorization as well.

And then in Article 3, we also had to deal with

other financial agreements that we may have that are

attached to bonds that might not be refunded, but we

still might have a very valid reason, where we may need

to amend, modify, or replace that.

If you think back, some of you Board members,

back in 2009, we renegotiated our interest-rate swap

D~Nel P. Feldhaus, CSR, Inc. 916.682.9482 38



39
CalHFA Board of Directors Meefmg January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

i4

15

16

17

18

19

20

21

22

23

24

25

contracts with the three largest counterparties. This

is the type authority that we would need to take

advantage of those opportunities, or to replace the

temporary credit and liquidity facility when it comes

due. It’s not going to be due until 2012. But if there

was an opportunity to replace some or part of that during

2011, this part of the resolution would provide that

authorization.

So with that, I’ll stop and discuss and

comment.

I just would ask, Tom, maybe if you could keep

notes if we are going to -- because we’re going to try to

amend away from the meeting and bring back an amendment,

if there are amendments to this resolution.

CHAIR CAREY: Ms. Carroll?

MS. CARROLL: First, I would like to say that

I really like this new format because I know that the

~taff have worked really hard to -- what was the

terminology we used -- revive?

So I think this just starts to put into writing

and acknowledge in the resolution what the staff are

already doing. So I really like that.

One of the things, though, that created a

question for me -- and I called Bruce and asked him --

I said, "Well, in my world, in dealing with bonds, if we
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were to actually come up with a new resolution for an

existing program -- not a supplemental, but a new

resolution -- that would really normally involve a big

restructure of the program, pretty significant."

So I had said to him, you know, "I’m just not

quite sure what you would do in that."

And Bruce said, "Well, you know, normally, we’d

bring new indentures to the Board, anyway."

So I said, "Well, could we maybe amend this at

some point to say that new indentures would come back to

the Board? Not supplemental, but new indentures would

come back to the Board?"

Because that would seem to represent a pretty

significant restructuring that I just think I’d be

interested in seeing what it was, anyway.

MR. GILBERTSON: Yes, just to be clear, the

resolution today -- I believe the resolution says this,

that we can use a form of an existing indenture as

listed, but make it a new indenture.

And so I think I’m on board with Katie. I

don’t think that’s a huge problem for the Agency for the

single-family resolution if we were to limit these things

to existing approved forms of indentures.

MS. CARROLL: Okay, the second thing for me is

that -- I love this language, simply, Steve, we’re
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putting the onus on you; but actually what we’re doing is

acknowledging what you already do, which is, you know,

you’ve been working really hard to make sure that

anything that you did didn’t put the Agency at more risk

and, in fact, helped us to manage those risks.

And so it occurred to me that some of the

financial agreements -- the swaps, the credit

facilities -- have significant embedded risks in them;

and Chat any renegotiation that you were doing, I know,

would be to help manage those risks in a way that would

not further put the Agency at risk.

So just as an acknowledgment of that, I would

love to see similar language under those authorizations.

MR. SPEARS: Just a little broader description

of what this certification process -- or --

MS. CARROLL: No. I think what’s going on is,

that certification process is there for supplemental

resolutions and resolutions. But then when you get back

to, I believe it’s Article 3, Bruce, where we talk about

authorizing you to renegotiate credit facilities -- and

I think there is -- I don’t know if it specifically says

"swaps," but I think those are in there, you’re going to

have --

MR. SPEARS: This is on the issue of what Bruce

i~ calling "prior bonds"?

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

two places. And this

this offline where we

GILBERTSON: Yes, I think it may touch in

is where we want to kind of do

can think it through~ I think

section 6, for example, gives authority to amend

financial agreements related to refunding bonds. And I

think back in section 18 or 19, it’s providing similar

authority -- it would be section 18. It’s the last

couple lines of section 18, that provides authority to

amend, modify, or replace financial agreements of the

types described in section 6.

I think Katie’s comment is if there was a form

of a determination by the executive director if we were

to do one of those.

It gets a little tricky -- a little tricky, I

think, because on the surface, some of these things may

not look like it’s always going to be in the best

interest.

The example I’ll use, in 2009, to convince the

swap counterparties to negotiate with us, we had to agree

to terminate some of our swaps, which was a rather large

disbursement of Agency money to terminate certain swaps

to receive larger thresholds when we compare to the

market value.

So I

MS.

guess it’s --

CARROLL: Yes, I understand what you’re
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saying, in "tricky." But I think as we look back and,

you know, speaking from someone who has at points tried

to look back at just gaining an historical perspective

on the Agency and how it’s sometimes hard to do that, I

think that, clearly, when you’re renegotiating these --

even if there are clauses that seem to be, on their face,

more detrimental -- as you look back, really what you

were doing, were things that were going to help the

Agency to move forward.

So I just think it would be great to have a

documentation of that process somewhere, that that’s

indeed, you were doing and the Board was approving,what,

was a

to be

maybe

restructure. That even if parts of it didn’t seem

-- you know, if you took each swap in isolation,

it doesn’t look like that. But if you take the

whole program, that’s what you were doing. I just think

it’s a good record of what...

MR. SPEARS: I completely agree, and I th±nk

that will be the trick -- Bruce talked about something

tricky, and that is, if it’s a strategy that lasts over

several weeks or months that involves several different

actions, some of them would be worse for the Agency, but

they balance off through the whole process, things that

are better for the Agency than -- it just is a matter of

when do you issue that, this is our plan, we’re going to
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engage in this, it’s my opinion at this point, before we

start that," that this whole strategy is going to put us

in no worse-off shape than we

MS. CARROLL: Right.

MR. SPEARS: That’s

MR. HUGHES:

are now.

a great idea.

I don’t disagree with that, but

I wanted to just make a couple more points clear on this

because I think it’s a little bit more complicated than

that. And we actually faced this directly, Bruce had

alluded to it, but our strategy was a little bit broader

than you might have taken away from his comments.

Section 6 is essentially a laundry list of

different types of agreements that we could modify. But

we have been in the position, and may well be in the

position in the future, where we take one type of

agreement that’s in this laundry list, and do something

which, in a vacuum, would be a negative to us in order

to get a completely different agreement on this laundry

list amended in a way that provides a significant benefit

to us.

In other words, we might do something that’s

intentionally negative in one set of agreements to

accomplish a more valuable goal in a different set of

agreements.

And so, as it’s drafted, I think it’s --
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perhaps it’s just a drafting exercise. But it would be

more than looking at a single transaction to determine

that it is a positive, but perhaps looking at unrelated

transactions, to see -- we would make them related -- but

that it’s a net positive.

And we face that.

didn’t happen, in which we

We face the situation which

essentially offered to give a

counterparty something else that we would give up in

order for a significant benefit in a swap agreement.

So I just wanted to bring that to the Board’s

attention, that it is not necessarily all embedded within

a single type of agreement or a series of agreements, but

it might be broader than that.

CHAIR CAREY: Okay, I’m wondering whether,

given the complexity of some of the language drafting and

the external reliance on those resolutions, whether some

issues couldn’t be addressed by the language that the

Board uses in adopting the resolution?

MS. CARROLL: Uh-huh, yes.

CHAIR CAREY: Because I think the word "intent"

can be stated as part of the action. And that’s just as

clear for the staff and the organization without having

to recraft --

MS. CARROLL:

CHAIR CAREY:

Right.

-- technical language in the
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resolution. I’m not sure if that would --

MS. CARROLL: Okay. No, I think that’s fair.

I think that would be a good solution to the drafting

problems.

MR. HUGHES: So just for the benefit of me, are

we looking at an amendment or are we looking at just a

statement of intent? I wasn’t entirely sure.

CHAIR CAREY: I think that I’m suggesting that

perhaps some of this could be dealt with as a statement

of intent as part of the action of the Board rather than

crafting the specific legal language of the resolution.

MR. HUGHES:

CHAIR CAREY:

MS. CARROLL:

Yes, I understand.

Did you have additional --

Well, I had one just real

technical question, Tom, and just probably because I’ve

dealt with these things for too many years.

What -- this whole secretary certificate --

I think there’s parts of it where it says --

clear if it’s the executive director and the

and

and I’m not

secretary

have to sign things, or it’s the executive director or

the secretary that sign documents. So I’m just unclear

what that whole purpose was.

I think, Ms. Carroll, some of it’s

Okay.

MR. SPEARS:

statutorily defined.

MS. CARROLL:
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this.

MR. SPEARS: So I’m going to defer to Tom on

MS. C~RROLL: Okay.

MR. HUGHES: Well, typically, for example, in

a bond transaction, the secretary -- I think people --

investors -- people you’re dealing with are used to, and

what is the normal practice in corporate transactions, is

that the secretary of the board of directors will attest

to certain things, namely, that the board took certain

actions or things along that line, things that the board

has done or is authorized.

So it is typical, for example, that as

secretary, I would certify that the Board issued and

passed this resolution that would be passed today so that

they don’t just see a copy. They have the secretary of

the Board attesting to it.

MS. CARROLL: Sure, sure.

MR. HUGHES: Things like that are typical.

I will say that under our regulations, the

executive director can -- and under this resolution, as

well, too -- the executive director can authorize certain

officers of the Agency to sign substantive documents when

the director is unavailable --

MS. CARROLL: Sure.

MR. HUGHES: -- and there is a written
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delegation.

And there are several of us, myself included,

who are on that list for other things like contracts.

MS. CARROLL: Right. Sure. That makes a lot

of sense. I just wasn’t -- there was -- I thought there

was like an execution of an indenture or something that

was in here.

MR. GILBERTSON: Section 14 is specifically

what you had discussed with me.

MR. HUGHES: For general information, our

statutes actually -- Health and Safety Code 50911(a) says

that the general counsel serves as the secretary to the

board. So it is a statutory position.

MS. CARROLL: Okay.

MR. HUGHES: And I think it was created that

way because the Agency was originally set up on a

corporate model, and a corporate secretary would attest

to the actions of the board of directors.

MS. CARROLL: Okay, great. Thank you.

CHAIR CAREY: Okay, are there other questions

or discussion related to the resolution?

(No response)

CHAIR CAREY:

MS. CARROLL:

you helped last

Do you want to craft a motion?

Well, first -- and I think, Tom,

year -- I think the agreement is to go
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ahead and bring it back for the new indenture piece.

MR. GILBERTSON: Right. Yes, there’s at

least -- yes, at least that amendment.

MS. CARROLL: So last year, I know what we did

is we approved it as it was, and then agreed that the

staff would bring back a revised resolution for that

think we could do that the same way. And,

don’t recall what the motion was then.

piece. So I

I’m sorry, I

MR.

decided that

this, it was

here.

MS.

MR.

HUGHES: That’s exactly what we did. We

it was -- on a technical resolution like

a challenge to amend on the fly, sitting

CARROLL: Right, right.

HUGHES: And so it was easier to go back to

the office and do it, bring it -- to pass the existing

resolution with the understanding that we would bring it

back with changes at the next meeting, that you could

then authorize.

MS. CARROLL: And I think with regard to the

other piece of it, I think we’re just acknowledging that

any agreement that’s entered into is -- any replacement

agreement -- is entered into with the goal in mind of

not further -- well, what’s right -- jeopardizing the

financial security of the Agency.

MR. SPEARS: Not subjecting the Agency to any
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additional risk.

then.

forms

MS. CARROLL: Thank you.

CHAIR CAREY: So there’s really two issues

One is to clarify the existing practice that new

of indenture would come back to the Board -- that

this wouldn’t authorize a new form of indenture.

Is that right?

MR. GILBERTSON:

MS. CARROLL:

CHAIR CAREY:

Right.

Right.

The resolution would be amended

for that purpose at the next meeting, but that we’re

stating the intent today that, obviously, any refinancing

actions are done with the determination from the

executive director that it does not increase the Agency’s

risk.

the --

MR. SPEARS:

MS. CARROLL:

CHAIR CAREY:

Right.

Right. That’s good.

Is that clear enough to serve as

MR. GUNNING:

MS. CARROLL:

CHAIR CAREY:

MS. CARROLL:

CHAIR CAREY:

Can we get a

Good job, Mr. Chairman.

Very good job.

Is that your motion?

That’s fine. That’s good.

So we do have a motion.

second on that?
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MR. GUNNING:

CHAIR CAREY:

Okay.

Roll call,

MS. PETERS:

CHAIR CAREY: Oh,

I wrote it down.

This is

Second.

We have a second.

please --

Public comment.

I’m sorry. Thank you -- and

an opportunity for public comment.

If there’s anyone in the

like to address the Board on this issue,

(No response)

CHAIR CAREY: Seeing none, we

call.

MS.

MS.

MS.

MS.

MS.

MR.

MS.

MR.

MS.

MS.

MS.

MS.

OJIMA:

PETERS:

OJIMA: Ms

CRESWELL:

OJIMA: Mr

Ms Peters?

Yes.

Creswell.

Yes.

Gunning?

GUNNING: Yes.

OJIMA: Mr Hunter?

HUNTER: Yes.

OJIMA: Ms Carroll?

CARROLL: Yes.

OJIMA: Mr Shine?

SHINE: Yes.

audience who would

please do so.

will have a roll
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MS. OJIMA: Mr. Smith?

MR. SMITH: Yes.

MS. OJIMA: Mr. Carey?

CHAIR CAREY: Yes.

MS. OJIMA: Resolution ii-01 has been approved.

--oOo--

Item 6. Discussion, Recommendation and Possible Action

Regarding the Adoption of a Resolution

Authorizing the Agency’s Multifamily Bond

Indentures, the Issuance of Multifamily Bonds,

Short-Term Credit Facilities for Multifamily

Purposes, and Related Financial Agreements and

Contracts for Services

CHAIR CAREY: Okay, so we move on to --

MR. GILBERTSON: Yes, now to agenda Item 6, the

multifamily financing resolution. Similar in many

respects but not identical.

Let me just recap again.

The drafting of this resolution follows the

same guidelines, three articles. The first article is

for refunding bonds to allow us to do debt restructuring,

to the extent the marketplace extended some opportunities

to the Agency.

It would allow us to do that in the same amount

as the bonds as being redeemed, who we again would not
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make new loan programs with the refunding bond in this

context.

We would also, again, be able to amend, modify,

or replace financial agreements. We wouldn’t increase

the notional amount of swap contracts or the amount of

credit extended to the Agency or liquidity supporting the

bonds.

A similar concept, the executive director would

make a determination for the refunding bonds, that there

is no additional greater risk to the Agency or the

general fund of the Agency for those purposes.

The new money bonds, the same concepts again --

well, let me back up because in Article i, you’ll see

section 3, where it lists the current indentures under

which we have outstanding bonds. It has similar language

that we could use one of the forms of those seven

indentures to create a new indenture.

I believe that Ms. Carroll will have the same

comment; and I think we should just be thinking about

that as an amendment to the multifamily indenture as

well, with one -- actually, it’s going to pertain to the

new money fund, so I’ll hold my other comment regarding

the new indenture for a moment.

Article 2 then provides authority to issue

bonds to finance new programs, multifamily programs.
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These would be either conduit financings or other

programs that the Agency has done, so long as they have

FHA insurance or security, effectively.

The amount of bonds that could be issued is

limited to the amount of volume cap that has been made

available to us by CDLAC, and up to $150 million of bonds

in the aggregate that are either 501(c) (3), governmental

purpose bonds, or otherwise federally taxable.

Can issue bonds, you know, at fixed or

convertible rates. The convertible feature is not a

variable-rate bond. It simply is it might be a graduated

interest rate. It’s kind of something that we

experienced under the New Issue Bond Program, one of the

HFA initiatives tha~ we’re a participant of.

You can go out 50 years for the maturity.

And it allows for conduit financing bonds,

which has really been the program that we have done over

the last 12 months.

Bob Deaner will talk a little bit more about

some of the financings that we’ve done year-to-date.

I think when we talk about conduit financing

bonds, we have a form of an indenture. And for every

project that we finance, technically, we’re issuing bonds

under a new indenture.

So I think we want to be careful as we draft

DmJel P. FelNaa~, CSR, Nc. 916.682.9482 54



55
CalttFA Board of Directors Meeting January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

any amendment to the multifamily resolution, that we pick

up on that aspect of things.

And there’s a separate paragraph dealing

exclusively with the conduit bonds on page 106 -- yes,

section i0, beginning on page 106 of the Board binder.

And again, conduit bond would not -- they would

all be structured so that the Agency would not be

required to pledge any funds or assets or other revenues

that aren’t derived from the conduit business. So that

we may have to pledge a commitment fee that we receive

from a lending activity on a conduit bond, but we

wouldn’t pledge other resources of the Agency for that

purpose.

And then Article 3, very similar again. It has

the same programmatic provisions. It allows the

executive director to execute documents and circulate

official statements.

The bonds can be sold, negotiated or

competitive, publicly or privately. And we can enter

into whatever financial agreements may be necessary for

the purposes of these bonds.

And, again, the $400 million in short-term

credit facilities for our working capital or warehousing

of loans is a part of this resolution as well.

And then lastly, the prior bonds also have

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 55



56
CalHFA Board of Directors Meeting - Janum2¢ 20, 2011

1

2

3

4

5

6

7

8

9

10

1i

12

13

14

15

16

17

18

19

20

21

22

23

24

25

interest-rate swaps or liquidity agreements that may need

to be extended, replaced, or otherwise modified during

the course of calendar 2011.

With that, are there any other comments or

questions specific to the multifamily resolution?

CHAIR CAREY:

MR. HUGHES:

thing that Bruce

and I’m not sure

Mr. Hughes?

I just wanted to amplify one

said, just so it’s perfectly clear --

I know the answer to this, so it may be

more of a question myself -- but the concern that I had

with the possible language that was actually okay in the

single-family about coming back to approve new forms of

indenture, the resolution says that the Agency can use

these forms, these listed forms of indenture or ones

similar to it, which in the prior resolution was the

language we were changing.

My question or concern is that with the conduit

issuances in which the Agency isn’t liable, doesn’t have

the financial or the real-estate risk, presumably we

could be using the same form of indenture over and over;

or it may well be -- and maybe I defer to Justin or Stan

who are in the audience -- that those forms of indentures

might change somewhat to make a particular deal work.

And if that were the case, the change that we made in the

single-family indenture would -- or resolution would
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require us to come back every single time for a new

conduit issue.

MS. CARROLL:

extend to the conduit.

Agency.

Right. And my comments don’t

It’s only the programs of the

MR. HUGHES: Okay, so I wanted to clarify

whether we needed a similar change to Section 8 of the

multifamily, or whether we needed to do something else

to make that clear because I wasn’t sure.

MS. CARROLL: Well, I think my objective is

just that anything that might obligate the Agency --

which conduits don’t -- that for a new indenture, you

would come back to us; but for your supplementals, it

would be the normal -- your normal practice of being able

to enter into those without --

MR. GILBERTSON: These would all be new general

indentures every time

MS. CARROLL:

I’m fine.

for a conduit program.

Okay. No, for a conduit program,

MR. @ILBERTSON: Okay.

MS. CARROLL: So that

extend to the conduit.

to this

one, yes, it doesn’t

MR. GILBERTSON: Okay.

MR. HUGHES: To help in what

-- and Bruce or Stan or Justin,

may need to do

you can help me
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on this -- but in the five listed forms of multifamily

indenture, I know that some of those are conduit

indentures and --

MR. GILBERTSON: Yes, you’ll also note that

they all went to the Board, Tom. And that’s what I was

noticing as I looked at this, because we have the

resolution numbers.

So I would almost suppose that if there was a

change significant enough to a conduit form, that we

come back to the Board.

If the multifamily financing space changed

enough that we thought it was a change for a conduit,

that we would present that resolution.

MR. HUGHES: Well, that’s not exactly my

concern.

MR. GILBERTSON: Okay, I’m sorry.

MR. HUGHES: I’m sorry to take the time, but

I think the Board needs to know what they’re approving;

and I think the answer is going to come from Stan or

Justin, which is in the process of negotiating the

indenture for a conduit transaction in which we’re not on

the hook -- which Orrick is really doing -- do you make

significant enough changes that we would trigger a

requirement to come back to the Board, in your view? Or

do those just -- are those just documents that are not

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 58



59
CalHFA Board of Directors Meeting January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

negotiated?

MR. DIRKS: Stan Dirks. I think it would

depend on the level of change.

If we’re talking about a format that’s

basically the same as a previous issue and a type of

indenture that’s been approved by the Board for a conduit

issue, it is technically a new indenture, we would not

want to have to come back to the Board for that.

And I think that we can draft this so that it

works for conduit indentures without requiring approval

by the Board of each new indenture.

Now, if we decided to do a new form of conduit

transactions yes, that would come back to the Board.

MR. HUGHES: Right. And I just wanted to make

it clear that within those conduits, there might be some

changes to indenture that didn’t reach that threshold

that Stan mentioned --

MR. DIRKS: Right.

MR. HUGHES: -- and the presumption was, we

would not need to bring it back because it was a conduit.

So I just wanted to make sure that was clear.

MR. DIRKS: Yes, as long as the Agency is not

at risk --

MR. HUGHES: Right.

MR. DIRKS: -- and which is part of the
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definition of what a conduit

MR. HUGHES: Okay.

then bring that back.

MR. DIRKS: Yes.

MR. HUGHES: Thank you.

CHAIR CAREY: Other comments

Yes, Ms. Peters?

MS. PETERS: I’d just

financing is.

And we can work on that and

or questions?

like to echo Katie’s

comments about how nice it is to see the new format of

these regulations and how the staff has always conducted

themselves in accordance with the principles we’re

articulating here today.

But for anyone on the outside, looking in, it’s

nice to see it formalized. So thank you for bringing

With that, we’ll need a motion.

I’ll move the adoption of

this forward.

CHAIR CAREY:

MR. HUNTER:

Resolution 11-02.

MS. CARROLL:

MR. GILBERTSON:

the same way, if we can.

So do you --

So I think we should proceed

I want Tom to approve the

resolution. We’ll come back at the March meeting with

the amendment, to incorporate the new indenture changes

that we need to, after consulting with bond counsel on

that amendment.
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CHAIR CAREY: Okay. We need a second.

MR. SHINE: Second.

CHAIR CAREY: Second, Mr. Shine.

This is an item that’s open to public comment.

If there’s anyone in the audience who would

like to address the Board on this matter, please

indicate.

(No response)

CHAIR CAREY: Seeing none, we’ll have roll

call.

MS. OJIMA: Ms. Peters?

MS. PETERS: Yes.

MS. OJIMA: Ms. Creswell?

MS. CRESWELL: Yes.

MS. OJIMA: Mr. Gunning?

MR. GUNNING: Yes.

MS. OJIMA: Mr. Hunter?

MR. HUNTER: Yes.

MS. OJIMA: Ms. Carroll?

MS. CARROLL: Yes.

MS. OJIMA: Mr. Shine?

MR. SHINE: Yes.

MS. OJIMA: Mr. Smith?

MR. SMITH: Yes.

MS. OJIMA: Mr. Carey?
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CHAIR CAREY: Yes.

MS. OJIMA: Resolution ii-02 has been approved.

CHAIR CAREY: Thank you.

--oOo--

Item 7. Discussion, Recommendation, and Possible Action

Regarding the Adoption of a Resolution

Authorizing Applications to the California Debt

Limit Allocation Committee for Private Activity

Bond Allocations for the Agency’s Homeownership

and Multifamily Programs

CHAIR CAREY: Now, on to Item 7, which is

authorization to CDLAC.

MR. GILBERTSON: Thank you, Mr. Chairman.

So Resolution 11-03 is authorization from the

Board for staff to apply to the California Debt Limit

Allocation Committee for award of private activity bond

volume cap. This is our tax-exempt bond issuance

authority.

The resolution authorizes applications in

amounts not to exceed $900 million for the single-family

program, and not to exceed $400 million for the

multifamily program.

Those are larger amounts than we would probably

otherwise expect to apply for; and we thought we might

want to have that, especially -- it depends sometimes on
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how much demand there is for the volume cap during the

course of the year.

In certain instances, we may be asked by the

State Treasurer’s office and CDLAC to apply for

carryforward allocation that would be available at the

end of the year.

If we don’t have room, we may get into a

problem in not having proper authorization to do so.

So our assumption has been that the Board would

want to give us that authority. We wouldn’t be applying

for amounts that we didn’t think we could otherwise

utilize.

And these days, most of what we’re getting is

authorized for a three-year period because most of what

we’ve been receiving has been as carryforward allocation.

Any questions from the Board?

CHAIR CAREY:

MS. CRESWELL:

CHAIR CAREY:

MS. CRESWELL:

Questions or comments?

Could I just --

Yes.

So what you would expect? This

is more than what you expect. But what, approximately,

would you expect in both of these?

MR. GILBERTSON: Historically, for

single-family, for the calendar year 2011, I would expect

the amount will be $250 million to $300 million.
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And multifamily, it

project-by-project basis. So

the committee, we go to CDLAC

always has been done on a

as loans are approved by

for an award of allocation.

In both instances today, full disclosure, we

have carryforward allocation for both programs. Okay,

so this is kind of looking to the future, potentially,

because it may be advantageous for the Agency to apply

towards the end of 2011 for carryforward that would be

good through 2014.

The, roughly -- and I don’t have the exact

numbers with me, I don’t believe -- we have about

$900 million available for our single-family program,

as we sit here today. And CDLAC awarded multifamily an

$800 million carryforward award in December of 2010.

And I think, in total, we might have almost $i billion

of authority for multifamily as we sit here today.

MS. PETERS: I move to adopt Resolution 11-03.

CHAIR CAREY: Thank you.

MR. SMITH: Second.

CHAIR CAREY: A motion and a second.

This is an opportunity for public comment.

If there’s anyone who would like to address the

Board on this resolution, this action, please indicate

SO.

(NO response)
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call.

Item 8.

Business

CHAIR CAREY: Seeing none, we’ll have roll

MS. OJIMA: Ms. Peters?

MS. PETERS: Yes.

MS. OJIMA: Ms. Creswell?

MS. CRESWELL: Yes.

MS. OJIMA: Mr. Gunning?

MR. GUNNING: Yes.

MS. OJIMA: Mr. Hunter?

MR. HUNTER: Yes.

MS. OJIMA: Ms. Carroll?

MS. CARROLL:

MS. OJIMA:

MR. SHINE:

MS. OJIMA:

MR. SMITH:

MS. OJIMA:

CHAIR CAREY:

MS. OJIMA:

CHAIR CAREY:

Yes.

Mr. Shine?

Yes.

Mr. Smith?

Yes.

Mr. Carey?

Yes.

Resolution 11-03 has been approved.

Thank you.

--o0o--

Update and Discussion Regarding the Midyear

Business Plan and Operating Budget

CHAIR CAREY: We now move on to the midyear

Plan update,
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MS. PETERS: Can we take a five-minute break?

CHAIR CAREY: Yes, we’ll do that.

We’ll take a ten-minute break.

(Recess taken from 11:55 a.m. to 12:15 p.m.)

CHAIR CAREY: We’re back in session.

And the next item of business is the midyear

business plan update.

Mr. Spears?

MR. SPEARS: I’d like to invite Bruce -- Tim,

if necessary. We might as well bring up, you know, Gary,

and Bob and Margaret and Chuck. I mean, if there’s room

at the table, just so that we can move rapidly.

Bring your own chairs to the card table.

MR. GILBERTSON: Obviously, I took too much

time on those three resolutions.

MR. SPEARS: Time well spent.

As I said -- Bruce, if you wouldn’t mind going

to the next -- as I said, we organized this along the

lines of the five priorities that were established by the

Board at the May Board meeting.

And Maintain Agency Credit Rabings. Everything

we’ve done this year, as far as managing our existing

structure, getting back in lending, has been geared

towards making us healthier, and impressing our friends

in New York at Moody’s and S & P.
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And I’m sorry to put it in a way that sounds

like we’re sucking up to

are.

them; but in a way, I guess we

So Mitigation of Single-Family Loan Losses

between Rhonda Barrow and Chuck, and the Hardest Hit Fund

team, we’ve been doing a lot of work on that. We’re now

in the lending business again, which is really great. I

said at the holiday party for the employees: We’re

looking more and more like the CalHFA of old, although it

is a different -- much, much different environment. And

again, we’re kind of combining the last two -- Renew and

Strengthen Old Partnerships and Explore New Business

Model, because we’ve been talking to Fannie Mae,

Freddie Mac. We’re doing new business With Ginnie Mae

indirectly, in that we’re buying Ginnie Mae securities.

So I would just say this before we move on to

the first priority: Some of the assumptions, however,

that we all used as a board to plan this year’s business

plan have not come to pass. For example, unemployment,

I believe we used the UCLA Anderson School of Business

projection, and they projected that unemployment at this

point in the business year would be about 10.9 percent.

It’s still over 12 statewide.

So interest rates were supposed to take off.

I think they had mortgage rates at much higher than they
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are now;

projected at this point to be almost 4.4 or 5.

still in the -- Bruce, where are they?

MR. GILBERTSON: 3.30’s.

and I think the ten-year Treasuries were

They are

MR. SPEARS: 3.30’s?

MR. GILBERTSON: Yes, 3.35, I think.

MR. SPEARS: So interest rates have not done

exactly what we thought they were going to do.

Despite that, I think, again, we have some good

news. So if you wouldn’t mind going to the next slide,

Bruce.

I’ll let you move these -- we’re going to try

Staff is here toto move through them fairly rapidly.

answer questions.

I don’t want to rush this at all.

hand, we’ve talked about some of this all along through

the fall. So .some of this will not be a surprise.

MR. GILBERTSON: Okay, I’ll run through this

Priority 1 fairly quickly~

Last time, we had a rating change from

Standard & Poor’s, it was from the spring of 2010. We

don’t believe anything is on the horiz.on other than

On the other

normal annual surveillance. And then we’ll have to go

through the whole cycle, which is, you know, an updated

basis, all the cash-flow analysis, they’ll ask a lot of
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questions about the loan portfolio and delinquencies and

defaults and losses and all of that standard stuff.

Sometime, by April or May, I would guess, that

we might see, you know, an updated rating analysis from

S & P. You know, again, we’re talking on our two primary

credits: the General Obligation credit rating of the

Agency and the single-family bond indenture, the Home

Mortgage Revenue Bond indenture.

Moody’s Investors Service concluded in October.

They did that using the June 30, 2009, fiaancials. So

even at the time, they were kind of out-of-date. I’m

guessing, again, they’ll come back and engage with us and

want to update everything, you know, as we get into the

late spring. You know, and by late spring, early summer,

we may have some additional news there. And we’ll see

where they are.

In the meantime, you’ll see on the next slide

that they did go back and complete a couple other little

things after their October announcement. They had a

rating on our insurance fund, and you’ll see that they

lowered that rating in December.

We had one other General Obligation Bond

indenture

analyzing.

upgrade because all of the loans were FHA-insured.

for the multifamily program that they’re still

It, actually, interestingly, might get an

So
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that would be kind of a positive thing for us to at least

rally around for a brief moment. A change of direction,

if nothing else.

The other things we’ve been doing, of course --

and we’ve shared this with you, we’ve securitized

single-family loans when we could. We were able to sell

those securities at a premium. And we have done some,

in lieu of a bond redemption, we have purchased back

fixed-rate bonds at a discount. That has created about

$40 million of additional equity for the Agency, most of

it in the single-family program.

As we’re permitted to by the legal documents,

we’ll continue to do those strategies to try to further

improve the bottom line for the Agency.

The next page is -- you’ve seen this chart

before -- everyone, probably, maybe with the exception of

Cathy. And this is just the ratings for the three key

ratings: The General Obligation rating, Special

Obligation rating, and the Hortgage Insurance Fund.

Nothing has changed since the last time we’ve looked at

this for the G.O. or HHRB.

As

the Mortgage

was in the B

Again,

I mentioned earlier, the Moody’s rating on

Insurance Fund is now at Caa3. I think it

category prior to that change.

that’s not news. And I think that’s
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covered later. But we’re projecting an inability to pay

claims sometime by summertime for the Mortgage Insurance

Fund. And we’ll have to prioritize those. And there

will be subsequent premiums that come in on the insurance

policy where borrowers are paying. But it will be a

temporary disruption in our ability to honor the claim

obligations.

MR.

mean?

GUNNING: Bruce, what’s does "withdrawn"

MR. GILBERTSON: Excuse me?

MR. GUNNING: Standard & Poor’s, the

"withdrawn," what does that mean?

MR. GILBERTSON: Yes, it was a decision that we

made last summer, I believe.

Standard & Poor’s had a rating on the M.I.

Fund. Historically it was A+. Standard & Boor’s

business model is such that they want about $i00,000

every year to renew a rating. So we’ve effectively said

there is no benefit in having a very low rating on the

M.I. fund.

MR. GUNNING: And we’re paying for it.

MR. GILBERTSON: And so we would rather save

$i00,000.

MR.

because withdrawing a rating has

SPEARS: We thought about this earefully

negative implications.
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On the other hand, you’re paying $i00,000, and we

couldn’t see any benefit, and so we just don’t have that

sort of money these days.

The next priority involves, again, the Hardest

Hit Fund team, Chuck’s group in managing REOs and other

servicers.

And so the Hardest Hit Funds, we’ve got an

update on that already. So unless folks have more

conversations about that.

But we are using those funds now, and have been

since last fall on our own loans that are serviced by us.

The challenge now is to get other servicers,

who service our loans, on board in doing this. And

that’s what we’re in the process of doing.

We are expecting more loan modifications.

We’ve got a backlog sitting there. And as soon as we get

these other banks on board, I think you’ll see a big

spike -- a spike in CalHFA loan mods.

We have increased staffing levels. We’ve added

seven positions in this area. We now have ninety~plus

people between loan servicing, REO management, portfolio

management. And three years ago, I think in senior staff

yesterday, we figured that we had 24 people doing this.

So in three years, we’ve, you know, quadrupled the size

of the staff working on this. And that’s pretty
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consistent with the banking industry.

We are allowing short sales

situations.

underwater.

expenses.

area.

sales.

broker.

good job.

in hardship

And a hardship is not when you’re

A hardship is declining income, increase in

We’ve had some tough calls to make in this

But we have had, as you’ll see, a number of short

In the REO area, we’ve added another master

We just fired somebody that wasn’t doing a very

So we’re actively managing that.

And REO sales have jumped in November -- and

December, both -- was it October and December? There are

two months recently where we had more than 200 sales for

the first time. And we’ve had a decline in REO inventory

in two months recently.

The reason for the decline in December, though,

was annually, traditionally during the holiday season,

you go on a foreGlosure moratorium. And so not as many

foreclosures went into the REO inventory as normally

So I just wanted a little cautionary notewould have.

there.

Chuck provided two really good charts.

The next slide here shows you what we had

planned on.
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And so we’re a little under on loan mods

approved. I think that’s probably because we got quite a

bit of a backlog waiting for these other banks to come on

board with the Keep Your Home California.

Short sales were a little under.

Foreclosures were a little under.

And REO sales.

The next slide, though, is the one I want you

to take a look at, and that is year over year, you can

see the workload increase is quite substantial:

33 percent increase in loan mods. 76 percent increase in

the number of short sales year.over year. Foreclosures

up 26 percent. REO sales up 40 percent. I mean, it’s

just a tremendous workload increase.

And I don’t know if you want to add anything

at this point, Chuck. But it has been a very, very busy

year for that group.

MR. McMANUS: Yes, we’ve had to add people,

train people. And it’s just constant. I mean, it has --

over time, it has worked from the day that they get in --

the minute they get in, to the minute they leave.

And you have to service the realtors or they’re

not going to sell your property. So we have to turn

around on offers, we have to give prices, we have to

approve or not approve, and so forth. And they’ve done
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just a great job. We’re out in West Sac, adjacent to the

loan-servicing operation. And we just have a lot of good

people out there.

And we have a number of temps out there because

this is a temporary thing. It should end in two and a

half years, something like that, the number of

foreclosures and REOs should drop off.

MR. SPEARS: We are actively considering taking

some loans back from some folks who are not doing a very

good job of servicing.

The worst performer -- we’ve said this

before -- and I got calls from these folks -- is BofA,

and it is substantially more. You guys have seen the

numbers before when we presented this. It’s not

improved.

If we took the 2,600 loans back today, we

wouldn’t have a place to put them or people to work on

them.

We are exploring the idea of subservicing,

hiring somebody and just giving them; although we don’t

find anybody really eager to take over some loans that

aren’t performing very well.

But we are actively considering taking them

back in, in some way or another. We’re not ready to make

a decision on that yet, but I just wanted you to know
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that.

Any questions on this part?

The next slide kind of gives a "Where we are so

far," but...

MS. PETERS: Just a quick question on the BofA.

Is there any value to sending a solicitation

directly to those 2,600 borrowers and seeing if you can

get them talking to you, or...

MR. SPEARS: On?

MS. PETERS: On the BofA portfolio.

MR. SPEARS: When we get them on board, that’s

the plan. When we sent out notices before on the pilot

program and the beta, we sent cards out, 5-by-5 cards out

to every single borrower we thought qualified for a loan

mod. But those are the only Ones. As soon as we get

these other folks on board, then we can do the same

thing.

MS.

MR.

chart,

this,

PETERS: Gbod.

SMITH: My question is actually on this

so if we could go ahead and --

MR. SPEARS:

MR. SMITH:

MR. SPEARS:

This one?

Yes.

So if I walked up here and did

I think it would be better.

This is my teaching background.
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This is all you saw when we were in May,

because that’s all the information t~at was available.

So I just wanted to show you the progress made.

60+ delinquent is the chart that the rating

agencies look at.

I think that’s correct, Bruce?

And so that includes all the really seriously

delinquent loans: The 120+ that are technically in

foreclosure.

The only reason I didn’t put a total

delinquency here is because 30-day goes up and down and

up and down. People will miss a payment and they catch

up; and so it’s not a real indicator.

I think what you see here is significant

progress. It’s bad news for the borrowers. This is not

what we’re in the business of doing, is kicking people

out of their homes. But there are just a lot of

situations where foreclosure is the best way to proceed.

And we’ve made a lot of progress in moving ahead with

foreclosures.

So some of this that you will see over that

period of time is an increase -- reflected over in

Chuck’s shop, is an increase in REO inventory. So that’s

why that workload has increased. But we have made

progress.
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The only reason why this chart would go down

like this, is because we’re putting fewer loans in than

we’re moving out on the back end.

I believe Mr. Smith had a question, Mr. Chair.

MR. SMITH: Yes, what you just said r±ght now,

I’m just trying to get a sense of, is this a true

reflection that things will coming back to the good, old

days? Or is this a reflection of, we are not -- we don’t

have new loans? I mean, what’s your sense in terms of

the trend? Are we going to see less foreclosures going

forward now?

MR. SPEARS:

we’re going to see --

No, I don’t think so. I think

certainly not a decrease in

foreclosures this year. There’s still a large backlog

there, and there’s still people who are going into this

category in the coming year.

MR. SMITH:

default. That’s what

understanding.

MR. SPEARS:

But we have less people going into

I was just trying to get an

Then we’re moving out in

foreclosures, that is true. But it doesn’t mean that

we’re going to have fewer foreclosures.

MR. SMITH: What’s our backlog on foreclosures

that are targeted?

MR. SPEARS: I’m trying to -- now, these are
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the conventional loans. You know, on FHA loans, we file

claims.

But

I may have to ask Chuck for some help here.

our seriously delinquent 90+ part of this --

MR. McMANUS: I think because we have so

for 60-day-plus. 60, wecures

to foreclosure.    90, we assume,

assume 90 percent will go to foreclosure.

And if you -- I’m sorry, I have a chart here

few

assume 70 percent will go

80. And at 120+, we

I can refer you to. It’s --

MR. SPEARS: I think it’s conservatively -- if

you wanted to, you could say conservatively, would be

everybody in this categorY: 1,500 loans. But that’s

probably too conservative.

We also have high hopes for the Hardest Hit

Funds that would be able to help some of these folks.

Some of them will cure.

But I’d say a large portion of the 1,500 loans

or so in this category are probably going to eventually

that fair, Chuck?

think that’s accurate in this

at 5@ percent of original,

not come back.

MR. SMITH: Right.

MR. SPEARS: Is

MR. McMANUS: I

environment. With values

people just don’t fight to save their home if there’s a
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financial problem.

MR. SPEARS: Right.

MR. SMITH: Do we have a sense of those that

are not in default, what percentage of those are the

values substantially lower than the loan?

MR. MeMANUS: Most, because we have a

relatively young portfolio of loans because everybody

refinanced when their values went up and cashed out.

I would say -- the values are at about year

2000 right now. The price of homes is at the year 2000

prices, which is about 50 percent less than the 2006

prices -- 2005, 2006.

So you’re going all the way up, and now it’s

coming all the way down to the 2000. And our book of

business is relatively young. Basically, huge amounts in

and 2007. That’s probably 70 percent of our2005, 2006,

book.

So it’s people that can make their payments and

want to stay living where they’re living. And we’ve got

85 percent of the people making those payments. Those

are the ones we hope keep making their payments. And

those that have a little

with a mod program.

MR. SPEARS:

financial problem, we’ll help

The rough estimate, I think,

Ruben -- and we’re updating the Milliman study to try to
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predict how many folks are now current that will

eventually go in default. And I’m not sure when that’s

scheduled to be done. But what we’re trying to do is to

use the latest data that we can. But I think the last

time we took a look at this, our estimate is somewhere

in the 75 to 80 percent of our loans are underwater, to

some degree. And a very large percentage of those are

seriously underwater -- I guess more than one-third.

130 percent LTV.

Despite that fact, as Chuck says, about

85 percent of our borrowers are Gurrent. They’re not

even one payment behind.

And if our former colleague on the Board,

Barbara Macri-Ortiz was here, she’d tell you that she

believes that that is because they didn’t buy these as

investments. They didn’t buy these to flip them, they

didn’t buy them to suck equity out, they bought them as

homes. That’s their first home. They feel differently

about it than some other folks might have in the rest of

the world.

So that can’t be borne out in any statistic

that I can find. The only thing I can tell you is that

I’ve gone to loan servicing and asked for a copy of the

logs that people say why they’re going in default, and

they say all kinds of things. But they don’t just come
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right out and saying, "I’m leaving because I’m

underwater." Most of it is: "I have expenses, I have a

decline in income, I’m unemployed." They talk all around

it, but they don’t actually say, "Well, I’d rather keep

my credit cards and lose my house." Nobody actually says

that in a telephone conversation.

MR. SMITH: So is the loan -- the principal

reduction program that we have, do you think most of

these folks would qualify, the 85 percent that are

paying, since most of them are underwater? Or at what

point do they qualify for the principal reduction?

MR. SPEARS: That program requires you to have

a hardship, to be in default, or to be in imminent danger

of default. So if you still have your job and you can

make your payment, but you’re just simply underwater, you

don’t qualify for that program.

MR. SMITH: Okay.

MR. McMANUS: Yes, reduced income is the

absolute requirement to then be considered. If you have

that, then we generally can offer a program that will

give you an affordable payment.

MR. SMITH: Right. That makes sense.

MR. SPEARS: They qualify on all the other

points. They own and occupy, they’re low and moderate

income -- everything else. They just have to have that
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hardship.

MR. SHINE: All these people whose homes are

underwater, that large a percentage of them are current

on their monthly payments.

MR. SPEARS:

MR. McMANUS:

MR. SHINE:

Yes,

Yes.

I hope they don’t get

Is that what you’re saying?

sir.

smart.

That’s amazing.

MR. GUNNING: Not well underwritten.

MR. SHINE: And the fact that if it’s a

first-time home buyer, he’s right, they don’t buy --

everybody else advises you, "Don’t worry, it’s a great

investment, we’re going to do this. You take I00,

200 grand out," blah-blah; and these people, they just

walk.

You said 60 to 70 percent or something like

that of those people underwater are still making

I think it’s higher than that. I

payments?

MR. SPEARS:

think it’s 75 to 80.

MR. SHINE:

That’s amazing.

CHAIR CAREY:

that is the focus,

there.

Be nice to the collecting agencies.

I tend to agree with Barbara,

is homeownership. And folks are in
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Is it reasonable to say then that the apparent

improvement in this chart is largely due to processing

rather than the declining number of delinquents?

MR. McMANUS: Yes, the number of delinquents,

because we haven’t been adding new delinquents very fast.

And we’ve processed -- we’ve either modified or

foreclosed, is reducing the number still delinquent.

But it has, as Steve said, stabilized. I mean,

we’re not having a big rush.

CHAIR CAREY: And what’s

interest-only portfolio right now?

MR. McMANUS: They will be changing payment,

about 150 loans a month this year,

CHAIR CAREY: And that’s

MR. McMANUS: Yes,

between 16 and 19 percent.

the situation with the

just starting?

and the change will be

Their payments will be going

up. But they will be calling, I’m sure, for

modification. And we can respond to that if they’re

qualified for modification. ~nd that alone could cause

the problem, the affordability problem.

MR. SMITH: Is it true then, that

modifications, you’re only qualifying if you have a

reduced income?

MR. McMANUS: Unless you have a changing

payment mortgage which causes there to be a problem
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relative to the payment, your income is reduced as a

percentage.

So we will definitely consider that if it’s an

affordability issue, and we’ll run it through our model,

and we will get a positive cash

basis for that borrower.

MR. SHINE: Is

problem deals coming in more,

was several months ago?

MR. McMANUS:

MR. SHINE:

MR. McMANUS:

surplus on a monthly

the actual number of fresh

less, or equal to what it

It has declined.

Is that --

It has declined because our

portfolio is smaller and aged and, therefore, it’s

reduced.

MR. SHINE: But the new people coming in, that

have had loans for whatever time, there is less of those

people coming in now than there was --

MR. McMANUS: Slightly. But we expect it to

plateau where it is because of the impact of the IOP will

cause those to go delinquent.

So we expect that total number of new, fresh

delinquents to be pretty consistent with where it’s been,

and then we have to proactively modify.

MR. SHINE: But those are going to go down

more, the red bars and the line -- the number of loans.
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As each month goes by and you process out the bad ones

and you get less new ones that are bad --

MR. McMANUS: I think it’s going to flatten

out, Jack. But that’s my projection.

MR. SHINE: Do you think so?

MR. McMANUS: It’s going to flatten out at a

level because of the new one’s coming from the IOPs. And

then we cure them, and then we can reduce.

But we’ve got two years of IOP -- big years.

2006 is coming now, 2007 is after. Those were big years.

So I really think we’ll have to work very hard to keep

that flat.

CHAIR CAREY: But keeping it flat is better

than what could have happened.

MR. McMANUS: It will be wonderful.

MR. SHINE: Well, I know.

CHAIR CAREY: It’s very positive.

NR. McMANUS: If we could keep it flat, that

thatwould be great because we’re then curing the ones

are in there, a significant portion.

"Curing" means brings current.

MR. SPEARS: Someone asked about process.

This steep climb, back in ’09, was definitely

process-oriented. That’s the same phenomenon that you

saw in banks all across ~erica. Bank of America told us
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about a month agO that since this all started, they had

hired 18,000 new people to deal with their loan services.

I wish just a few of those people could be

dedicated to our loans. But we were caught in the same

way. Lots of hiring -- this is when we moved the loan

servicing center, got everybody into one room, hired more

temps. But by the time you did all that and trained, we

got behind. A backlog built up.

Plus, if you remember, we had several

foreclosure moratoriums at first when there were various

programs being considered, nationally and state. And so

we simply got behind.

And so this decline is, part of it is catch-up,

CHAIR CAREY:

MR. SPEARS:

Okay.

The next slide -- so off of the

sort of depressing news to better news, and that is that

we have renewed single-family lending. And we have two

or three slides here: One on renewing single-family

lending, a couple or renewing multifamily lending, and

then the reason Margaret is up here is because this

impacts her. When Bob does more work, it gets

transferred over to Margaret in Asset Management.

The single-family side, remember, in May we

were going to do this i00 percent LTV Fannie Mae,
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affordable project. That worked great, right up to the

point where Fannie Ma~ changed the rules right at the

last minute in the economics, and we basically had to

tell them that we weren’t interested anymore. At which

point Gary got his staff in gear, and we told the story

to you last summer and in the fall. We put together --

revived our FHA program very quickly, and got back to the

Board. And so we have 627 loans in play.

This flow started rather slowly. And then as

interest rates took off in October, November, this really

picked up. So we have $127 million in reservations.

We’ve actually purchased 64 loans. And a lot of that’s

because, again, these take two or three months to close.

And by the time you do that, some time goes by.

So here’s a picture of the quality of the loans

purchased.

I just took the 64 loans and divided them into

12 million bucks. And it’s a lot less than our average

loan used to be. No surprise there. Home prices have

declined. It’s $187,000.

I think our loans were averaging in the

$275,000 range before we shut down lending.

The FICO scores are a bit of a surprise.

They’re almost 700. And prior experience -- Gary went

back -- I don’t know if you guys remember this, but FHA
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didn’t pay any attention to FICO scores for a while.

But at the tail end, we were seeing FICO scores of 685.

So that’s gone up a bit.

The average LTV, not surprisingly, is

96 percent because that’s what FHA has, 96 and a

half percent.

But if you add on CHDAP and our local partners

in AHPP, that’s getting pretty close to a combined LTV of

i00 percent.

A really significant change is that 65 percent

of all the loans we purchased so far are in the

low-income category. And at CDLAC -- and we have Joanie

Jones-Kelly here, who used to be the director there, she

was always wondering what the statistic was. The goal

for CDLAC when we get our allocation is 40 percent. So

we are far above our goal at this point. And that’s a

really good thing.

Gary, I don’t know if you want to add anything

at this point?

MR. BRAUNSTEIN: I think you highlighted most

everything, Steve.

The one reminder to the Board you mentioned

was, there’s a ramp-up period.    So, you know, we were

running fast and furious prior to our fiscal year on the

Fannie Mae Advantage product, which we were anticipating
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rolling out.

We got light on our feet, stepped back,

developed the FHA product, and launched that in

September.

And to Steve’s point, it takes a good three

months to build up a pipeline, get the lenders back aware

that we’re lending this project, get our outreach and

business development focused in on the products we’re

offering. And we’re seeing the rewards of those efforts

with a pipeline today of $127 million.

A good portion of that has been in December.

So we’ll start seeing this pipeline ramp up quite

considerably.

One other point is, we’re enjoying a more

diversification of lenders submitting loans to us than

we’ve done before in the Agency. We’re getting more

loans from a number of different lenders, large lenders

as well as mid-tier versus a concentrated effort of loans

from just a smaller group of lenders.

And some of the large lenders that we’re

beginning to establish relationships again is: Wells

Fargo; of course, Bank of America, who is our master

servicer; Chase; Citi; MetLife; and some of the other

larger players.

And so we’re getting business from them. And
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then we’ll be targeting more of the mid-tier

round out the group.

MR. SPEARS:

members,

lenders to

Just, again, for the Board

I just want to confirm with them, we’re not

buying FHA whole loans; we’re buying Ginnie Maes. Bank

of America is acting as master servicer and securitizing

those. And in keeping with that business model that we

talked about before: No additional risk to the Agency.

All right, again, moving along.

Priority 3, Renewed Multifamily Lending. This

is -- the same is true with the FHA program -- all

possible because we’re participating in the New Issue

Bond Program. U.S. Treasury money is available there, at

a very low rate.

We were able to extend that. And that was one

of our objectives. So that now we could use this program

all the way through 2011.

We received $380 million in commitments to buy

our bonds from Treasury. So that’s been escrowed.

$262 million has already been done --

MR. DEANER: Well, $242 million is the New

Issue Bond dollars, $20 million is private placement.

We can leverage some of the Hew Issue Bond dollars with

market-rate dollars, which we did on some projects. So

242 of the 262 has been either committed or closed.
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To date, we have another $70 million --

$80 million that we’re closing in the first quarter. We

have 40-plus million in process. And then the last

$90 million or so, we’re going to look to use for

refundings within the portfolio. Treasury gave us the

ability to use 30 percent of the bonds for refunding of

our portfolio. And we have some securities that we’re

looking to refund on the multifamily side.

If, for some reason, we can’t do that, those

will go back out. And I’ll easily be able to putdollars

them out.

When

close these because

to Treasury. So we

was quite a task.

I went to the loan closings, we have to

you only get so many draws to deliver

closed 12 deals in one week, which

But meeting with the borrowers, a good portion

of those had indicated that their deals wouldn’t have

happened if it wasn’t for the New Issue Bond Program just

because of the financial constraints and the market.

And a number of them said, "If you can get more

of this money, I’ve got plenty of projects for you." So

I could easily put out another $400 million or

$500 million.

Unfortunately, we know that’s not going to

happen. We have the 380, that’s what we’re going to get
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for 2011.

in 2011.

But all of those dollars will end up going out

So it was very successful.

With the extension, we became everybody’s best

friend in 2011.

MR. SPEARS:

projects, as we noted up there,

I’m happy to say that many of the

wouldn’t have been

completed but for this funding.

MR. DEANER: Yes.

MR. SPEARS: So that’s good news economically,

it’s good news for affordable housing, units that are

needed in the state every year.

It’s been nice to be back in the business

again, even on a conduit basis. We’ve been helpful to

a lot of projects.

MR. DEANER: And because we did this as a

conduit lender, it got us to retool as a conduit lender.

And so, therefore, with the carryforward that Bruce

talked about earlier, the $800 million from 2010, we’re

looking to utilize that as a conduit program in 2011,

with no risk to the Agency.

So I’ll bring that in March. But that is

something that we’re going to look to do in 2011, to

continue it outside of the New Issue Bond Program.

MR. SPEARS: Right.

The other two things we continue to be active
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with are the MHSA program that, as I mentioned before,

Kathy is very involved in.

I put total program numbers up here for you,

so you can get an idea of the size. Remember, we

received almost $400 million for this. $236 million has

been requested. We have produced 2000 MHSA units so far.

So this has been a really, really successful program.

And I know some of you may have heard that some

of the MHSA money that has not been committed, they’re

trying to pull that into the General Fund.

My understanding is that that would not apply

to these funds. That they’re committed and have been

transferred to us and they are -- they!re considered not

available for the General Fund purpose.

MR. DEANER: And I would add that these dollars

also helped projects get done, because there’s a number

of projects that, when the market turned, that utilized

these dollars and transferred the units for the MHSA

program, so it assisted in getting the actual projects

done.

MR. SPEARS: Yes, I wouldn’t describe them

exactly as gap financing, but it gave us a -- it’s a

little different than, I think we thought we were going

to see whole MHSA properties, and it wound up to be units

here and there.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 94



95
CalI-WA Board of Directors Meeting - January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And so from a policy standpoint, I think that’s

a good thing for folks, tenants. From a project

standpoint, it was definitely very helpful to get some

projects done that, again, probably would not have been

done. But 2,000 units --

Is Kathy still back there?

Too bad. I’d like for her to take a bow.

She’s been very, very instrumental in this.

And then finally, we’ve talked about this

before, but the TCAC processing of ARRA funds, of

economic recovery funds, we’ve been helpful to them,

providing staffing.

All three of these, though, are fee-based. And

they’ve brought in a very large amount of fees for the

Agency. On a long-term basis, if we’re going to be a

fee-based outfit, we’re going to have to seriously look

at how our overhead is structured, because we’re not set

up to do just fee-based financing in multifamily.

But, you know, we are keeping busy with the

opportunities that are out there. That’s what we’re

trying to do right now.

So, all right, again as I said, everything that

Bob winds up doing gets transferred to Margaret.

So we have almost $2 billion in loans. 40,000

units under her management at 96 percent occupancy.
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This is not the problem area for CalHFA. These

are very proforma loans.

We have one small change. There are two very

small properties in the Southern California area that are

over 30 days delinquent. So two out of 500 is a pretty

low delinquency rate. So I think that’s pretty good.

But this is where Margaret’s -- you don’t

realize this, but we’re going to manage MHSA units in

Asset Management once they’re done. And we’ve had

12 permanent closings, 95 more units. 85 are receiving

Capital Operating Subsidy funds. And that gets a21

managed by our Asset Management group.

Finally, we’ve talked to you about this Pilot

Prepayment Program if you’re within seven years of the

loan maturing, that we’re talking to folks -- four

interested parties, anyway.

How many letters did we send out originally?

MS. ALVAREZ:

MR. SPEARS:

expressed an interest so

with that.

In the past,

prepayment.

MR. DEANER:

51.

Right.

far.

So four out of 51 have

So we’ll keep moving ahead

there’s been more interest in

four are in the New Issue Bond Program.

I was going to say, then those

They’re the ones
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in the pipeline.

MS. ALVAREZ: Well, actually not.

MR. DEANER: Well, there’s --

MS. ALVAREZ: No, we counted them as something

else because they got -- they paid off their loans

because of being refinanced, not because they had the

chance to prepay and get out.

MR. DEANER: Oh, okay.

MS. ALVAREZ: I’m sorry, there’s a distinction

there.

MR. DEANER: It’s technical.

MS. ALVAREZ: It’s fine, but it’s a technical

distinction.

MR.

MR. SPEARS: Okay,

multifamily side of things?

(No response)

MR. SPEARS:

DEANER: Her payment, my money.

any other questions on the

I would love for the bond market

to come around and, you know, we’re doing permanent

financing and will be able to do construction fina’ncing

again at some point in the future. We’re just not able

to do it at this point.

All right. So then again, the next slide,

Mr. Operator.

Thank you.
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MR. DEANER: Not a problem.

MR. SPEARS: At the May Board meeting, we

combined 4 and 5. I think it’s still appropriate.

We did put this first bullet in the old

partnerships because I guess we consider ourselves old

partners with the United States Treasury at this point.

We are spending more time going back and forth

to Washington, D.C., than we are going to New York. It’s

a sign of the times.

But one of our main objectives was, back in

May, was to see if we could get this program extended on

into 2011.

We were able to do that. I can’t take full

credit for it. But one of the big reasons why Treasury

felt a lot of pressure to get this done is because a very

large chunk of money in California was not going to get

used unless it got extended. So I think we were able to

put a lot of pressure on them.

But one of the big elements was the rate

relock. They allowed us to drift in -- because we all

thought we were geniuses by locking in the rate last

winter at -- what was it, Bruce, 3.49?

And then it continued to slide during the year.

So we’ve been able to take advantage of a declining

interest rate.
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It’s been great for the single-family program.

It makes our product very competitive. And that’s been a

real success.

Then on the single-family side -- Gary, why

don’t you spend just a couple minutes talking about the

BLOCK Program --

MR. BRAUNSTEIN: Sure.

MR. SPEARS: -- and the Federal Targeted Areas

Program.

MR. BRAUNSTEIN: Sure.

The BLOCK Program was a new initiative that we

rolled out recently to nonprofits. And we allocated

$50 million out of the NIBP towards this program. And

it’s simply for new construction. And we’re providing a

forward commitment of a forward rate, as well as

allocating the funds. So we’re offering a 5~ rate on a

forward commitment of ii months, ten months, or nine

months out for nonprofit builders and developers to take

advantage of this for new construction.

MR. SPEARS: This is something we’ve done

before? We’re reviving this, right?

MR. BRAUNSTEIN: Yes. Yes, it’s something that

we’ve done it before. We’re just reviving it again, and

we just launched it recently last week. And so we’re

just beginning to get some activity and some interest and
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responses.

On the Federal Targeted Area Program, this is

a new initiative that will be rolling out shortly. It’s

based off of census tracts and allows us to offer our

loan programs to non-first-time home buyers and in the

federal targeted areas by census tract. It carries with

it a little higher sales price, a little higher income

limit to allow us to take advantage and provide our loan

programs to these federally targeted areas that are based

off a census tract.

MR. SPEARS: Again, I think this is revival of

something we were doing a few years ago, right?

MR. BRAUNSTEIN: Yes, it something we have --

yes, it’s a revival of what we’ve done before. We’ve

offered this all along. We’re now putt±ng it into a more

proactive business development effort because there’s

opportunities for potential homeowners that we, in the

past, were not, if you will, proactively marketing and

seeking.

MR. SPEARS: Right;

MR. BRAUNSTEIN: And so this initiative is

really packaging that opportunity in a little bit more of

a focused task force consortium arrangement throughout

the state, where we’re bringing realtors, lenders, loan

officers, potential borrowers in these federal targeted
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areas and providing a more concentrated opportunity for

those individuals.

MR. SPEARS: Any questions on that?

The other thing we’ve been doing is talking to

both Fannie Mae and Freddie Mac about new initiatives for

them to provide credit enhancements, where we can do some

lending.

But, again, in keeping with the objective of

trying not to take on additional real-estate risk at this

point, see if we can partner with them, get some lending

done that wouldn’t otherwise be done, earn a fee, and

stay active.

Bob, you just want to mention a couple things

about that?

MR. DEANER: Sure, sure.

The good news is that I was a

Fannie Mae/Freddie Mac multifamily lender for 12 years

before I came to CalHFA, so I know their programs very

well.

And what we’re targeting is, with Fannie Mae

it’s utilizing one of their DUS licenses. They call it

"DUS." It’s "Delegated Underwriting Servicing." We

would partner with one of their DUS licenses, and we

would deliver loans to them, which then would turn into

commitments that would be credit enhanced, either at the

Daxtiel P. Feldhaus, CSR, Inc. 916.682.9482 101



102
CalHFA Board of Dh’ectors Meeting January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

loan level or the bond level by Fannie Mae through one of

the DUS groups. So

we’ve talked about,

servicing out of it.

The other is Freddie Mac.

and met with them. And their program is

Fannie from an underwriting standpoint.

between the two of them when I had deals.

difference is that they take I00 percent

don’t delegate to any of their servicers.

we’re in negotiations. What CalHFA,

is we’d get some fee income and some

We flew back to D.C.

similar to

I used to battle

But the only

risk. They

So you deliver

actually an underwritten package directly to them, and in

Targeted Affordable Housing they do it out at D.C., they

look at that, reunderwrite it, approve it, and then give

you approval to issue a commitment.

In that case, we would be a direct

seller/servicer to Freddie, is what we’re talking to them

about.

They have a new program they’re rolling out,

where they want to do more preservation housing. And

they’re targeting groups that do more preservation

housing, like at CalHFA.

So the good news is we’re one of the first in

line when they decide to roll this out; and then it will

just be an agreement between CalHFA and Freddie Mac on

how we establish that. But it would give us the ability
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to use their Aaa credit enhancement to deliver bonds

no real-estate risk to CalHFA.

and some servicing for that.

So we’ve already --

with

And again, we’d get fees

I’ve taken our staff, and

with the help of Laura Whittall-Scherfee, one of my

chiefs, we’ve retooled our underwriting to what they call

their guidelines, the Fannie Mae and Freddie Mac

guidelines, because they are pretty similar. So we’re

ready to go. It’s a question of when can we tee it up

with these two groups to start rolling it out.

And it’s going to take some time. I wish we

could do it in 60 or 90 days. But they’re bigger

gorillas than we are. So they move at their pace. And

so we’ll keep pushing them as hard as we can, but it’s

going to take a little time to get that established, but

we’ll get it going.

MR. SPEARS: Excellent.

Any questions about that?

(No response)

MR. SPEARS: If not, we’ll move on to something

that we have talked about several times, but I wanted

Margaret -- Margaret just returned this week from some

meetings in Washington, D.C., about the performance-based

contract administration. This is HUD’s national renewal

of contracts to administer HUD projects in every state.
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And I’ll let Margaret just give you a quick

update on that.

MS. ALVAREZ: Yes. As a reminder, we do

131 projects right now as what they call a traditional

contract administrator. So this is something we know how

to do.

The performance-based contract administrator

does Section 8 properties that the Agency doesn’t

finance. It’s the state’s entire portfolio of Section 8

properties.

And there’s a lot of interest, that there will

be other bidders. I’ve talked about this for two years,

and I feel like I never have a new song to sang about it.

But HUD promises now that the contract will be out for

bid the first part of February, and they still have a

target date of October ist, 2011, for the chosen

contractors to begin their work.

I think last -- two years ago, when I first

started talking to you all about this, their intent was

to start the contract January ist,

haven’t even put it out to bid yet.

And as soon as it comes out, we’ll

2011. And they

So they’re behind.

jump in the game and

put in our best bid and work very hard to get it.

MR. SPEARS: They’ve reduced -- to try to Catch

up, they’ve reduced the response time on the RFP from
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the July i

meeting --

the year.

90 days to 60 days. So they’re taking -- we’re having to

pay for their inefficiency. But, whatever...

We do have a contractor on board to help us

with that process and to help us write that and do the

work. So that’s good.

Well, I’d say this, before we get to the

operating budget, next Monday, Tuesday, are the days when

we have our senior staff offsite to start the planning

process for Board members who haven’t been through this a

lot and for Cathy who it’s her first time through. Our

procedure is for us to do this review, get feedback from

the Board, meet in an offsite, put together a proposed

business plan, present that to the Board at the

March Board meeting, get your comments, then bring back a

finalized business plan at the May Board meeting with a

budget that goes with that business plan. That gets

adopted, usually, in May. And then we’re ready to go for

-- because we don’t have a June Board

then we’re ready to go for the July 1 start of

So that’s going to be the process with the

Bureau of State Audits examination, plus this response

that we’re going to have to put together for PBCA.

There were a couple

I was going to tell you about:

other things, very quickly,

The Bay Area Housing Plan
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bonds, which Katie is working with us on; and the M.I.

audit that’s going to go on and all this new lending.

It’s going to be a very busy winter and spring

for everybody at CalHFA.

MR. SHINE: Can you give us a little quick

two-sentence update on the Bay Area Housing Plan, on

getting rid of that stuff?

MR. SPEARS: Yes.

to do that later, but I’ll

I thought that we were going

do it right now.

The update on the Bay Area Housing Plan bonds.

Scheduled to close the bond sale February 17th. Now,

that means the sale has to occur before that, r±ght?

So the official statements have either gone out or

they’re about to go out, Bruce -- they’re about to go

out.

California Health Facilities Finance Authority

is going to be the ones to sell the bonds. Cal-Mortgage,

which is another branch of state government, is going to

guarantee the loans -- not the bonds, correct?

So this is going to be sold now as a health

facilities bond deal, not a housing bond deal, which we

think will work much better.

So that’s the schedule. Our loan, where we’re

carrying these loans right now, the loan from BofA is due

February 28. So if all goes according to plan at this

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 106



107
CalHFA Board of Directors Meeting - January 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

point, the bonds will be closed, the loan will be paid

off to Bank of America on time, everything will be great.

The only -- it’s not really a hiccup. But we

keep getting queried by our friends at Moody’s, you know~

"What are you going to do? What are you going to do?

What are you going to do

again?"

if that schedule gets delayed

So the legislation allows for the director of

the Department of Finance to provide a General Fund loan

to CalHFA if the bonds are not sold by January 15. That

day has come and gone.

As you know, the General Fund is not all broken

out with cash. So what we’re trying to do is a little

bit different take. And this afternoon at four o’clock,

we’re going to head down to the Treasurer’s office and

meet with Katie and her staff and some folks from Finance

and talk about some options with regard to that.

And the only reason to do that at this point --

because I have every confidence that the bond sale will

go off on schedule -- it’s very rare that you pull back

a bond sale once the official statements go out and

bondholders start getting ginned up to buy the thing.

So I think it will go off on schedule. But

we’re doing this exercise to help make our friends at the

rating agencies a little happier.
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sale.

state

MR. GUNNING:

MR. SPEARS:

MR. GUNNING:

Talk to New Jersey.

Sir?

They pulled back on their bond

MR. SPEARS: They did. It’s not the same as

deal, but --

MR. GUNNING: Different -- right, right.

MR. SPEARS: -- but I understand.

And that’s why we’re going ahead with the

conversation.

MR.

MR.

GUNNING: Think positively.

SPEARS: Right. I’ll say this: I’ll give

Katie Carroll huge kudos for helping to convince the

folks at Cal-Mortgage. We were in a meeting. And it was

really great to see Katie in action. She convinced them

right away there was no reason --

MS. CARROLL: Thank you. But I think we have

to give our friends at Finance some kudos for that one,

too.

MR. SPEARS: Well, yes, I think it was -- they

very quickly saw the light, that this was something that

needed to be done.

MS. CARROLL: That’s good. Well, you guys did

a good job. And I think that sort of selling these as a

health facility was the right thing to do. I think that
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really moved the conversation along.

MR. SPEARS: Right. If you wouldn’t mind

operating there for a second --

Well, I’m sorry. Howard can come up.

MR. DEANER: I can be the button guy, if you

want.

MR. SPEARS: I know the hour is late.

a couple more things.

Howard, why don’t you come on up?

MR. DEANER: I’ll hand off the baton.

MR. SPEARS: And just a quick update on the

budget.

I think the bottom line is this: That at

present, we are under budget. We’re planning -- if

we keep going at this same rate, by the time we get to

the end of the fiscal year, we’ll be under our adopted

We have

$48 million budget by about two and a half million

dollars.

There are a number of reasons for that. We’re

still operating at a very high vacancy rate. But we have

increased costs for temps and overtime. So I think you

can kind of pretty quickly see what we’re doing here.

We’re dealing with temporary issues with temporary help.

We’re authorizing overtime when we need to. We’ve added

seven positions.
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But what we told you at the May Board meeting,

if lending really took off July i, we would start to fill

vacancies. And that didn’t happen. I mean, lending

really didn’t take off until September, October, or even

into December. Gary said that most of the reservations

that we have in the pipeline came in, in December. So

that’s the reason why these costs are probably lower than

what we would have otherwise had.

MR. SHINE:

MR. SPEARS:

What about the income side?

Well, we’ll get to that in just a

second when we go over the financial statements. This is~

just on the operating budget side.

We are still spending money on the strategic

projects. The biggest one that we have going that we are

almost finished is the loan reservation system for

single-family. That system is really decrepit and needs

help. We’re also

went according to

servicing to West

spending more time -- well, the move

schedule. We made a move of loan

Sac. We moved the portfolio folks to

West Sac. We moved the Hardest Hit Funds people to West

Sac. And we consolidated the Senator Hotel and Meridian

locations into one location over here and did that under

budget. So I’m very happy to report that.

But I think it’s still important to invest

these monies in ~pdated systems because I think I have
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every confidence that we can meet our challenges and move

on with renewed lending down the road. And we’re going

to need these newer, updated systems as we move along.

So any questions on the operating budget side

of things?

(No response)

MR. SPEARS: I hope I can report that we are

spending less money than planned at the end of the year.

I think we’ll probably do that.

MR.

MR.

MR.

reimbursements,

there?

MR.

GUNNING: Just one comment, Steve.

SPEARS: Yes, sir.

GUNNING: The Hardest Hit Funds

so are they slow? Or what’s the story

SPEARS: No, I think we’re getting

reimbursed for everything we need to be reimbursed for on

time.

I think, in reflecting back, when we -- we sort

of sent out to staff, if you’re going to be working on

Hardest Hit Funds this year, we need to know how much,

and we need to plan for that.

And I think the difficulty is this: I spend

time working with Chuck on implementing, you know, our

program at CalHFA. You know, banks around the state are

doing the same thing. We don’t get reimbursed for that
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part of it.

If you’re helping Di with the statewide Keep

Your Home California campaign, that’s what we get

reimbursed for. So I think we probably overestimated

inadvertently.

I may put down some time -- some of that time

that I spend with Chuck, and I’m not turning in that time

for reimbursement at this point.

So I think it was a misunderstanding early on

about what we could and could not get reimbursed for.

Next is a quick update on the first quarter

financials.

Lori, come on up.

Again, I don’t want to rush this, but I know

the hour is late. I just want you to see how we’re doing

so far.

And we put in year-over-year quarters of --

why don’t you hit the button and go to that first slide?

I think you can see, year over year, we’ve lost

program-loan interest income. We don’t have as many

loans as we did before. And that’s pretty obvious.

We’ve lost a little income from investments, but those

are assets that we have invested in the State Treasurer’s

Pooled Money Investment Fund.

This Treasurer, and every Treasurer before this
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one, has the ability to brag that they have never lost

money on a single securities transaction. It’s just a

function of interest rates. And as interest rates slid

over the year, we saw less interest income from

investments. So that’s not a surprise.

We have, down below, again, a drop in interest

rates has meant that we spend less money on interest

expense as well.

And so the only thing is, Lori, you might want

to just take a couple of seconds and tell people what the

big items are in the $69 million of other expenses.

MS. HAMAHASHI: In that total, we do have all

of the REO expense -- I’m sorry, am I close enough?

SPEARS: Yes.

HAMAHASHI: All the REO expenses that we’re

MR.

MS.

paying out --

MR.

low.

MS.

MR.

MS.

SPEARS: The mikes are turned down pretty

HAMAHASHI: Is this better?

SPEARS: Yes.

HAMAHASHI: Okay, all the REO expenses that

we’re paying out, all the gap-related insurance claims

that are being recorded --

summary of probably about,

and,

I mean, this actually is a

I don’t know, 50, 60 accounts

you know, throughout the years, when we’ve always
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had, you know, expenses. But as far as they’re related

to delinquent and REO-related properties, that, you know,

those amounts have gone up. I believe we’re spending

about $5 million on the gap elaim payments, so they’re

averaging about $5 million --

MR. SPEARS: Per month.

MS. HAMAHASHI: -- a month.

And $2 million for the quarter for the REOs.

I don’t know if you want to go over some of the

other numbers that looked like they may have fluctuated

during the quarter.

But, you know, in June, we did have to record

transactions related to the new standard that came out.

And it’s on GASB 53.

So, you know, some of the fluctuations in the

other revenues account may have gone up or down. But all

of these transactions that we’re recording were approved

by the auditors. I mean, we had to, you know, close out

certain accounts and start using a different set of

accounts in order to show that we were complying with the

new standard that came out.

~ don’t know if you have any other questions on

the income statement.

MR. SHINE: Is it accurate to say that at the

end of September ’09 we lost 77 -- I guess these are ell
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millions, right?

MS. HAMAHASHI: Yes, they’re in millions.

MR. SHINE: Dollars.

And now things got really tough, and we only

lost $28 million this last quarter. Is that right?

MS. HAMAHASHI: Well, you know, within this

time frame, we’ve been a part of the NIBP and TCLP

programs.

MR. SHINE: But the bottom line, at the end of

the day, it’s $28 million negative, right?

MS. HAMAHASHI: Correct.

MR. SHINE: Where does that money come from?

Where do you get the $28 million to break even?

MS. HAMAHASHI: Okay --

MR. SPEARS: I think the simplest answer to

that is, we have earned-fund equity retained earnings

over time.

MR.

MR.

SHINE: Is that cash money?

SPEARS: I think that, from an accounting

standpoint, it would be retained earnings.

Our cash liquidity situation is something that

Bruce follows pretty closely. But we have a pretty solid

liquidity situation now under current conditions, and

MR. SHINE: And so this income here that makes
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up these losses for all these periods comes out of

retained earnings that have not been applied?

MR. SPEARS: Correct.

MR. SHINE: The auditors are

That’s a question.

MS. HAMAHASHI: Yes.

MR. SHINE:

MR. SPEARS:

Yes.

okay with that?

Then so am I.

Another chart -- well, let’s --

we don’t have the balance sheet up there, but let’s go

to the next slide.

You’ll see that overall, we have, you know,

roughly a billion or so in additional cash and

investments. And we have a large increase in bonds

payable. And that’s a direct result of participating in

the New Issue Bond Program.

We sold bonds, and they were escrowed. So

liabilities increased and cash and investments increased.

Now, you’re wondering, I’m sure, why then --

how come bonds only went up by $700 million. We’ve

retired a lot of debt -- about $300 million. So that

puts us in better shape than we would have been in the

fund equity.

As Bruce said before, some of these strategies

have resulted in an increasing -- or retained earnings,

our fund equity by as much as $40 million collectively.
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So at present, we have about $11.3 billion in

assets and $1.5 billion in restricted equity.

And as Bruce always admonishes me to do, I want

to be careful and advise you that not all of that

$1.5 billion can be applied to loan losses and General

Obligation expenses and that sort of thing. So we should

take care.

But the next slide is one that we showed you

before. And I think it’s been helpful so we’re showing

it to you again, and that is, if we have concerns about

our loan losses, what are we relying on as far as the

ability to absorb those losses?

SO here again, a chart you’ve seen before. The

loan insurance -- the Mortgage Insurance Fund has

claims -- and let me preface this by saying, these loan

loss reserves are available for loans that are currently

delinquent.

So we would, first of all, pay the loan

insurance portion -- the loan insurance fund’s portion.

Their portion is $52.9 million, almost $53 million. They

only have equity of 35 -- almost 36, as the footnote

says. So that fund has negative equity.

Plan A is that, over time, the remaining

policies will generate premiums and help to pay off that

deficit.
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If, for some reason, that just didn’t happen,

those losses would be absorbed by HMRB. But at

present -- and we’re in discussions with the auditors

about how to present this exactly -- but I think as we’ve

said before, in about July, the Mortgage Insurance Fund

is going to have to tell folks, "Here’s part of your

claim, and here’s the process we’re going to use to just

settle up down the road."

And the individual that they’re making that

statement to, really, is the HMRB indenture because

that’s where these flow to.

We are relying on Genworth at this point for,

again, the loans that are in -- for about $150 million.

They continue to pay claims in full and in a timely

manner.

The gap insurance -- this is the amount that

was limited at one time. There

that reserve.

And finally, the HMRB

are $63.4 million left in

indenture is on the hook

for $55.4 million in loan losses and additional losses

with regard to REO inventory of $34 million.

And so the question is, how much do we have in

HMRB to absorb those last two lines. I don’t know if we

have that number available. The last time we checked, it

was somewhere in the $300 million range.
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MS. HAMAHASHI: 292.

MR. SPEARS: 292?

MS. HAMAHASHI: Yes.

MS. CARROLL: So the large jump in September,

is that as a result of foreclosures?

seems like it went up a lot.

MR. SPEARS: In the HMRB?

MS. CARROLL:

MR. SPEARS:

What -- it just

Yes.

Well, the main reason for that,

is that that gap

MS. CARROLL:

MR. SPEARS:

insurance reserve is dwindling down.

Okay, okay.

And so what used to be a gap

reserve number is going to go straight through to offset

the HMRB funding.

MS. CARROLL: So the gap isn’t -- it’s not

like -- I guess you must be taking a percentage of it.

It’s not like you’re just moving all the gap over until

it’s gone, right?

MR. SPEARS: Oh, no. I describe it this way:

That as gap claims come through, we’re paying them in

full at this point.

MS. CARROLL: Okay.

MR. SPEARS: But what we’ve done is, we’re

saying that taking the loans that are there now,

estimating the losses based on that, we’re not going to
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be able to do that.

MS. CARROLL:

it.

MR. SPEARS:

transferred down.

MS. CARROLL:

MR. SPEARS:

Oh, okay, okay. I think I get

And so beyond that, it just gets

Okay.

And, again, we think we have the

equity in HMRB to absorb that.

MS. HAMAHASHI: I’m sorry, it was 310. I was

looking at the consolidated total amounts. It’s 310.

MR. SPEARS: Oh, even better. $310 million at

the present time.

Now, what are we doing about losses that may go

beyond those that are in delinquency now? And that’s the

Milliman report that we’re having updated.

And I can’t remember, Bruce, when we’re hoping

that will get done.

MR. GILBERTSON: I’m guessing in the next five

or six weeks, we’ll get it done.

MR. SPEARS: Okay.

MR. GILBERTSON: ~But part of it on us~ just

getting them the data so they could do the update.

MR. SPEARS:

And that’s

rest of HMRB fund equity,

Right, right.

important, too, because that’s the

and that’s the total number
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that we expect from Genworth.

MS. CARROLL: And so that would help predict

how long that 310 would last?

MR. SPEARS:

MS. CARROLL:

MR. SPEARS:

Yes.

Okay.

That’s the real concern.

And so I think if we can get that -- I don’t

know if that would be ready to go by the March Board

meeting, but certainly by the May Board meeting, I think

we could share that.

MR. SMITH: Does that mean every time there’s

a foreclosure, then the claim follows that, and that has

to be -- the

work?

MR.

difference has

SPEARS: Yes.

to be paid? Or how does that

And then if it’s an insured

loan, we have our portion from the Mortgage Insurance,

but we have Genworth’s portion of the deal, and we have

the gap claims, as long as that fund lasts.

And then those are cash payments into HMRB to

cover losses that we insured. After that, it’s a

degradation, if you will, of the fund equity in there.

And that’s what the

MR. SMITH:

in this fiscal year?

MR. SPEARS:

$310 million is there to absorb.

So. we’re expecting 1,500 mortgages

I don’t think necessarily in this
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fiscal year.

MR. SMITH:

MR. SPEARS:

MR. SMITH:

the halfway mark.

MR. SPEARS:

assuming,

We did seven whatever --

They will be over time.

We did seven hundred-something for

I think so --

MR. SMITH: We’re expecting to do,

the same or more?

MR. SPEARS:

MR. SMITH:

MR. SPEARS~

MR. SMITH:

Over the next six months?

Six months.

Roughly, roughly.

And then do we have any projections

for the following year, foreclosures?

MR. SPEARS: We did -- at this point, I’m

assuming, at least for the first half of the year, about

the same rate.

I think we might see some decline, but I’m

trying to be conservative about this.

MR. SMITH: Right.

MR. SPEARS: Well, I think that’s the end of

the business update presentation.

And are there other questions at this point?

CHAIR CAREY: Questions? Comments?

MR. SPEARS: Okay, well, we will take all this

into our off-site on Monday, Tuesday; and we’ll bring you
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a proposed business plan in the March Board meeting.

CHAIR CAREY: Thank you.

--oOo--

Item 9. Discussion, Recommendation, and Possible Action

Regarding a Process to Evaluate the Executive

Director as Provided by Resolution 08-17

CHAIR CAREY: The next item on the business --

I think we can keep it brief -- back in 2006, the Board

created a Compensation Committee. It now seems long ago

and far away. And it was a different time. But one of

the responsibilities of the committee is to do a review

of the -- an evaluation of the executive director. And

while the committee has not been fully functional for the

past year or so, I would like to suggest that we move

forward with that process of doing an evaluation as part

of our responsibilities.

And so I’ve asked Mr. Gunning if he’d be

willing to chair the committee, and he has agreed.

I appreciate it.

And at the moment, I’ve also asked Ms. Peters

and Mr. Shine to serve on that committee with us.

And so our goal would be to map out a time-

line. And our preference would be to meet, I think, and

get back here at the March meeting, if we can do that,

recognizing that these are difficult meetings to schedule
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because they are open meetings.

But that’s the process.

MR. SHINE: Do you want to try and handle it

after our meeting on the 8th? Just extend that meeting,

and get it all done in one day?

CHAIR CAREY:

possibility.

MR] SHINE:

That’s a possibility. That’s a

I didn’t realize before, if you

want to get this back here by March, that’s a much

shorter fuse. So it will be beginning at the beginning

of the month --

MR. GUNNING: I was thinking of being more

aggressive.

MR. SHINE: Do you want to give him the answer

before we have the question?

CHAIR CAREY: Well, I will ask that JoJo help

coordinate the meeting at the first opportunity for us.

MR. GUNNING:

CHAIR CAREY:

takes enthusiastically,

Yes?

MR. HUGHES:

the ground rules are.

Thank goodness for JoJo.

It’s her responsibility that she

I know.

Mr. Chair, just as a reminder what

Obviously, the Compensation

Committee meetings -- any committee meetings -- are open

meetings. They have to be noticed and agendized and the
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whole thing.

Any discussions of the process by which the

Board wants to evaluate the executive director are open

An actual evaluation will be a closed session

know what the timing will be to

meetings.

meeting. So we have to

set those appropriately.

MR. GUNNING:

CHAIR CAREY:

thoughts on that?

(No response)

Right. I will work with JoJo.

Okay, any other comments or

--oOo--

Item i0. Report of the Chairman of the Audit Contmittee

CHAIR CAREY: Okay, with that, we have a report

from the chair of the Audit Committee, Mr. Smith.

MR. SMITH: Yes. We reviewed the charter for

the Audit Committee at our meeting this morning, and it

was recommended we change some of the provisions there.

One specific one which we want to bring before

you is the way that we select the auditor. And that

instead of the staff doing it and reporting to the Board,

that we put into place a process whereby the staff would

do the RFP and the Audit Committee would approve it --

I mean, the Board would approve it.

And then there would be either the Audit

Committee would do the interviews with the approved or
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selected, recommended accounting firms, or the Board

would do that.

And so we really wanted to come before you to

see -- get a sense of how the other Board members feel in

terms of whether you want to sit in on those interviews

as a full board, or whether to let the Audit Committee do

that and then recommend whichever one they feel is best

to the full board.

And so the idea would be, at the next meeting,

we would have something before us to amend the charter

for the Audit Committee, so that we could spell out how

that process would work.

So I guess at this point, I’d like to open it

up to Board members, to see if you feel that-± I mean,

normally, I think most boards operate where the

committees kind of go through and do all that and then

make a recommendation to the full board.

This being such a big issue, and given the

times we’re in and given the situation we’re in, it may

be something that we’d want the full board to participate

in.

Also, logistically, the staff is going to look

at whether or not that makes sense; because if it

shortens it in the sense that you don’t have to do those

interviews with the Audit Committee, the interviews will

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 126



127
CalI-WA Board of Directors Meeting - Janu~a3~ 20, 2011

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

I8

19

20

21

22

23

24

25

be done with the full board. So logistically, it might

work better.

But, anyway, I guess the idea is to open it up

to the Board to see if there’s any interest in being a

part of that.

The other thing could be that, if there were,

those that were interested could participate in the Audit

Committee interviews as well.

So with that, I’d like to open it up to get the

Board’s input on that isSue.

MS. CARROLL: For my part, I’m happy to have

the Audit Committee do those because I’m sure that you

guys will come back to us and let us know the basis on

which you’re making the recommendations. So that would

be my preference.

MR. SMITH: Any other cormnents?

CHAIR CAREY: Ms. Creswell?

MS. CRESWELL: The only question I had was the

issue of timing. You know, so maybe before a final

decision can get made, we hear back from you on whether

or not -- I thought I heard you say there may be reasons

why, beyond just whether it makes sense practically or

not, that it makes sense to do it all at one time, to

either expedite or whatever. And so I don’t know if you

still have more work to do before we make a final
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decision or if you know enough now to...

MR. SPEARS: We don’t. I admitted in Audit

Committee that I came up with this brain child too late

in the current process.

There’s probably never a great time, because

we have an audit that’s done based on a December 31

financial date, and another one June 30. So we’re

constantly in audit mode.

So we haven’t started this yet. We’d need to

send out an RFP, and do whatever level of work that the

Board would like us to do before -- until we got to this

point, we could conduct those interviews, come up with

three finalists, make a recommendation to the Board, give

a presentation to either the Committee or the full Board;

or we could get down to two or three finalists and have

those folks come and either give a presentation to the

Committee or the Board. We haven’t done anything yet

this year.

The timing issue for this year is that we need

for Deloitte to start the work on the Mortgage Insurance

Fund audit fairly quickly.

So we had the ability under the current

contract to extend their contract to do that. We talked

with Peter about this a few weeks ago. I told him about

my idea. And he said, "You know what? Let’s just extend
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the current contract. Go ahead and do that."

So they’re going to do this year’s mortgage

insurance audit.

The next real work date then is in June, they

start getting ready for the next audit.

So we could extend their audit contract even

further to include the summer’s audit. We can take --

don!t rush, get the procedure right, put it in place,

get it all ready to go,

year.

MR. SHINE:

MR. SPEARS:

MR. SHINE:

MR. SPEARS:

to select an auditor for next

December.

Yes.

That makes a lot of sense.

And. just not rush and do this

right, get the timing right.

We will have to -- because it will take a

little bit longer, which is fine, we’d probably have to

move the selection process further up into the -- you

know, the early -- the late summer, early fall, in that

time frame. So I don’t want to make this any more

complicated. But I don’t want you to feel like, you

know, you have to rush through this to get an auditor on

board. I’d rather get the process right, frankly.

MR. SHINE: I think we did that last time.

CHAIR CAREY: Yes?
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MR. HUNTER: Just a question.

If the Audit Committee were to have a meeting

to interview potential firms in response to an RFP, is

that a public meeting?

MR. HUGHES: Yes.

MR. HUNTER: So that any Board member who is

inclined to attend and listen to that could do so?

MR. HUGHES: Yes. And, in fact, that happens

quite frequently, that additional Board members come to

the committee meetings.

MR. HUNTER: In which case, my inclination

would be definitely to leave this to the Audit Committee,

with the reminder to other Board members that they’re

welcome to participate in that process.

And then I guess the other thing I would say

is, I’d rather extend the current contract and get the

process right for next year rather than trying to rush a

process at this point. There are way too many things on

both the staff and the Board’s plate at this point.

MR. SMITH: I think that was the consensus as

well in the Audit Committee. But we wanted to let

everyone have an opportunity to give direction or

comment. This is not an agendized item, so we’re not

voting on it; but we’re just giving direction, I think,

to staff to prepare that process.
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CHAIR CAREY: It would seem at this point that

for the March meeting -- the March meeting, we could have

a revised charter; and perhaps a recommendation to extend

the ourrent contract through the fiscal year -- the audit

for the year ending June 30th, so that we could do both

of those things.

Would that make sense?

MR. SMITH: And I would add maybe having a

schedule of how that’s going to -- how that process is

going to play out in terms of when we would do the RFP

and when we do the interviews, so that we have that all

done at the same time.

CHAIR CAREY:

Mr. Smith.

MR. SMITH:

Item ii.

packet.

Reports

CHAIR CAREY:

Is there

Great. All right, thank you,

Thank you.

--oOo--

There are other reports in the

anything anyone would like additional

follow-up on or has specific questions about?

MR. SPEARS: In light of the times, please

read these reports. They contain a lot of valuable

information about the portfolio of assets and our

existing bond structure, capital structure. I just would
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like to put that out there for you.

--oOo--

Item 12.    Discussion of Other Board Matters

CHAIR CAREY:

(No response)

Other Board matters?

--o0o--

Item 13. Public Testimony

CHAIR CAREY: With that, this is an opportunity

for the public to address the Board on any matters that

were not agenda’d or opened already.

Are there any comments from anyone in the

public?

Item 14.

adjourned.

(No response)

Adjournment

CHAIR CAREY:

--o0o--

Seeing none, we will stand

(Gavel sounded.)

(The meeting concluded at 2:40 p.m.)

--o0o--
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