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Opinion

NEW YORK, Sep 19, 2011 -- Moody's Invesiors Service has downgraded the senior unsecured rating of California Housing Finance Agency
(CalHFA) fo A3 from A2 and assigned a negative outiock to the rating. This action affects the ratings on the following outstanding bonds of
CalHFA that are supparted by the Agency's issuer rating: the Multifamily Housing Revenue Bonds Il (MF Il Bonds, approximately $-872 million
outstanding) and the Housing Program Bonds (approximately $122 milfon outstanding). No other ratings are affected. Mocdy's has also
downgraded the rating on CalHFA's Home Mortgage Revenue Bonds (HMREB) to Baa2 from Baa1, also with a nagative oudiook; this action is
discussed in a separate report,

SUMMARY RATING RATIONALE

The downgrade is based on continued pressure on the Agancy's overall financial position due to the performanca of the HMRB, particularly in
light of the recent downgrade of Genwarth Mortgage Insurance Corporation {Genworth) to Ba1 from Baaz which was reflected in today's rating
action on HVRB. It also reflects risks related to the Agency's high level exposure of variable rate debt, including, in particular, its exposure to
interest rate swap counterparties and of rellover risk of credit and liquidity facilities affecting the MFIll Bonds.

Anegative outlook has been assigned reflecting the pressures CalHFA continues to face due o the uncertainty of the fiming and pace of the
ecanomic and real estate recovery in California and its impact on morigage losses, fund baiances and profitabilizy. The outiook also reflects
potential challenges in repayment of bank bonds if credit and fiquidity faciiities issued under the Temporary Credit and Liquidity Program (TCLP}
expire without being replaced or the assoclated debf refinanced. .

Strengths

Strong balance sheet; asset to debt ratios have remained steady, as have fund balances as a percentage of debt; liquid funds which are
available to pay near term chligations have also increased

Active and experienced maragement has fecused on Improving the Agency's financia? position through the financial crisis and mortgage markst
decline ‘

Strong multifamily loan portfolio, with solid debt service coverage and few definquencies, contributes to net revenues and asset base
Agency has taken full advantaga of federal programs to assist HFAs, including NIBR, TCLP and HHF

Challenges

Severe deciine in performance of single family mortgage portfolio has been a key source of losses aver the past three years

Large portfofio of interest rate swaps exposes the Agency to significant liquidity challenges as a result of callateral posting requirements, as well
as counterparty risk and constraints in debt management

Variable rate debt expeses the Agency fo interest rale risk as swaps are tsrminated and increasing amounts of debt become un-hedged, as well
as cash flow challenges caused by potential repayment of bank bonds upon expiration of TCLP liquidity facilities

DETALED CREDRIT DISCUSSION
Financial perfarmance: while the balance shest is still strong, single family mortgage programs have driven losses.

Despite recent weakening of its financial perfermance, CalHFA continues to have a balance shest sufficient to meet its obligations with a
margin sufficient to support an A3 rating. The Agency's assets and liabilities decreased beginning in early 2009 as mortgage origination and
bond issuance dropped sharply reflecting the financial crisis. Although fund balances declined over the fiscal years ending 6/30/09 and
6/30/10(the most recent available audit), they remained stable or improved as a percentage of bonds outstanding. As of 6/30/10 the Agency had
an adjusted combined fund balance of $1.215 billion (16.03% of bonds), down from $1.303 biliion as of 6/30/08 (15.14% of bonds). (The

. combined fund balance is assets less liabilities, after Moody's adjustments, including those in bond indentures but excluding the state-funded
Contract Administration Account). The adjusted general fund balance {adjusted assets less liabilities outside of bond indentures) declined from
$775.3 million (8.01% of bonds) to $670.4 million (8.85% of bonds). Unaudited statements through 3/31/11 point to condinuation of these irends
through the most recent fiscal years: as of 3/33/ 11 the adjusted combined fund balance was $1.17 billion (18.87% of bonds} and the adjusted
general fund batance was $664.7 million (3.53% of bonds). :

The Agency experienced significant aperating losses in the fiscal years ended 6/30/09 and 6/30/10 which were driven by two factors: single
famity mortgage losses and declining income ars investments due to low interest rates. Adjusted net operafing revenues declined from $31.8
million in FY 08 to $3.8 million in FY 09 to negative $28.8 million in FY 2010 (after gap payments of $43.3 millier). For the nine months ended
3131111 (unaudited), adjusted net operating revenues were negative $28.3 million, pointing to continued josses during FY 2011.



The impact of single family mortgages is illustrated by isolating payments on the Agency’s "gap" mortgage insurance - a form of umbrella
mortgage insurance provided on loans in HVIRB - as a factor. Gap claims included in these losses Increased from $189,000 in FY 2008, to
$12.3 million in FY 2008 to $43.28 milifon in FY 2010; for the nine months ended 3/31/11 gap payments wers $48.1 miltion. If gap payments are
excluded therefare the Agency had operating income in each fiscal year ($32 million in FY 08, $16 million in FY 08, and $14.5 million in FY 10;.
and $19.7 million for the nine month pericd ended 3/31/1). The future direction of losses on the single family porifelic will continue to be a key
driver of the Agency's credit strength.

In addition to operating results, total net revenues have also been driven by non-operating items generated by the Agency's actions to manage
its balance sheet through the credit crisis. These included decisions to terminate swaps at market, as well as sales of merigage assets. Total
net revenue declined from $31.9 mitlion for £Y 2008 (5.51% of total revenue} to negative $12.4 miffion (-1.97% of gross revenues) in FY 09 to
negative $64 million (-12.39% of gross revenues) in FY 10; unaudited statements point to improved overall results in FY 11.

Liquidity resources have increased from $162 million at 6/30/10 to $283 million as the Agency has worked to Improve lis available balances.
Potential single family losses and potential swap collateral posting continue ta keep liquidity in focus as a potential cradit challenge.

The relative stability of the balance sheet, despife the impact of three years of the mortgage crisis is an important cushion against potential
further losses. The Agency's balance shest is able fo withstand Moody's capital charges related to single family and muitifamily lending, interest
rate swap exposure and other costs, at a level sufficient to support an A3 rating. Future performance will be driven by potential strains on
ligguidity levels driven by single family losses and interest rata swap collateral, and longer-term effects of potential ferminations of TCLP liquidity
facilities.

Single family mortgage performance remains a key source of stress, although some signs of improvement may be developing.

Losses from single family mortgage loan delinquency and foreclesures wili continue to be a key source of stress going forward. Single family
lending had been the Agency's largest activity; single family programs .constitute approximatefy 81% of bonds and 73% of morigages
autstanding, and are a key driver of profitability and balance sheet changes. Please ses today's report on HVRB for further information about
the performance of the single family portfolio and the decreased support from mortgage insurance, particularty in light of the downgrade of
recent downgrade of Genworth Mortgage Insurance Corporatlon {GMICO) to Ba1 from Baa2 (negative outlock) which are key factors in today's
ratings actions.

Nthough single family loans had been financed primarily through the HMRB indenture, which is not a generai obligation of the Agency, cash flow
shortfalls in HMRB resulting from mortgage losses could affect the Agency's General Fund because net inferest rate swap payments on HMRE
hedges are not obligations of HWRB hut rather are general obligations of tha Agency. So long as inferest rates remain low (so that net swap
payments are due to counterparties) the Agency pays the swaps from its operating account, which is reimbursed from HMRB after payment of
debt service. Thus any actual cash shortfalls resulting from loan losses may be absorbed by the operating account through reduced swap
reimbursements.

Strong attention by management to improvement of single family asset management over the past two years should serve 1o manage fosses to
scme extent, as should the availabiiity of $1.9 billion of federal Hardest Hit Funds (HHF)Yfor mortgage relief for California homeowners. In
addition, we have reviewed cash flows projections for HMRB, as well as liquidity projections for the Agency's general fund, which support the
ability to absorb loan losses and meet other obligations o a Ievel sufficient to suppart the rat|ngs assigned. The levels of losses stemming from
singta family mortgages will continue to be a key factor going forward.

Interest rate swaps and related collateral posting continue fo pose chaflenges to liquidity and cash flows, but par termination opticns may
reduce collateral posting and swap chligafions in the medium term. CatHFA's portfolio of interast rate swaps continues to be a key source of
potential stress on cash flows and liquidity resources. Akey issue is the collateral posting provisions which require coliateral posting by CalHFA
{subject to certain thresholds) against the swap mark-to-market value, which has remaired materially negative to CalHFA as interest rates have
remained low (currently approximately negative $303 million), The Agency currently posts approximately $85 million in collateral, which we
consider manageable; projected collateral posting levels at the Baa1 level are considered manageabie as well. However, were either of the
Agency's issuer ratings {Moody's or S&P) to fall below the Baa1 lsval - two notches below the current rating - CaiHFA could be obligated to post
additional collateral of approximately $200 million, which is likely to seversly strain or exceed the Agency's liquidity resources.

The Agency purchased rights to terminate many of the swaps (without paying their market value), and exercise of thesa options is a key
rnitigant to this risk. The Agency already has significantly redused its swap book, from approximately $3.2 billion as of October 2010 to
approximately $2.7 billion as of August 2011(not including approximately $200 miflion of basis swaps) Exercise of options will allow reduction fo
approximately $2 biflion as of August 2012 and $1.6 billion as of August 2013, with further reductions in future years. As the swap contracts grow
shortar, tha decline in notional amount Wit give rise to significant reduction in mark-to-market value; tha Agency estimate that market vaiue (and
thus maximum ccllateral posting exposure) could reach approximately $240 mition in 2012 and $160 miifon in 2013 based on today's very low
yield curves. in addition to reducing collateral posting, reducing swaps will increase the Agency’s flexibifity in managing its vartable rate exposure
{althaugh it may lead to increased interest rate exposure in HVIRB to the extent that variable rate bonds become un-hedged).

Counterparty risk is reasonably diversified among a group of large financial institutions with ratings in the Ato Aa ranges: the largest exposures
include JPMorgan Chase Bank NA, (rated Aa1/P-1, outlook negative); Bank of America, NArated Aa3(review for downgrade)/P-1 (on reviaw for
downgrade); Gitibank rated A1/P-1 {on review for possible downgrade) Goldman Sachs Misui Derivative Preducts, LP (rated Aa1) and
Deuische Bank AG (rated Aa3/P-1, stable), Downgrades of key swap counterparties could adversely affect CalHFA's rating in the future
depending on their severity. The swaps have generated basis expense - mismatch batween variable rate swap receipts and the variable rate
bond payments they are designed to hedges - that have contributed to the operating losses described above.

Potential Termination of Liquidity Faciliies May Increase Cash Flow Stress. The potential for expiration of external iiquidity facilities Is another
patential source of stress and a focus of our analysis. In addition to variable rate bonds in HMRRB, approximately $662 milion VRDOs are
outstanding under the Multifarmily # Bonds and Housing Pragram Bond indentures, which are agency general cbligation. All of thesa VRDOs
benefit from credit and liquidity facifities under the federal TCLP program. The TCLP facilities expire on or about December 31, 2012; although
the US Treasury has indicated its infent to consent to a three-year extension of the faciliies (to 12/31/18), the terms of such an extension are
not yet known. If the facilities expire at any point before repayment without being modified or repiaced, the VRDOs may become bank bonds
and bear interest at 1% or more over the prime rate, which would increase the program's Interest costs significantly. Moreover, TCLP facilities
provide that bank bonds remalning outstanding must be repaid In full in December 2022, which could place significant strain on Mulfifamily Il



and Housing Program Bond cash flows. Under various stress cash flow runs there may be shorffalls in interest payments and in funds available
to meet repayment in Decamber 2022. The Agency has identified a variety of strategies for addressing this challenge through a combination of
refinancing of multifamily project mortgage and redemptions or refunding of VRDOs, and we believe ithat the Agency's resources are sufficient
to address this risk to a level appropriate to the rating assigned.

Mutiifamily mortgages cantinue 1o perform weil, although muitifamily bond cash flows face challenges in managing TCLP expirations.

The Agency's portfolio of approximately 576 multifamily loans continues to demonstrate sirong performance and is a key source of credit
strength. The loans demonstrate solid debt service coverage and ccoupancy of over 96%. The portfolic has had very low delinquency levels
and few defaults. Approximately 74% of the loans (by principal balance) benefit from low income housing tax credit equity. 25% of the loans are
covered by FHArisk sharing insurance, and 15% have project-based Section 8 contracts,

The Agency's largest program for financing multifamily lcans is the Multifamify Housing Revenue Bonds I Indenture (MF Ill), under which the
Agency issuad bonds before 2009. The MFI Il indenture had $295.9 million of bonds outstanding as of 6/30/10. The bonds are general
obiigations of the Agency (the largest general obligation program). MF iits mortgage loans show strong performance similar to that of the
portfolio as a whole; 83% have low income housing tax credit equity and 26.7% benefit from risk sharing insurance. The MF Il bond indenturs
had adjusted net operating revenues were §18.6 miilion (against gross revenues of $67.6 million), although the indenture showed an overalt loss
of $335 thousand after swap terminations.

Management actions ramain a positive factor.

Actions by CalHFA's management to address financial lssuss confronting the Agency, particularly in light of the challenges of severe single
family mortgage delinquencies and high expostire to variable rate debt, have contributed positively to our rating assessment. Over the past two
vaars, the Agency has substantially enhancad its single family asset management function and reduced timelines for maving defaulted loans
through the pipeline. Successful application of the large HHF award should alsc contribute to efforts to reduce single family losses.

The Agency's financial managers have alsc worked proactively to improve the Agency's balance sheet to address the combined effect of the
mortgage dectine and the financial crisis. Actions have included mortgage loan sales, refinancing of multifamily projects to reduce risk the
Agency, negotiation of more favorable terms for swap colfateral posting, and exercise of swap termination options o reduce exposure. The
Agency also was successful in obtaining a lean from the State of California In jate 2010 (despite the State's budgst pressures) to refinance the
Bay Area Housing initiative, relieving a major source of near-term liguidity pressure.

In addition, the Agency has been proactive in taking advantage of federal programs benefiting State HFAs. These include two new bond
indentures under the NIBP program, which provide new platforms for a revival of single family and multifamily lending going forward. The new
indentures are not Agency GOs. Federal programs also include TCLP liguidity support for VRDOs and Hardest Hit Funds (HHF) ($1.9 bition) for
single family mortgage refief .

Outlook
CUTLOOK

Anegative outlook has bezn assigned reflecting the pressures CalHFA continuas to face due to the uncertainty of the timing and pace of tha
economic and real estate recovery in California and its impact on morigage osses, fund balances and profitability, as well as pressure from
swap collateral posting and expiration of TCLP liquidity facilities.

WHAT COULD MAKE THE RATING GO UP
Increase in fund balances and/or profitability
Successful management of single family mortgage loan delinquencies and foreclosurss so as to contain o reduce losses

Reduced variable rate bond exposure, including successful replacement of TCLP facilities through new facilities or conversions of bonds to
mades not requiring external quidity, reducing the size of the swap portfolic andfor raducing the potential impacts of swap collateral posting

WHAT COULD MAKE THE RATING GO DOWN
Continued low levels of profitability and/or declines in fund balances

Increases iri single family losses, due to future increases in delinquencies/foreclosures, andfor higher than anticipated lossas on
delinguent/foreclosed loans

Afurther downgrade of GMICO which provides reinsurance for HVMRB mortgages
Asignificant dbwngrade of HMRB, impairing the ability of HMRB to reimburse the operating account for swap payments

Increase in variable rate pressures, incfuding especially an increase in swap collateral posting due further declines in interest rates or ratings
downgrades, swap counterparty downgrades or other unforeseen counterparty events, or lack of successful fransition from TCLP liquidity
faciliies :

The principal methodology used in this rating was Moody's Methodology for Assigning Jssuer Ratings to Housing Finance Agencies published in
May 2001. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLCSURES

For ratings isstzed on a program, series or categoryfclass of debt, this announcement provides relevant regulatory disclosures in relation to
each rating of a subsequently issued bond or note of the same series or category/class of debt or pursuant to a program for which the ratings
are derived exclusively from existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides refevant regulatory disclosuras in relation to the rating action on the support provider and in relation to each particular



rating action for securifies that derive their cradit ratings from the support provider's credit rating. For provisicnal ratings, this announcement
provides relevant regulatory disciosures in relation to the provisional rating assigned, and i relation to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the fransaction structure and terms have not changed prior to the assignment
of the definitive rating in 8 manner that would have affected the rating. For further information please see the ratings tab on the issuer/entity
page for the respactive issuer on www.moodys.com.

Information sources used to prepare the rating are the following: parties involved in the ratings and public information.
Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the purposes of issulng a rating.

Moody's adopts all necessary measures so that the inforrmation it uses in assigning a rating is of sufficient quality and from sources Maody's
considers to be refiabls including, when appropriate, independent third-party sources. However, Moody's is not an auditor and cannot in every
instance independently verify or validate information received in the rating process.,

Please see Moody's Rating Syrabols and Definitions on the Rating Process page on www.mocdys.com for further information on the meaning
of each rating category and the definition of default and recovery.

Please ses ratings tab on the issuer/entity page on www.moodys.com for the last rating acticn and the rating histary.

The date on which some ratings were first released goes back to a time before Moody's ratings wers fully digitized and accurate data may not
be available. Consequently, Moody's provides a date that it believes is the most reliable and accurate based on the information that is available
ta it. Please sea the ratings disclosure page on our website www.moodys com far further information.

Please see www.moodys.com for any updates on changes fo the lead rating analyst and ta the Moody's lagal entity that has issued the rating.
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS"} CURRENT OPINIONS OF THE
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TQ, COPYRIGHT
LAWY, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRCDUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESCLLD, OR STORER FCR
SUBSEGUENT USE FOR ANY SUCH PURPOSE, INWHOLE OR IN PART, INANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSCN WITHOUT MOQDY'S PRICR WRITTEN CONSENT. Alf information
contained herein is obtained by MOQDY'S from sources believed by it to be accurate and refiable. Because of the



possibility of human or mechanical error as well as other factors, however, all information contained herein is provided
"AS IS" without warranty of any kind. MOODY'S adopts all necassary measures so that the information it uses in
assigning a credit rating s of sufficient quaity and from sources Moody's cansiders to be reliabie, including, when
appropriate, indepandent third-party sources. However, MOODY'S is not an auditor and cannot in every instance
independently verify or validate information received In the rating process. Under no circumstances shall MOODY'S have
any liability to any persan or entity for (a) any loss or damage in whala or in part caused by, resulting from, or relating to,
any arror (naghgent or otherwise) or other circumstance or cantingency within or outside the conirol of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or defivery of any such information, or (b} any direct, indirect, special,
consequential, compansatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the
information cantained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hoid any securities. Each user of the information contained herein must make its
own study and evaluation of each security it may consider purchasing, holding or seliing. NO WARRANTY, EXPRESS
OR IMPLIED, AS 7O THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINICN OR INFCRMATION IS GIVEN OR MADE BY
MOCDY'S INANY FORM OR MANNER WHATSOEVER. ’

MIS, a wholly-owned credif rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers
of debt securities (including corporate and municipal bonds, debenturas, notes and commercial paper) and preferred
stock rated by MIS have, prier Lo assignment of any rating, agreed to pay to MIS for appraisal and rating services
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and M8 also maintain policies and
procedures to address the independence of MiS's ratings and rating processes. Information: régarding certain affiliations
that may exist between directors of MCO and rated entities, and befween entitias who hold ratings from MIS and have
also publicly reported to the SEC an ownership interest in MCO of more than 5%, Is posted annually at

www. meodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Sharehoider
Affiliation Palicy."

Any publication into Australia of this document is by MCODY'S affillate, Moody's investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended fo be provided
only to "wholesala clients™ within the meaning of section 761G of the Corporations Act 200, By continuing o access this
document from within Australia, you represent fo MOODY'S that you are, or are accessing the document as a-
representative of, a "wholesale client” and that neither you nor the entity you represent will directly or indirectly
disseminate this documeant or its contents ta "retail clients" within the meaning of section 761G of the Corporations Act
2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Meody's Japan K.K. (*"MJKK”} are
MIKK’s current opinfons of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. In
such a case, "MIS” in the faregoing statements shall be deemed to be replaced with “MIKK”, MKK is a wholty-owned
credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Meody's Overseas Hoidings Inc.,
a wholly-owned subsidiary of MCO. '

This credit rating is an opinion as 1o the creditworthiness or a debt obligation of the iésuer, not on the equity securities of
the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to make
any investment decision based on this credit rating. If in doubt you should contact your financial or other professional
adviser.





