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BE IT REMEMBERED that on Wednesday, March 16,

2011,

commencing at tThe heour of %:37 a.m., at the

Burbank Airport Marriott Hotel and Convention Center,

Pasadena Rocm, 2500 Hollywcod Way, Burbkank, California,

before me, YVONNE K. FENNER, CSR #10809, RPR, the

following proceedings were held:

ACTING CHAIRPERSON CAREY:

weoQp=-

Ckay. I would like

to welcome everybody to the March 16th meeting of the

California Housing Finance Agency Board of Directors.

Item 1.

ACTING CHAIRPERSON CAREY:

-~o0o--

Roll Call

business is roll call.

MS.

Ms.

MG,

MS,

MR.

M5.

MR.

MS.

MR.

MS.

Ms.

O0JIMA: Thank you.
Creswell.

CRESWELL: Present.
OJIMA: Mr. Gunning.
GUNNING: Present.
OJIMA: Mr. Hudson;
HUDSON: Here.
OJIMA: Mr. Hunter.
HUNTER: Here.
OJIMA: Ms.
CARRCLL: Here.

Our first item of

Carroll for Mr. Lockyer.

Yvonne K. Fenner, Certified Shorthand Reporter
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7

2011

Ttem 3.

MS.
(No
MS.
(No
MS.
MS.
MS.
MR.
MS.
(No
MS.
MR.

MS.

OJIMA: Mr. Shine.
audible response.)
OJIMA: Mr. Smith.
audible response.)
OJIMA: Ms. Peters for Ms. Stevens.
PETERS: Here.

OJIMA: Mr, Alex.

ALEX: Here.

OJIMA: Ms. Matosantos.
audible response.)
OJIMA: Mr. Spears.

SPEARS: Here.

OJIMA: Mr. Carey.

ACTING CHAIRPERSON CAREY: Here.

MS.

OJIMA: We have a quorum.

ACTING CHAIRPERSON CAREY: Thank you.

--00o0--

Chairman/Executive Director comments

ACTING CHATIRPERSON CAREY:

cemments.

recognizing schedules,

before lunchtime teday,

me.

We will try tc move ourselves along,

Just a couple of

and see 1if we can't wrap up

before the Board turns against

And we may rearrande the agenda slightly and

move the discussion of the business plan forward a

Yvonne K. Fenner, Certified Shorthand Reporter
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little bit since Mr. Hudson has to leave by 11:00. I'd
really appreciate his involvement in that conversation.

With that, I'll turn it over to ocur executive
director,

MR. SPEARS: Thank you, Mr. Chairman, and

welcome to Members.

And we have a very ambitious agenda today. I
think we can move right through some of these update
items, but of course the main objective todaf is to
discuss the business plan for the next vear. For the
newer members, the procedure is we have this discussion
today. 'The staff takes input from the Board members,
goes bkack, puts together a full-blown business plan,
brings it back to the Board in May with an accompanying
operating budget. That's -- that's the standard
procedure.

So T think what you'll see today, though, is
a —-- more of a discussion about whaere we are in the
process. And I think, you know, there have been several
developments since the last Board meeting. The audit
report was released. We are still having discussions
with various parties abkout that.

All of the KYHC programs are now operatiocnal,
and we are wecrking to get servicers on board. You're

going to hear an update about that.

Yvonne K. Fenner, Certified Shorthand Reporter 8
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But I'd like to just spend a coupie minutes on
two other developments. Di and I had the opportunity to
attend NCSHA's annual legislative conference always held
in March in D.C. And we -- we had a very interesting
time there. It was -- we heard from a lot of
administraticon officials, a lot of-folks from Congress.

But I'd like to blend in one other final
developmént-that's happened since we last met, and
that's the white paper, the long-awaited white paper,
from the Administration on the -- reforming the heousing
market in the nation.

Clearly theré was one thing that was absent from
that white paper, and that is how the Administration
wants tco deal with affordable housing going forward.
There's a lot about =-- in there about the housing market
nationally, conventicnal, requirements, things that
Secretary Geltner and Secretary Donovan want to see
done.

Yesterday Secretary Gaitner testified before
Senate Banking, I believe, Mr. Chairman, and =-- talking
about the white paper and what they want te do. But I
think we're at a crossroads here. We're at a crossroads
for affordable hpusing. We're at a crossrcads for HFAs.

And unless you're Yogi Bear and just takes the fork

‘when he comes to the road, I think most people stop at a

Yvonne K. Fenner, Certified Shorthand Reporter 9
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crossroads, pause, think about what direction you want
to go and hew you want Lo proceed and what your role is
going to be.

| And I'm not sure we know all that right now, but
here's what I know and believe in my heart, and that is
we need to continue to get this Agency in the sort of
financial shape that we need to be in to take'advantége
of whatever opportunities are presented going forward.

Fannie Mae 1s going to go away. Freddie Mac is
going to go away. The Secretary.talked abcout that again
yvestarday. And the question is then what's gcing to bke
the role for HFAs going forward?

There are scome people who think that the federai
affordable housing programs Will be delivered through
the state housing finance agencies, so on a local level.

And that's very possible. We need to be ready to do
that if that's what it winds up tb be.

Secretary Geitner said that they intend to
introduce legislation and move forward in this in the
next two years, for obvious reasons. And I think we
need to be engaged in that debate. I think the
Administration needs to be engaged in that debate. But
this Agency still has a ways.to go, as we can tell from
the audit report, to be in a position to really take

thosé opportunities and really run with them when they

Yvonne K. Fenner, Certified Shorthand Reporter 10
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come up. We just have to be ready to go in -- flexible
encugh tToc go in different directions.

So it would be a -- I keep saying this to my
wife, the next couple of years is going to be really
interesting. And she said, "That's what you said two
years ago." So I --

ACTING CHAIRPERSCN CAREY: You were right.

MR. SPEARS: I was right. T was right. And
I've reminded her of that once in a while.

Sc —-- so as we move forward teocday and with the
business plan discussicon, we don't have a lot of
projections about business model. We don't have a lot
of projections abcocut =-- just yet about where -- where
we're going to head. I think we're going to find out
is -- with regard to the economy, the real estate
market, ﬁnemployment rate, it has stopped sliding but we
haven't made a lot c¢f progress.

So everything we talked about last year gets
moved down a year, and I think that's the direction
you're —-- you're going to hear. We'll have -- have a
good time today, I think, talking about thoss issues.

And those are my comments, Mr. Chairman.

ACTING CHAIRPERSON CAREY: Great. Thank you.

--olo--

Item 2. Approval of the minutes of the January 20, 2011

Yvonne K. Fenner, Certified Shorthand Reporter 11
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and February 8, 2011 Board of Directors

meetings

ACTING CHAIRPERSON CAREY:
JoJo that the way we're going to keep ourselves moving
is not by skipping every other item on the agenda,

we'll go back to item 2,

minutes of January 20th and February 8th.

MS.

MR.

ACTING CHAIRPERSON CAREY:

PETERS: I move approval.

HUNTER: Second.

Roll call, please.

MS.
Ms.
M5.
M5.
MR.
Ms.
MR.
M3.
MR.
MS.
MS.
MS.
MR.

MS.

Thank vycu.

OJIMA:
Creswell.
CRESWELL: Approve.

OJIMA: Mr. Gunning.
GUNNING: Yes.
CJIMA: Mr. Hudson.
HUDSON: Yes.,

OJIMA: Mr. Hunfter.
HUNTER: Yes.

OJIMA: Ms. Carroll.
CARROLL: Yes.
OJIMA: Mr. Smith.
SMITH: Yes.

OJIMA: Ms. Peters.

which is approval of the

We have a motion.

And I want to assure

Yvonne K. Fenner, Certified Shorthand Reporter
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MS. PETERS: Yes.

M3. OJIMA: Mr. Carey.

ACTING CHAIRPERSON CAREY: Yes.

MS. OJIMA: The minutes have been approved.

ACTING CHAIRPERSON CAREY: Thank you,.
--00o--

Item 4. dlosed session under Government Code section
11126(a)(i) to consider the evaluation of
performance of a public employee
ACTING CHAIRPERSON CAREY: We're now going to go

into closed session under Government Code section

11126 (a) (1) to consider the evaluaticn of performance of

a public employee.

(The Board met in closed session from 92:45 a.m.

to 10:40 a.m.)

(Break taken from 10:40 a.m. to 10:48 a.m.)
--00o--

Item 5. Report of the Chairman of the Compensation
Committee
ACTING CHAIRPERSON CAREY: We're going teo shift

the agenda just a little bit and -- I'm scrry. First --

wall, no, we can't, can wa? We need to walit for the
chair of the Compensation Committee.
MR. HUGHES: There's -- Jjust as an asidse,

there's no requirement that there be a report,

Yvonne K. Fenner, Certified Shorthand Reporter 13
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ACTING CHATIRPERSON CAREY: I think he wants to.

MR. HUGHES: Right. I just -- it's -- it's
optional.

ACTING CHAIRPERSON CAREY: Maybe I could --
let's just -=- we're still on. I think we've gotten
ahold of him out in the hallway.

We are -- the Compensation Committee met, and we
have a brief report from the chalrx of tThe Compensation
Committee, Mr. Gunning.

MR. GUNNING: Thank you, Mr. Chairman. Aé you
gald, the Committee has met, and we performed'an
evaluation of the executive directcr, Steve Spears. No
decisions weres made on compensation. We think that's a
reflecticn of the current economic times. It was
strictly an evaluation.

ACTING CHAIRPERSON CAREX: Great. Thank you.
And I think that we did talk about the need to revise
the charter for the Compensation Committee, and the
Committee will meet and make -- subsequently and make
recommendations to the full Board about changes,
including the name of the subcommittee and some of the
responsibilities.

--olo--
Item 10. Update and discussion regarding the Agency's

Business Plan

Yvonne K. Fenner, Certified Shorthand Reporter 14
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ACTING CHAIRPERSON CAREY: With that, now-we'll
move forward, and we're gcing to move the update on
the -- o¢on discussion of the Agency's business plan up Lo
this point. Steve.

MR. SPEARS: Thank you, Mr. Chéirman.

I've asked Bruce to help guide us through the
assumptions part.

Sc this is in two sections -—- three, really, if

. you count kind of the middle section about priorities.

But I thought you should see what we're assuming going
forward about the economy and our environment and then
get back to our -- Heather, our survive, revive and
thrive and where we are with that and the priorities.
And I'll tell you the priorities are what we worked out
last year. They haven't -- they haven't changed.

So assumptions, the ecconomy is flat through 2012
and then a very modest recovery. Unemployment will lag
that. We'll see some slight improvement. This is
unless there are other developments, one way or the
other. But not until the last quarter of the calendar
year 2011, the first quarter of 2012, So basically
we're not seeing improvement until then.

Interest rates, the general level wili drift
upwards through 2011. And mortgage rates generally

increasing, but, again, that's going tc depend on how

Yvonne K. Fenner, Certified Shorthand Reporter 15
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guickly the Obkama Administration moveé ahead with the
dates about what the new real estate markst 1s going to
lock like.

If Fannie -- the general feeling is if Fannie
and Freddie are withdrawn from this market and the risk
is placed on financial institutions and the private
sector for the conventional market, that you'll see some
dramatic increases in mortgage rates. There was some
debate at this annual confe;ence about the relevance of
the 30-year mortgage going forward and the amount of
downpayment required; risk retention and all of those
very big issues going forward.

Home sales, demand increasing in the third and
fourth quatters of calendar year 2011 and into 2012.
But on home prices —-- and this is significant from our
standpoint of our REO inventory, that we expect that
statewide =-- now, in some parts of the state, this will
not be as bad as others, but that we would see ancther
5~to-10-percent decline in home prices during 2011.
Very mcdest increases by towards the end of -- of this
vear.

Agency fund balances, I think we've seen this
before, that we -- we have adequate funds for capital
reserve requirements against loan losses for the

business plan period. Tt's sufficient to meet expescted

Yvonne K. Fenner, Certified Shorthand Reporter 16
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real estate losses, credit adjustmenfs,-general
obligations of the Agency.

But on the capital structure side, that depends
on credit ratings, and it depends on cur friends there’
and their rules, fhey have been kncwn to change. It's a
bit of a moving target. They could change the
calculations, and we don't find out until after the fact
what their capital adeguacy calculations were and what
our capital is. So we could have a hundred million
dollars in theilr eyes and, séy, greaf, Bob Deaner, you

have, you know, a hundred million dollars to work with.

‘The line has moved, and suddenly they.think 75 million

is all we have, and now we're over the line and risk a
downgrade. BSo we have to be careful about that.

MR. GILBERTSON: Just one additional -- I'm
sorry.

MR. EUDSON: Don't you have to make an
assumption anyway?

MR. SPEARS: Qur assumptlcn is zero.

MR. HUDSON: Zero means no change.

MR. SPEARS: No, no -—- no additional'capital for
risking, you know, an uninsured multifamily program or
single-family program.

MR. GILBERTSON: And you'll see that later in

the presentation, Paul.

Yvonne K. Fenner, Certified Shorthand Reporter 17
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Just one other thing I -- make sure the Roard is
aware, we are on credit watch again by both S&P and
Moody's. We had a meeting with S&P yesterday in our
offices.before flying down. Fully expect that they will
go to committee by the end of April and make a
determination again on the credit ratings for the

general cobligaticn rating of the Agency as well as the

" large single~family bond indenture, the Home Mortgage

Revenue Bond indenture.

And I would exXpect that Moody's would follow
that with their rating committee action inlMay of this
yvear.

So wefre working hard providing them with
information and waiting for them to do some analysis
that we can react to one way or the other.

MR. SPEARS: On Agency liguidity, the third
bullet, again, that's tied to credit ratings.

They're -- they have certain rules about where you need
to Be liquidity—wiée.

I will say this: AL the present time, and of
course this varies over time, we're at probably the
highest amocunt of iliquidity that we've been at in some
time. After the Bay Area Housing Plan, bonds were sdld,
and the Bank of America line of credit was paid, and

that was all settled. We were at, I believe, $207

Yvonne K. Fenner, Certified Shorthand Reporter 18




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

25

19

CalHFA Board of Directors Meeting - March 16, 2011

million, and we've been in the hundred and 20 to 20 to
40 million dﬁllar range. So it's improved and -- and
that's a good thing. Again, definitely not out of the
woods . |

So the other issues are the MI fund. As we've
been discussing, the MI fund will become insolvent
sometime during the third quarter of 2011, calendar year
2011. And the reserve account to pay gap claims is
somewhere in the same neighbcrhood.

So what happéns after that, since there is no
longer cash in the MI fund or cash in the gap reserve
account, then those losses will go to the HMRB
indenture, the single-family indenture. AaAnd that's
where T take you back to the top bullet, Agency fund
bélances, that they're sufficient to meet expected real
estate'losses, credit adjustments and general
cbligations of the Agency. That includes the assumption
of the last two bullets down at the bcottom of the page.

MR. GILBERTSCN: Just —-- just one more thing on
the real estate losses, a reminder to the Board. We
have engaged Milliman and Associates again tec do an
update on the loss proiection for the single—famiiy
portfolic. We were hoping that it might be évailabler
for today. It's not. But it will clearly be avallable

for the May Board meeting. We'll give you a summary of

Yvonne K. Fenner, Certified Shorthand Reporter 19
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some kind at that update.

MR. SPEARS: Stop and see if you have any
guestions, by the way.

So HAT funds, énd, again, for the newer members,
that's Housing Assistance Trust. That's sort cf our
general —-- generally available unrestricted funds. In
the past we have funded downpayment assistance, special
lending tc local gévernments, multifamily asset |
management programs. If Margaret has some
problem-children properties, we can devote some of those
funds.

And here agailn, with sort of a conservative
approaéh, we're just not going to have internal funds to
fund downpayment assistance and that special lending.
And this is consistent with last year's business plan as
well.

And finally, Bruce, I'li leave this last bullet
to you te put in the crystal ball and to tell us how the
bond market i1s going to perform.

MR. GILBERTSCN: This is ancther way of just
saying that, you know, tax-exempt municipal bond market
for our purpocses of realizing a competitive interest
rate we can offer to a lender —-- or to our borrowers is
going to be challenged, potentially.

And I use some of the analyses of -- one of our

Yvonne K. Fenner, Certified Shorthand Reporter 20




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

21

CalHFA Board of Directors Meeting - March 16, 2011

bankers recently wrote a two-page kind of presentaticn
on this. And he characterized it as a problem with
supply and demand. Qkay. There's a lot of demand for
municipal konds, but fhey want to be at the short end of
the yield curve. Okay. So to finance loans, you have
to have 30—year bonds as well, and so there's -- there's
a challenge, and that's going tc cause friction until
some clarity on where the direction of the economy is
going.

We know at the end-éf time to have.both state
and federal tax exemption con 6ur securities, there's an
advantage to the investor, but we've got to get beyond
this crisis. And certainly it's very hard for us to
predict when that's going to be.

In the meantime, we'll be monitqring that
situation. You're golng to hear later in the
presentation as we roll through the NIBP where we have
a ——.a defined benefit in bond costs that we'll have to
watch this even more closely to see if we have a rate
that we can offer for single-family or multifamily
loans.

MS. PETERS:. And on the mcney we need to get out
the door by the calendar end of this year, are we going
to have any problem that you foresee -- I know you don't

have a crystal ball -- in getting our private fund

Yvonne K. Fenner, Certified Shorthand Reporter 21
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matched to get all that money ocut? Might there bhe a
situation where we don't get it all out?

MR. GILBERTSON: Yeah, T think it's pretty clear

~that we won't use all of the NIBP.

MR. SPEARS: Cn the single-family side.

MR. GILBERTSCON: Yeah, on the single family.
The multifamily, we will fully utilize that.

Yeah, we received over a billicn decllars for
single family. Our projection is we'll probably use
three to five hundred million of that. And it's not
because we still can't find the private match, it's
simply that we gcan't stir up enough lcan voliume to use
it because of the interest rate that we're offering.

MS. PETERS: What's Treasury's position.on
possibly éxtending that now?

MR. SPEARS: There was a long conversaticn with
executive directors in the room from all the states that
are participating, which is almost everyons, on the New
Issue Bond Program. And Treasury listened.politely.

They -~ there's been an issue. Sean Spear from
the Treasurer's Office from CDLAC has been -- has a

working group that I'm participating in on ideas to --

and we need more multifamily allccation, but we're not

going tec use up all our single family, is there a way to

transfer that arcund? No. They did the original
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allocation and appropriation. For federal appropriation
purposes you can't dc that.

So they did say that if we could find a state
that haé the opposite situation, we might be able to
trade. The cnly problem is every single stats is in the
same boat.

There are a few pecple. Pennsylvania has used
up all their single-family New Issus Bond Program. They
have a big FHA program. They're cne of theronly FHA
lenders in the state, I believe. Is that correct? Some
of the folks may be more familiar. But -- but they made
no promises abdut extending.

So there are two issues. One is just extending
the current program, allowing us to keep drawing and,
you know, add it on, like they did last fall. The other
is to go after money and just say this expired, and then
you just put new money in place. Given the current
situation in Washington, D.C., and the Céngress, that's
just not going tc happen.

S50 I den't hold cut a lot of hope for that. I
think as we move along, we're going to talk about some
non-bond-funded executions that are possible. But
it's -- but I think that program will end.

We're going to continue to work with Treasury

and this working group and other EDs in our national
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agscciation to try to find scme way, 1if we can. We're
not giving up. It just - the way the Treasﬁry
Bepartment puts it is the folks on the second floor --
and I found out that those are the attorneys at

Treasury —-- are the ones that have to pass on this, and
they have -- they have stretched the limits, I think, on
legal authority.

S0 I wish I had better news, but we're not
giving up. We're going to keep talking about it. We
heave a —-- you know, we have the rest of 2011 to try to
find a way.

Okay. Next --

MS. CARROLL: How much have we --

MR. GILBERTSON: Katie had a question.

MR. SPEARS: Sorry, Katie.

MS. CARROLL: How much have we used so far? You
said an estimate of three to five hundred million that
we --

MR. GILBERTSCN: So we -- we did our first
release fcr single family last December. It was a
$60-million piece.- We have plans to do a bond financing
in May that is somewhere between 200 and.250 million.

So we've accumulated quite a few reservationé. Sc that
will be a big piece.

And now cur thoughts would be we probably go to
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the market again in the fall and then once right at the
end of the year to use whatever elsse we think we could
reasonably use.

M3. CARROLL: Thank you.

MR. SPEARS: To give you an idea, this morning

Gary and I -~ I'll always get & pipeline announcement
every morning when we come in. Sc we have $280 million
of loans that we've made -- loan reservations we've made
so far.

In the past, we've had about a 40-percent
fallout rate. We're still trying to figure out what the
current fallout rate is. But, you know, if ?ou -—- if
you work that and plus continued lending cover the next
féw months I think this number is pretty reascnable.

Ckay. The next slide. So here's our lending
and portfolio assumptions. We're still using an MBA
business mcdel in this business plan. We're not geing
to invest in whole loans.

But here's an important thing: New issue -- new
lending, this FHA program that we're doing, the 280
million in loan réservations we have have been
subsidized with available excess yield that will be
exhausted this month. Tim and Bruce have a really long
explanation of this, but what it means is we've been

able to cffer a lower rate because of this. That's
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going to get exhausted, and we're going to have to drift
higher.

And the Truth of the matter 1s -- and, again,
polling my colleagues in other HfA states are using
NIBPF, the NIBP rate just doesn't give you a rate that's
much lower than market, if you just use that. So I
think we're going to have to gel that rate closer to the
market, and that means probably our pipeline will
dwindle a bit coming in.

And sc I can see on the arrangement we have
right now lending dwindling the regt of this fiscal
vearn, ending very light the beginning of the new fiscal
vear in July, unless we have another execution, which
we -—-

MR. GILRERTSON: Yeah, and.markets are
constantly changing. |

MR. SPEARS: Right.

MR. GILBERTSON: The one thing, we've been
ratcheting ur the rates every week now by an eighth of a
percent, and so we're going to -- I think rates went up
again today; We're still getting -- like yesterday's
demand, new reservatilions, a little over 4 million, 1if T
remember right.

MR. SPEARS: Um-hmm.

MR. GILBERTSON: 3o we're 3till getting
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reservations, buﬁ it's just a matter when we get to
something closer tc 4-75 as far as an interest rate,
4,75 percent, you know, how much demand there will be
for that at that interest réte and that loan procgram.

MR. SPEARS: VAnd when we get to fhe -— and I
want to kind of move this because I think it's going to
be an important discussion to talk about this
non-bond-funded execution alternstive that -- that's out
there. Other states use it. There are some
developments in the state that may make this more
relevant at this point.

Sc we do have GO bond funds for downpayment.
The CHDAP program is still out there, and there's plenty
of funding for the next two fiscal years, the business
plan period. But as we said, we're considering
developing scme business models that don't rely on
bonds.

The multifamily lending side, we have committed
all of the multifamily funds through conduit financing.
And many of these projects are projects that were not
going to go forward, but we wers able to offer the
better rate because of the New Issue Bond Program. And
so they jumped over with their current lender in their
current situation, and sc they're getting conduit bond

financing from us with a better rate and the -- either
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the project moves forward that wasn't moving forward
before or it works better than it did befoxre with
financing because of the better rate.

Sc that's -- that's a good thing. The only
thing iz I wish we had moxe of this to work with. We
just -- we just have run out of that.

MS. PETERS: Steve, that sounds like a really
good story to tell. Is there any formal summary where

you highlight programs that wouldn't have happened but

- for this or jobs created or other econcmic development

things that we can use as a sort of success story to
point to Treasury --

MR. SPEARS: Right. That's --

MS. PETERS: -- and encourage them to continue
this pregram as --

MR. SPEARS: Right.

MS. PETERS: =-- long as they can?

MR. SPEARS: That's actually what Treasuzry's
asked for from &1l the states, and we're going to pull
that information together as best we can. You always
have the, you know, temporary ccnstruction jocb versus
permanent Jjobs issue, but we're going to pull that
together for Treasury because that's the story they want
to be able to tell to theilr policymakers.

MS. PETERS: Are any of these supportive housing
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that would have permanent jobs associated with them?

MR. SPEARS: I believe they are. With a lot ==
some of these condulit preograms —-- Bob, are they not --
suppdrtive housing where you'wve got —-- you've got --

MR. DEANER: Well, they were --

MR. SPFEARS: -- caregivers and providers?

MR. DEANER: Yeah. Yeah. We had -- we had a
number where we might have various levels of supportive
housing. We may have even used some of our -- I know in
two or three we used our MHSA dollars in there so we'd
have -- so they'd be fully supportive housing.

MS. PETERS: Yeah, I think that --

MR. DEANER: The percentage of the units were --

MS. PETERS: -- we should definitely
highlight --

MR. SPEARS: 1It's a good story.

(Court reporter interruption.f

MS. PETERS: We should highlight that.

MR. SPEARS: It's a gqod story to tell.

MS. CRESWELL: And I just wanted to ask and I
can't remember if_you talked about it before, but dc you
need to change anything in your assumptions if
redevelopment goes away? And we won't know that for a
while, but I don't know what portion cof what you do is

dependent on it. And should it at least -- 1T we know
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sooner or later, do ycu have to rethink or does it have
to factor into this?

MR. SPEARS: At present, I think there are nine
or ten prcjects that are in a pause mode because of RDA.

Now, going forward --

MS. CRESWELL: And I guess that's kind of more
what I need, meaning --

MR. SPEARS: Right.

MS. CRESWELL: -- in terms of -just, you know, if
it's not there -- even i1f it doesn‘t'affect, you know,
the viability of your deals, which I would guess some of
it would, is there still something that -- that the
housing agency should be locking at moving forward if =--
if there's no replacement of that in tefms of how we
finance affordabie housing?

MR. SPEARS: Definitely, ves. And -- and we
need to find out, jou know --

MS. CRESWELL: Right.

MR. SPEARS: -- what's going to happen in the
next few weeks and months. |

MS. CRESWELL: Right.

MR. SPEARS: But —--

MS. CRESWELL: But just at some point since it's
not there, vyou know, I wonder if -- just how. you factor

it in as you move forward. You're right, everyvthing is
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20 uncertain, but.

MR. SPEARS: Well, but we havé to deal with it
because, you know --

MS. CRESWELL: Right.

MR. SPEARS: -—- ﬁe have -- we've got to come
back to the Board in May with a plan and assumptions and
we —— we've done this before, come with plaﬁ A, plan B
and various assumpticns. That's probably what the May
work product is going to look like.

MS., CRESWELL: Thank you,

ACTING CHAIRPERSON CAREY: And that's sort of

the question. Would the loss of RDA precipitate a plan

B?

MS. CRESWELL: Right.

ACTING CHAIRPERSON CAREY: Is it that
significant?

{(Court reporter interruption.)

M5, CRESWELL: I just said I don't -- I don't
xnow. You would -- you all would know that better.l But

I even suggested even if it doesn't from a2 business plan
perspective of how you operate, might it otherwise from
a public policy perspective as your.role as —--

MR. SPEARS: We'll have to address that. It
will impact us one way or the other. We're going to

have to address that somehow. And I don't know the
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answer toc the question today.

MS. CRESWELL: And I wasn't really looking for
an answer, just-other than that we should be thinking
about it.

MR. SPEARS: Yes. Absolutely.

MS. CRESWELL: Okay.

MR. SPEARS: Then moving on, on the portfolio
side of assumptions, we -- we do have the Keep Your Home
California, and you're gocing to hear an update abocut
that, that those programs are all up and running now.
We've been utilizing those fﬁnds on a pilot basis for
the loans that we service at CalHFA. That's about 35 to
40 percent of our loans.

What we're workihg -—- and this is in Chuck's
shop, is to bring con other servicers that service our
loans, whether they're, you know -- whether they're
utilizing Xeep Your Home California for their own loans.

That's a different issue. We want those servicers who
are workiﬁg for us to put this in place for our loans
that they're servicing.

And then the call center, where we -— we've
expanded hours into evening. We're now going to expand
these hours into the weekend more. Wé've been open
Saturday mornings. Now we're going to be open all

weekend., We've been open till 7:00 in the evening. Now
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we're going to be open till 9:00. Whatever's permitted
by law, we're gqing to -- we're going to open it up.
It's been successful so far and —-- this sort of pilot
limited expansion and ncw we're just going to open it up
completely.

Obviously we're going to keep working on loan
modifications, that sort of thing,.

And REC management, we are aggressively
marketing our REC inventory. We've hired additional
help in this area. We may have to hire ancther master
real estate acent to work on these.

But the key item, though, is the last bullet,
and that's Genworth. We have to maintain a really great
working relationship with them, and_so far we have,
whereas when Moodyis downgraded - Genworth -- or I'm
sorry. Moody's made a rating decision I believe it was
last summer, and they commented positively on the fact
that Genworth was rescinding coverage on akout 20
percent of the claims that were Coming in. And that was
a good thing because that was saving Genworth money.

And we have not seen that, and we want that to continue.

Chuck's done a very good jok of maintaining this
relationship, and we want it to continﬁe on in the
future.

Okay. ©So here's our -- this is the next slide
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here. Here's our chart. 2and I put the cold chart up so
that we can tell what we decided before.

But I think, you know, we have —-- the beginning
of 2012 is the end of the sgurvive and the beginning of
the revive mode. And I would extend that out to, you
know, mid-2012 to the end of 2012. But I think that
needs to be --

MS. CRESWELL: For the survive?

MR. SPEARS: For the survive.

Because if you go to revive, some of those
things We}re doing. You know, we're working on new
business opportunities. We're working on improved
business systems. A lot of those are in place.

We've made good investments there. But
returning to preofitability, we've made a lot of
progress. Now, progress in the form of smaller losses,
not profitability quite yet. But it may be another
fiscal year before we can get to that point,.and thatis
the middle of 2012 and maybe even into 2013.

MS. CARROLL: I know vou've been talking at the
federal level. What about the TCLP program? Are you
getting any indications there as to whether they'll
extend?

MR. SPEARS: Glad you brought that up. That

expires, for the Board members' review, December 31,
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2012. And, yes, there was a =-- as scon as the New Issue
Bond Prcgram meeting was ended, they kicked all of the
HFAs that are not participating in the temporary credit
liquidity facility program, kicked those out, and we're
just left with a few of us.

And, again, Treasury was very polite, and they
tock a lot of comments and -- but, no, no promises. We
have the same issue of what can they do legally to
extend the program.

Yes, we've having ongoing serious conversations
with them. Treasury is talking directly to the rating
agencies. I know that. They're having conversations
about that, so --

MS. CARROLL: And we are the largest user,
California?

MR. SPEARS: :By far. By far. I think we have
three and a half billion. I think Florida has a
biliion. They're the next largest.

So the problem that we have is that some states
are in better shape. There's no question about it. And
they're -- they're sending out RFPs fbr ligquidity bids,
and they're getting some bids back that are better than
TCLP pricing, according to reports. I have not seen
theﬁ myself, but -- and Treasury is a little concerned

that these are being turned down, and they would like to
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see this continue on.

So my little speech with the group was the way
this program 1s designed, that on December 31, 2012,
there's a cliff, and you are just dropped intec the
market. And everybody assumed that the market would ke
ready for you to do that, that there would be a net to
catch you, and it hasn't develcoped that way.

So what we either need to talk about is an
extension of the program or a transition pericd where
Treasury stays 1in the game:and helps us get tc that
polnt. Because for states with size, like ué, that need
a lot of liquidity, we're not finding =-- we're not --
we're not hearing from -- from folks. You could find it
if you needed 200 or 300 million dollars. |

MS. CARROLL: Right. And sc those are the folks
that Treasury 1s talking abocut that —-- the ones who need

200 to 300 million that are getting liquidity bids

back --

MR. SPEARS: Right.

MS. CARROLL: -- I take it, right? And so are
they -- maybe I misunderstood. So are they concerned

that we're not out there looking for liquidity, that --
MR. SPEARS: I don't think so. I -- I think
they understand our situation --

MS., CARROLL: Okay. Goed.
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MR. SPEARS: -- very well, th;t -- we have ons
deputy assistant secretary that's sort of over this
program. We also have an assistant secretary who 1is in
charge of financial markets, and she's involved in the
conversation as well. And I met with both -- both
people separately in D.C., and they understand our
situation. They understand that if we go out for
averything on December 31, 2012, it, you know -- we're
just not goiﬁg to find that money. 8o -- so we need to
find some way to transition.

MS. CARROLL: Okay.

MR. SPEARS: And from a policy standpcint, when
they put those -- when they designed those programs --
now it would be the.summer and fall of 2009, right --

MR. GILBERTSCN: Correct.

MR. SPEARS: -- everybody assumed that three
years was plenty of time. The markets would ke healed
magically. It just hasn't happened.

So you could just argue that, okay, look, those
assumptibns -~ 1f those were your policy reasona for
doing this program, they will still exist and you should
move this cut a year or two years to fit the current
facts.

Okay. BSo -- I'm SOrry.

MS. PETERS: Before you leave this slide, I'm
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reading all the bullets in the context cf your comments
of maybe moving tﬁe top box cut through fiscal year
'11/12 or '12/13? I'm not sure what you were saying. I
den't think that necessarily needs to be done. I think
in the middle purple box, I think if you took ocut return
to profitebility in the purple box -- and 'cause it is
really in the bottom box, improving profitability
structure.

In the revive stage, T don't know that return to
profitability necessarily fits in the revive. I think
you're -- we are thriving when you return to
profitability. I think you're reviving when you're
minimizing losses. So I think if you just change that
bullet in the purple, the time lines pretty mgch stay

where they are. You just redefine what that purple box

"says.

MR. SPEARS: I have a concern about the first
buliet in the purple kox because if the bond market
doesn't fix itself and this non-bond execution we find
isn't the best thing for us, then I think we cculd be
doing not very much lending.

And if we're noif doing very much lending, I
don't know if we're reviving.r Those twe top bullets
is -- that's what gives me the most concefn. And, you

know, things could turn around. That's the --
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MS. PETERS: For better or for worse.

MS. CRESWELL: Do you -- and even if you do move
the yellow over in terms of revive, does that mean you
extend the period for which you're geing to need to
revive, Jjust there's a lcnger overlap? So I'm assuming
if -- if -- otherwise it's like at some point in 2014 is
when you hope to have accomplished scort of all the
revive things. But if you think that it's going to bke
slower, do you move them all?

MR. SPEARS: I would. That would be my opinion
at this point.

So with that, I think you will ke familiar with
this slide kecause I borrowed it from last year's
presentation in May. But this is what the Board
discﬁssed, and T helieve, 1f I remember correctly, these
are in order of priority.

So maintain credit ratings, cbviously very
important because of the liguidity implications. A
downgrade triggers liquidity requiremenfs. And although
our liquidity has improved, not enoucgh.

Loss mitigation, obviocusly very, very high on
the scale. Keep Your Home California works into that.
Extended hours works into that. Load modificatiens,
short sales, all that taken together, it's just -- it's

an enormous workload going forward, and we're staffing
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appropriately for that.

Renew lending activities, here again I want to
get to this non-bond-funded execution as socon as
possible, but I am worried that we're looking at conduit
financing as a prime deliverer of multifamily lending
activities and, you know, a not-guite-recovered bond
market on the single-~family side.

Then renswing and strengthening our
partnerships, including I would say old and new
partnerships because we're working with both Fannie Mae
and Freddie Mac on some ideas on the multifamily side.

And, again, with Genworth insurance, we have to maintain

that relaticnship.

And then exploring new business model, that's
what I'd like to get toc fairly gquickly.

So let me bring Bob and Margaret and Gary up.

And --

MR. DEANER: I'll push the button.

MR. SPEARS: Thank you.

So on the single-family side, 1f the bond market
is not working -- I want tc get right to a discussicon
here -- one executicn that we can do -- and again, other

states do this. Mass Housing does this. Pennsylvania
does this. TIowa does this., They =gimply sell whole

loans, or you package whele loans intc a security and
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sell the security out in the secondary market as -- in
this case since we probably would be doing FHA loans, it
would ke & Ginnie Mas security, and it would just be
marketed that way.

MR. GUNNING: Who buys that?

MR. SPEARS: I'll have —-- I1'll have Gary answer

that. Who buys that Ginnie Mae security?

MR. BRAUNSTEIN: Yeah, it's just a -- it's sold
in the secondary market for a premium. It's passed

aloqg as a security. It's insured by -- by FHA. So as
a mortgaée -

MR. GUNNING: Normal channels? Normal --

MRf BRAUNSTEIN: Yeah. Normal secondary
capital --

MR. GUNNING: State investors?

MR. BRAUNSTEIN: -- marketplace, yeah.

MR. SPEARS: And we can deo this two ways. We
could develop this expertise in every group in-house
that does this, or we can get a master servicer, as we
have now, to do this for us.

MR. GUNNING: Insurance companieg buy any of
that paper? Are they --

MR. BRAUNSTEIN: No. I mean,.the insurance is
the, you know ==

MR. GUNNING: Are they the purchasers?
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MR. BRAUNSTEIN: Oh, no. No. No.

MR. HUDSCN: What makes this a novel idea or an
innovative --

MR. SPEARS: It's the seccond --

MR. HUDSCN: ~-- idea?

MR. SPEARS: It's the second bullet. I Jjust
want to make sure everybody undersﬁands this idea
that -~ sc what we do is we db -- we still need a

pipeline line of credit to -- to fund these, to hold

them until we get enough of a package together tc form a

security and --

MR. HUDSCN: So you're just talking about
selling new. You're nof selling any o0f our portfolio.
You're just talking about selling new --

MR. SPEARS: Right. This is new origination

~going forward.

MR. HUDSON: Why not -- why can't you sell your
portfolio?

MR. SPEAR3: We've done that. This -- the —-
the ncvel thing for us ig that by golng forward, rather
than issue bonds, we're going to just go forward and --
and use this secondary market alternative.

MR. HUDSON: Okay.

MR. SPEARS: .But it's the second bullet that

makes it unigue. Only government entities can provide
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downpayment assistance on FHA loans. What other states
have done, and the idea here, is that we charge an above
market rate on the first. When you package those
together with those higher rates, that's more attractive
in the investment community, and yvou'll get a pramium
for that security. You then take that cash premium that
we get and use that te fund downpayment assistance for
the borreower, and that's the unique part abcut this.

Go ahead.

MR. BRAUNSTEIN: The additional wvalue add to
that is keep in mind that we also have CHDAP, which is
our downpayment and closing cost program that we |
currently offer.

50 when you use the source of the secondary
market tc now source another downpayment assistance
program without using internal HAT funds, a borrower now
has the oppbrtunity to have government assistance
downpayment and government assistance for the cleosing
costs. FHA allows only government assistance programs
for koth of those, downpayment and closing costs.

So the private sector can't do what I've just
described because they're-not a government agency. So
we're basically taking advantage of what, you know, the
mortgage banking community deoes every day for their own

lending program and tapping into that secondary market
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and sourcing those funds to provide either downpayment
or closing cost'assistance that only we as a government
agency can do, allowed by FHA.

Our current FHA product fcllows all of FHA's
current guidelines from a loan to value standpoint and
to a combined multivalue standpoint.

MR. SPEARS: A couple of thoughts before we --
just so you know where FHA ig headed. And again,
Secretary Geitner testified about this yesterday. Thej
want to -- they want FHA to get back to their zoots.
They're going to charge more for FHA loans. They've
already increased premiums twice, and they're golng to
go up another quarﬁer -- another 25 basis pcints very
scen. And they're going to let the 729, 750 lcan level
drop kack to, YOu know, a more traditicnal approach. I
think it was 429, I think. So that's going to -- fhat's
geing to drop back.

And the other thing is in a white paper and was
mentioned by Secretary Geltner vyesterday is that this
would be used for gqualifying first-time homebuyers and
those of, you know, low and moderate income. 8o what
it's sounding like is that FHA will be the path for
first-time homebuyers going forwazrd.

The only prokblem we have in California is that,

you know, as housing prices begin to go back up again,
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we will be in the same boat that we were in before, so
whether they'll make scome special allowance for high
cost states. So we have that.

'And then -~ oh. And then last night
Ms. Creswell and I were talking. We do have local
government partners for downpayment assistance now.
Some of that downpayment i1s funded with redevelopment
funds, so over time you could see some of that going
away, and this could ke a timely downpayment assistance
program that would replace some downpayment assistance
yvou might see golng away with the -- with the
redevelopment funds getting redirected.

MR. BRAUNSTEIN: So cone other peoint for the
Board is that when we say ét a slightly above FHA rate,
the borrower 1s still qualifying for a higher rate,
still through FHA's debt ratio, their housing expense
and their tctal okligation. So this is for a borrower
that has some limited cash or downpayment or limited
cash for clcsing costs, still qualifying for an FHA
rate, fully government insured, but has the opportunity
Lo qualify because of theif income at a slightly
above~market rate for an FHA fund. So it's suitable for
a borrower that can debt service the loan, but just is
limited in cash or closing costs, which is basically the

profile of our current low and moderate homeowners.
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M3. PETERS: I just want to confirm my
understanding of something, I think it's right. I know
as a policy matter when we were looking at loan losses
and particular products and issues we are having as a
Board, we were talking about revisiting the issue of the
wisdom cf minimal downpayments in the marketplace. It's
my understanding that that analysis doesn’'t necessarily
apply to this product because whatever losses may occur
would be FHA's problem not ours, now they're taking the
risk.

MR. SPEARS: Well, and we wculd not only not
have the whole loan, we would not have the security
either. We'd sell that security out. And we would
get -- it would change our profitability structure; We
would get a fee.

Servicing's another issue. You could retain
servicing and have that annuity. But we would not have
these loans on our balance sheet in any form, either
whole lcan ox security. It would be gone. And that
would be -~ that would be an important point going
forward on our business model.

MS. PETERS: Yeah, And it's -- it's wonderful
to see you being sc creative in pushing the housing
mission and minimizing risk and coming up with non—bond

alternatives and all these other things as we move
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forward, and it's premature to discuss it now, but to
discusg that profitability piece when the market shakes
out and we know hcw much bond stuff we're doing and how
much non-bond, you know, how our minimized profitability
on the produéts where we're not taking a risk is going
to affect the overall financial picture for the Agency
leng term would be helpful, but, ycu know, not today or
next week or maybe even next year, so0 we know what --
what shakes cut and what cur portfolic is really going
tc look like. But when it does shake out, it would be
helpful tc revisit profitability.

MR. SPEARS: We've discussed this in senicr
staff meeting. It is a critical discussion to have
going forward. If we are going to be a fee-kase, both
multifamily and single family, agency going forward, we
need to do some restructuring.

MR. BRAUNSTEIN: This business model is not
structured to replace ocur advantage when we have the
bond market to our advantage. It's just an alternate
way of sourcing capital and dealing with a market
execution and still ke able to have a sclid FHA product.

And I could see down the rcoad, you know, giving
our financing department the option of executing either
way, tax exempt or taxable or -- you know, because of

the secondary market execution. Secondary market
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executicn, you're selling the loan as a one-time gain on
the sale so you're receiving income today. The annuity
we'd gain on the bond side is certainly down the road,
and we have further advantages by going.that rcute, but
I could see us being in a position tc be able to have an
alternate way to be able to use the best execution on
how we handle or deliver our loan or scurce our loan and
still have a product that's suitable for our borrower
profile.

MS. PETERS: It's great to see that staff is =so
nimble.

MS. CRESWELL: Can I Jjust ask a.question on —-—
50 ybu -- you guys previously had discussicns about
relooking at, you know, the downpayment that you should
be reguiring. And hcew does this relate to that? I
assume --

MR. SPEARS: That's --

MS. CRESWELL: -- it's lower than what you were?

MR. SPEARS: -- that last bullet.

MS., CRESWELL: Yeah.

MR. SPEARS: We require 1 percent, minimum a
thousand dollars. That would apply to this program as
well. The -~

MS. CRESWELL: Oh, sc that -- so you =-- so

that's the same as what you've been --
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MR. SPEARS: Right.

MS. CRESWELL: -- doing. *Qkay.

MR, SPEARS: The -~ Gary sent me some statistics
this morning. Hold on, I think I can do it from memory.
But so far in that $280 million lending that we've done
since last September, the average loan to value on the
first is 98-something. Combined it's slightly over a
hundred-percent LTV, including closing costs and
everything and -- and downrayment assistance they use.
And ybu put all that together, and it's just a tad over
a hundred percent.

And we had that conversation last spring and --
and so this would continue that. The average FICO score
is around 698.

MR, BRAUNSTEIN: 694 .

MR. SPEARS: Or, I'm sorry, in the 690s. So
these are gualified berrowers, and they qualify by FHA
underwriting standards, vou know, which have been -- |
they're doing things a little differently at FHA these
days; And as you mentioned, they would ke a.
hundred-percent FHA guaranteed.

And again, vesterday when the secretary was
testifying, their goazl is to make FHA more financially
sound going forward. They're not there yet, but they

have a goal, and that's why they're increasing the
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premiums.

MR, BRAUNSTEIN: Cne qgulck caveat on that, our
FHA product has a minimum FICO score of 580. We've
placed an overlay of a FICO score cof 620, just to add a
risk management component to that. The rest of our FHA
product mirrors FHA's guidelines of requirements frem a
loan to wvalue into a combined loan to value. We don't
exceed either one cof them. We -- our productT is within
FEA's guidelines because it's an insured product.

MS. CRESWELL:  And which products do you do the
higher FICO score?

MR. BRAUNSTEIN: On the FHA product.

MS. CRESWELL: On this? This is what --

MR. BRAUNSTEIN: Right.

We have an overlay of a FICO of 620 even though
FHA as a government-insured product allcows the FICO to
be 580. Our minimum FICO is 620.

MR. SPEARS: An actual is in the 690s.

MR. BRAUNSTEIN: Yeah.

MS. CARROLL: Sc I just have to ésk a questicn.

I do agree that it's great to see creative waYs of

continuing to revive. Just a question of what -- what
would the risks to the Agency be? There's rarely
anything that's without risk.

MR, SPEARS: Well, I mean, you still have the
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originating lender. I mean if -- we may be in a
situation where we have to put a loan back to someone.
The only thing is if we don't own the product anymore,
they are golng to be --

MR, BRAUNSTEIN: Scld off in the secondary
market. We've received our -- our cash. The loan, if
we have a master servicer that's servicing the loan such
as we do today with Bank of America, those wraps and
warrants move off to ocur master servicer.

MS. CARROLL: Ckay.

MR. SPEARS: All right. So what I think I'm
hearing from the Board is that we should continue to
explore this and develop 1T as a possibility. There are
lots of guestions that I still have from an operational
standpocint. Should we have a master servicer? Should
we develop this inside? Do we have the ability to, you
know, attract staff into, you know, that area?

But the last bullet here, here's the thing: If
wa're not using tax-exempt bonds to do this, then
there's alleocation from CDLAC that's going unused. And
wa either say no thank you, we don't need it, give it to
somebody else, or we can begin something that we'wve not
done before, 1s a mortgage credit certificate program.
We've talked akout this before, use bond volume cap. So

you -- instead of using it te lssue bonds, we use it to
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igssue the certificates. Home buyers use these
certificates to purchase a home. And they get a maximum
credit of S52,000.

The dnly -- well, the big difference is that in
a bond-funded prcgram, you issue bopds and somebody
sells their house, you know, the funds come back to us,
and‘we can churn those proceeds for ten years, over and
over again. Once you issue a certificate, you're done.

You've used up yvour allcocation of bonds. BAnd so you
use it, and then it's gone.

Now, there are a lot of local MCC programs
around the state. There is no statewide MCC program.
And so, you know, yvou could either do this and compete
with these other programs in local or you could just
simply work in coordination with them and say wharever
in the state there's not an MCC program, this is
available. We just have to work out a lot of details on .
this, but it's something we haven't done in the past
just because -- you know, we just haven't done it, so
anyway.

MR. BRAUNSTEIN: One quick thing. The thinking
behind that is as our rate creeps up to market rate, as
I mentioned in the past, we're dealing with a network of
approved lenders so we always need to look at what

products we're offering as an investor versus them doing
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their products on their own lending prcegrams. And it's
either we have a rate advantage, an eligibility
advantage, or a price of the product advantage.

Sc our thinking was as the rates get closer to
the market rates, what additional value add can we
provide to our borrowers and to our lénders to use our
FHA prcduct, for example, versus using their own? If we
coffer an MCC program availlable throughout the state, we
can process MCCs as a standalone or with or behind our
current FHA product as a value add to our lenders tc use
cur FEA product, you know, if they have a single source,
to be able to provide that borrower an MCC credit.

MR. SPEARS: Right. Just another thing that
we have.

Okay. Unless there are other gquesticns about
single family, let's move quickly to the multifamily
lending ideas that we've got for the Board.

And I think some of these we have talked akout.
We have talked akout continuing MSHA. We still have
quite a bit of -- of funding available to use for MHSA.
There are discussions about going down the road is more
funding going to be allocated into CalHFA. We're not
sure how that 1ls going to go.

We have New Issue Bond Program completely

completed at this point, so a lot of the activity this
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year 1s going to be closing those deals, getting them
done, moving them on and, back to Ms. Peters' point,
cellecting infeormation abouif those and forwarding them
on to Treasury to tell the story.

MR. DEANER: Yeah, and that number just got
bumped up yesterday. I had a meeting. We have a $70
millicn New Issue Bond Proéram deal that's going down
here in L.A. We met with them.r We felt we were going
to clese it this fiscal year, and it's going to be
pushed to next fiscal year, so that number is ;eally 77
and a half.million that will cloze in the next fiscal
year with the New Issue Bond dollars with.a little bit
of private placement. And then you'll have the
remaining 92 where we'll work on the restructure of our
portfolio. B8So a little larger -- it will be a little
larger in the next fiscal year.

MR. SPEARS: Right.

And the third bullet is going forward. As we

sald before, we don't have a lot of capital to work on

~an uninsured basis, either on the single-family side or

the multifamily. So -- sc moving forward, conduit
issuing is for now our -- you kncw, our execution, where
the loans are crédit enhanced by either Fannie or

Freddie, insured by FHA or financed with another lender,

but all we do is issue bonds, act as a conduift issuer.
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We have up-front fees. Again, it's back to Ms. Peters'
point, you know. We're going tTo get a fee ocut of this,
not an annuity, so we need to make sure that we are set
up that way, vou know, along that basié so —-

MR. DEANER: We do get a little annuity. We'll
get an eighth or a quarter pcint as an administrative
issuer. If you do a billion dellars in velume, you can
generate, you know a million dollars annulty going
forward as you build that up. |

MR. SPEARS: Right..

Let's go to the next slide, though, énd talk
about some other executions that we have talked about.
We've besen talking to both Freddie Mac and Fannie Mae,
and I think we've zreported to the Board on this before.

MR. DEANER: We have.

MR. SPEARS: And the FHA risk share is something
that's standard. I mean it's -- it's in law. It's
nothing —-- nothing new. We -- in the past I think we
have had an FHA risk share program on a 50-50 basis.

MR. DEANER: We do. It's currently the same.
It's a 50-50 basis. ZIt's just capital is still needed
on that 50 percent.

MR. SPEARS: Right. And that would be the
problem, is that, you know -- that they take 50 percent

of the risk, we take 50 percent 0of the risk. We're just
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net in a position to do that. We;re talking about
upping their risk, which I think they can go to as much
as 90 percent to them, 10 percent to us, I believe igs --

MR. DEANER: 90-10, yeah. The question becomes
do you need to go back to Washington, D.C., to HUD to
get approval for that via versus the leocal two hubs,
which is L.A. and San Francisco, 1% you're going that
high, because you get close to what they call their map
on our status, which is different than a risk share
status. Sc¢ that's something that we still need to
clarify with them, if we go that high.' They -- they --
you can go different leveis: 50-50, 75—25, 90-10., TIt's
just a question of what Bruce ultimately tells me and
Steve, if we have capital, then we do back into what
risk we can take.

MR. SPEARS: And again, that all gets back to
:ating agencies. When they do that cap test, how much
do we haveltd work with, and we want to be very
conservative about that.

Okay. ©So if there are not gquestions about the
first three, the last bullet is —-- is a bullet not on an
ongoing basis, but for this year. We've been exploring
the idea of taking some of the multifamily portfolio
that we already have that's enhanced with our own

general obligaticn credit and transferring that over and
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having a credit enhanced with triple-A rated GSA Fannie
credit enhancement. If we can do that, it takes a lot
of pressure off our GO, and the multifamilf ventures are
under our GO rating.

And it would require a lot of work 1in Margaret's
shopr and Bcb's shop, but it's an idea that might provide
ug a little relief on the capital structure side. So
it's something kind of in Bruce's shop. It's going-
to == but the work is going tc have to be done in the
asset management area. And what it involves is going
back and going through their underwriting, you know, as
if they had done it Lo begin with.

Questions?

If not, let's go to the next slide, and this
would be Margaret's area.

On -- I mean the biggest ﬁhing here is -- that's
new that.we hope -- and Margaret, if you want to talk
about the PBCA process at this point. We talked about
this for a very lcong time.

MS. ALVAREZ: HUD finally did release their
invitation tec bid for the PBCA, and we're in the process
of buttoning up our bid package with cur third-party
contractor, who will be doing the actual work. A2And the
bids have to be submitted to HUD by April 25th. And the

selection takes place hopefully by July lst. We'll know
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one way or the other.

MR. SPEARS: Feormer Board member Carol Galante
spcke about thié in the absolute briefest of terms you
cculd possgibly imagine at the meeting in Washington,
D.C., and simply said that they would like to get
decisions made tcowards the middle of the year so they
could transition, and so0 by the end of the year, you
know, we're all ready to go.

And in California, again, Margaret, how many
properties are we talking about?

MS. ALVAREZ: It goes by contract. TIt's 1,357
contracts that would be administered in -~ the fiscal
year for HUD starts October 1st, so that;s when the
contract would start.

MR, SPEARS: Now, in Margaret's area again,
we've sald this over and over again, all the MHSA and --
and -- and financing that multifamily does transfers

right to Margaret's worklcad. And then if we do get

'PBCA, that requires more asset management staff. It's a

good feed every vyear. It's, you know, hot as much as we
originally thought, but it's stil} gocd feed. and we
need to staff it up and do if properly because we'd like
Lo turn that into a really gcod relationship with
Washington,rD.C., and have that become an annuity that

we can count on on an ongolng basis.
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Questions?

MR. GUNNING: Who are the contracts with? There
are not that many multiple agencies that are doing this
type of lending. Who are the contracts with? You said
1300 something.

MS. ALVAREZ: Well, they're -- they're HUD
Housing Assistance Payment contracts, and right now
they're administered by two different entities, one that
has Northern California and one that has Southern
California.

MR. GUNNING: Not by each county?

MS. ALVAREZ: Not by each -- well, there's all
different kinds of --

MR. GUNNING: Yeah, that's --

MS. ALVAREZ: -= like, housing authorities
administer HAP? contracts. We administer our HAP
contracts for our loans. But there's a pocl that goes
directly from HUD. That's the 1,357. And the whcle
goal was by Congress to try to standardize how things
are done and reduce expenses to the federal government.
So each state will have a PBCA, and one person
administering all the contracts fcr the state.

MR. GUNNING: All right.

MS. ALVAREZ: As our lecans come te an end, as

many of them do cver the next few years, if those owners
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get their housing assistance contracts extended, the HAP
contract administer would move from CalHFA to the PBCA,
MR. SPEARS: Any other questions?
If not, there's one last siide. Here again,
this is something that we've talked about before. We're

5till making investments in -- in our business systems.

"The lcocan origination system is scheduled to come up very

guickly here.

The enterprise content management, again, is
a -— we're trying to centralize, =save money with
computer systems, papser printers, the whoie thing by --
by -- with -- with a standardized way of storing and
searching documents. A lot of businesses are deoing it
this -~ this way. And we're moving ahead. It's one
thing, though, I've kind of put on the kack burner with
everything else.

But the one thing we've kind of moved to the
front burner and lecng kefore the tragedy in Japan was
when we moved to new locaticns in West Sac and the new
location in Sacramento, we started putting things in
place to update our business continuity plan, which is
bringing our business back up, which comes first, where
are we going tc do business 1f we have a big emergency,
emergency respocnse and alsoc our operaticnal recovery,

our IT systems, how we bring those back. Those pleces
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of that puzzle have moved around.

And then the cther thing we found cut we need to
update what we've got in Culver City too and standardize
it across the board. Aand it just -- with what's
happened in Japan, it just makes it all the more
important and brings it more to light.

Se with that, that's cur presentation.

MS. PETERS: Just a closing thought, great job.

It's been wonderful to see the progression of the
things you have told us abocut staff over the years I've
sat on the Board. I know the Board has given direction,
and the staff has clearly heard it and clearly been
responsive on the issues of minimizing risk and also
being creative in defining what our value as a housing
agency 1s to the marketplace separate and apart from
what we've already piaced, so it's really encouraging to
see that. Great work. Big differsnce from how it
locked when we started this crisis.

And algoc, just as we put this together for May
and as we move forward, the Board had been talking about
focusing on our mission and really critically thinking
about everything we do and how it fits into that mission
and making sure that we're doing something that, you
know, is apprcopriate for a gocvernment agency separate

and apart from competing with the private sector. So

Yvonne K. Fenner, Certified Shorthand Reporter 61




10

Il

12

13

14

15

16

17

18

19

20

21

22

23

24

25

62

CalHFA Bcard of Directors Meeting - March 16, 2011

I'm really locking forward to seeing the focus come in
on -- however things shake out on what cur role is going
to be in meeting that missicon.

ACTING CHAIRPERSON CAREYf Any other comments?

MR. HUNTER: I recognize that, you know, the
multifamily activity is a relatively small subset of the
total portfolio of CalHFA and that CalHFA has -~ has
really largely been focused on homeownership. I guess
going back to, you know, the concern about the
disappearance of redevelopment authcorities, that
specifically puts at risk roughly a billion dellars a
vear of funding for affordakle housihg and particularly
is about the only lccal source of multifamily housing
with HCD's few remaining bond funds on heold and all the
various challenges.

"I just think it's =-- you know, this goes a
little bit back to some of what we were talking about in
the performance review. It's a really critical time Zfor
CalHFA, HCD, and the Taxpayer Allocation Committee to
really ke thinking abcut what are the -- what resources
can we bring tc bear and try to continue the development
of multifamily housing, which is the housing that's --
the only housing that's really affordable to very low
income people.

And while CalHFA's mission continues fto be
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homeownership, which i1s realiy kind of low to moderate
incceme, there's a tremendous number of pecople in
California who desperately need access to affordable
housing. And I just think it's a very challenging time
and it would be -- I don't know 1f it can be addressed
in the.business plan at this point because there's tcoc
much uncertainty about where -- what's going to be
happening between now and May, but, yocu know, I would
really appreciate the opportunity to kind of hear from
all of the hcousing organizations together, sometime in
the summer or fall, you know, all -- all you folks
working together. |

What -- now -—- once we know what happens or
doesn't happen in June, what are we going to do going
forward? What resources.do we have and how can we best
leverage federal investments, and just, you know,
what -- and then for this organization in particular,
what will -- what tools, if any, can CalHFA bring to
bear on that? It's very complex.

MR. GUNNING: It's funny because in the
President's report, they just said not everyone is going
tc be a homecwner. We have to think about multifamily,
and thét could be the next growth area.

MS. CRESWELL: I just wanted to add I agree. I

also just want to mention with regard to the pause and

Yvonne K. Fenner, Certified Shorthand Repocrter 63




10
11
12
13
14
15
16
17
18
19
20
21
2
23
24

25

64

CzlHFA Board of Directors Meeting -~ March 16, 2011

some of the things we are funding, we did ask CalHFA,
CDLAC, an& TCAC tc meet with us to talk about a specific
set of projects that were being addressed by the pause,
but it might be an opportunity for us to at least start
some conversations about moving forward with ﬁhe new
environment, and I think we're deing that meesting next
week.

ACTING CHAIRPERSCN CAREY: Great.

MR. HUNTER: That's great to hear. A&nd, you
know, I Jjust think we kind of skipped over it real
quickly} but one of the places where the redevelopment
issue particularly impacts CalHFA's portfolic, every
MHSA deal in the pipeline in San Diego has redevelopment
money in it. Almost all of the L.A. deals, which is,
you know -- MHSA is well over a hundred million dollars,
the deals in L.A. Almost all of those have some form of
redevelopment money in them.

So, you know, if that resource disappesars, MHSA
may continue to be able to produce units, but cnly if
they dramatically change the underwriting and preduce
far fewer units.

MS. CRESWELL: And the impact even just on
targeting as well is going to be a big one.

ACTING CHAIRPERSON CAREY: Other comments?

MR. SPEARS: One last comment and that is on
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this issue of homeownership and the percentage of
homeownership, and I appreciate your comments, but there
was an interesting exchange at the executive directors
meeting when Assistant Secretary RaphaelIBostic from HUD
spoke. And there was a specific question from cne of
the EDs, what percentage of homeownership is acceptable
to this administration, and he just couldn't answer the
gquestion. He really wanted to, but they just -- you
know, given -- given the things that they're proposing,
I think it's going to be lower, unless everything else
changes. So it makes Mr. Hunter's comments more on
target,

All right. So we have our comments. I took a
lot of notes. And we'll be back in May with either an
absolute clear crystal ball in one plan or a plan A, B,
C, Dand E and F. But we'll -- we'll have a gcod
discussion in May.

ACTING CHAIRPERSQN CAREY: I think we choose the
hundred-percent accurate picture.

MS. PETERS: And a winning lottery ticket.

ACTING CHAIRPERSON CAREY: Really.

--000-~-
Item 6. Discussion, recommendation and possible action

regarding the amendment of Resolution 11-01

regarding the Agency's single family bond
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"indentures and related financial agreements

(Resolution 11-04)

ACTING CHAIRPERSON CAREY: Okay. We will move
on Lo item 6.

Bruce, you handling that?

MR. GILBERTSON: Yes.

ACTING CHAIRPERSON CAREY: These ére the -~ the
next two 1ltems are the amendment to the resolutions
adopted at the previous Board meeting.

MR. GILBERTSON: Thank you, Mr. Chairman,
Members of the Board. 1I'll try tc run through this
fairly quickly.

Resolution 11-04 is an amendment to the
single—family financing resclutioen adoptéd at the
January meeting. That was Resolution No. 11-01. The -~
the discussion at the January meeting centered around
the changes. that we had made to the financing resolution
and the desire by the Board to have new bond indentures
come back to the Beard for approval prior to the Agsncy
using those. Unfortunately, to make a simple amendment
like that took a number of pages and —-- because of the
integration of the new indenture into that resolution.

But what you have in front of you is 11-04 that
effectively is going to require that the Agency before

using a new indenture for either debt refunding, debt
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restructuring purposes or to finance new lending
initiatives in the future, that we would present the
indenture to the Board for approval, take a vote on it
before we ever go to market and use the resolution.

I think we've captured the intent of the Board.
We locked at the minutes very carefully as we drafted
this, working with bond ccounsel.

" And with that, I'd Jjust cpen it up and see if
there's any guestions regarding the amendment that is in
front of you.

ACTING CHAIRPERSON CAREY: Any questions or —=
Katie, can I ask, dces it --

MS. CARROLL: I have no questioﬁs. Thank you
very much.

ACTING CHAIRPERSON CAREY: I rely on your
expertise personally.

With that, we have Resolution 11-04 in front of
us.

MR. HUNTER: I'll move the resolution.

MS. PETERS: 1I'll second.

ACTING CHAIRPERSON CAREY: A motion and a
second. Roll call, please.

MS. OJIMA: Thank you.

Ms. Creswell.

MS. CRESWELL: Yes.
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MR. HUNTER: Do we need to do public comment?

ACTING CHAIRPEﬁSON CAREY : Oh,_thank you.

MS. PETERS: Thank you;

ACTING CHAIRPERSON CAREY: " This an opportunity
for public comment. If there's anvone in the public who
would like to address this particular issue, please’
indicate.

Seeing none, proceesd with the roll call. Thank
you.

MS. OJIMA: Thank you.

Mr. Gunning.

MR. GUNNiNG: Yes.

MS. OJIMA: Mr. Hudson.

(No audible :ésponse.)

MS. OJIMA: Mr. Hunter.

MR. HUNTER: Yes.

M5, OJIMA: Ms. Carrcll.

MS. CARROLL: Yes.

MS. OJIMA: Mr. Smith.

MR. SMITH: Yes,

MS. OJIMA: Ms. Peters,

MS. PETERS: Yes.

MS. OJIMA: Mr. Carey.

ACTING CHAIRPERSON CAREY: Yes.

MS. OJIMA: Resolution 11-04 has been approved.
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--o0o--

Item 7. Discussion, recommendation and possible action
regarding the amendment of Resolution 11-02
regarding the Agency's multifamily bond
indentures and related financial agreements
(Resolution 11-05)

ACTING CHAIRPERSCN CAREY: ©Okay. Item 7,

Resoiution 11-05.

Bruce.
MR. GILBERTSON: OQkay. Thank you again,

Mr. Chairman.

Rescluticon 11-05 is an amendment to the

Resolution 11-02, which was the multifamily financing

resolution approved by the Board in January. Again, the
intent is the same, to restrict the use of new
indentures tc only those indentures previously approved
by the Board, with -- with one fairly significant
change, and that's -- that's related tc the multifamily
conduit financings and the bonds that are used for a
conduit financing program. We discussed this at length
at the last Board meeting.

| So this resclution, the amended Resolution
11-02, would allow us to use new forms of indentures for
conduit bond purposes. And again, conduit bonds do not

present any additional risk to the Agency. It's simply
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a passthrough to the developer of multifamily rental
housing apartments.

And so this would allcow us to do that in that
very unique situation. Other than that, 1f we were to
do bonds of the Agency that were bhalance sheet type
lending activities, we would come back to the Board.
We'd vote on the form of indenture used for that purpose
before we'd ever go to market for eitheﬁ new money or
debt restructuring purposes.

Are there any questions regarding Resolution
11-057

ACTING CHAIRPERSON CAREY: Any guestions or
concerns?

Seeing none, do we have a moticn -- we will have
public commenf. Well, actually --

MS. PETERS: Do we have to have a motion first?

ACTING CHAIRPERSON CAREY: We need a motion,

MS. PETERS: I'1]1 meove.,

MR. GUNNING: Sécond.

ACTING CHAIRPERSON CAREY: Moved and a second.

Okay; We havé a2 motion on the floor. It's been
moved and seconded. This is the pqint where we would
accept public comment on this matter. Anyone care to
speak toc the Board, please indicate.

Seeing none, roll call.
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Item 8.

MS. OJIMA: Thank you.
Ms. Creswell.
M5. CRESWELL: Yes.
MS. OJIMA: Mr. Gunning.
MR. GUNNING: Yes.
MS. OJIMA: Mr. Hunter.
MR. HUNTER: Yes.
M3. CJIMA: Ms. Carroll.
MS. CARROLL: Yes.
MS. OJIMA: Mr. Smith.
MR. SMITH: Yes,
MS. OJIMA: Ms. Peters,
MS. PETER3: Yes.
MS. OJIMA: Mr. Carey.
ACTING CHAIRPERSON CAREY: Yes.
MS. OJIMA: Resolution 11-05 has been approved.
ACTING_CHAIRPERSON CAREY: Thank you.
-~olo--
Update and discussion regarding the status of
the Keep Your Home California Program

ACTING CHAIRPERSON CAREY: Now move on to item

8, update discussion of the Keep Your Home California.

Di Richardson, welcome.

MS. RICHARDSON: Thank you. I have the slides

on the projector but I -- do you need me to dec that as
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well? You have them in your bcok.

ACTING CHAIRPERSON CAREY: Folks? What would
you like, folks? |

Sounds like the book's fine.

MS. RICHARDSON: Okay, good. Thanks.

I'm going to go through the beginning of this
fairiy quickly. I think, you know, that's a lot of
information that you already know. I will tell you that
Mr. Spears and I appeared before the Assembly Banking
and Housing and Community Development Committees this
last Monday to give them an update on the piogram. This
is basically the same presentation that we gave them,

The first slide basically, again, Jjust talks
about the objectives of the program, which you're very
well aware of. There are four programs, as you know, an
unemployment program, a mortgage reinstatement
assistance program, principal reduction pregram, and a
transiticn assistance program. And there you have a
sheet that has the current allocations among the various
programs and the number of households tThat we expect to
be able to assist.

There's just information in here on the general
eligibility regquirements, ﬁhich I think we've talked
about a million times, and the property eligibility

requirements. And I would say if you haven't gone to
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our Web page for this program, I think it's pretty good.
We've worked really hard on it. I think it's very
intuitive and very user friendly, and a lot of times I
get questions from people and walk them through that Web
page, which is www.keepyourhomecalifornia.org. And I
think we really have everything covered there.

Moving on to page 7, which talks about the
general property exclusions, you know, we have a
requirement that the homeowner cannot -- that they have
to own the property. It has to be their primary
residence. We curréntly also have as an overarching
criteria that the loan was criginated before
January lst, 2009, and that the homeowner had not taken
any cash out.

The January 1, 2009 date, just so that you know
where that came from, that mirrors the reguirements of
HAMPE. And when we were creating these programs, we were
trying to create a continuum of programs where a
borrower could get unemployment'assistance and get
resolved there and get reinstatement assistance, if
that's what they needed, and then move on to the PRP,
which would be coupled with a modification, which was
most likely HAMP, And that January 2009 date mirrors
HAMP. So that's where that came from.

We now =~- all the programs are up and running.
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The unemployment pregram has been up and running since
the beginning -- beginning of January, January-lOth, I
think, and the other three programs came out in
February. We have -- so we've got a little bit of
experience, and based on what we're seeing, we are going
to make some changes to the unemployment program, the
reinstatement program, and the transgition assistance
program.

Specifically, we're going to eliminate that
January 1, 2002 date because we're finding that actually
there were geveral borrowers that are applying for
unemployment that refinanced after January 1, 2009,
didn't take any cash out, but they're being restricted
from this program because of that.

We're also going to eliminate the cash-out
refinance provision for those three programs. The
unemployment rate in California confinues to be above 12
percent. You know, whether you're employed or not has
very little to do with whether or not you tock cash out,
and quite frankly, we think that the people that are
unempioyed are in a different situation. For the
reinstatement program, they've resolved their hardship,
and they should be able to move on. And clearly on the
transition assistance program, they just need help

getting out.
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We're going to retain thoserrequirgments for the
time being for the principal reducticn program. That
one is obviocusly a little slower getting going. I think
we don't have enoucgh experience to say whether or not we
think those same changes need to be made, but, you know,
$50,00b ig a lot of money for principal reduction, so
maybe we'll continue to be a little bit more restrictive
there.

The next couple.of slides, I'm gocing to just
really skip, just talk about the precgrams in a little
bit more detail.

Servicer participation. You know, we have the
five big servicers signed up for all -- for
unemployment. That's one that everybody's very focusec
on making successful. Guild, which is one of CalHFA's
big lenders, have signed on all four programs. We're
actually starting tec see a lot more activity from what
we call internally the second tier, which are like the
credit unions. I expect to have the Navy Federal Credit
Union on very shortly. Midland is, you know —-- sent me
incomplete paperwork, but i will have that resclved very
scon. And IBM, I think, is going to be coming on. S50
there's a page, page -- mine doesn't have a number, but
tells you which programs the banks are participating in.

I will also tell you that we are -- I have
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probably three conference calls a day with different
lenders, some of them several times a week, to get them
onboard for the other programs. We're this close to
getting Bank of America conto the principal reduction
program. We've got one cutstanding issue that we need
to get resolved. I'm confident that we're going to get
there. We tried to do it by the end of last week and
just didn't gquite make it. And then once we get them
onboard for the principal reduction program, they'll
come on for MRAP. It's Just a matter of limited
resources on both teams and concentrating on one step at
a time.

There 1s a page that talked about the servicers
that are actively in the onboarding stage with us.

Our centralized processing center is working
very well.. It's very impressive. Any of you that are
going to be in the Riverside area, I would love to set
up a2 time for you to visit them, see them._ You could
sit in on borrower calls, you kncw, actually hear the
kinds of calls that are coming in,

We had a visit from the Department of Treasury
garlier this month. I have no sense of time, I'm the
first to admit. But théy sent a team 6ut to do a
pre-audit scort of a meeting with us, and they were very

impressed, had nothing but great things to say about
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what -- what they zaw.

And they did sit in on calls in each stage.

They listened to calls coming in at the triage. They
listened to calls in the counseling session. And then
they sat with our processors that were Zfinishing the
eligibility. So it was a very complete visit for them.

And it's guite, quite interesting. I would
really, if yoﬁ're going to be down there, ask you to
give me a call and let me set that up for you.

The -- the recent developments, obviously, the
changes that we're proposing to make to those three
programs, we plan to roll those out. My -- my goal is
April 4th. We're in the process of changing all cof our
systems internally and working on new scripts, and we'll
be training staff on that.

And I also have to get new term sheets approved
by Treasury because, remember, all this is a contract. I
have discussed these ghanges with Treasury, and they are
fine with them. It's Jjust the mechanics of getting them
approved and getting them off to the lawyer and getting
the new contract signed. But I'm notrreally
anticipating a -- a prcbklem there.

We do have three candidétes for the Innovation
Fund that we've talked aﬁout a little bit before. I'll

tell you who they are. Twc of them are -- one of them's
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really close to being approved. One's a little closer,
and one we have a little bit more work left with. The
first one is Community Housing Works in San Diego. They
proposed a program to help eliminate seconds on
mortgages that are not gqualified for the HAMP 2MF
progrém. So this is a program that they'll work with
smaller community banks. Great program. We're really
very excited about it, and I think that one’s a done
deal.

The second program, which is sort of the ﬁext
clesest, i1s with the L.A. Housing Departmeﬁt, and
they're partnering with One LA. You'll remember One LA
came and spoke toc us a couple of times. And Treasury
has some outstanding questions about that program that
we're tryiné to get resolved.

The third program would be a partnership with
Sacramento NeighberWorks. 1It's a rent-to-own model. We
received several applications for rent-to-own models,
and we thought this one was the easiest, kest, you know,
least complicated. 1I'll tell you that when we were
criginally talking abcout these programs with Treasury,

they were really -- they said,'"Have you thought

‘about -- have yocu loocked at any rent-to-own programs?

Those are really intriguing.”

So then they came back and kind of -- what's the
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nicest way toc say it -- weren't as enthusiastic once we
really submitted it. But we at CalHFA and the CalHFA
MAC team are very committed to that program. We think
it's a gresat program, and we're going to continue to
fight for it.

So hopefully we'll get -- I. think the first two
might get up and running first, but our goal is toc get
those up and running and under contract pretty soon so
we can see how they're working.

fhere igs a slide, I believe it's No. 18. This
is a slide that shows ycu the number of homeowner action

plans that have been completed by program from September

" through March 8th. Remember -- so this weculd include
the CalHFA pilot program and our current —-- our current
participants.

And the homeowner action plan means that they've
gone through triage and they've completed Counselingi
At the end of counseling they have a plan, and we're
walting for their paperwork to come in, everything, you
know, that they need to give us to verify the things
that they've told us. And then, you know, we can fund
it. And so vou can see the loans that have been fundedl
to date and the number of ioans.

The next slide I thought was important to share

with you just because this demonstrates -- this is after
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the borrower's gotteﬁ their homeowner action plan, so
it's after counseling. And this is the dropcut rate,
the ineligibility, so we‘re.still not able toc really
verify some of the information that they gave us.

They may -- you know, some people don't really
know what thelr income, their real income, is. A lct of
people ~~ I think we actually have reople that try to
game us a little bit. They'll call once, and they'll be
told that they're ineligible because they own a second
preperty, and so they'll call back and say, "N¢, I don't
own another property."” We run credit checks, and we run
Corelogic reports, and it's amazing how often that stuff
pops up, and they didn't think we'd find out. Ydu know,
this just shows you that once we get to the verification
stage, there still is a dropout.

ACTING CHAIRPERSON CAREY: Di, this is the
ineligibility of people who called CalHFA directly?

' MS. RICHARDSON: Mostly, becauée -- yeah, or
they could have ceome in through a counselor.

ACTING CHAIRPERSON CAREY: BRBut it doesn't -- but
it doesn't count the people who were screened out by the
counseling agencies.

MS. RICHARDSON: Correct. It dces not couht the
people that were screened out by the counseling agencies

or that failed at triage cor that failed at counseling.
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I mean, you know, they could drop -- they could be
caught any -- at any of those places. This is where
they've finished counseling, and we think they're

perfect candidates, and then something doesn't gquite

fit.

The next slide, which shows the top ten
counties, this just scort of shows you —-- these are
calls -- these are the calls that have passed triage, so

they could be at any stage. They could be in counseling
or in eligibility or funded, but you could see that most
of the calls have been from the Los Angeles area. And
so we're -- you know, we're tracking that to find out if
there are other things we need to do.

I will tell you that we have met with our
advertising agency. We -- we've actually got a fabulous
amount of free press on this to date, and I could pass
this around i1f you want to look at it. This just shows
every story. Steve and I have lost our voice a couple
of times talking about this proéram. But despite all.of
the free publicity, there's still a lot of people that
don't know about the program.

We're averaging about four or five hundred calls
a day, and we thought we would get more. So we're
working with an advertising agency to come up with a

strategic campaign to help us get the word out, and we
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hope to have that in place and going in May.

MS. CRESWELL: Sc do ycu -- would you operate
like in Fresno and some of the other Central Valley and
you just aren't getting any?

MS. RICHARDSON: Fresno was 12th, I happen to

know.

MS. CRESWELL: Okay.

MS. RICHARDSCN: Yeah. I -- and ~- I can show
vou. I have a list of all -- we're statewide.

MS. CRESWELL: OCkay.

M3, RICHARDSON: It's just that =--

MS. CRESWELL: Is that in --

M5. RICHARDSON: -- those are the top ten.

M5. CRESWELL: I mean, that would be pretty
striking in Stanislaus and --

MS. RICHARDSON: And I think that -- I mean I
think that maybe -- after I ran this report, we've dene
a couple of radio interviews.

MS. CRESWELL: And have you worked like with the
League of Cities or CSAC to get them through some of
their lcgcal, you know --

MS. RICHARDSON: I've talked to them very
briefly and asked for meetings, but we haven't done that
vet.

MS. CRESWELL: T would just think that would be
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a really good way to get out information, especially -
and there's like the rural counties and things -

MS. RICHARDSON: Right. I agree.

M3, CRESWELL: -- and groups like that that
would be good to get the word out to --

MS. RICHARDSON: And we do -- we are trying to
get everybody and their mother to put our link on their
Web page, so if any of you have a Web page and haven't
done that. |

ACTING CHAIRPERSON CAREY: And, Di, this is the
calls into the CalHFA number? D¢ you have —-

MS. RICHARDSON: 1It's the 800 number, right.

ACTING CHAIRPERSON CAREY: Do ycu have
statistics on -- on what's going intc the 37 counseling
organizations?

MS. RICHARDSCON: You know what I do, Peter --
Mr. Carey, sorry -- I -- I know the counseling -- the
local counseling ageﬁcies have been up and running for
about a month now, and it's been a little slower than we
expected. I think the changing of the criteria will
make a big difference there. I also think ~-- I mean, I
shouldn't have been surprised that it was a little slow,
based on what we learned from the NFMC. You know, there
is an adjustment pericd.

We were finding that a lot of -- you know,
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they -- they have direct access to the Cal MAC system
through a portal. And we were getting a lot of
incomplete information. They weren't completing the
screens, and we were having to go back and ask them to
do it -- you know, complete them and d¢ them again.

So we've got a call with them on the 22nd, and
we'll be talking about the changes thaf are coming.up.
And, you know, these are monthly calls that we'll have
with them, ycu know, what's workiné for them, what we
need them to do differently, sort of do some
troubleshcoting. So I think that those numbers will
start picking up.

ACTING CHAIRPERSCN CAREY: Great.

Yes.

MR. GUNNING: A couple thoughts. If you do
Google alerts, I've been getting a ton of these things,
so it seems like, you're right, press-wise it's every
day scmething comes in from some local agency. So
compliments on --

MS. RICHARDSON: Thank you. Our marketing
staff, I think, has been doing a really great job.

MR. GUNNING: And then secondly; the Mortogage
Assistance Corporation, what entity is that? Is this a
new entity we created?

MS. RICHARDSON: Yeah, that's our nonprofit
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entity that we had to create to accept the funds and
disburse the funds.

MR. GUNNING: Is this the JPA?

MS. RICHARDSON: 1It's not -- 1it's nct a JPA.
Tt's a 501 (c) (3) nonprofit entity that was specifically
created for the purpose of administering these funds.

MR. GUNNING: And then on the counties, you
always hear how San Joaquin, Central Valley, is hardest
hit, the Stockton Tracy area. Why would they be No. 107

Just sheer numbers? |

MS. RICHARDSON: Just where the calls are ccming
from. You know, we did -- I'm trying te loock for my
list now. T know I have it here. I think it's been a

little bit about where the press, the —-- I think that

- the press in Los Angeles has been more aggressive. You

know, we've had great write-ups in the L.A. Times.

We've appeared on a couple of newscasts down in the L.A.
area. We've been in saveral Bay Area papers. There's
Kathleen Pendering, I think her name is, with the San
Francisco Chronicle that's written on it a few times.
Steve, Mr, Spears, has sent out letters to editorial
boards across the state. You know, we've sent letters
to every legislator with sample constituent letters,
hdping that they'll help us get the word out. The

office ~- I believe it's called the Speaker's Cffice of
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Majority Services is putting together a news blast for
all of their members te send out tce constituents.

So, you know, we're trylng to hit it every way
we can. Anytime we get an invitation from a group,
somebody's there. We've done a couple of -- you know,
Chase actually does their own event where they send
notices out to their borrowers, and their borrowers come
into their centers and see if they gqualify for lcan
modification, and we have counselors attend those
events. We try to utilize not only counselors from the
precessing center, but we contact the local counseling
groups to find out if.they're willing to participate and
send people.

MS. CRESWELL: 8o if we héve ideas of folks that
might -- that you may not have thought of, can we just
send them to you, Di?

MS. RICHARDSON: Yes, pleasa. Please.

MR. GUNNING: And then finally, Di, the
Legislaturé, are they still concerned with speed? Have
vou quieted that down now? I know I was getting a
couple inquiries, when the program was goling to be
running.

M5, RICHARDSON: The questions, I think, that
came up on Monday were from -- Mr. Fuentes eX¥pressed

concern that the Legislature really didn't have a hand
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in creating these programs, and, you know, he was a
little concerned akout that, but, you know, it sort of
is what it is. And he's -- he's kncwn about them,
clearly. He participated in the press conference with
One LA last spring, so it's not been a secret that this
has bean going on.

And I think that most of the -- the other
questions had a lot to do with marketing and how are you
getting the word out, how are we going to let people
know? I will tell you that I don't know that they've
actually ever come to speak to this Board, but there is
a group, formerly Maguhi (phonetic) and now it's the
National Asian American Association or something like

that. I can't guite remember the name. They have been

very vocal in going to Congress, including Congressman

Filner and Congressman Issa, and arguing that we were
wasting $8C0 million by having that money set aside for
principal reduction and that those funds would be better
used to fund local counseling programs.

And we have said repeatedly that -- and I've
shared with them the language from Treasury that says
that these -- counseling is not an authorized use of
these funds. HUD provides money for counseling. You
know, NFMC's funds are available for cocunseling. And

that is not an appropriate use unless it was
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specifically incidental to a transaction, which we've
included funds.

But I'm continuing to get letters. We're
continuing To get letters from that group and those two
Congressmen specifically.

MR. SPEARS: There were gquestions, Mr. Gunning,
from Chairman Eng about how fast we think the money
would be going out the door, did we have a time line.
And we did originally with Treasury on some of it. He
wanted us to put together ~- and we promised to get it
to him -- a model based on current servicer performance,
increasing our anticipated servicer performance, and the
way the program is designed today. So we had promised
to give that to him as soon as we can get it.

ACTING CHAIRPERSON CAREY: Ms. Peters.

MS. PETERS: A couple quick questions. On this
grid of the allccation of the different programs --

MS. RICHARDSON: Um-hmm.

~MS. PETERS: -- 1is that flexible at ocur
discretion, cr is that something if we decided one
program is working great and one is not, that's
something we can change, or dc we need Treasury to sign
off?

M5, RICHARDSON: We need Treasury to approve it.

They actually approved the budget. So anytime we make
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a change, they have to approve it. But they're very
open to that.
| MS. PETERS: At this early stage do you have any
comments on what needs to be approved, or is it too
soon?
MS. RICHARDSON: No, I think it's a little soon.
Obviously when we get the three Inncvative Fund

programs, that will require a change tc those

allccaticns. But I =-- I think -- I think it's a little
scon right now to change. I don't think -- you know,
it's -—- we're a month in. Nothing's so -- so great or

so hideous that we're ready to recommend a change.

MS. PETERS: And then my.last question was on
the Inncvation Fund, the One LA program that we all
heard here did not seem apparently to be viable and yet
it's still in. the Innovation Fund. Is there a different
program they're working on there?

MS. RICHARDSON: Well, they've made some changes
to it. They den't always tell you about the changes
that they make. Their biggest -—- sort of their biggest
obstacle fight now from.-- that I wculd think or I would
characterize it is, you know, Treasury read it and said,
"If this looks exactly like HAMP, why would somebody
participate in yourrprogram rather than in HAMP,™ which

is a guestion we've asked several times. And they need
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to get -- give us a good answer to that.

But, you know, the way we anticipate is -- you
know, we've said all along i1f they'wve got a great
program and they think it works better than ours, we're
willing to give them a chance, but they will have a
limited amount of time to prove that it's going to work.
I do not believe they have done any modifications yet
with their current funding, but, you know, 1f they could
do it successfully, then more power to them.

MS. PETERS: And I presume there hasn't been any
word of anyone in the lending community beyond theirx
initial one million dollar pilot stepping up to
participate or has there?

M5. RICHARDSON: I don't want to speak for them,
but I know that the last I heard, they were having
intense discussions with Chase énd one other lender that
I can't think of right now.

MS. PETERS: Could you keep us updated as you
get --

MS.‘RICHARDSON: Yes.

MS. PETERS: -- more information?

ACTING CHAIRPERSON CAREY: Speaking of lenders,
Di, can you talk a little bit about the partial payment
problem?

MS. RICHARDSON: The partial payment problem.
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ACTING CHAIRPERSON CAREY: Because it's one of
those that sort of defies reason, and I've had people

from outside —--

MS. RICHARDSCN: Well, and they're

ACTING CHAIRPERSON CAREY: '-- roll their
gyes and --

MS. RICHARDSON: Right. Under our unemployment
program, we will pay up to $3,000 a month. WNo, I'm not
reading that right. I guess I could lock at -- up to
53,000 a month_per house.

And when, you know, the program was created, it
was our belief that -- you know, this is a prcgram for
low and moderate inccme homebuyers, that 53,000 a month
was a generous contribution from us and that the
payment --.you know, although the unpaid balance,
principal balance, can't exceed 729, 750, it's really
goiﬁg to be governed by the income weekly.

So we have.—— we met back in Washington last
September, I believe, with the five major servicers and
the Department of Treasury, and we talked about this
issue. And they wanted full payment. They wanted the
whole payment. And the agreement among those five was
that they would only accept full payment. And Fannie
and Freddie also said that.

We made it very clesar at that time that we are
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going to pay up to $3,000 and they would have the
cholce, then, if they wanted to -- you know, there are
things that they cculd do. They could accept partial
payment. They.could forebear the difference. I'm not
saying it's easy things for them to do. They're -- I'm
sure they're, you know, accounting nighimares.

But we have had some lenders that'have signed up
that have agreed to take partial payment, sc I know it's
pessible. None of the big five are taking a partial
payment.

And they have -~ we -- we are the only state, I
will tell you, that has a monthly cap, but we are the
cnly state that has home prices like we have. And
their -- the preference of the big five would be for us
not to have any monthly payment cap. If we wanted to
keep our $18,000 program cap, keep that, but just let
them use it as they wish.

Our -- again, our goal when we created'the
program and we did our research, unemployment, typical
unemployment, in California is eight months. So we
created cur program. If we could get you through six
months and if the servicers could, yocu know, add on an
additional three to six months on the back end, that
should get you through your unemployment period.

You know, allowing somebody to have four or five
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thousand dollar payments or only getting help for four
months, I think that, you know -- we were asked.quite
often, "Aren't you just kicking the can down the road?”
And our theought at this time is that if we do that, we
are kicking the can down road because what happens at
the end of three or four months?

We are continuing to talk to them about that,
but at this -~ at this point -- I ﬁean we -—- we've
talked about, you know, just having the program cap.
We've talked about increasing the 53,000 to 35.
Whatever we increase it te, i1t's a cap, and somebody 1is
going to complain that they were left out;

ACTING CHAIRPERSON CAREY: I mean, the

difficulty is not the 85,000 but where it's -- where the
payment is 3,030, and -- and the bank won't take the
3,000.

MS. RICHARDSON: Um-hmm.

ACTING CHAIRPERSON CAREY: But ;— but we used to
say in Africa, “When the elephants fight, it's the grass
that suffers;” and somehow or aﬁother you'vg got
homeowners caught in that --

MS. RICHARDSON: That's correct.

ACTING CHAIRPERSCN CAREY: =-- that crazy bind
there, and I'd sure like to see what options there are

for that. And it seems incredibly shortsighted for the
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banks, the servicers, to be unable or unwilling to --

MS. RICHARDSON: They would like us to cecllect
the payment from the borrower and put it together with
our payment and send in a single vayment.

MR. SPEARS: Ifm sure they wculd.

MS. RICHARDSON: Right.., And we -- you know, our
just -- our ~-- our central processing center is set up
to disburse funds. They are in no way set up to collect
funds. That would be a whole nother project, which I
might-have to kiil myself if we have to do that.

And there are some -- some other states that
have contracted with U.S. Bank to do it. And I've --
you know, I've asked staff tfo take a look at that and
find out what it would cost. You know, California is a
huge state. It could cost us a lot, and then we'd have
to pay the benefit of the cost versus the benefit..

ACTING CHAIRPERSON CAREY: Right.

MS. PETERS: Do we have any statistics on
whether it's a thirty-dollar miss or a thousand-dollar
miss?

MS.VRICHARDSON: Yeah, I've actually -- I don't
have it with me, but I have asked the central processing
center to give me that data and sc I -- they're getting
it. T don't have it with me.

MS. PETERS: It would seem that given the fact
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that they're income-limited in the first place to get
into the program, that it seems tc be a sweet spot whefe
there's always going to be someone who's got a payment
that they're going to complain about. |

MS. RICEARDSON: Um-hmm.

MS. PETERS: But there would seem to be a sweestl
spot and 11 we need to pbump it up to 35 cor whatever it
is.

MS., RICHARDSON: Right. And we're.looking at
that.

ACTING CHATIRPERSON CAREY: _It's in the,
certainly, public eye. It jusf looks like pecple are
caught between two bureaucracies.

MS. RICHARDSON: Right. Right. And I will tell
you that I know of at least one instance where the
servicer went back and there was forced placed
insurance, and they removed that, and that brought the
payment under $3,000, and it's all good. But they don't.
want to do that for -- you know, they don't want to hand
touch each of these.

MS. CRESWELL: What's the time frame for sort of
relooking at this?

MS. RICHARDSON: Well, we're_looking at it every
day. You know, I mean I don't know when we’ll have a

recommendation. I -- I think that we'll want to get --
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because, again, we're going to have to go back to
Treasury and have our term sheets amended again, so it
won't be in the next couple of weeks. I think.what
we'll want to do is take a lock at what these new
changes have done to volume and, vyou know, where that
gets us, but we're continuing to look at it and talk
about it --

MS. CRESWELL: But --

MS. RICHARDSON: -- virtually every day.

MS. CRESWELL: -- relative to this issue, if
you're looking at it with the idea that there may be
changes that you can make, i1t just seems like timeliness
in that would be helpful. Yes, in two months we'll dc
something or, nc, we'll hear about it whenever. So I
recommend you figures cut a time that yoﬁ can kind of
come up with a recommendation back to the Boazd.

MS. RICHARDSON: Well ~--

MS. PETERS: Or fix it before --

MS. RICHARDSON: Right. I mean the
recommendations don't have to come back to this Board,
but, you'know, I would also say —-- and I mean it's not
that I'm completely set In cement, but, vyou know, we're
pretty much spoon feeding these banks this money. And

it seems to me that they could sit up a little bit and

open their mouths.
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ACTING CHAIRPERSON CAREY: There is no one in
their right mind =--

MS. RICHARDSON: I'm going to get in trouble for
that, sorry.

ACTING CHAIRPERSON CAREY: Well, but there's no
cne in this room who owed & payment of $3500 who
wouldn't be hapby getting —-- happler getting the 3,000
and deferring the 500, but it's a system and it just
defies -- for the public, the average person, 1t defies
logic.

MS. CRESWELL: That's right.

ACTING CHBAIRPERSON CAREY: But we look like the

bureaucrats.
'MS. CRESWELL: That's right. A2and it's -- and
it's the potential borrowers are —- you know, who are

going to get the resources who are hurt while we're
waiting for the banks to step up or whatever. So it
just seems like if, you know, all xight, either we're
not gocing to make any changes 'cause this is the way we
think it should go and sorry that a few of you could get
caught on that gap, but it seems like it's enough of an
issue that we cught to try to bring some sort cf
resoluticn.

MS. RICHARDSCN: Well, when you say it's enough

of an issue, I don't =-- well, again, until I actually
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see the numbers of the pecople that are being -- you

know, I know there are a couple of people that were very

vecal about it, but I don't -- I don't yet know what
that world loocks like,

ACTING CHAIRPERSON CAREY: That would be good
know.

MS. CRESWELL: And the folks in the
ineligibility, wouldn't some of these folks would be
that? That's other issues?

MS. RICHARDSON: DNo, they're -- that would --
the ones that are =-- that were ineligible, I mean I'm
not sure I'm going to answer your question. correctly.
The ones that have been determined to be ineligible, t
things that we're proposing to change, we're going to
back in cur system and look for those psople.

MS. CRESWELL: OQOkay.

MS5. RICHARDSON: We've captured all their

to

he

go

information sc we can recontact them and say, "You know

what? You micght now qualify." But people that didn't
qualify because their payment exceeded $3,000, they're
not -- they don't qualify today.

MS5. CRESWELL: Right. I was just wondering
if -- 1if you knew of the folks -- if this statistic,
just to get, again, sort of an order of magnitude —-

MS5. RICHARDSON: Right.

Yvonne K. Fenner, Certified Shorthand Reporter

98




10
i1
12
13
14
15
16
17
18
19
20
21
22
23
24

25

99

CalHFA Board of Directors Meeting - March 16, 2011

MS. CRESWELL: -- included soma who were
ineligible because their payment exceeded the --

MS. RICHARDSON: Right.

MS. PETERS: I may be asking the same questién
in a different way. The program is only designed to low
and moderate income people, right?

MS. RICHARDSON: Right.

MS. PETERS: Aﬁd ﬁhat is the upper end of that
scale, as far as you know, roughly?

MS. RICHARDSON: Well, it would probably -- I
always carry that with me, and I don't have it today.
Tt's preckably -- in the Bay Area it's probably about
115, 120.

MS. PETERS: Okay. So if we go teo 120, can
someone making 120 afford a payment more than $3,0007?

ACTING CHAIRPERSON CAREY: No.

MS. PETERS: Then maybe it's not a partial
payment gquesticn, it's really a program issue, that they
shouldn't be in the unemployment insurance program, they
should be in the graceful exit program.

ME. SPEARS: Well, although if they haven't had
their loan modified yet, it could be somecne who had a
teaser rate that, you know, the rate jumped up and now
their payment's a big payment, and they're unemployed so

they can't get in to see -- talk to anyone about a lecan,
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so you're helping to bridge them with this huge payment
that they can't afford.

ACTING CHAIRFERSCN CAREY: But they -- and
Heather's point I think is wéll—taken that =-- that we
need to keep in mind what the goal is and what the
context ¢f it is. And if there's reasons for the
program design that are within sort of mission-based and
social parameters, that's a little bit more defensible
than -- in the pubklic eye, than the, well, the lenders
need to budge or, you know, we have these rules. It's
just in that context of what's appropriate use of the
money, I think, is one of the issues.

MS. PETERS: I was just surprised that 3,000
wasn't enough to service --

ACTING CEATRPERSON CAREY: Yes.

MS. PETERS: -- the people we're trying to
service.

ACTING CHAIRPERSON CAREY: Absolutely,

MS. PETERS: And I suspect that cnce we look
into the data, it may bear that out.

ACTING CHATRPERSON CAREY: Yes.

MR. HUNTER: I wculd just note that actually in
the Bay Area, 3,000 a month is ocur target populatiocn.
30 percent of 115,000 1s more than 3,000 a menth. But

in -- certalnly in San Joaquin County, that's not —-- the
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median income 1is nowhere near 115,000.

MS. RICHARDSCN: Right. Aand if any changes
that -- if we change -- if we raise the in- -- 1f we
raise the monthly cap, that's fewer borrowers we'll be
able to serve with that program.

(Court reporter interruption.)

ACTING CHAIRPERSCN CAREY: OQkay. Are there any

comments or guestions about the Keep Your Home

~California®?
Thank you. 1It's a massive undertaking, and I
know that Di really -- and Linn -- have gone all out to

make it work.

MS. RICHARDSQN: Thank vou.

MS. CRESWELL: Congratulations.

MS. PETERS: It's an amazing rcllout. I -- I
love to hear that you guys have the call center up and
it's being audited and they love what they see, and it
makes me wonder why can't BofA or Chase or any of these
other banks do what you do, answer the phone and be
responsible?

MR. SPEARS: I would just say that I think
curreﬁtly this is the biggest program up statewide in
the nation, Hardest Hit Program. I think -- I'm not
sure that there are more than one or twe cther states

that ares up and running statewide.
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ACTING CHAIRPERSON CAREY: Really.

MR. SPEARS: Michigan started te, crashed all
thelr state systems, came back, buﬁ what we were told
they -- the big banks would not come along, shall we
say, so they decided to go with neighborhood banks. 2And

then when the big kanks started talking to them and they

started getting to the place where we are now, they had

to go back, stop thé program, start all over again.

So, Di's done a fabulous job. The whols team
has done a fabulous job. And we are, you know, one of
the only states that's up and running statewide with --
all the data that you see is coming out of the system
that was designed. It's great.

MS5. CRESWELL: <Can I just ask one other question
on that -in terms of -- so don't a lot of the big banks,
and I don't know the answer, still have Community

Investment Act responsibilities and shouldn'i we be able

to get -- use gscme of that to scort of leverage their

participation, or has that been thoroughly --
MR. GUNNING: I guess 'cause it's all voluntary
and they just take --
- MS. CRESWELL: So you can still -- I mean I
remember years ago when I was doing work in that area
that -- that you still used it as a -- because you can

write -- you know, they'—— they have to collect comments
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on their participation,?and so that may be.where, again,
communhity activists kind of organizations can help.
Because, you're right, it's a voluntary thing, but if
the bank can't ctherwise show what they're doing to
support low and moderate income households and
communities, that could be & ding against them in their
Community Reiﬁvestment Act obligations.

MS. RICHARDSON: I -- T will say I don't —- I
will look into that. I don’t know exactly how this
works because these are not new leoans that they're

making in these areas, but they're being asked to

modify —--

MS. CRESWELL: But isn't that again -- and it
may not be an appropriate role for -- for the state
agency, but it would be something that I would -- I know

yvou had a number of advocacy groups who were interested
in this. It would be an_appropriate role for them to
use that as -- which can be a very powerful tool.

MR. GUNNING: At least they have a collection of
letters there zbout the unwillingness =--

MS. CRESWELL: Why aren't you participating in
this program?

ACTING CHAIRPERSON CAREY: Right.

MR. GUNNING: -- to try and crack them.

ACTING CHAIRPERSCON CAREY: Thank you.
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--o0o~~-
Item 9. Discussion and possible action regarding the
audit recommendations of the Bureau of State

Audits

ACTING CHAIRPERSON CAREY: Okay. We are on to
the last significant issue, which is discussion and
rossible action regarding the audit recommendations from
the Bureau of State Audits report. Steve.

MR. SPEARS: We'll jump right into this very
quickly, Mr. Chairman.

In the memo that was provided, it's on Board
package page No. 209, I've put the audit recommendations
here.

The first recommendation is to the Legislature;
the last two are to the Board. The third bullet, the
third recommendatiocn, I believe was taken care of with
the action on the resclutions. And when we draft the
business plan this vyear, we will put'this language in
the business plan. So recommendation No. 3 I believe i1s
completed or is being completed.

The Board expressed an interest in discussing
all of these. We were able to w; With Di's help, Howard
Zucker provided some additicnal information about what
other boards look like on bullet No. 1, the first

recommendation.
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I've alsc given you too mény pieces of paper
here and I apologize, but you have in front of you also
the statute 50902 which spells out everything -- all the

members except the ex officlic members. These are all

the appointed members. So you'd have to add on six

members on top of the statute that you see there, the ex
officio members, three voting, three nonveting. The
State Treasurer voting. BTH Secretary wvoting. HCD
voting. And then the OPR Director, the Department of
Finance Director, and the ED on the Board but honvoting,
so in addition to what you see on this vriece of paper.

Then we also. put in who the -- who is serving
what category right now. There's a list for that. The
only mistake on there is that we've not taken off
Barbara Macri—Ortiz's name yet, which we should probably
do.

MS. OJIMA: ©On mine it's current and you have
this little form to indicate --

MR. SPEARS: Ok, ckay. We thought that might
help with everybody understanding what role all the.
Board members are playving.

But you can see then in this data that we'wve
collected from other states quite & variety. We are not
the largest by a margin. There is the state of

Tennessee which has 19 Board members, and their director
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still has quite a bit of his hair, surprisingly.

And so I'm not sure how vou want to proceed,

Mr. Chairman, but we've got a lot of déta in front of us
cn the Board makeup.

Now, on the second bullet, the_staff felt it
probably wasn't approptiate for us to recommend language
since -- giveh the tone of the repcrt and everything,
but I did attempt to scribble down a sentence or two and
hand to the Chairman as a simple statement of thé
Board's intent that we comply with this, as just a
starting.

So with that, I will turn the mic cver to you.

ACTING CHAIRPERSON CAREY: Well, we've got two

issues and -- and let's deal with the second one first,
the policy statement. I den't know how formal we feel
we need to be in that action or reflecting that. From

my point of wview, I think the resclutions as adopted and
then amended reflect the principle. And from that
point, you know, my feeling is that -- that what we need
in place is an understanding of policy for future boards
so that -- and -- and staiff so that it's set, but I
don't know how form-wise that needs tc be. From my
point of view, it would be a pretty straightforward
statement in the minutes that says the Becard's pdlicy is

such and such.
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And =- and the -- the language that was —-- that
I have here that to me covers it is tec say: "To provide
for clarity, accountable and transparency, it's the

policy of this Becard to require staff to present new

 financing strategies and new loan products for full

discussion and approval by a simple majority vote of the
Board prior to implementation by the Agency."

And that sort of covers, I think, the -- the
issues that were raised in the audit regarding the
rollout of the Interest Only product, for instance, or
the 40 Year product. I think those are the specific
products that were mentioned in the.report -- that while
they were in the business plan, tﬁey weren't
specifically discussed as -- as -- as lending programns
and -- and probably should have been.

MR. GUNNING: I'h sorry, where would you put
that?

ACTING CHAIRPERSON CAREY: I -- if it was u? to
me, we'd state it for the minutes. And I don't know
that 1'd do anything more formally than that.

MR. GUNNING: But this meeting or every
subseguent --

ACTING CHAIRPERSON CAREY: No. Ne¢, no, nc, no.

At this meeting as part of the formal record cf the

méeting. It could be a resolution. It could be
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whatever we want.

MS. CRESWELL: But does it have more weight if
it's a resolution or something? And do you nesed to do
anything -- I'm just thinking in terms of responding,
then, to the audit committee. It might -- if you've got
a formal resoluticn you've adeopted, it might -- it might
look more respcnsive, but I agree with the words you
said.

ACTING CHAIRPERSON CAREY: Is the language
reasonable language?

MS. PETERS: Could yvou just read it once more
slowly?

ACTING CHAIRPERSON CAREY: Sure.

To provide for clarity, accountébility and
transparency, it is the peclicy cof this Becard to require
staff to present new financing strategies and new loan
products for full discussion and approval by a simple
majority vote of the Board prior to implementation of
the -- implementatidn by the Agency.

| MS. PETERS: So "financing strategies" would be
broad enough to catch the end of this finding regarding
how much of the debt portfelio can be fixed or variabkle,
what portion of the lcans it purchases can consistent of
mortgage products it identifies as riskier than -- do

you feel that we've captured that, or are we making a
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conscious decision that that's getting too far down in
the weeds?

ACTING CHAIRPERSCN CAREY: Well, 1f I recall,
and I'd'open up the conversation, maybe the three key
points raised in the audit were the decision to use
variable-rate bonds, the decision to implemsnt an
interest-only program and the decision te go to a
40-year mortgage, not so much the issue of percentages.

MS. CARROLL: I agree with you. I think there
was on -- I don't remember how specific, but there was
some discussion about the extent to which the Agency
used variable rate. And it is common in debt policies
to establish a limitation on the amount of variable-rate
debt that can be issued.

Now, I don't know if that's the case for HFAs,
Steve. I know in other governmental types of settings
it's a common limitation. And yvou know our state law
says we conly have 20 percent.

MR. SPEARS: Right. I don't know what the
practice is in other agencies. I know that this Board
discussed that as a goal going forward, to reduce the
amount of wvariable-rate debt, one, and, twc, to -- going
forward for new issuance -- no loan origination, issue
fixed-rate debt. And that was some time ago. Quite a

while ago. Three, four years agce, I think. Bruce,
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maybe not quite that long?

MR. GILBERTSON: 2009 or mavbe 2008, wouid be my
recollection.

MR. SPEARS: It was before Terri -- or it was
still while Terri Parker was director, I believe.

MR. GILBERTSON: Okay.

MR. SPEARS: But I don't know. I know that it
is -- Ms. Carroll is right; It ig common tc have a
policy that you're not to exceed a certain amount. I --
I don't know.

Bruce, dc vyvcu know of any cther states that have
a formal policy that state the particular percentage?

The guestion I have while Bruce is coming up
is -- and here again, this is for the Board to decide,
but there are two sentences here in this recommendatiocn.
One is that you have a policy stating, and then the
second sentence says the Board should where appropriate
prescribe one that's -- and is that a separate policy,
is 1t annually in the business plan? I Jjust gquesticn
whether it's part of this overall --

MR. GUNNING: Or on a case by case.

ACTING CHAIRFERSCN CAREY: Would it be.
reasonable to add to this statement that in the annual
financing resolutions, the Board will -- in approving

the annual finance resolution, the Board would establish
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limits for various financing mechanisms?

MR. HUNTER: I don't think that's where it
belongs. I have the same observation as Steve, just add
that this second bullet poilnt is actually a couple of
different issues rolled into one.

And to me the issue of, you know, policy,
talking about new debt lssuance and new products, that
that's a matter of policy that we're going to fully
discuss as a Board before they're created by the staff.

The second half of this is a complicated -- is
actually two different issues that to me are business
plan issues, and where they belong is not in the annual
resclution but in the annual business plan. When we're
looking at the budget and weighing the business
strategies, we're looking at the strategqy, we're looking
at that in the context of the economy and what's
happening in the federal government, what's happening in
the state, that those are business planning decisions
and they ought to be addressed intentionally as part of
the business plan.

I can't imagine creating a policy for here orxr
for the next five years, even, on elther of those issues
that would not be subject to change depending on what's
happening in the economy. You know, it has to do with

risk management, risk assessment. And to me that's =--
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14

that's what the business plan is about. That's what our
budget is about. 2and that's where that activity ought
t¢ happen.

ACTING CHATIRPERSON CAREY: Heather.

M3. PETERS: I agree.

ACTING CHAIRFERSON CAREY: Yeah.

MS3. PETERS: I had a practical question. As wé
stand now based on prior direction of the Board, is it a
true statement that we're not issuing any new
variableurate debt and haven't for many years, other
than to swap out?

MR, GILBERTSON: Yeah, cother than refunding
activity, and that's clearly what the resolutions
provide for this vear.

And that was my comment. I think if you try to
orescribe limits, okay, we might refund or redeem bonds
in such a manner that we would exceed the limit that is
established by the Board. But I think the Board knows
that we are not going to use variakle-rate bonds for any
purpose for new lending initiatives. So we're not
trying ﬁo grow the percentage of variable-rate bonds.
We're actively trying to diminish that, but we can't
control scme of these things. We have to redeem certain
bonds in certain cases when prepayments come into the

portfolio --
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MS. PETERS: I would --

MR. GILBERTSON: ~-- because it's a requirement
of the indenture.

MS. PETERS: -- prefer not to issue a statement
on that for exactly that reason.

MR. GILBERTSONE It's complicated to do
scmething like that.

The cther comment, I'm sure there are HFAs that
have policy guidelines in this area. I think there are
some boards that have policy guidelines that require
every financing to come for approval of the board before
they go. to market as well. That really-does -~ fhat
does impact some things.

You know, Justin has pointed out the other thing
is that some of our conduit financing for multifamily
is, of course, in the form of variable-rate bonds, and
we discussed that. I think for: purposes of the policy
statement, we might not consider those in the policy
statement. I'm not sure how the Board would want to
proceed.

MS. CARROLL: It strikes me when, for instancé,
the state, other state entities, come up with a debt
policy that has variable-rate limits, for instance, it's
a very comprehensive policy and takes into account, you

know, all the different variables that might affect the
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Agency. Sc¢ I think it's not something -- if we wanted
to put that hard limit in a policy, it's not something
we could craft, I think, in a day. And I think honestly
we'd have to ask the staiff to come back with a
recommendation on how such policy would ke crafted. I
don't think it's something we'd do.

ACTING CHAIRPERSON CAREY: 5o would we be
comfortable separating those two out and =-- and --
with -~ and following with Ms. Creswell's suggestion
asking that this statement come back to us as a
resclution at the next Board meeting so that.we can move
one pilece along with this statement? Do we all seem to
be comfortable with it?

MS. PETERS: And state the Board's intention to
have staff address the second half.of this --

ACTING CHAIRPERSON CAREY: Yes,.

MS. PETERS: -- in the business plan to thé
extent applicable.

ACTING CHAIRPERSON CAREY: Yes.

MS. PETERS: I mean, it may be a simple
statement that for the next five years we don't
anticipate using this beyond redeeming out what we're
alfeady deing, but at least it's a topic of discussion
in the context 0of the business plan, which is where I

believe it belongs to be flexible, espscially in this
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market.

ACTING CHAIRPERSON CAREY: Is that reascnable?

MR, SPEARS: It is.

ACTING CHAIRPERSON CAREY: So that doesn't take
action. You'll -- that will come back.

MR. SPEARS: I just need that piece of paper
back. J

ACTING CHAIRPERSON CAREY: Yes.

MS. CRESWELL: So cn this -~ they're going to
come back and check in 60 days, which will be in April,
so —- so you'll have basically what we've talked zbout
today to be abkle to report back Lo them in terms cof what
we've done. |

MR. SPEARS: Right.

MS. CRESWELL: BRecause we want to be able to
show some action.

ACTING CHAIRPERSCN CAREY: Good point.

MS. PETERS: We héve verbatim minutes.

ACTING CHATIRPERSON CAREY: We have.language,
and, that's right, it's verbatim for the record.

M3. CRESWELL: And it sounds like -- or we
haven't started talking about the Board's composition —--

ACTING CHAIRPERSON CAREY: No.

MS. CRESWELL: -=- yet.

ACTING CHAIRPERSON CAREY: No. Unless I stepped
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out of the room.

MS. PETERS: Speaking of stepping out of the
room.

ACTING CHAIRPERSCN CAREY: Okay.

MR. GUNNING: Mr. Twelve O'clock.

ACTING CHAIRFERSCN CAREY: Well —-

MR. SPEARS: I've already offered to get
Ms. Peters a muffin.

M5. PETERS: That's what the giggle was. He was
making sure I was fed because I get cranky.

ACTING CHAIRPERSON CAREY: Okay. We have one --
one pilece of discussion left, and that's the Board
composition. Do we want to -- are we asking to take a
break?

MS. PETERS: Well, I --

ACTING CHAIRPERSON CAREY: Do we want to do
that?

MS. PETERS: —-—- I feel that it's a fairly
significant discussion, so I would either reguest a
short break with perhaps evervbody's schedule being
discussed and does anyone have a flight they need to
leave that's going to impede a thorough discussion of
this now, in which case maybe we want to put that off
for the next Board meeting, cr if everyone 1s here and

able to hash through it, then maybe a half-hour bkreak to
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get something to eat and then hash through it today.

ACTING CHAIRPERSON CAREY: Schedules, I think
folks have some --

MS. CRESWELL: My flight's at 2:15, and I sort
of need to méke it.

ACTING CHAIRPERSON CAREY: Yeah. And we're --
we're running down here a little bit. Sc if -- if |
that's a suggestion that we continue it to the next
meeting?

MS. PETERS: Either continue it to the next
meeting or just have a very --

ACTING CHAIRPERSON CAREY: Brief discussion.

MS. PETERS: -~ cursory discussicn that would be
food for thought for all of us to process on our own
untii the next meeting, because I -- I think it's very
important, and I think the Board definitely wants to
take action on this. And I think it reguires more than
a cursory discussion.

MR. GUNNING: Mr. Chairman.

ACTING CHAIRPERSON CAREY: Yes.

MR. GUNNING: If they;re back in 60 days and the
next meeting is in May, we won't have an opportunity to.

MR. HUNTER: Well, but I -- you need to be
clear. This is a matter for the Legislature ultimately,

and, trust me, they're not going te get to this in the
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next 60 days.

M5. CRESWELL: And I think it --

MR, HUNTER: When the auditors come bkack, we
just need to tell them we're starting to gathering
informaticn. We're starting to think about this, and
we're going to try to provide our suggestions to the
Legislature, but ultimately the Timing of this is up to
the Legislature.

MS. CRESWELL: And I think it's reasonable that
if you are going to take time to dd research and to
consider -- so I don't even think they wouldn't expect
in 60 days, but they Jjust want tTo know your progress.
And if we started the research, we've done this, I think
that could be appropriate.

MS, PETERS: Yeah, as a normal course, I think
the BSA would probably be thrilled that we've already
taken action on as much as we did. There's a 60 days
and then there's another reporting period of several
months and then a year, so their anticipation in issuing
an audit report of this magnitude is that theré will be
several reporting stages.

So I don't think there's any anticipation that
we're going to resolve everything teday, but I think
just as a matter of statement of policy, it might be

nice to have in the minutes that we -- accept this as we
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said in our response letter and here's cur plan for how
we're going to address it.

MR. SPEARS: Well, I would just say that the BSA
just recently issued a report on audit recommendations,
and the remarkabkle finding was how many folks are not
following their recommendations, so fhey would be
ecstatic.

ACTING CHAIRPERSON CAREY: They were surprised.

MR, SPEARS: We'ré making substantial progress
on two thirds of these and doing a lot of research on
the third.

MS. PETERS: So perhaps just tc summarize, that
we make a -- enter in the minutes'that it's the
concurrence of the Board that we agree with the policy
behind the recommendaticn, that we have gathered a good
deal of information that was just put in our book today,
and we'll continue to research it, direct staff to
provide us with their research as they develop it, with
the intention that we will revisit this if not in May,
very shortly thereaftfer, to adopt a formal positicn on
what we would suggest to the Legislature in this regard.

MR. SPEARS: Just one question from staff. Do
the Boérd membkers need any other additional information?
You may be surprised by this, but Mr. Hughes has an

opinion or two about how this statute works, and he
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could provide some of those thoughts in a memo form next
time around. But if there's anything else Board members
need, just -- just let us know.

ACTING CHATRPERSCON CAREY: Ms. Creswell.

MS. CRESWELL: Well, T just think it is -- would
be helpful, you know, I dcn't know necessarily that it
does require a statutory change. You Xnow, when you
lock at ——‘when you look at -- you know, there wasn't
supposed to be funding to do residential. So I mean, it
seems to me that it's not a foregone conclusiocon that
we're either going to expand the Bcard or -- or
necessarily, you know, change these pecple here.

So it does seem like we Jjust need -- we do need
scme sort of initial additional work on, you know, sort
of what kind of people have filled these pesitions
before and is there a way to, without legislative
change, get at the interest that they -- they have.

ACTING CHAIRPERSON CAREY: Given that --

MS. CRESWELL: I mean, it may be, all right, do
you really need a manufactured housing finance person on
here? I mean, certainly it might be a Qood time to
review it, but -- but it just seems like we don't know
yet what trying to meet the intent of this is. And.so I
guess I Just want to make sure we've scrt cf fully

explored all of what that might be, including some of
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your thoughts about what scme of the requirements cr --
or just the history or whatever. That would be
appropriate.

MR. HUGHEES: I do think that the threshold
question here really is whether the Bureau of State
Audits 1s recommending that there be a finance
specialist on the Board at all times. If you read the
statute, the laundry list, are four gubernatorial
appointees from a laundry list of more than four
categories. There's no requirement that the appointing
rower choose a finance authority, for example.

The ultimate question is, I think, on an
l1l-member voting board, would the recommendation be to
expand the Bcard, No? i, or, two, take away from some of
these categories?

And then the next guestion is you can see in
subsection C the -- those two positions are mandatory,
not from a laundry list. Thosgse are mandatory. Do we
want to make a finance position a mandatory position?
So I think those are kind cf the threshold guestions.

And if -- if there's a -- if the finance person
would be put in the subsection B laundry list, vyou
either expand it or take some of those off. Some of
them are probabkly fairly cobsclete. So there's --

there's several aspects to this that prokably are the

Yvonne K. Fenner, Certified Shorthand Reporter 121




10

11

12

13

14

15

16

17

18

191

20

21

22

23

24

25

122

CalHFA Board of Directors Meeting - March 16, 2011

seminal questions.

ACTING CHAIRPERSON CAREY: And my reading of the
statute is thig: It's overly prescriptive. It's
just -- by the time you get thrcugh it, you have to go
back and read it again tec see if you can really figure
it oﬁt. And it just seems -- seems limiting. In fact,
I know, différent conversations by now, which seat are
you filling? I just think it -- to me it's overly
prescriptive. And I think maybe there's room to
simplify it and give the Governor and the Legislature
room to appoint as they see appropriate.

MS. CRESWELL: Which would likely then not be
raesponsive to this finding, which seems to imply vou
need to be more explicit about these particular
expertises.

But certainly when you lcok through the list of
hcew other agencies, some of them just say, yeah, six
Governor's appoilntees, doesn't matter from what. They
could just do whatever they want, so -- but that, T
think, would be the good -- kind of if staff could flesh
out all of those various kinds of issues for us, it
would be easier to kind of make a decision or think
through this discussiocon.

ACTING CHAIRPERSON CAREY: &And I den't think --

MS. PETERS: It would help to frame the issues,
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so have Tom frame the issues just like he did here. Are
you going teo expand? Are you going to prescribe or
loosen or —-- frame the issues for us would be very
helpful.

And you asked if staff could <o any more
research, this was a great packet of stuff, and I would
Just ask that if it's not already in here, if you could
call out and make sure that we get whichever states are
most comparable to California in gize and in other
factors that you find relevaﬁt so that we're not just
looking at a laundry list of every state, but, you know,
scmething —--

ACTING CHATIRFERSON CAREY: Relevant.

MS. PETERS: =-- similar. |

ACTING CHATIRPERSON CAREY: Yes.

MR. GUNNING: When was the term amended to five
years? It says six.

MR. HUGEES: The Becard terms are six years.
Five years .is for the chair.

MR. GUNNING: And me?

ACTING CHAIRPERSON_CAREY: Six years.

MR. GUNNING: Al1l? I thought it was five.

MR. HUGHES: The executiﬁe director has a
five-year term. The chairman has a five-year term, as

chair, not as a Board member, and Board members have
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six-year terms.

ACTING CEAIRPERSON CAREY: It's a little bit
longer sentence than you thought.

MR. SPEARS: And -- and I believe the statute's
explicit that if you're doing a great job, yocu can be
reappointed.

ACTING CEAIRPERSON CAREY: I thought it was
remedial last year.

Mr. Hunter.

MR. HUNTER: I also -- you know, one of the

- other things that I think would ke helpful to get in the

background information in terms of other states is I'm
aware of the fact that Califcornia has structured its
housing activities, state housing activities, different
from many of these éther states. So, for instance, in
many states, HCD and CalHFA are the same thing.

ME. S5PEARS: And CDLAC and TCAC are in the same
agency.

ME. HUNTER: So it wcould be helpful, you know,
in the states that you've included with -- so they have
this Board, what function is that board overseeing in
that state.

The other thing that I found really interesting
is I really would like to know what this doubting to

drafting is from. Is this just here at CalHFA or --
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MR. HUGHES: There 1s -~ there was a book

published in the late 70s called Politics Backstage by

one of the twc drafters of CalHFA's sﬁatutes, which is
basically & legislative history of a bill from
conception to enactment as a political exercise, but 1t
details in elaborate depth the creation of CalHFZA and
how the statutes evolved. So as you can see from that
excerpt, many of these laundry list positions were in
there simply because they needed the support of those
organizations to get the bill passed.

| MS. PETERS: Not a surprise.

ACTING CHATRPERSCON CAREY: Okay. With that,
that will be con a future agenda.

~~o0o=--
Ttem 11. Reports;

ACTING CHAIRPERSON CAREY:. Are there any items
in the reports that need attentibn?

MR. SPEARS: I would just say this not an
accident but there's not a legislative report. We put
that as a placeholder because there was a deadline
between the time we were planning the meeting and today.
And Di looked through the bills. There's not cne at
this point, anyway, that we're concerned about, so we
have nco repcrt on that.

Mr. Gunning.
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MR, GUNNING: We will agendize for the next time
the Compensation Ccocmmittee, the charter?

{Court reporter interruption.)

ACTING CHAIRPERSON CAREY: Yes. Review and
possible amendment to the charter of the Compensation
Committee.

MS. PETERS: And discussion of scope cf their
work?

ACTING CHAIRPERSON CAREY: Yes. Yeah.

--o00o--
Item 12. Discussion of other Board matters
ACTING CHAIRPERSCN CAREY: Other Board matters?
-~-00o~-~
Item 13. Public testimony

ACTING CHAIRPERSON CAREY; OCkay. This is an
opportunity for the public to address the Board on
matters not on the agenda. Is there anycne here that
wishes to address the Board?

--o0o--
Item 14. Adjournment

ACTING CHAIRPERSON CAREX: Seeing none, we are
adjourned.

(The meeting concluded at 1}15 p.m.)

--o0o--
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