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Opinion

NEW YQRK, Sop 19, 2011 -- Moody’s Investors Service has downgraded the senior unsecured rating of California Housing Finance Agency
(CalHFA) to A3 from A2 and assigned a negative outlook to the rating, This action affects the ratings on the following outstanding bonds of
CalHFA that are supported by the Agency’s issuer rating: the Mulfifamily Housing Revenue Bonds III (MF ltl Bonds, approximately $ 972 million
outstanding) and the Housing Program Bonds (approximately $122 million outstanding). No other ratings are affected. Moody’s has also
downgraded the rating on CalHFA’s Home Mor’gage Revenue Bonds (HMRB) to Boa2 from Baal, also with a negative outlook; this action is
discussed in a separate report.

SUMMARY RATING RATIONALE

The downgrade is based on continued pressure on the Agency’s overall financial position due to the performance of the HMRB, particularly in
light of the recent downgrade of Genworth Mortgage Insurance Corporation (Genworfh) to Be1 from Boa2 which was reflected in today’s rating
action on HMRB. [l 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 rol/over risk of credit and liquidfiy facilities affecting the MFIII Bonds.

A negative outlook has been assigned reflecting the pressures CalHFAcontinues to face due to the uncertainty of the timing and pace of the
economic and real estate recovery in California and its impact on mortgage losses, fund balances and profitability. The outlook also reflects
potential challenges in repayment of bank bonds if credit and liquidity facilifies issued under the Temporary Credit and Liquidity Program (TCLP)
expire without being rep]aced or the associated debt refinanced.

Strengths

Strong balance sheet: asset to debt ratios have remained steady, as have fund balances as a percentage of debt; liquid f~nds which are
avaiIable to pay near term obligations have also increased

Active and experienced management has focused on improving the Agency’s financial position through the financial crisis and mortgage market
decline

Strong multifamily loan poRrolio, with solid debt service coverage and few delinquencies, contributes to net revenues and asset base

Agency has taken full advantage of federal programs to assist HFAs, including NIBP, TCLP and HHF

Challeoges

Severe decline in performance of single family morfgage portfolio has been a key source of losses over the past three years

Large portfolio of interest rate swaps exposes the Agency to significant liquidity challenges as a result of collateral posting requirements, as we[I
as counterpar~ risk and constraints in debt management

Variable rate debt exposes the Agency to interest rate r’sk as swaps are terminated 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

DETAILED CREDIT DISCUSSION

Financial pefformance: while the balance sheet is still strong, single family morfgage programs have driven ~osses.

Despite recent weakening of its financial performance, CalHFAcoutinues to have a balance sheet 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(thp most recent available audit), they remained stable or improved as a percentage of bonds outstanding.,&s of 6/30/10 the Agency had
an adiusted combined fund balance of $1.215 billion (16.03% of bonds), down from $1.303 billion 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 (9.01% of bonds) io $670.4 million (8.85% of bonds). Unaudited statements through 3/31/11 point to continuation of these trends
through the most recent fiscal years: as of 3/31/11 the adjusted combined fund balance was $1,17 billion (16.87% of bonds) and the adjusted
general fund balance was $664.7 mitlion (9.53% of bonds).

The Agency experienced significant operating losses in the fiscal years ended 6/30/09 and 6/30/10 which were driven by two factors: single
family mortgage losses and declining income on investments due to low interest rates. Adjusted net operating revenues declined from $31.8
million in FY 08 to $3~8 million in FY 0g to negative $28.8 million in F’/2010 (after gap paynleuts of $43.3 million). For the nine months ended
3/31/11 (unaudited), adjusted net operating revenues were negative $28.3 million, pointing to continued losses 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 HMRB - as a factor. Gap claims included in these losses increased from $189,000 in FY 2008, to
$12.3 million in FY 2009 to $43.26 million in FY 2010; far the nine months ended 3/31/11 gap payments were $48.1 million. If gap payments are
excluded therefore the Agency had operating income in each fiscal year ($32 million in FY 08, $16 million in FY 09, and $14.5 million in FY 10;
and $19.7 million for the nine month period ended 3/31/I). The future direction of losses on the single family portfolio 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 mortgage assets. Total
net revenue declined from $31.9 million for FY 2008 (5.51% of total revenue) to negative $12.4 million (-1.97% of gross revenues) in FY 09 to
negative $64 million (-12.39% of gross revenues) in FY 10; unaudifad 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 its available balances.
Potenfial single family losses and potenflal swap collateral posting continue to keep liquidity in focus as a potential credit challenge.

The relative stability of the balance sheet, despite the impact of three years of the mortgage crisis is an important cushion against potential
further losses. The Agency’s balance sheet is able to withstand Moody’s capital charges related to single family and m ultifarnily lending, interest
rate swap exposure and other costs, at a level suf~cient to support an A3 rating. Future performance will be driven by potential strains on
liqL~idity levels driven by single family losses and interest rate swap collateral, and longer-term effects of potential terminations of TCLP liquidity
facilities.

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

Losses frdm single family mortgage loan deJinquency and foreclosures will continue to be a key source of stress going forward. Single family
lending had been the Agency’s largest activity; single family programs constitute approximafaly 8t % of bonds and 73% of mortgages
outstanding, and are a key driver of profitability and balance sheet changes. Please see today’s report on HMRB for further information about
the performance of the single family portfolio and the decreased support from morfgage insurance, particulafly in light of the downgrade of
recent downgrade of Genworfh Mortgage Insurance Corporat’on (GMICO) to Sal from Baa2 (negative outlook) which are key factors in today’s
ratings actions.

~though sfagle family loans had been financed prima~ly through the HMRB indenture, which is not a general ob[igaflon of the Agency, cash flow
shortfalls in HMRB resulting from morfgage losses could affect the Agency’s General Fund because net interest rate swap payments on HMRB
hedges are not obligations of HMRB but rather are general obligations of the Agency. So long as interest 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 sho6falls resulting from loan losses may be absorbed by the operating account through reduced swap
reimbursements.

Strong a6ention by management to improvement of single family asset management over the past two years should serve to manage losses to
some exient, as should 61e availability of $1.9 billion of federal Hardest Hit Funds (HHF)for 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 to a level s u[flcient to support the ratings assigned. The levels of losses stemming from
single family mortgages will continue to be a key factor going forward.

Interest rate swaps and related collateral posting continue to pose challenges to liquidity and cash flows, but par termination opt’ons may
reduce collateral posting and swap ob[iga6ons in the medium term. CaIHFA’s poRrolio of interest 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 collateral pasting by CalHFA
(subject to certain thresholds) against the swap mark-to-market value, which has remained materially negative to Ca[HFAas 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 Baal level are considered manageab{e as well. However, were either of the
Agency’s issuer ratings (Moady’s or S&P) to fall below the Baa~ level - two notches below the current rating - CalHFAcould be obligated to post
additional collateral of approximately $200 million, which is likely to severely strain or exceed the Agency’s liquidity resources.

The Agency purchased rights to terminate many of the swaps (without paying their market value), an~ exercise of these options is a key
mgigant to this risk. The Agency already has signiflcanfiy reduced 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 miilion of basis swaps). Exercise of options will allow reduction to
approximately $2 billion as of August 2012 and $1.6 billion as of August 2013, with further reductions in future years.,~s the swap contracts grow
shorfer, the decline in notional amount ~iIt give rise to significant reduction in mark-to-market value; the Agency estimate that market value (and
thus maximum collateral posting exposure) could reach approximately $240 million in 2012 and $160 million in 2013 based on today’s very low
yield curces, in addition to reducing collateral pQsting, reducing swaps will increase the Agency’s flexibility in managing its variable rate exposure
(aghough it may lead to increased interest rate exposure in HMRB 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 Ate Aa ranges: the Iargest exposures
inc{ude JPMorgan Chase Bank NA, (rated Aal/P-1, outlook negative); Bank ofAmeflca, NA rated Aa3(review for downgrade)/P-1 (on review for
downgrade); Ci6bank rated AI/P-1 (on review for possible downgrade) Goldman Sachs Mtsui Derivative Products, LP (rated Aal ) and
Deutsche Bank AG (rated Aa3/P-I, 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 between vaflable rate swap receipts and the vafiable rate
bond payments they are designed to hedge - that have contributed to the operagng losses described above.

Potential Termination of Liquidity Facilities May Increase Cash Flow Stress. The potential for expiration of external liquidity facilities is another
pofantial source of stress and a focus of our analysis. In addition to variable rate bonds in HMRB, approximately $669 million VRDOs are
outstanding under the Mul0fami]y I1[ Bonds and Housing Program Bond indentures, which are agency general obligation. AJl of these VRDOs
benefit from credit and liquidity facilities under the federal TCLP program. The TCLP facilities expire on or about December 31,2012; although
the US Treasury has indicated its intent to consent to a three-year extension of the facilities (to 12/31/15), the terms of such an extension are
not yet known. If the facilities expire at any point before repayment without being modified or replaced, 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
pray’de that bank bonds remaining outstanding must be repaid in full in December 2022, which could place significant strain on Mu fiifamily III



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

Muttifamily mortgages continue to perform well, although muflifamily bond cash flows face challenges in managing TCLP expirations.

The Agency’s po~[olio of approxim ately 576 multifami]y loans continues to demonstrate strong performance and is a key source of credit
strength. The loans demonstrate solid debt service coverage and occupancy of over 96%. The portfolio has had very low delinquency levels
and few defaults. Approximately 74% of the loans (by principal balance) benefit from low inceme housing tax credit equity. 25% of the loans are
covered by FHA hsk sharing insurance, and 15% have project-based Section 8 contracts.

TheAgency’s largest program for financing multifamily loans is the Multifami[y Housing Revenue Bonds Ill Indenture (MF III), under which the
Agency issued bonds before 2009. The MFI III indenture had $996.9 million of bonds outstanding as of 6/30/10. The bonds are general
obligations of theAgency (the largest general obligation program). MF IIl’s mortgage loans show strong pefformance similar to that of the
portfolio as a whole; 83% have low income housing tax credit equity and 26.7% beneft from risk sharing insurance, The MF Ill bond indenture
had adjusted net operaflng revenues were $18,6 million (against gross revenues of $67.6 million), although the indenture showed an overall loss
of $935 thousand after swap terminations.

Management acfions remain a positive factor.

Actions by CaIHFA’s management to address financial issues confronting the Agency, particularly in light of the challenges of severe single
family mortgage delinquencies and high exposure to variable rate debt, have contributed positively to our rating assessment. Over the past two
years, the Agency has substantially enhanced its single family asset management function and reduced dmelines for moving defaufled loans
through the pipeline. Successful application of the large HHF award should also contribute to efforts to reduce single family losses.

The Agency’s financial managers have also worked proac9vely to improve the Agenc~s balance s beet to address the corn bined effect of the
mortgage decline and the financial crisis. Actions have included mortgage loan sales, refinancing of m u fiifamily projects to reduce risk the
Agency, negotiation of more favorable terms for swap collateral posting, and exercise of swap termination options to reduce expos ure. The
Agency also was successful in obtaining a loan from the State of California in tote 2010 (despite the State’s budget pressures) to refinance the
BayArea Housing initiative, relieving a major source of near-term liquidity pressure.

In addition, the Agency has been proact~ve in ta}dng advantage of federal programs benefiftffig 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 fficlude TCLP liquidity support for VRDOs and Hardest Hit Funds (HHF) ($1.9 bilIion) for
single family mortgage relief

Outlook

OUTLOOK

A negative outlook has been assigned reflecting the pressures CalHFAcontinues to face due to the uncertainty of the timing and pace of the
economic and real estate recovery in California and its impact on mortgage losses, 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 foreclosures so as to contain or reduce losses

Reduced variable rate bond exposure, including successful replacement of TCLP facilities through new facilifies or conversions of bonds to
modes not requiring external [iquidgy, reducing the size of the swap po~olio and/or reducing 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 id single family losses, due to future increases in delinquencieslforeclosures, and/or higher than anticipated losses on
delinquent/foreclosed loans

A further downgrade of GMICO which provides reinsurance for HMRB mortgages

Asignificant d~wngrade of HMRB, impairing the ability of HMRB to reimburse the operating account for swap payments

Increase in variable rate pressures, inctading especially an increase in swap collateral posting due further declines in interest rates or ratings
downgrades, swap counterparty downgrades or other unforeseen counterpar~ events, or lack of successful transition from TCLP liquidity
facilities

The principal methodology used in this rating was Maod~fs Methodology for ~ssigning issuer 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 DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides relevant regulatory d}sclosures 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 relevant regulatory disclosures fn relation to the rating action on the supped provider and in relation to each particular



rating action for secufifies that dedve their credit ratings from the supped provider’s credit rating. For provisional ratings, this announcement
provides relevant regulatory disclosures in relation to the provisional rating assigned, and in relafion to a definitive rating that may be assigned
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not changed prior to the assignment
of the definitive rating in a manner that would have affiected the ratffig. For further information please see the ratings tab on the issuer/entity
page for the respective issuer on www.moodys,com.

Information sources used to prepare the rating are the following: parties involved in the rafings and public information.

Moody’s considers tfie quali[y of information available on the rated entity, obligafion or credit satisfactory for the purposes of issuing a rating.

Mood,s adopts all Recessary measures ~o that the information it uses in assigning a rating is of sufficient quality and from sources Moody’s
considers to be reliable 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 Symbols and Definitions on the Rating Process page on www.moodys.com for further information on the meaning
of each rating category and the definition of default and recovery.

Please see ratings tab on the issue~-/enfity page on www.moodys.com for the last rating action and the rating history.

The date on which some ratings were first released goes back to a time before Moody~s ratings were 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
to it. Please see the ratings disclosure page on our website www.moodys ,corn for further information.

Please see www.moodys.com for any updates on changes to the }end rating analyst and to the Moody’s legal entity that has issued the rating.
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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 necessary measures so that the information it uses in
assigning a credit rating is of sufficient quality and from sources Moody’s considers to be reliable, 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. Under no circumstances shall MOODYS have
any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY’S or any
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without [imitation, lost profits), even Jf
MQODY’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, f~nancia] reporting analysis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold 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 selling. NO WARRANTY,, EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR EEl NESS FOR ANY
pARTICULAR PURPOSE OFANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY’S INANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCO"), hereby discloses that most issuers
of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MIS have, pror to assignment of any rating, agreed to pay to MIS for appraisal and rating sewices
rendered by it fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies and
procedures to address the independence of MIS’s ratings and rating processes, Information regarding certain affiliations
that may exist between directors of MCO and rated entities, and between entities who I]old ratings from M]S and have
also publicly reported to the SEC an ownership interest in MCO of more than 5%, is pasted annually at
www mood s.cy~A~ under the heading "Shareholder Relations -- Corporate Governance Director and Shareholder
Affilia0on Policy."

Any publication info Australia of this document is by MOOD’f’S affiliate, Moody’s Investors Service ply Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this
document from within Australia, you represent to 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 indirect[y
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act
2001.

Nob,vithstanding the foregoing, credit ratings assigned on and after October 1,2010 by Moody’s Japan K.K. (’<MJ KK") are
MJKK’s current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities, In
such a case, "MIS~’ in the foregoing statements shall be deemed to be replaced with "MJKK". MJKK is a wholly-owned
credit rating agency subsidiary of Moody’s Group Japan G,K., which is wholly owned by IVbody’s Overseas Holdings Inc.,
a wholly-owned subsidiary of MCO,

This credit rating is an opinion as to the creditworthiness or a debt obligattan of the issuer, 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 ir~vestment decision based on this credit rating./f in doubt you should contact your financial or other professional
adviser.




