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BE IT REMEMBERED that on Thursday, January 19,
2012, commencing at the hour of 10:05 a.m., at the
Holiday Inn Capitol Plaza, John O Ballrcom, 300 J
Street, Sacramentc, California, before me, YVONNE K.
FENNER, CSR #10909, RPR, the following proceedings were
held:

-—olo--

ACTING CHAIRPERSON CAREY: I'd like to welcome
everyone to the January 19th, 2012 meeting of the
California Housing Finance Agency Board of Directors.

~=000~—
Item 1. Roll Call

ACTING CHAIRPERSON CAREY: Our firgt item of
business is roll call.

JoJo.

MS. OJIMA: Ms. Creswell.

MS. CRESWELL: Here.

MS. OJIMA: Mr. Gunning.

MR. GUNNING: Here.

MS., OJIMA: Mr. Hunter.

(No audible response.)

MS. OJIMA: Ms. Carroll for Mr. Lockyer.

MS5. CARROLL: Here.

MS. OJIMA: Mr, Shine.

MR, SHINE: Here.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 6
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MS. OJIMA: Mr. Smith.

MR. SMITH: Here,

MS. OJIMA: Ms. Peters for Ms. Stevens.

MS. PETERS: Here.

MS. OJIMA: Mr. Alex.

MR. ALEX: Here.

M35, OJIMA: Ms. Matosantos.

(No audible response.)

MS., OJIMA: Ms. Cappio.

Ms5. CAPPIO: Here.

Ms. OJIMA: Mr. Carey.

ACTING CHAIRPERSON CAREY: Here.

MS. OJIMA: We have a guorum,.

ACTING CHAIRPERSON CAREY: Thank you.

-—-olo--
Item 3. Chairman/Executive Director comments

ACTING CHATRPERSON CAREY: Just —-- Jjust a
couple of items of business. I apologize for the lack
of chairs, but we'll try to move things along so that's
not a problem.

I understand that a number of folks here are
repregenting NACA and would like to speak on an item
that's not on the agenda. Typically that's the --
speaking on cther matters is the last item on the

agenda, but because there's a number of ydu here and to

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 7
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keep things as easy as possible for you, particularly
those who are standing, we will move that item forward
on the agenda immediately following executive director
comments,

And I understand we also have some speakers
who have submitted speaker cards for item 7. Item 7
will remain as scheduled cn the agenda.

S0 the opportunity to speak after the
executive director comments would be strictly on matters
nct on the agenda.

And with that, I'11l turn it over to our
executive director, Ms. Cappio.

MS. CAPPIO: Good morning. I have just a few
comments of interest. First, the Governor during his
budget message last week did call for a proposal to
consolidate a number of state functions together, and
included in that overall initiative for streamlining and
more efficient operations and services was the proposal
to consoplidate CalHFA into HCD, the Housing and
Community Development division. We are missing the
details at this point, but we do know that this will be
vetted and reviewed during the next year, and the time
line for implementation appears at this point to be
gometime in the 2013-14 fiscal vyear.

I want to note that the executive directors of

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 8
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HCD, CalHFA, CDLAC, and TCAC have all been working
together since last spring to lock at copportunities and
other kinds of proposals for more consolidation,
coordination, collaboration, and we will just continue
that work, particularly focused with HCD, on how we can
do this. I think we can meet the Governor's intentions
and objectives guite handily.

Next, I think I menticned hefore that the —-
there's been an idea out there for some time about a
permanent source of funding in California for affordable
housing, and this has risen a couple of notches in the
last week or so due to the demise of redevelopment. It
is my intention to work with my sister agencies in
developing a number of opticns tTo kegin to publicly
review with stakeholders during the next 60 to %0 days
in an effort tc bring scmething toe the Gevernor by
spring or summer in corder to make sure that we can fully
look at this and look at practical and workable ways to
make up what is becoming an increasingly small resource
for affordable housing in this state.

And lastly, I'd like to note that two
California Housing Finance Agency senior staff will be
leaving us in the next few weeks. Both Gary Braunstein
and Chuck McManus have -- have decided to leave and will

be leaving the Agency. T want to extend my best wishes

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 9
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and my hearty thanks for a job well done and service to
this Agency over the last couple of years. 2And I want
to extend my best wishes for wild success in your
endeavors in the future, whatever they be. 5So I would
like to make sure that the Board knew that.

That ends my executive director comments.

ACTING CHAIRPERSON CAREY: I think the Board
shares in that appreciation for both Chuck and Gary and
all the —-- being with us and all vou've done through the
pretty challenging recent years as an Agency.

--00o--

Item 2. Approval of the minutes of the Octocber 18, 2011
Board of Directors meeting

ACTING CHAIRPERSON CAREY: With that, we will
ask for approval of the minutes of the meeting of
October 18th.

M5. PETERS: So moved.

ME., GUNNING: Second.

ACTING CHAIRPERSON CAREY: Moved and seconded.
Any discussion?

Roll cail, please.

Ms. OJIMA: Thank you.

Ms. Creswell.

M5, CRESWELL: Yes.

MS. OJIMA: Mr. Gunning.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 10




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

11

CalHF A Board of Directors Meeting — January 19, 2012

MR, GUNNING: Yes.

MS. OJIMA: Mr. Hunter,

MR. HUNTER: Yes,.

MS. OJIMA: Ms. Carroll.

MS. CARROLL: Yes.

MS. OJIMA: Mr. Shine.

MR. SHINE: Abstain.

MS. OJIMA: Thank you.

Mr. Smith.

MR. SMITH: Yes.

M5. OJIMA: Ms. Peters.

MS. PETERS: Yes.

M5. OJIMA: Mr, Carey.

ACTING CHATIRPERSON CAREY: Yes.

MS. OJIMA: The minutes have been approved.

ACTING CHAIRPERSON CAREY: Thank you.

--alo--

Item 13. Public testimony

ACTING CHAIRPERSON CARKY: With that, then, we
will allow some time for public comment on cther
matters, particularly NACA representatives. I'd like to
ask a —-- make a couple of points of order.

First, our agenda time ig limited, so we'd ask
you to be concise and to the point and not repetitive.

We'd ask that each speaker come forward to the speaker

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 11
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table, and if you've given us a speaker card, just giwve
ug your name, and then we have the information we need.
If you have not, then we'll need your full name. These
neetings are —-- there is a transcript created for these
meetings, so we need accurate and full information from
each speaker.

With that, we will have fhe first speaker from
NACA.

MR. WHITE: My name is Martin White, and I am
a regional officer of NACA. NACA, Neighborhood Heousing
Assistance Corporation of America, is the largest home
modification program in the country and the largest
counseling service in the country. We have several
speakers that would like to speak, and then T would like
to. You have the list of names cf speakers that yeou can
call.

ACTING CHATIRPERSON CAREY: I have four names.
I have Martin White. I have Amber Lewis. 1 have Joy
Lavis and Shirley Campbell.

MR. WHITE: Will you come forward.

M3, CAPPIO: Excuse me, Mr., White,

MR. WHITE: Yes, ma'am.

MS. CAPPIO: You're welcome to sit at the
podium with the microphone.

MR. WHITE: Okay. Good.

Baniel P. Feldhaus, CSR, Inc. 916.682.9482 12
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MS. CAPPIC: It would help us out.

MS. DAVIS: Okay. Good morning, Executive
Director Cappic and Board of Directors. My name is Joy
Davis. I am an office manager in our Northern
California Oakland office.

And the reason why we're here today is we
wanted be able to address the Board to have your staff
work with NACA. Our reach is very extensive. We have
over 2.3 (zicg) members within our organization. We do
help members with home saves and saving their hcmes as
well as purchase programs.

We know that CalHFA has been working with
individuals to save their homes, and we would like to be
a part of what you're doing and to be listed as one of
your providers. We change the lives of many
Californians and elsewhere as we have offices all over
the country. What we're asking is to be able to partner
with you to make homes more affordable for individuals
as well as to allow individuals who have worked so hard
to get into thelr homes to keep their homes.

With this present state cf economy being what
it is today, 1t is very hard for individuals to make
ends meet, to meet their mcrtgage. I hear horror
stories of individuals who have to make the choice of

buying fcod or paying their PG&FE or paying their

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

What we are asking 1s to be teken into
consideration, to be a part of what vou're doing, to
allow us to help others just as you are doing bhecause we
have a very extengive reach. Our CEC is very adamant,
and we are an advccacy program as well. 5o we're hare
to help people, and we ask that you allow us to do this.

Thank you.

ACTING CHAIRPERSCON CAREY: Thank you.

MR. CABEZAS: Good morning, Executive Board.
My name i1s Rigobherto Cabezas, and I'm here to witness to
what Ms. Davis just stated.

About Octeber '09 I had an oppertunity to
regigster for a workshop with NACA, and my leoan at that
time was wvariable. And at the moment when I
participated, T was paying 7-and-a-half-percent
interest. My mortgage payment was about $2700.

I had attended a workshop. They guided me
through the process, and they were very professicnal and
gentle with me. I followed the instructions. It tock a
yvear, from QOctober 09 to October '"10, when T had the
extreme good fortune to attend a NACA event here in
Sacramento at the fairgrounds. I have never seen so
many people. It looked like a pilgrimage. Easy I saw

abcocut 17- to 18,000 people the moment that I was there.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 14
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Because I had already done all my paperwork,

they sent me home. I slept in my van at the parking

lot. I would not leave. 4:00 a.m. I did the line where

they told me to go to. AL 8:00 a.m. I was in front of
loan officer from Bank of America. The loan officer
asked me to produce one piece of paper. I had to go
back tec San Torenzo where T live to get that paper. I
brought it back. I came back by like 3:00 p.m. They
saw me.

2nd I don't know how to put this. From 7 and

a

a half percent go down to 2 percent fixed for 25 vyears.

That saved my home. That saved my family. I'm at the
brink of tears. This 1s what NACA does. Please allow
NACA to work with you, and you will make more minor
miracles happen.

Thank you so much.

ACTING CHATRPERSON CAREY: Thank you.

MS. CAMPBELL: My name is Shirley Campbell,

and I was alsc at the event in October of 2010, I'm a

business owner, and my business had shrunk in the year.

So I did have five employees. I was down teo one and a
half. And so I applied. T went through the whole
process on the fair -- at the fairgrounds.

T was very impressed with NACA's abllity to

handle these large numbers of people. They used

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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technology to the greatest advantage. And we were up
all night. It was a very long, stressful weekend, just
the waiting and the waiting. It was because there were
so many pecple in line. Everything was crderly. There
were a lot of volunteers there to move people through
Lhe process.

And in the end, I got an interview with the
Bank of America, and they offered me a reduction in my
interest rate. Amounted to about $200 a month. It went
and -- it's taken 16 months and quite a lot of
persistence, but I believe it is final now as of January
1st, and it's going to be 2.75 percent, having been
about 6.75 percent. And it every bit helps in my budget
because I'm still trying to keep my business floating,
and I have quite a lot of debt because of the business.

S5c I'm grateful to NACA. I consider —— I
respect them for the work that they do, the way that
they treat the people that came through. And I weculd
urge that they be allowed to participate in the programs
that you are servicing.

Thank you.

ACTING CHAIRPERSON CAREY: Thank vou.

MR. WHITE: Again, my name is Martin White.

You've heard from pecple who have come through

our program. You see other people behind us who have

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 16
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worked with the program. NACA i1s the largest counseling
agency in the country. We have modified several
hundreds of thousands of -- cof loans over the past two
and a half years. We started in -- in May of 2008. We
have counseled over a million people during that period
of time. You have heard of the ~- the modification
programs at the Cow Palace, 50,000 people. That's NACA.

We have reviewed your programs for assisting
people who are unemployed and cannct make their
mortgages, people whose houses are underwater and need a
reduction in their principal amocunts, people who have
lost their homes but are still with the bank and could
be saved if their homes could be returned to them if
their homes were zble to bring their debt up-to-date.

Those are egsentially the three programs that
vou have $1.8 billion to handle. NACE has a
sophisticated scoftware system that could assist the
State in underwriting those loans which applicably --
which potentially apply to this state.

Now, we work all over the country, but within
the next month we're going to have a hundred thousand
people in California come through our program. Okay.

As far as we can tell, ockay, this program is not off as
robustly as could be. And I know fLhat what happens is

the feds give us money, and we reduce our staff, and it

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 17
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gets really hard to move all of that thrcugh. But NACA
has been getting money from the feds tToo Zo help you
move it through, okay.

We get money from HUDP. We alsc get money from
Nelghborhood Works, ckay. And with your staff on one
side, what we could do is in our —-- in our sessions,
when we have these 20,000 pecple moving through us that
we counsel and we —- we help underwrite, we can gelect
those people who meet the criteria of your programs,
Because a lot of the people who fall out -- we're able
to do one ocut of four, one out of five pecple. But a
lot of the people who fell out, they fell cut for the
exact reasons that you have money for, ockay. And we
will be able to direct those pecple, okay, to your
people, having done all the paperwork, having done all
the underwriting. OCkay. 8o we think that it's
esgssential that -- that this Beoard direct their staff to
work with us.

Now, Director, Madame Director, therse were two
people, Di Richardson and Linn Warren, and we invited
them to come to our San Jose event., And they refused to
come. And we -- we Invite you to come te our San
Francisce event since that's going to be the close one
that happens February 2nd through February éth. Okay.

We will have events in Los Angeles, San Bernardince and

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 18
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San Diego in the next 30 davys. Okay.

Now, this programming, this type of thing,
fortunately seems to be winding down. I'm not sure if
we're going tc come back to California again. We're
going to do 40 of these this year, 40 such events. But
in those four places, cver a hundred thousand
Californians will be there. Okay. If 10 percent -- 5
percent of tThose pecople fit your programs, then we will
massively move your procgrams up.

Our computer systems -- and if you come to our
workshops, what you have is about five or six hundred of
our staff sitting on one side and three or four hundred
of the banking staff. So we have major contracts with
all of the banks and all the major and mincr banks,

So what would happen is that we would review it.
When we determine that a c¢lient could be helped by vyour
program, we would —-— we would do the underwriting for
your program to make sure that they met all the criteria
of your program. If your staff were there -- if your
staff were there, then into their computer would come
our underwriting. Okay. If they agreed with our
underwriting -- and we also verify at the same time that
we're underwriting, they agreed with that, then we could
then send what vou're doing to put into the program and

what the bank's going to put into the program together.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 16
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We would send vour work as well as our
underwriting to the bank and say the State of California
is prepared to reduce the principal by 35 percent if
you'll reduce it by 65 percent -- I'm not sure which
side of that scenario goes. But we have been getting
reducticn in principals, and we think we can get more if
the State were participating, particularly -- we're only
talking about California.

Now, we know that there are other hardship
states, and we're working with them. But we haven't
been able to work successfully with California. Now,
NACA in the past has worked very closely on other
programs that you've had in ocur purchese side and for a
number of years. And then on the purchase gide we kind
of ran cut of money for a little while so we —-- we kind
of stopped there. We do have a relationship with you.

I looked through your Web site. I saw nothing
on us in your -- In any of vour materials, but we're
located in L.A. We're lccated in Oakland, Califcrnia.
And we have offices there that operate six days a week.
We give workshops four Times a meonth, Jjust general
workshceps on, on -- on purchasing and cn home -- what we
call our home save program, saving their homes.

So I've been asked to ask you to direct your

staff to sit down and work with us so that we can get

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 20




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

21

CalHFA Board of Directors Meeting — January 19, 2012

them in these next four ventures that we have in
California so that we can bring this program to the
attention of the California person who most needs it,
okay, so that we can provide the expertise that we have
to supplement the staff that yvou do not have to get it
through. Because I calculated that in one of the
programs at your current rate, quarterly rate, it would
take yvou 35 years to spend that 700-and-some millicn
dollars. Okay. Ycu're suppcsed to handle a hundred
thousand people through this program.

If we did this program for five vyears, NACA
could help you with your 20,000 people & year or 30,000
people a year. We have -- we have that capacity. Okay.
We work with every major bank. You can call any of the
banks, Fannie Mae, Freddie Mac, those -- some of those
banks are now out of business but still servicing the
major servicing companies. We're there. QOkay.

And I'm open for any questions that you might
have.

ACTING CHAIRPERSON CAREY: Questions?

Ms. Peters.

MS. PETERS: Thank you all for coming. I
appreciate you taking the time and collecting so many
people to talk to us.

I've been teo a lot of these events —--— not
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yours in particular personally -—- but I live in Los
Angeles and have participated in a lot of the events
down there., And it is a massive undertaking, so I
really appreciate you taking the time to put on those
events.

Could you teil us more about -- you were
talking about how many people you see that would fit our
programs, That our programs would be designed for. Can
you tell us a little bit about your existing system and
if there's any way to cull people who have been through

your program before and give us a heads-up on those

folks?

MR. WHITE: So some of those people whe have
missed the -- yeah, we could. We can, okay. And
that's -- that's -- we could gc through our database of

the people who we've interviewed in California who have
not been able to get into -- gc through the normal
modification program because they had one of those
issues that there is in your program and bring them back
to the table, ves, we can.

We have an extensive underwriting system
that's able to link directly. We link directly inte HUD
for all our HUD reportings. We link directly inteo the
Neighborhood -- Neighborwcrks. We link directly into

each of the banks. The banks are sitting there. When
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we finish with our underwriting, we press a button, it
goes to the bank. The people then are sent to the other
side. Then the bank calls them up and then discusses
their problem and takes our analysis and makes a
decision at that time. Okay. So, ves.

MS. DAVIS: In addition to that, ma'am, we
have at each of our maljor events that host —-—- and we
just left Atlanta. We saw 3,000 people on one Saturday.
We have taped testimenials of each event, so there are
thousands upon thousands of testimonials.

MS. PETERS: Yeah, we're very, very well
aware —-—

MR. WHITE: Okay, ves. And of course —--

MS. PETERS: —— of the events. I'm getfing
down to the --

MR. WHITE: Yesah.

MS. PETERS: -- weeds. If we wanted to do
gsomething --

MR. WHITE: Can 1 get back to those people --

M8. PETERS: -- how do you punch that button
and get us those people who we -- you've already done
the leg work to --

MR. WHITE: Identified.

MS. PETRRS: —-- identify that we can help

right away?
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MER. WHITE: Right. Well, the question is --
is are you geared up to handle the lcad that we might
send you? If I sent you 5,000 people, how would vou
handle it?

MS. PETERS: That's a gquestion for another
day, and that's not --

MR. WHITE: Okay, well --

MS5. PETERS: -- on the agenda, but IT'm very
happy To hear that you can press a button and --

MR, WHITE: Okay. But --

MS. PETERS: -- and start that conversation.

MR. WHITE: -- remember that this is only a
part of the process. They still need tc go back to
thelr bank.

MS. PETERS: OCh, of course.

MR. WHITE: Okay. And -- so --

MS. PETERS: I understand all of that.

MR. WHITE: And so what we would —-- what we're
suggesting is that we weave you inteo our actual fabric
go that we -- so that it comes from the underwriting
table there, okay, has vyour approval, goes to the bank,
allows the bank to agree to all the ccmponents of the
preoject, and then —--

MS. PETERS: We understand the program -—-

MR. WHITE: Okay.
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MS. PETERS: —-- very well.

MR. WHITE: Okay.

MS. PETERS: Sc I'm just trying to identify
how can we catch all those people that were missed in
the past. And vyou've told me --

MR. WHITE: Yes.

MS. PETERS: -- and we can work on that.

MR, WHITE: Okay.

MS. PETERS: So that's —-- that's great. And
those pecple in the past that have been at events that
you identified as, you know, having that -- needing the
catch-up payment or needing, vyou know -—-

MR. WHITE: Right.

MS. PETERS: -- something that we provide,
what have you told them about our programs 1n the past?

MR. WHITE: Let me tell you --

MS. PETERS: Where do they go?

MR, WHITE: Let me =--

MS. PETERS: Do vyou just —-

MR. WHITE: Let me ——

MS. BEETERS: -- go "good luck," or do you —-

MR. WHITE: No, no. Let me tell you --

MS. PETERS: -- give them our phone number, or
how does that work?

MR, WHITE: Let me tell you that your program
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is the least advertised program in the country. I mean,
I'm a housing professional. I've done consulting work
for -- for you guys, for the State of California. I
didn't know ebout this program until Just the other day,
until I was told that we were going to have tc come

and -— and -- and get invelved. But -- our national
office knew, but T didn't know. But I'm a housing
professional out there working every day with people,
and I didn't have anything to tell them. Okay.

We've talked about the short refi programs of
the federal government, the new -- the programs that the
federal government is doing right now. In fact, I went
on your e —- on your Web site, and I could not see how I
would apply. There was no application form. How do I
apply? How do I get into your program? I looked and
looked to see how do I get into this program? Okay.
There was no referral thing. Even 1f you took my name
and 1t referred out, there is no place there for that.
Okay.

S0 -- so0 -- so I did not know. We have not
been telling them anything because we have not really
known at the local level.

MS, CARROLL: Well, we would love fo change
Lhat immediately.

MR. WHITE: OQOkay. If we had known that, we
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would have changed it.

MS. PETERS: Great. Thank yvou very much for
your time.

MR. WHITE: Yes.

MR. CABEZAS: Thank vou.

MR. WHITE: Are There any other —-

ACTING CHAIRPERSON CAREY: Yes.

MR, GUNNING: I'd like tc¢ echo Ms. Peters'
comments. Thank you for coming. Certainly as a Board
member it's good to hear the voices from folks who are
working in this troubled economy and trying to make a
difference.

My question would be have you formally applied
to us at any point Lo work within our program? I know
you just said you were aware of the program, but there
was a process to get people and organizations involved.
Is thig --

MR. WHITE: Yes. We've —-- I think I teold you
the two people that we went tc to come into the program,
that we invited, so that we could =-- so that we would
formally become a partner of fhe program.

MR, GUNNING: What was the outcome of that?

MR. WHITE: And we were denied. That's why
we're here. That's why we're here.

MR, GUNNING: Thank vyou.
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MR, WHITE: OQkay. Yeah, and -- my boss just
told me to do cne thing. She said we would really
appreciate the Board to make a resolution to staff to
work with us. And we really would like to get a —-
because of our previocus -- and as Claudia has said, she
had not been in contact with us. Her staff had been in
contact with us, and it had not risen to her level as
of -- as of yet. S8Soc we like to see you direct Claudia
to work with us. She has already said she would, but --

ACTING CHATRPERSON CAREY: Thank you very
much. Before I ask Ms. Cappio teo provide some comments,
Just let me mention procedurally, we are constrained
under the laws of the state as a —-- as a public board
and cannot take action on anything that's not noticed
ahead of time on the agenda.

MR. WHITE: Yeah, okay. Yeah.

ACTING CHAIRPERSCON CAREY: So we —- there's no
possibility for a resgclution or formal action ¢f any
kind simply because cf the constraints of state law.

That said, I will assure you that this Board
has a strong interest in the effective and -- and early
use of the Keep Your Heme California, fthe Hardest Hit
funds, and will encourage the entire Agency to look for
opportunities to -— to get that money out there.

Ms. Cappilo.
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MS. CAPPIO: Yeah. I want to echo, thank you
for being here and letting us know how you work and how
many pecple you've helped.

To me, it was very obvious that we're all
doing the same worlk and that we should find
opportunities to connect and -- and help each other out
as much as I —— as we can. Obviously you know we are
trying with everything we have to make sure that that
money gets distributed. The wonderful thing is we have
the time, albeit it's really important to do
immediately.

I ook forward to meeting with vou and lccking
at the opportunities to connect. And, again, I
appreciate your being here and presenting before us
today. Thank vyou.

MR. WHITE: Thank you very much.

MS. DAVIS: Thank you for your time.

ACTING CHAIRPERSON CAREY: Yeah, thank vycu
all.

MR. WHITE: 2And, Claudia, you're going to make
an appolintment with us tomorrow?

MS. CAPPIO: Teday.

MR. WHITE: Teday. We will be in —-— we will
be in town today.

MS. CAPPIO: The Board is my witness.
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(Laughter.)

MR. WHITE: Ckay. We -- you will be available
2:00 o'clock, 3:00 o'clock?

MS., CAPPIO: I will not ke available today,
but I certainly can ccnnect with you today, but with my
assistant, and we can put something on the calendar.
How's that? T mean, within a couple of days.

MS. DAVIS: Thank you.

MR. WHITE: Okay.

(Applause.)

MS. CAPPIO: Thank you.

Yeah, we're going on to item 4. Prior te the
announcement of item 4, I wish to make clear to the
Board and to the audience that during the last —-
between the time from the last Board meeting to this
Bcard meeting, our beloved finance director, Bruce
Gilbertson, retired at the end cf the year, and the very
able Tim Hsu has taken over as interim and wanted to
make sure that that transition was clear to you all
prior to the next item because Tim will be presenting.

ACTING CHATRPERSCN CAREY: Actually, one of
the disappointments of canceling the November meeting
was we didn't really have a chance to cofficially express
our appreciation tc Bruce and also cur appreciaticn to

Tim fer stepping in.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 30




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

31

CalHFA Board of Directors Meeting — January 19, 2012

But we have that opportunity teday, so, Tim,
thank you for stepping up to the challenge. We lock
forward to more colorful charts in the future.

MR. HSU: I may have fto disappcint you today.

Too many words on here. But I think, as you all know,
Bruce 1s a tough act to follow. As every professional
athlete 1s trained to say, T will play hard, I'll give
you my 110 percent, and I'll take it cne day at a time.

I appreciate —--

MR. SPEARS: Were vou watching Bull Durham?

MR. HSU: I appreciate Claudia's confidence,
and I would also appreciate the Board's indulgence.

-—-o00o--
Item 4. Discussion, recommendation and possible action
regarding the adoption of a resolution authorizing the
Agency's single family bond indentures, the issuance of
single family bonds, short term credit facilities for
homeownership purposes, and related financial agreements
and contracts for services

MR. HSU: Teday —-- at the first Board meeting
of every vear we bring tc the Board the bond financing
resolutions which gives staff The authority to do all
sorts of different things that I'11 go through in the
presentation for the rest ¢f the year.

This year, much like the last couple years,
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most of our financing activities center around these
federal programs that we have in TCLF and NIBP. As
such, before I launch into what the actual resclutions
are, I thought it might be a good idea that we talk
about what's happening in the TCLP and NIBP space.

So the TCLP and NIBP program was officially
extended on November 23rd of last year. NIBP was
extended until the end of this year. TCLP has a
three-~year extension, until December 2015.

There are a lot of terms in the new term sheet
for the extension, but I'm here —-- over here I'm
highlighting socme of the ones that are particularly
relevant tc us. So there's nc market -- there's no
market bond requirement for single—-family issues, and
this is an extremely relevant change for us because, as
you might know, our single-family HMRB indenture is now
rated BBB. So issuing market bonds has always been a
concern for us.

Another one is single-family NIBP allocation
can be used for multifamily, and that's alsc very
relevant for us because, as you might know, our
single-family program right now is on pause.

And they increased the refunding allocation
from 40 percent to 30 percent. So tThis 1s also really

good for us because refunding some of our variable-rate
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honds to take them to the fixed world would mitigate cur
interest rate risk going forward., And there is a --
this —-- this particular regquirement is ¢going to be
extremely relevant as the presentation continues.

They also reguire tThat NIBP be used te refund
TCLP variable-rate bonds 1f possgible. And unlike the
previous extensions, they want to see a preliminary debt
restructuring plan before the extensicn is actually
approved. And that plan is actually due at the end of
this month. At the moment, the official approval of the
debt restructuring plan is at the end of Aprili, but I
think all indication says that they're going toc approve
our plan way before that time frame, and that's simply
the official deadline.

MR. SPEARS: We do have a meeting scheduled
with them tc discuss the plan after it's submitted.

That meeting is scheduled for February 9.

And the only other thing I would add is that
you see the parameters that were described on that
slide. We actually asked for a little more leeway and
tried to push the box out as far as we could, and we
were given some leeway, buf at some point they said
that's as far as you can go. This is in stone, This is
legislation. So at least we asked.

MR. HSU: To err on the side of caution and
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also to -- in the spirit of transparency and -- we are
doing something that's -—— T guess it's a bit unusual.
We're going tc present to the Board here ocur preliminary
debt restructuring plan.

And the reason for that is that, for one
thing, the resolutions themselves are very much part of
the thinkings that we have for our plan. And we have
received preliminary indication that U.S. Treasury
actually likes our preliminary debt restructuring plan,
go we think that this could be the way forward for the
rest of the year. That's why we thought that it might
be a good 1dea to present these ideas early. B2And if
somehow there is resistance to some of these ideas,
hearing them earlier would be a good thing from the
Board.

So the remaining single-family allocation is
$871 million. We have used most of cur multifamily
alleocation. I think we have less than & million deollars
left, so for convenilence I left it out of the
presentation.

out of that $871 million, $465 million is the
refunding allocation. And if you —-- if you —- if vyou
have the inclination teo do a guick math, you'll see that
4¢h 185 more than 40 percent cof 871 because the way that

it did the 40-percent calculiation, it's 40 percent of
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the original allocation, which was one-point-some
billion dellars. And plus we used about $93 million of
refunding in December of last year. So anyway, that
number is —-- 1s right.

And then the rest of that would be -- $406
million would be for the new money allocation. 2And
either of these money —-—- elther of these amounts can be
used for single—-family or multifamily.

At the moment, our plan is to use that
refunding allocaticn of $465 million to refund single
family and then to use the $406 millicn of new money
allocation to do multifamily portfeclioc preservation and
to do multifamily conduit transactions, which, as you
know, the conduit transactions is all we've done last
year.

The tLarget is to present the approved debt
restructuring plan to the Board and the multifamily
preservation program to the Board in March because we
actually think that the plan will actually get approved
way befcore the end of April. That's the target. But
we're not sure if the feds can move that fast with us.

We also thought that it might be a good idea
to talk a little bit about what -- why we want to do
refunding in the single-family world versus multifamily

world or why we're doing refundings at all. So this --
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this is almost an FAQ of -- of the rationale for doing
single-family refunding.

Well, why do refunding at all? The extension
is predicated on a debt restructuring plan being
approved by U.5. Treasury. 2&nd U.S. Treasury had said
very —— 1in -- I mean in klack and white in their term
sheet that vyou must use some of this NIBP allocation,
this 40 percent of NIBP allocation, tc refund TCLP
because, I guess much like the rest of the world, they
want to get out of the funding risk that's related to
supperting a liguidity facility like TCLP. So that is a
TCLP/NIBP extension requirement, sco that's why we want
to do a refunding.

And the second question might be that, well,
why are you doing this in the single-family world and
not the multifamily world? The multifamily world, we
tend to have other options in terms of monetizing our
assets through either securitization or sale of whole
loan.

For example, last year we did a securitization
of cur multifamily loans of $119 miilion that closed in
December, and that helped us tc do a refunding using
NIBP money of 593 million. And two years ago, we did a
gale with Citikank in which we scld them some whole

loans, and that dollar amount was 5985 million. That was
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in March of 2010,

So the point being that in the multifamily
world, we tend to have other strategies that we can sort
of execute, which effectively does mean that we redeem
VRDOs anyway. So having other strategies in multifamily
is very valuable. &nd given that this 40-percent
allocation for refunding is a scarce and limited
resource, Lhe questicon is that, well, where should we
put it? And we chose single family because single
family, unlike multifamily, we don't really have that
many options to monetize these assets.

These —-- and keep in mind these are the very
assets that we keep seeing the delingquency ratios going
up, and recently it's stabilizing a little bit, but to
the degree that we're worried about these assets, it
generally means that other people are worried about
these assets. It generally means that other people
won't pay a lot of money for them.

And then the other constraint that we have is
that the indenture does reguire when we do sell loans,
we sell them at no less than par. So in other words, we
can't sell them for less than a hundred cents on a
dollar. So, again, that's troubling because if we don't
like the assets, other people probably won't like the

assets, and they're unlikely to pay us par for it.
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So those are & lot of sort of some of the
constraints on the single-family side. And you might
alsc ask, well, why didn't we do this last year? And I
think that we menticned that last year there was a
requirement to do a 40~percent market bond to match the
NIBP release. And we have talked to bankers about doing
market bonds on a BBB indenture, and we really didn't
get any fuzzy feelings from that, so that's why we
didn't do it last vear. 8o that's why we're thinking
about it this vear, because there's no market bond
requirements, so we can just simply give all this to the
feds or U.5. Treasury.

And is this geing to be good for HMRB? Yes,
because HMRB actually has $1.1 billion of unhedged
variable-rate bonds as of 1/1 of this vear. 2And after
February lst of this year, it's going to have $1.4
billion ¢f unhedged wvariable debt. And this refunding
is going to target scme of these unhedged variable-rate
debt to get rid of rising interest rigk.

And as an aside, vou might ask, well, why do
we have so much unhedged variable-rate debt? We have so
much unhedged variable-rate debt because we've been
getting rid of our swaps so that we are trying to get
out of the collateral posting risk.

I'll pause for questions after this slide.
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So since I gave vou all the good stuff, what
are some of the bad things that could come out of the
refunding? What are some cf the negatives of the
refunding? Well, as T mentioconed, these —- these assets
are —— we don't like them. Other people don't seem to
like them very much either, and we can't really fetch a
hundred cents on a dollar for them. So when we do a
refunding, this refunding is really nct going tc achieve
investment grade because for tax purposes when you do a
refunding, you =-- suppose you do a one-hundred-dollar
refunding. You're going to take a hundred dollars of
assets. Well, we know that about 70 percent of these
assets are conventionally-insured mortgages, which,
again, is causing a hot of heartburns throughcut the
state.

So there needs to be some
overcollateralization, meaning that we do a hundred
dollars of refunding, there's some —-- there needs to be
some external source of meney that comes in to make sure
that that refunding deal could achieve at least
investment grade.

So 1 mentioned here that that
overcollateralization obviously is to cover the expected
loan losses, for example, or in this case since the deal

ig rated, we need to cover the loan losses that the
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rating agencies' black box -- you know, black box
produces.

And there could be also other rating stresses
on the refunding deal that would make us have to fund
overcollateralizations, for example, reinvestment. At
the moment, for example, when we do a deal like this,
they make us assume that reinvestment rate is zero going
forward., Tt's clese to zero, but it's not zero, as you
know, in real life. And there's alsoc payment lags and
things like that.

What are some of the potential sources for
funding overcollateralization? The —— the ~-- the only
place that we can think of is the unencumbered
gingle-family whole lcans that we hold on the GO sgide of
the ledger. And after that, it could be the Agency's GO
cash, Again, this is away from the single-family
indenture.

And the —-- since I'm saying that we nead to
take assetg and cash from the GO side of the ledger, the
obvious guestion is that is this going te hurt the GO
rating? I should emphasize that in the NIBP and TCLP
term sheet, the U.5. Treasury doegs emphasize that the
refunding cannot hurt our credit rating on either side.
So we're not the only ones who are sort of in this

trying to protect both the single-family credit and the
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GO credit. That's one of their reguirements. One of
the requirements is that the refunding, i1f it were to
hurt either side, they don't want tc see that happening
either.

8o -- so I just want to make sure that people
sort of recognize that we're not -- we're not the only
one who are going to end up having to assert that this
ig not going to hurt our GO, althcugh, I'm going tc
assert it now, there are going to be -- there's going to
be, vyou know, Freddie Mac, Fannie Mae, U.S. Treasury,
.S, Treasury's financial adviser, you know, State
Street Global Advisers. And I bhelieve that State Strest
Glcobal Advisers is going on as a higher cquantitative
consultant. There are a lot of people who are gll over
this, and they're going to have to make the same
assertion that I'm making today, that this is not going
to hurt the GO.

And the reason why I think This 1ls not going
to hurt our GO is that the rating agencies are on
balance much more concerned about liguidity for the GO,
because we are taking ligquidity from the GO side to
post —-- as post —— to swap collateral, than they are
worried about capital adequacy. And that's why vou see
what we're recommending here is that we're going to take

first some of the i1lliguid assets we have under the GO
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to help with the refunding transaction before we take
cash., We're going to try to minimize the amount of cash
we take out of GO to the degree that we can, and we're
geing te take some of the illiguid assets first.

MR. SPEARS: You said you'd stop for
questions.

MR, H5U: Yes, I promised, and I'll live up o
it. So I'll pause for questions before T launch into
the resolution. I know this is unusual for the
presentation of a resolution, but 1t's —-- it's just that
so much of this plan basically is what the resolution is
all about sc that the staff can actually go out and
basically execute the plan.

ACTING CHAIRPERSON CAREY: Questicns?

MS. CARROLL: ©So, Tim, just sc I understand,

sc the federal —-- at the federal level, they're
dictating the split -- what was it, 4L5/65 —- 35/65 or
40/60 —-— in terms of new money —- being able to use this

for new money versus refunding?

MR. SPEARS: The 40 percent.

MR. HSU: Yeah.

MS. CARRCLL: So is there any flexibility in
that, or is that just sort of & hard, fast --

MR. SPEARS: That was one of the things that

we asked if we could do more.
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MR. HSU: And they sald no.
MR. SPEARS: That's a hard stop.

MS. CARROLL: That's a hard rule. There's

no —-

MR. H3U: Tt has --

MS. CARROLL: -—- flexibility there.

MR. HSU: Yeah, I think it has to do --
sometimes we get -— we ask questions thalt we den't

always get very clear answers, but I think it has to do
with their internal legal approval of the -- some cf the
original intents of the program. So NIBP stands for New
Issue Bond Program. So the original intent was that it
was supposed to generate new mortgages. 2And here you
are doing refunding, so it sort of flies in the face cof
the original intent. I can't tell you how they resolve
all that stuff because I don't know, but it has to do
with things like that.

So then that was the first thing we asked. We
sald, "Can we do a hundred-percent refunding? Because
we've got a lot of variable-rate bonds we want to get
rid of."

And they said, "No, this is the best we can

MS. CARROLL: Okay, thank you.

ACTING CHAIRPERSON CAREY: Other gquestions?

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 43
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MR. GUNNING: Tim, what's your sense of timing
for doing &ll this? First part of the year or what? 1T
know we have the deadlines.

MR. HSU: That's a really geood guestion. So
what happened -- let me stop on a slide that has all the
positives.

Last Wednesday —-- as I mentioned, they —- they
have a requirement that we go -- they have a requirement
that we submitf a preliminary debt restructuring plan by
the end of this month. And last Wednesday, like a good
teacher, they wanted to have a zall to check in on how
you're doing. So they —- because they wanted to do
that, 1 wrote a rough outline, which is -- which is
basically what I'm presenting here except there's a lot
more words, and I think you appreciate that.

And —-- and —-- and apparently they really liked
the plan. They really liked the idea that we are going
to use as much of the refunding as we can, and we are
trying to scrt of suppcrt the same theme that they are,
that the refunding is —-- can't be negative on either
side, and it could actually have a fighting chance of
being positive for both sides too.

2nd I also asked the question from this
call -- because I wrote them an outline. They liked the

outline. They iiked it. As a follow-up, I asked the
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question, I said, "Look, 1f we all believe that this
plan is really good Lor the Agency, why wait until March
to approve the plan or wait until April to approve the
plan and have the refunding happen in summer or fall?
Why not let us do this sconer rather than later so we
can catch the benefits of this refunding for our
upcoming annual credit reviews with the rating
agencies?”

So -- so we just got word a couple days ago
that they would do that. They would expedite the
approval of our plan, and they would accommodate us
trying to do the refundings in the March to April time
frame, catch the benefits of going into the annual
review for S&P, which I expect to be about April or May
time frame. And the Mocdy's review probably will be
late summer to summer time frame. So the idea is 1f we
get this done and we think -- and if you're right that
this is actually good for the Agency, both credits, why
not get a head start on reaping the benefits of these
refundings?

8¢ we think that if all gces well today and
getting our plan approved, I'm hoping that we get this
done the end of March, April.

ACTING CHAIRPERSON CAREY: Other questions?

MS. CARROLL: Yeah. Just so I understand the
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structure, so -- 50 when vyou refund bonds, will vyou
actually be refunding them out of the criginal
single—-family indenture into the new indenture, and so
then they will become —-- they will no longer be held by
the Agency? Or they will still be held? Are we
amending the indenture so vou hold mortgages, those
mortgages? Or 1s it going to be the same structure of
the New Issue Bond Program where we're not -- the Agency
isn't holding these mortgages anymoere —-- that are
assoclated with the bonds, I guess.

MR, HSU: Okay. That's in the resolution.

MS. CARROLL: Okay.

MR. HSU: OQOkay. Sc¢ what we're doing is that
the -- the single-family indenture HMRB is holding all
these whole loans that we're trying to refund. We're
going to take mortgages out of HMEB, and we're goling to
put it under an indenture where the NIBP escrow is
sitting at, and that indenture is called RMRB. Except
that indenture, we stipulated with the Board's input,
that we couldn't do wheole loans in that indenture. We
could only do MBSes.

So what we did was we went into that RMRRB
indenture, which, again, only stipulates that -- at the
moment which stipulates that only MBSes are allowed —-

and we sort of put in walls to make them into duplexes
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and triplexes so that -- so that -~ so that, you know,
there are three -- instead of a one-family home, now all
of a sudden it's a three-~family home.

And under cne of the triplex is going to be
the loans that were fransferred from HMRB and into this
triplex. And that triplex, though, will ke a special
obligation, much like the HMRB is and much like the
original RMRB is. Sc to the degree that we take loans
from there and then put it into that triplex and the
deal closes, there should be no recourse in terms of
credit risk back To the Agency.

MS. CARROLL: Okay. Because they're then
guaranteed by the federal govermment in essence? No.

MR, HSU: I den't think they're gquaranteed.
It's gimply that the federal government 1s the purchaser
of special obligation bonds that ~-

MS. CARROLL: Ckay.

MR. HSU: -- have nc recourse back to the
Agency.

MS. CARROILL: Right.

MR, HSU: 5o to the degree that we've
overcollaterized it enough, they will prohakly -- you
know, they will get paid all their principal back and
interest over time. And to the degree that somehow it

wasn't enough, then they are bearing the credit risk.
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MS. CARROLL: Okay. 0Okay, I see what you're
saying.

And then what does that do to future sales?
Like if you go ahead and do some new money, additiocnal
new money, how does That impact the credit there? Is
there any impact to the credit when you put money into
that indenture?

MR. H3U: So then the cother triplex --

MS. CARROLL: Okay.

MR, HSU: -- is the new money for multifamily
that we might do. So we haven't said a lot about what
we would do with the multifamily because at the moment
we're trying to focus on deing preservation, which Jjust
means that we're helping the existing portfclio
refinance with us. So that triplex would be isovlated
for multifamily, and it will loock a little bit odd
because the indenture ostensibly will have sort of a
name that sounds like a single—family hcomeownership
indenture, but we will create a triplex that will ke
exclusively used for multifamily. And that indenture
could take, say, GSE-guaranteed loans, or it could also

take risk-share loans.

MS. CARROLL: Okay. 2&nd will -- sc then the
credif markets --— assuming we eventually sell some of
that, I guess that's another question -- so that the
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amount that's reserved for new money that the federal
government has said reserve that for new money, does
that still have the 40-percent market on it? No.

MR. HSU: No.

MS. CARROLL: That's taken off.

MR, HSU: 1It's all gone now.

MS. CARRCOLL: Okay.

MR, HSU: With that reguirement being
eliminated, it opens up for us all these refunding
options which have been very frustrating for the last
couple years. And -~ and as much you may want to say
about the federal government being hard to work with,
these are some of the things that we asked for for the
last two yvears. TIt's better to be late than never. And
they —-- they finally came around to realize that having
the market component really was -- was really a
hindrance to our ebility toc use the tools that we have
to do with, best we can.

MR. SPEARS: A couple of thoughts. Originally
when NIBP was approved a few vears agce and we had this
discussion with the Beard, the idea was we would have
new money for single family and a new indenture. And I
think we all felt very strongly that if we're going to
do new loans, that we wanted not to have anything to do

with whole loans and new loans would be MBS.
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Thig is a little, you know, something that we
didn't really anticipate because we've been told, no,
you can't refund. Now they're sayving yes, which is a
good thing. So we're amending the previcus amendment to
make the triplex, to make a small home for these whole
loans that we have that we'll overceollateralirze.

The cther thing that's unusual is these bonds
are already sold. The United States Treasury has bought
these bondsg already. The money is sitting in escrow,
and what we're tryving to do is get the approval process
with Treasury for the use of the money.

MR. HSU: 1It's sort of like we're converting a
short-term financing that's already funded into a
long-term financing. It's my expectation that beth of
these additional units in the triplex will have nc bonds
in them that come from capital markets. They would only
be NIBP-exclusive homes., The coriginal unit does have
market bondsg in them, and they will stay there, but the
additional, the additional, units in the triplex would
only have NIBP., That's right.

ACTING CHAIRPERSCN CAREY: Cther questions or
comments?

MS. PETERS: Clear as a bell as usual.

Really, thank you, Tim. We lock forward to working with

you. You always explain everything so we can understand

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 30




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

51

CalHF A Board of Directors Meeting — January 19, 2012

it, and we appreciate that.

MS. CARROLL: Thank you.

ACTING CHAIRPERSON CAREY: And I've come to
associate the full-color charts with bad news, so.

MR. HSU: 1I'll have to add scme next time.
It's prokably because we're dealing with resolutions and
it's —— it's -- we should put charts in resclutions,
Victor.

(Laughter.)

MR. JAMES: We know that.

MS. CARROLL: Thig is very goocd. I do have a
general guestion just about approving -- the Board
approving sale resclutions. So I don't know if this is
a good time for some general guestions?

ACTING CHAIRPZRSON CAREY: Sure. Go ahead.

MS. CARROLL: As those of us in the municipal
bond world know, there's been great emphasis on
disclosure. The SEC has been really looking at issuer
disclosure and have focused on it, shall we say, over
the last year. And there have been some actions taken,
pretty isclated cases, but it has really raised all of
our awareness about disclosure.

So in this particular case, we as a board
approve you to go forward as staff, and, we, you know,

put parameters around sales, but thern you prepare all
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the documents and the Board really doesn't see -- other
than the resolutions, doesn't see those documents and in
particular the disclosure documents. T know in at least
one of the cases there was a public board that sort

of ==~ there was discussion about what their
respongiblility in disclosure might be. So I'd like to
maybe hear one of your counsel's comment on what the
CalHFA's Roard's responsibilities would be with respect
to your disclosure documents.

MR. SPEARS: And yecu're talking about
specifically the offering documents, the cofficial --

MS. CARROLL: Yeah.

MR. SPEARS: -- statement that goes out that
bondholders see and the public sees.

MS. CARROLL: Right.

MR, SPEARS: We have both Stan Dirks and
Howard Zucker here frcom our bond counsel.

MR. ZUCKER: Who's first? 1I'll start.

Katie, if vou'd just give me 30 seconds. I
just wanted to add one thing to the prior discussion as
to why we needed a triplex, okay, because it's highily
unusual.

Bagically, the lawyers at the Treasury
Department have taken the position -- which can be

debated, but they're the final arbiter of this
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question -- that basically any bonds under NIBFP had to
be lssued before the end of '09, and they cannot be
refunded in basically a different resclution or
indenture.

And so the Walderf concept basically is a
glorified version of having three resclutions under one
umbrella resolution where the bonds were corigilnally
igsued, and then there'll be —-- the new bonds will be --
the old document will be amended to provide all these
additional facilities fec amend the existing indentures,
existing bonds, that are in escrow to do some
multifamily deals and tc do single-family refundings,
but that is the only way 1t could be done. And a couple
issuers last year in the state of New York did this
Waldorf concept —-- walled off, but said fast it became
known in New York as the Waldorf, and it sounded very,
very glorified.

So 1t's been done, and it's -- it sounds much
more complicated than it should be, but that -- it all
derives from the Treasury's position that it has to --
the new bonds, what are functionally new bonds, have to
stay in the original indenture.

With respect to your gquestion on disclosure,
the situations the SEC has looked at over the last ten

years, including Orange County and including City of San
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Diego, both obviously in California, were situations —-
were somewhat unusual situations. 2And certainly in San
Diego, going back about ten years, it led to a number of
even criminal indictments. So there was a lot of actual
bad knowledge, actual bad actors, and that's not the
typical event.

So the question vyou're asking, basically, as a
Board member, you're delegating to the staff and its
outside consultants the preparation of an official
statement, and what is your responsibility ags a Board
member?

You kncw, basically the Orange County report,
so-called 21(a) report that came cut about ten years
ago, basically said that if board members, in that case
city council members, were —-- had actual knowledge or
were reckless, they could be liable.

But I think the general concept is absent
actual kncwledge c¢f a problem and absent closing vyour
eyes, that assuming there is an ability to say the Beoard
members reasconably relied on professional staff and the
outside consultants, including law firms, in this case
Orrick and Hawkins and -- and others, that -- and
there's processes in place at the staff level to review
things, the Board members, you know, are okay, I mean if

you have reasonable reliance.
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And it's logistically impossible in most cases
where issuers are active issuers for the Board from a
timing perspective, since you only meet every two months
and disclosure is a dynamic process and things are
constantly changing, to have, you know, day—-to-day
intimate involvement typically.

And certainly speaking for state housing
finance agencies, the way you all have been doing it is
consistent with the market standard for HFAs and I think
generally consistent with issuers in general, but it
really comes down to what's referred to by the SEC in
the market as reasconable reliance, do you have a basis
to reasonably rely cn the people who are performing the
task of putting together the offering document.

MS. CARRCLL: On some of the other becards that
I git on or that I have some responsibility for, vou
know, it's been interpreted that the bcard has to
approve more bond documents, but in this particular
case, can you comment on what the Becard's respcensibility
would be in terms of reviewing an official statement? I
mean, are -— 1s that something if -- has the SEC made
any comments about whether the Board needs to have
actually reviewed an offering document?

MR. ZUCKER: Well, the last statement that

they really made was back in the Orange County report,
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but they made very clear that if a board member, their,
you know, governing body member because 1t was the
county supervisors, 1f they had actual knowledge of a
problem, they had a duty to inguire that it was
addressed. 0Okay. But if they had no reascn to think
Lhere was a prqblem, okay, they did not have an
affirmative duty.

In the for what it's worth department, the SEC
is likely to isstue a new interpretive release by the end
of September that would update a 1994 release dealing
with disclosure generally and in part specifically
underwriting responsibilities, but i1t addressed other
things.

MS. CARROLL: Right.

MR. ZUCKER: And one of the issues that the
National Asscciation cf Bond Lawyers and cther
organizations have asked the SEC to expressly address in
this interpretative release is the issue that you raise.

So prior te getting to that release, so
whenever it comes out, I think more or less the
interpretation by most c¢f the major law firms who
practice in this area, and Orrick and Hawkins are
certainly twe cf those firms, has been that if there's a
reasonable basis for the members to rely cn the staff,

the outside consultants, absent actual Xknowledge of an
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actual problem, that Board members are entitled to rely
on their staff and consultants.

MS. CARROLL: And then the other guestion,
just teo clarify roles, a lot of issuers are like —-
there have been several issuers that have gone out and
engaged disclosure counsel. Some already had disclosure
counsel onboard, but with some of the discussion and
actions taken over the last year, T think there's a
heightened awareness of disclesure counsel.

The Agency doesn't employ disclosure counsel,
but I don't know that that means there isn't a counsel
that's overseeing disclosure. BAm I correct? As bond
counsel is that one c¢f your duties?

MR. ZUCKER: Well, I would just say —-- and
then I'11l certainly allow Stan to make his comments --
although there is not generally in your deals, and
certainly not in your program bonds and entity law, a
firm with that title.

MS. CARROLL: Right.

MR. ZUCKER: Between the law firms, we, I
think -- it's fair to say we perform that function. And
each firm certainly has a lct of experience being
disclosure counsel. 8o it's really more the function
than the title. And, you know, I speak for myself, but

alsc I can tell you observing Orrick in practice, both
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firms take that role, that function, extremely
seriously. There's a lot of debate and -~ esgpecially
the last few years a heightened debate and review, and
so the functicn of disclosure without necessarily the
title of disclosure counsel has been performed by our
two firms.

MS. CARROLL: Thank you.

And then one last question. The other thing
that's come up is the existence of procedures. Do -~ do
issuers have a process and procedures in place? And so
I would ask the Agency staff do we have procedures in
piace for how we approach digclosure and the review
levels? There is actually -- I think NABL has been
participating in this, and there's actually =-- with New
Jersey and so on, there are actually sample plans out
there --

MR. ZUCKER: Yeah. That's something ~-

MS. CARRCLL: -- floating in the community.

MR, ZUCKER: -- Tim and T are involved in.
I'll take the first crack at that.

A lot cf this derives from the remedies for
San Diego, which is part c¢f the settlement with the SEC.
And we came in as -- after the start of the
investigation in San Diego as general disclosure counsel

to the City of San Diego, but part of the remedy with
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the SEC wasg that the City had to adeopt formalized
procedures on how to -- and training on how to address
disclosure and, you know, very formalized procedures.

Now, there again, there was some very bad
things that happened.

MS. CARROLL: Sure,

MR. ZUCKER: So based largely on some
procedures in Sarbanes-Oxley, a very detailed, very
formalized procesé.

Other issuers have adopted -—- Rhode Island
after the SEC's investigation of its pension fund
disclosure problems just instituted formalized
procedures, formalized training. The City of San
Francisco, although it had no such problems, has
instituted a lot of those things.

And when the New Jersey —-- State of New
Jersey, which became the first state to be accused of,
let's say, disclosure problems relating Lo its pension
fund, but generally for a state to be accused by the S5EC
of having a problem. Whereas in San Diego the SEC toock
the position that the remedy was this enhanced,
formalized procedures, enhanced training, in New Jersey,
actually the SEC expressed it as the cause of the
problem was not having these things in place and things

were falling through the cracks. Now, that's a very
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benign reading of the facts in New Jersey, but that is
what was said in the final order.

Sc certainly many big issuers have beqgun
adopting things patterned after San Diego and other
places, and it's —-- what they call best practices or
something else is probably a very good practice.

MS. CARROLL: So, you know, I think that would
be my question of the Agency staff, is whether you've
censidered adopting some sort of policy or more
formalized procedure, just to address some of the big
igsues that have been raised this year. And I think if
you don't have a process, it just seems like it's always
good to step back and look at these things and decide
whether it might be a good idea to adopt something
along —-

MR, ZUCKER: With Tim's indulgence, che
Just ~-- T would say that the processes that would be
formalized, if the Agency were to do that, more or less
would codify what is happening without the formalization
because I doc think that, as I said, especially the last
few years more than ever, there's been a very heightened
review of things.

Rut basically the practices -- formalized
praectices require certain people in certain departments

review regularly certain sections of official
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statements. There's a record of their sign-off, who
reviewed it, and it's mot just lcoking at, you know,
looking at black line or changed provisions, 1it's
reading it from scratch to see if things might not be
gsaid that should be said or things that didn't change
perhaps no longer should be said. So it more or less
formalized what I think functicnally the Agency has in
fact been doing.

M5. CARROLL: Right.

MR. ZUCKER: And, vou know, I leave it to the
Agency to address that, but they have been doing what
the other issuesrs, you know, put down in writing should
be done.

MR, DIRKS: Yeah, I'd certainly echo all of
Howard's statements as to what the law is and as to what
the practice of the Agency has been.

I'd offer one example from mid last decade as
the heousing bubble appeared to grow and people began to
be concerned about what might happen and what might
happen even within the Agency's programs generally,
within the Agency's single-family program in particular
and then in the housing market generally, we developed
for the Agency's official statement a very, very
comprehensive risk factors section, added it to the

official statement. Actually in some ways i1t forecast
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what eventually did happen, but it was great toe have had
it in there.

And that's the kind of attention to disclosure
that the Agency's team has had over the period that I've
worked with them, which is, as vycu know, many vyears.

And there's bheen a designated person in the legal staff,
several designated pecple on the financial staff, pecple
within the mortgage insurance grcup review the mortgage
insurance procedures, and it has all been put together
on that basis.

MS. CARRCLL: Right. Right. I do appreciate
that, and I'm sure that you guys have all been doing a
fine job. It's just —-- it would probably be nice to see
scmething a little more formalized given sort of the
guidance that's out there right now. I'm not -- and
again, I kelieve 1t probably would be more formalizing
what you're doing already, but it Jjust seems that if
That's sort of the standard that's being touted as being
something that's a good thing to have, that might be --

MR, HSU: I think we could consider that,

I -- as Howard and Stan are saying, I think that it
would simply codify some of the things thev're doing.
And T think IT™m entirely open to that.

ACTING CHAIRPERSON CAREY: Okay.

MR, HSU: And it's something that we can bring
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bhack to the Board if you want to make sure that we do
adopt best practices. We could bring it back to the
Board.

ACTING CHAIRPERSON CAREY: Seems reasonable to
hear back.

MS. CAPPIO: I do too. I guess I want tc
clarify that it seems to me, being a good bureaucrat,
that this is something developed internally, that is
subject to change internally.

M5. CARROLL: Yes.

MS. CAPPIC: But 1if we —— I would be glad to
develop something. I guess I think it's just
delineating the obvicus at this peint, given that there
are procedures in place, and I would be glad to do that.

MS. CARROLL: Thank vyou.

ACTING CHATIRPERSCN CAREY: Okay. Should we
move on to the resolutions?

Thank you, Stan and Howard.

MR. HSU: So the -- I believe late yesterday
we sent cut an e~ -- late yesterday we sent out an
e-mall of the ——- of the revised 12-01, and the additicn

is what's on the bottom of this page. 2As I've been
saying, that the refunding, since it needs
overcollateralization, it needs contribution from the

GO. So Resclution 12-01 states that the executive
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