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BE IT REMEMBERED that on Thursday, January 17,
2013, commencing at the hour of 10:00 a.m., at the
Holiday Inn Capitol Plaza, 300 J Street, Sacramento,
California, before me, YVONNE K. FENNEER, CSR #10809,
RPR, the following proceedings were held:
--olo--

CHATRPERON CAREY: TI'd like to welcome
everybody to the January 17th meeting of the California
Housing Finance Agency Board of Directors.

--00o-—-
Item 1. Rell Call

CHAIRPERON CAREY: Cur first item of business
is the roll call.

MS. OJIMA: Thank you.

Ms. Falk.

M3. FALK: Here.

MS. CJIMA: Mr. Gunning.

{No audible response.)

MS. CJIMA: Mr. Hunter,

MR. HUNTER: Present.

MS. OJIMA: Mr. Jacobs.

MR. JACOBS: Here.

MS. OJIMA: Mr. Bell for Mr. Kelly.

MR. BELL: Here.

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

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 5




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
25

62

CalHFA Board of Directors Meeting — January 17, 2013

MS. CARROLL: Here.

M5. OJIMA: Ms. Patterson.
MS. PATTERSON: Here.

MS. OJIMA: Mr, Shine.

MR. SHINE: Here.

MS. OJIMA: Mr. Smith.

{(No audible response.)
CHAIRPERON CAREY: Ms. Whitall-Scherfece.
MS. WHITTALL-SCHERFEE: Here.
MS. OJIMA: Mr. Alex.

MR. ALEX: Here.

M5. OJIMA: Ms. Matosantos.
(No audible response.)

MS. OJIMA: Ms. Cappilo.

MS5. CAPPIO: Here.

MS. OJIMA: Mr. Carey.
CHATRPERON CAREY: Here.

MS. OJIMA: We have a quorum.

CHAIRPERON CAREY: Thank you.

Interesting to note that I think for the first

time in our experience ~- my experience -- we have a

full complement of board members. There are two
missing today, but we have a full-appointed board.

It's great.

--o00o--

Daniel P. Feldhaus, CSR, Inc. 916.682,9482
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Item 2. Approval of the minutes of the November 13,
2012 Board of Directors meeting

CHAIRPERON CAREY: The second item of business
is approval of the minutes of November 13th, and we
need a roll call -- we need a motion, thank you.

MR. HUNTER: I move approval.

MS. OJIMA: Thank you.

MR. JACCOBS: Now, T was nct at the last
meeting, but I tock a look at the minutes. There's a
discussion about Mr. Smith and from Mr. Smith, and he's
nct identified in the -- in the appearances. Now, I
see in the discussion it says he's the head of the
audit Committee, but on the appearances themselves on
page 2 he's not listed as an attending board member.
So this is just a suggested amendment of the
transcript, to include Mr. Smith.

MS. CAPPIO: He was there as a board member.

CHAIRPERON CAREY: Yes.

So with that I need a —-

MR. JACOBS: I'm suggesting an amendment to
change the transcript on page 2 to add Mr. Smith as a
member of the board of directors who was present.

CHAIRPERON CAREY: Then would you like to
re-make the motion with that amendment?

MR. HUNTER: I would move approval with the

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 7
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suggested amendment,

CHAIRPERCN CAREY: Do we have a second?

MS.

CARROLL: Second.

CHATRPERON CAREY: And a second, all right.

Roll call, please.

M5.

MS.

MS.

Mr.

MR.

MS.

MR.

OJIMA: Ms. Falk,
FALK: I'll abstain.
OJIMA: Thank you.
Hunter.

HUNTER: Aye.

OJIMA: Mr. Jacocbs.

JACOES: I'll -- I should probably abstain.

I was at the meeting, but not as a member.

MS.

Mr.

MR.

MS.

Ms.

MSs.

MS5.

MS.

MS.

MR.

MS.

MS.

OJIMA: Thank you, Mr. Jacobs.
Bell.

BELL: Abstain.

OJIMA: Thank vou,

Carroll.

CARROLL: Avye.

OJIMA: Ms. Patterson.
PATTERSCN: Aye.

OJIMA: Mr. Shine.

SHINE: Avye.

OJIMA: Ms. Whitall-Scherfee.

WHITTALL-SCHERFEE: I will abstain.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482




10

11

12

13

14

15

16

17

18

19
20

21

22

23

24

25

65

CalHFA Board of Directors Meeting - January 17, 2013

MS. OJIMA: Thank vyou.

Mr. Carey.

CHAIRPERON CAREY: Yes.

MS. OJIMA: We don't have encugh votes.

CHAIRPERON CAREY: I think we need one of our

abstainers to overcome their reluctance, or we can

carry 1t over,

MS. CAPPIO: Mr. Bell.
CHATIRPERON CAREY: He wasn't here.
MR. BELL: I wasn't here.

MR. JACOBS: I was there, but I wasn't a board

member.

MS. CAPPIO: We could carry it over.

CHAIRPERON CAREY: (Okay. What we have to --
but for distribution of the minutes and such? No?

Okay. We'll -- we'll carry 1t over to the next
meeting. Another first.

MS. PATTERSON: A full house has it
disadvantages.

--00o-~-

Item 3. Chairman/Executive Director comments

CHAIRPERON CAREY: Okay. With that we'll move

on to Chairman/Executive Director comments.

Lwo new

The first thing I'd liked to do is welcome our

board members, Matt Jaccbhs and Janet Falk, and

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 9
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really welcome and appreciate your enthusizsm,
prarticularly the knowledge and experience you bring to
us as members cof the team.

And with that, I'll turn it over to our
executive director. I know there's changes and stuff
to talk about.

MS. CAPPIO: Yes.

Good morning. And I echo welcoming our two new
becard members. I know it was a long process, but I'm
really pleased to have you here as well.

There's a couple of news items. One, Genworth,
our mortgage insurance carrier, was downgraded one
notch on the credit rating scale. That has just a
slight implication for us and one that we believe we
can manage, but I just wanted to report. That news
just came out last -- yesterday cor the day bafore,

The Geverncr has indicated in discussions with
me that he would like a single point of leadership for
housing issues during the next few months, and that
would have most direct benefit for the changes that
are —- that we are Trying to make in terms of
collaboration and alignment with the housing functions
between CalHFA and HCD.

So given that —-- that change, T will ke working

with HCD during the next few meonths to figure out our

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

67

CalHFA Board of Directors Meeting — January 17, 2013

plan, which remains the same in terms of Jjust keeping
both entities separate in terms cof the tools and
knowledge and experience they bring to the table and
obviously CalHFA's need to keep its financial
wherewithal somewhat independent because cof the work we
do in the capital and bond markets and our separate
credit rating. So I will be a busy person, but I
welcome the challenge and believe that we can
successfully complete the work under the Governor's
recrganization plan.

And finally, I may have mentioned at the last
meeting that we have been able to obtain some federal
assistance through the Health and Human Services
division of the -- of the federal government, under the
auspices of a group called SAMHSA. And we have begun
our work to reduce chronic homelessness in California
through a policy academy. This will be essentially
technical assistance and will include on-site visits
and resources that will be brought to bear so that we
can have the advantages of improving services that we
now have in California but maybe want to align
differently or respond to differently.

We had our first phone call today. It's a good
group of pecple coming from a wide variety of

backgrounds and —— and both on a state level and --

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 1
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provider as well as county and local provider. I'm
looking forward to the -- to that challenge as well.
It's a combination ¢f CalHFA and HCD folks, and I lock
forward to bringing ycu the results of our work in the
next few months.

Tt will take likely six to nine months, and
there will be a couple of on-site meetings in
Sacramento along with what they call a virtual policy
academy at the end. I'm not gquite sure what that
means, but I'm trying to focus and figure out the best
use of their rescurces in terms of how the State can
intervene in a positive way.

With that, I conclude my comments.

CHATIRPERCN CAREY: Thank you.

Questions? Comments? Ms. Falk,

MS. FALK: Yes. Could you just -- having
worked with bkoth HCD and CalHFA and being new to the
Board, could you just explain a little bit more about
what's gecing to happen with the two agencies. Are vou
also serving as executive director of HCD or what?

MS. CAPPIO: No, but I'm serving as adviser.
There is a designated point of authority through the
chief deputly director in the HCD while we figure cut
what the leadership structure will be.

During ocur work in the last few months under

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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the Governor's reorganization plan, we focused on three
major areas that we could collaborate on and align
curselves to deliver better services to the State.

One is policy, and that is essentially because
from HCD's perspective, they're experts in policy.

They are research -- thelr research arm is through the
housing element, in addition to any number of tools
they bring to the table through their research. And
CalHFA, I would say, is policy light. We have -- the
fiscal policy is okay, but we could really benefit from
more robust policy discussions on lending tools and
other programs.

The second piece is asset management. We both
have asset management functions, and I believe that the
90, 000-or-sc units that we have under ocur collective
management could be organized differently and actually
monitored differently, looked at differently, with
regard to risk and viability of preservation and even
increasing affordable -~ the number of affordable units
that we bolth bring to the table. OCbviously HCD has
grants and loans and subsidies, and we bring the loan
piece Lo the table.

and finally, with regard tc coordinating and
aligning how we provide financial assistance to both

programs and prcjects.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 13
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Those are the three areas, and we will be
focusing on that in the next couple of months.

We alsc as under the Governor's recorganization
plan have -- are going tco move because BTH is going to
be sort of exploded. Transportation will beccme its
own agency, and business and housing functions will
move to the Department of Consumer Services. So we
have to be in as strong a position as possible when
that move takes place.

MS. FALK: Thank you.

M5. CAPPIC: Thanks.

CHAIRPERON CAREY: Other questions or comments?

I just -- I'd just say that from the policy
point of view, the roles that the two agencies have
seemed so different to me over the years. And -- and
HCD's role as a -- as a sort of, you know, leadership
role in hcusing and land use and other policy areas has
been wvery key throughout the state. 2and it's a
different perspective from CalHFA. I'd like to -- it's
a little hard for me to imagine how we keep both of
those types of policy arenas on the agenda with a
narrower focus.

MS. CAPPIO: Point well-taken.

--o00o-~-

Item 4. Discussion, recommendation and possible acticen

Daniet P. Feldhaus, CSR, Inc. 916.682.9482 14
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regarding the adoption of a resolution extending the
authorization of the Agency's multifamily bond
indentures, the issuance of multifamily bonds short
term credit facilities for multifamily purposed, and
related financial agreements and contracts for service
(Resolution 13-01)

CHAIRPERON CAREY: Okay. If there are nc other
questions or comments, with that, we will move on to
item 4, which is related to multi-family bond
indentures. Mr. Hsu.

MR. HSU: I hope this is =-- good morning,

Mr. Chairman, and good morning, Members of the Board.
Welcome, new Board members. I'm hoping that this will
be less controversial than the —-- authorizing the
minutes.

Customarily in January we bring toc the Beoard
financing resolutions for our financing activities for
the remainder of the year. Two things came up this
year to change this custom this year. One is we do
have fcur new Board members that were introduced,
appointed, in the last six months, so there was a
thought that perhaps doing some corientation at the
January Board meeting prior to authorizing financing
resolutions could provide context for our new Board

members and could be a useful thing to do.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 15
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And the other thing is that we do have for our
senior staff members a strategic planning session set
up this month and next month, and we thought that some
of the discussions happening there could also impact
some cf the sustenance of the financing resolutions.
And those two things together sort of brought to the —-
brought together the idea that perhaps we should do the
financing resolutions in March.

However, we do have two multi-family projects
that cculdn't make it onto the train for our December
cleosings, the risk-share deal that we did back in
December. There were two projects that had a few
complications that didn't guite make it. 2And it's
quite possible those two transactions will end up being
condult issuances in the first quarter. And if they do
end up being conduilt issuances In the first quarter,
without an extension -- which is what's being
considered in front of the Board right now -- without
an extension of the financing resolution that the Roard
passed last year, we weuldn't be able to do these two
conduit transactions.

So what's in front of the Board for
consideration is the idea that the multi-family
financing resoclutions that the Board passed in 2012 be

extended 30 days beyond the next meeting in which

Daniel P. Feldhaus, CSR, Inc, 916.682.9482 16
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there's a guorum.

That conciudes my remarks.

CHATIRPERCON CAREY: Are there questions or
comments before we open this up for public comment?

MR. BELL: I have cne guestion. Tim, how
certain are you that this is -- you're going to need
the -— the conduit financing? Do you think it's goling
to happen before April 7th?

MR. HSU: My understanding is that it's
possible, ves.

MR. BELL: Okay.

CHATIRPERON CAREY: With that, this is an

opportunity for the public to make comments on this

issue before the Board takes action. If there's anyone

whe would like te comment, please indicate so.

Seeing none, then we would take a motlon from
the Board.

MR. SHINE: Move.

CHAIRPERCON CAREY: Iz there a second?

MR. HUNTER: TI'll second.

CHATIRPERCN CAREY: Thank vyou.

We have a motion and a second. Roll call,
please.

MS. OJIMA: Thank you.

Ms. Falk.

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

MS.

MR.

M5.

MR.

MS.

MR.

MS.

MS.

MS.

MS.

M5.

MR.

MS5.

MS.

MS.

FALK: Aye.

OJIMA: Mr. Hunter.
HUNTER: Avye.

GJIMA: Mr. Jacobs.
JACOBS: Ave,

OJIMA: Mr. Bell.

BELL: Aye.

OJIMA: Ms. Carrcll.
CARRCLL: Aye.

OJIMA: Ms. Patterson.
PATTERSON: Aye.

OJIMA: Mr. Shine.
SHINE: Aye.

OJIMA: Ms. Whittall-Scherfee.
WHITTALL-SCHERFEE: Ave.

OJIMA: Mr. Carey.

CHATRPERON CAREY: Avye.

MS.

CJIMA: Resolution 13-01 has been approved.

CHAIRPERON CAREY: Thank you.

--o0o--

Item 6. Informational workshop discussing Board

governance and overview of CalHFA's organizational

structure and business operations

CHAIRPERCN CAREY: And with the Board's

indulgence, we'd like to shift the agenda order just

Danigl P. Feldhaus, CSR, Inc. 916.682.9482 18
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slightly and move on to item 6 now, and then we'll
defer item 5 until after that presentation.

And I believe, Mr. Giebel, Ken, you're starting
this out.

MS. CAPPIO: No, Tim's going to present this
item.

MR. HSU: No, since, I'm here --

CHAIRPERON CAREY: I'm misreading my notes.

MR. HSU: I learned a few things about the
Board and Board members two presentations ago. One
thing is that people seem to like sports analogies,
especially when I use them because I don't watch sports
so T kind of tinker with them for my own purpose, and
it's probably not exactly right. So as such I thought
that -- I know this is the first quarter of this
orientation, but I'm going go for a Hail Mary here
and -- you know, why save the best for last?

And I think that my Hail Mary is that I really
think that the gquestion that the Board and Board
members really want an answer to 1s are we going to
lend again? And I think that the answer to that
question will provide a very important context for the
rest of the presentation, because if we lend versus if
we don't lend, I think you will look at what you have

te do and your responsibilities very differently.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 19
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So I'd like to start off by suggesting that my
presentation, which is mostly about finance, is going
to be all wrapped around answering this gquestion: Are
we going to lend again in 20137

In order te do that, I first need to give you
some high-level explanation of the capital structure
for the Agency. At a very, very high 30,000-feet
level, the Agency really has three entities. I was
planning on getting up so T could show you the charts,
but as it turns cut, the charts are actually farther
away from you than me sitting over here, so I'm going
to sit instead.

5¢ con the very -- on the left-hand side of the
chart is the contract administration, and these are
non-Agency funds. They are Prop 1C money. These are
State issue money in which the Agency acts as
administrator. So the moneys in that pot are such as
the CHDAP money that we have or the MHSA money that we
have. 5o with respect to the lending question, they
are not directly pertinent, but when we do lend, they
tend Lo become complementary to the lending programs.
We administer them, and people tend to think it's
convenient for them to get a loan from us at the same
time they do these other things.

And on the left-hand side is the darker orange

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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box, and in this box here is the single-family
indenture. This is the indenture that has been active
for many, many years, for 20-some-odd years, in which
we have issued bonds to finance all of cur
single-family activities for quite some time. And you
can see why this particular box here is visible from
30,000 feet because it has about $3 billion of bonds in
there. So to provide some context, before the
financial crisis, this box here had $6 billion of
bonds. So it has diminished quite a bit.

And in the middle of this umbrella is the core
of CallFa, is the blue box, and this is the general
obligation of the Agency. And to point out & couple
things here, you can see that there's an operating
account underneath this blue box here, and this is how
we keep the lights on, we pay for running Board
meetings, for example.

And that particular box is under ancther box
that I group together, which is referred to as non-kbond
assets. And these non-bond assets have at the moment
about $480 million of assets, of which 5300 million are
in liquid assets. And this idea of having liquid
assets is a really important one, which we'll come back
to in a couple of slides.

Also, under this blue box is -- on the very

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 21
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left-hand of this blue hox is something called
Multi-Family ITT. And this is the indenture in which
we financed all of the multi-~family lending activities
for the last ten to 12 vyears or so.

So on a high level, these are the three —-
three players, if you will, under the CalHFA family.

And also at a high level, what are -- what are
the risks? Because in order to answer the lending
question, I need to discuss capital structure and show
you where the risks are and also show you why the
lending question is related Lo the risk factor
guestion. And at a high level, there are really
three —-- there are four risks that keeps me up at
night.

The first cne here is on the bottom right-hand
corner. The first one is the single~family loan
losses. And the Agency's conventicnally-insured
portfolio has realized a hundred million dollars of
losses 1n the last three or four years. I was doing a
quick tally of what these numbers amount to and —--
before this morning, and they kind of took my breath
away too because I don't always step back and think
about these things.

If we had not gotten scme of the mortgage

insurances that we had to enhance the credit of that
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orange box, the unenhanced losses of the locans that are
in there are somewhere around 700 te 800 million
dellars. But because we do have mortgage insurance to
protect some of the losses that we have in that
indenture, that loss is lowered down to about $17C
millicn.

That orange box, you might argue, really is the
source of the recent travails for the Agency. You
might argue that without those loan losses in the
orange box, the second and third and fourth risks
wouldn't really be arcund. They would not be where
they are today.

Inside this orange box we have variable-rate
bonds that we issued over the course of the last ten
years to finance some of the lending activities. The
reason why it's important to point that out -- at the
moment we have about $1.1 billion of that.

The reason why it's important to point that out
is these variable-rate bonds have interest rate risk.
If we don't hedge that interest rate risk, it's quite
possible that these bonds, which are a very low rate
now, one day could pay 10 percent or 12 percent. And
it's hard tc lend when you are lending a fixed-rate
mortgage.

However, for reasons I won't go into today, the
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interest rate swaps that were entered intoc to hedge
these wvariable-rate bonds were not entered inte in the
orange box. They were entered into in the blue box.

S50 because rate -- short-term rates are so low today,
periodically the blue box makes advance payments on
behalf of the crange bhox to our counterparties on Wall
Street. And after it makes these advance payments, it
gets a reimbursement from this orange box. We refer to
this as reimbursement risk, which is the second risk
factor.

aAnd the third risk is that because our credit
ratings have gotten downgraded over the last couple of
years, the last few years, our rating on the bklue box,
which is our general obligation, is alsc at a level in
which we need to pest collateral Lo our ccunterparties
for the mark-to-markets on the swaps. So this is the
third risk factor, which we refer to as the collateral
postings.

And last but not least is that you alsc notice
under the blue box where we do have that multi-family
indenture which had financed our lending activities in
the last ten years, we do also have variable-rate bonds
underneath there, and both of these arc at the same
moment being backed by a letter of credit that we refer

to as TCLP, which is being provided by the GSEs and the
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U.S. Treasury. And the fourth risk factor is that that
particular letter of credit has an expiration date of
the end of 2015, and we need to find a way to replace
them by the end of 2015.

and you might recall that back in September T
came to the Board for authority to extend TCLP, and we
did successfully extend it. So prior to the extension,
the expiration date was actually a couple weeks ago,
but we successfully did extend them to the end of 2015.
But, nonetheless, we need to find a way tc replace
them, replace these, by the end of 2015.

I'm going to go into each of these risk factors
with a little bit more detail and also discuss some of
the risk mitigants that we've had for each of them so
that I'm not presenting a risk and scaring you without
telling you what we're doing or what are some of the
inherent risk mitigants that we might have.

So the first risk factor we talked about is the
single-family loan losses. On the chart here, the
blue =-- the blue is our experience of our total

delinquencies in FHA lcans. And the red is the

cemposite experience of our conventional loans. 1
checked these -- I checked these that -~ this
experience versus the mortgage bankers -- MBA data for
California this morning. For better or worse, we don't
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lock as good as scme of those indices because our
borrowers are not fitting exactly in the same profile
as some of the averages. For example, we are —-- for
many vyears in our single-~family program, we are
primarily a first-time homebuyer program.

So you can tell that the -- our delinguency
history kind of crescendoed up in that sort of 2008,
2008, 2010 vintage. And around the early part of 2010,
it kind of hit its peak, and it's been sort of a
steadily declining trend ever since then. &And then but
most recently, toc, vou can tell we kind of have sort
of hit a plateau in which things are not really
declining as fast as they used to. But they're still
at a fairly high, elevated level, which is, as I
mentioned, higher than some of the comparable or
incomparable market indices that you'll probably hear
sometimes.

And these loan losses -- these high delinguency
rates have resulted in loan losses, and the loan losses
have precipitated credit rating downgrades on our
orange box and also on our blue box, our HMRB and our
GO.

Sc as I mentioned in the prior slide, our
delinguency ratio hits its peak in the early part of

201C¢. If you look at the right-hand side here, vyou'll

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 26




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

83

CalHFA Board of Directors Meeting — January 17, 2013

see that in April of 2010, our HMRB rating, the orange
box rating, was actually downgraded by Moody's three
notches, and it was downgraded also in April of 201C by
S&P by two notches. So as they see delinquency rates
rising and peaking, we were downgraded by multiple
notches by the rating agencies.

And vyou can see also that this also has a
knock-on effect on the GO, which had similar rating
downgrades scheduled, but perhaps not as dramatic
because it doesn't bear directly on the single-family
risks. But as we talked about earlier, there's this
reimpursement risk. And also this HRMR is a special
obligation. It does —- cannot directly tap into the
resources in the blue box. It is, nonetheless, under
the big umbrella of CalHFA. So if that does poorly,
they sort of look at the GO less --less kindly.

As Claudia mentioned earlier in her opening
remarks, Genworth, how does Genworth play into the
picture? This -- when we first set up this orange bkox,
it had three credit enhancement layers. As I mentioned
earlier, if we just lock at the naked overall losses
that we've had from these loan losses, it wouldn't --
it's -- it's approximately 7- to 800 million dollars.
But because we've had these credit enhancement layers,

that number that's being suffered by the orange box is
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closer to about $170 milliocn.
Having said that, some of these credit

enhancements have been exhausted over the last couple

years. So in substance, the only layer that's left is
Genworth. And Genworth is -- that's why I put it right
underneath the orange box for the moment. Genworth was

downgraded yesterday by one notch. T think at some
point I showed the Board what we thought the
repercussion would be if there's a one-notch downgrade.

So in short, the credit -- now the credit we
get from Genworth in dellars would go down by about $20
millicn -- that's our estimate -- when -- after it had
got downgraded by one notch. 20 million -- let me -just
make sure I put that in context. To be sure, the
amount -- we haven't had a recision from Genworth for
two years now, ncone in 2010 and none in 2011. And that
means when we submit a claim, they have never gotlen
denied. So they are paying. They are paying a hundred
percent on the dellar.

However, under the rating stresses that the
rating agencies use to rate entries such as ocurselves,
they hair-cut scme of these credits based on sort of
the outlock of these entities. So what we're
suggesting is that in their stress lcan losses 1n which

scme amount of this $382 miilion would actually be
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applied, we're losing $20 million of that credit.

So I'm going to move on if there are no
questions., The other thing --

CHAIRPERON CAREY: Are there any questions?

MR. HSU: I got sort of a couple =--

CHAIRPERON CAREY: Yeah.

MS. PATTERSON: So I'm trying toc figure out how
that 20 million affects you're saying a hundred percent
on the dollar.

MR. HSU: Okay.

MS. PATTERSON: Does that mean that they're
going to -- the risk is going to be -- that we're now
going to get less than a hundred percent?

MR. HSU: There's a —- there's a very strange
parallel universe between what's actually hazppening and
how they assess us. So -- so for example, let's just
say that the risk-in-force under Genworth that's 380,
just for discussion purpcses let's assume is the 400.
So what that number means is that if every single loan
Genworth insures goes into default and it actually
incurs the maximum amount of their insurance, it would
result in about $380 million.

Now, even the rating agencies don't think that
every single loan is going to go to default. It's like

they're sort of generally half -- the glass is half
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full kind outloock. So suppose that -- and this is
roughly in line with our estimates. Suppose that they
felt that half of that risk would actually be into
play, meaning that it would actually result in real
claims. And they have a black box that scrt of
projects the amcunt of losses that will come in the
docr. Suppose half of that, so suppose $200 million.

What we're saying is that out of $200 million
that they think that we need from Genworth, there now
would be 520 million less from that ability to pay us.

MS. PATTERSON: The impact of that to us is a
risk cf being downgraded?

MR. HSU: That's -- that's -- that's most
definitely the question. We at the moment don't have a
good read on that because we haven't gotten the most
recent loan losses from Moody's. However, we think
that with a $20-million decline =-- I think I previously
represented to the Board and I stick by it -- is that
we have a fighting chance of staying where we are. Or
if we were downgraded one notch, we would still be
investment grade.

MR, JACOBS: Is the Genworth policies, are
those specific to each loan, or is it pool-wide? And
is there a period of insurance? Is it unlimited?

MR, HSU: Spoken like someone who knows
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insurance. Part of the reascn why the -- despite the
fact that these numbers seem so large, on a relative
basis, these loans still perform better than their
other portfolios that Genworth might have. Each of
these loans were done on a flow basis, meaning that

they were underwritten on a loan-by-locan basis, and

thelr insurance certificate is on a lecan-by-loan basis.

We never did anything with Genworth on a bulk basis or
a pool basis.

MR. JAC0OBS: Thank you.

CHAIRPERON CAREY: So —— s0 basically it

reduces the amount that we can consider as -— I mean,

it's not a real loss, but it's simply we can't count on

that full amount and therefore that affects our
potential credit rating.

MR. HSU: I'll just correct a few words there.

They won't consider those 3520 million when they look at

us.

CHATIRPERON CAREY: Right.

MR, HS5U: We still get every cent on the dollar

from them.

CHATIRPERON CAREY: Right.

MR. HSU: So it's this parallel universe of how

they lock at us and how -- $c¢, in other words, I -- we

think about this, and we talk about this all the time.
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Every day that goes by in which we get a claim honored
by Genworth, we win because we got hundred cents on a
dollar versus getting a haircut of -- as it turns out
of this $200 million. At the moment, where they are
already is already non-investment grade, so of the 3200
millicon, prior to yesterday we were getting 45 percent
credit, which 1s about 90 million. So now with one
notch downgrade, we're going to get 35 percent credit,
which means it goes down to 70. So we're losing
incrementally that $20 million on how they assess us,
not on real things that happen in the real life.

MS. CAPPIC: Tim, just to make sure, because
probably we need a sports analogy, a walk still counts
as an on-base percentage.

MR. HSU: That's right.

MS. CAPPTIO: You still get on base.

MR. HSU: Yes. Spocken like an A's fan. That's
right. That's the philosophy, home base percentage
matter and time matter. And every day that goes by in
which we get one more c¢laim honored, it's cash that
comes in that's at a higher percentage than how they
look at us.

MR. BELL: Ts there any risk of losing the
Genworth coverage?

MR. HSU: The recisicon —-- as I mentioned
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earlier, that Genworth's key strategy of defending its
capital base, Jjust like we're trying to defend our
capital base, is to ramp up recisions, meaning that
they -— as Matt was saying, they may have gone into
certain deals during the height of the market that they
came in using, let's say the bulk channel or the pool
channel. And when they did those kinds of
transactions, they're going back toe those kind of
transactions and getting —-- they're basically
nitpicking on reps and warranties, and they're trying
to deny the cilaims.

So the strategy to defend the capital is by
ramping up recision, declining claims. As I mentioned,
we haven't gotten any recisions in 2010 and 2011.

MR. JACOBS: Actually, one more. Are they
backstopped by a reinsurer, or are they the reinsurer?

MR. HSU: They -- I don't know the answer to
t+hat. But in =- in -- the reason why Genworth has --
it is still the prettiest partner on the dance floor 1is
that it has a parent company that's in the business
that has not really gotten impacted by the financial
crisis. And that is =-- the parent company is life
insurance, and the life insurance business is one that
actually carries the -- the moniker -- the subsidiary

ig just a sub. So the MI is the sub. And the parent

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 33




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

90

CalHFA Board of Directors Meeting — January 17, 2013

company has been feeding capital to the MI sub, and
that's part of the reason why it's been able to stay
as -- as petty as it is.

MR. JACOBS: One final insurance question. So
the term on these pclicies, though, is it a five-year
term? Is it the life of the loan term?

MR. HSU: Again, spoken like one who knows
insurance. One of the things that we're dealing with
right now is that these reinsurance treaties have a
ten-year expiration date. Okav.

So the first book of business that is going to
expire expired at the end of last year. So that was
the 2003 book of business. So that becok of business is
both small and it performs relatively well.

However, if -- 1in a couple years as we go into
2015 and 2016, we're golng to start seeing expirations
on bocks of business that are basically at the height
of the real estate market, and it would be meaningful
if we have still a lot of loans that go into default
after expiration for those books of business.

MS. PATTERSON: So are we looking at that
portfolio now that the insurance has not yet expired to
see 1f they're performing and if they're at risk of
default?

MR. HSU: Well, what we're doing is, in large
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part, connecting it to this green circle on the

right-hand side, is what we're doing is we're trying
to —-- to the degree that some of these borrowers have
hardship, we're trying to channel them into our loan

modification programs and tie into the Keep Your Home

money -- Di, heads up -- and trying to support them
that way.

But if they're performing okay today and -- but
they're underwater, there's not much -- and there's nc

hardship, there's not much we can do at the moment. We
have entered in discussions with Genworth about some of
thesgse issues, and they're ongoing.

CHAIRPERCN CAREY: OCkay.

MR, HSU: Should T stop? Am I done?

Okay. As I mentioned, the green box is really
not a credit enhancement. It really is just a loss
mitigation strategy, and this chart here, what you're
seeing in the red, the red that looks like steps, those
are the number of lcan medifications we've done to
date. Sc you can see that it kind of started ramping
up in 2010, and to date we've done about 200
modifications.,

You can also see the amount of money that we're
getting from Keep Your Home is also ramping up. So to

date we've gotten -- we've received inside that orancge
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box about $9 million of assistance from Keep Your Home.
There are probably loans in the pipeline that are --
that will be receiving assistance from Keep Your Home,
but these are the actual dollars that we received by
the orange box.

MR. BELL: Do you have any statistics yet on —--
on defaults once a home loan is modified? Have you
been fairly good as far as doing modification without
re-defaults?

MR. HSU: My reccllection is that the redefault
rate of loans that are being modified is about 40
percent or sc. 8o in cther words, if we -- said
another way, 1f we modify a hundred loans, 60 of them
are cured. That's a ballpark number.

So the risk factor No. 2, this reimbursement
risk from the orange box tc the blue box. This is a
real risk, indeed. But I -- what I'm trying to
illustrate on this chart is that the magnitude of that
risk is declining quite rapidly over the next couple
years .

And -- and the risk factor two and three, as T
mentioned earlier, these two risk factors are really
created because the single-family lcan losses
precipitated credit downgrades. S$S¢ T refer to these as

sort of like knock-on risks. These came up because
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something else happened.

But with respect to these risks, I'm somewhat
sanguine about the fact that thess amounts are
declining fairly rapidly. So that risk is there, but
there's a natural risk mitigation happening with the
passage of time.

And the risk factor No. 3 is that -- again,
this is sort of one of these knock-con risk factors.
Risk facteor No. 3 is that we do -- we are posting
collateral to our counterparties right now, and under
that non-bond asset box in which we have $480 milliocn
of assets of which only $300 million of them are
liquid -~ these are -- these are cash or securities
that our counterparties will accept. 8o of that $300
million, roughly speaking -- again ballpark number, one
in three of them -- one cut of three dollars are at the
moment being held by our counterparties in our name.
They're cur money, but they're holding on to them. If
we were to get dewngraded by one notch, about two cut
of the three dollars would be held by the
counterparties, out of that $300 million.

Qur risk mitigation strategy here is that when
we first entered into these swaps, we purchased options
to terminate these swaps in the future at no cost. And

we've been exercising these cpticns very aggressively
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over the last three years so got rid of the swaps as
soon —~ as fast as we could.

So what you're looking at here in green -- in
the green column what you're looking at it is the
amortization of this collateral posting risk if it were
to stay in A minus. And in the yellow what you're
looking at is the amortization of this risk if it were
Lo be downgraded by one notch.

And the risk factor No. 4 -- the risk factor
No. 4 i1s replacing this TCLP, which is the backstop for
the variable~rate bends. And in short, this is a
program that Treasury issued back in 2009 to help HFAs
that had variable-rate bonds and they couldn't find
other letters of credits to support the variable-rate
bonds. We still need these TCLP and letter of credits
to support the financial well-being of the Agency. As
I mentioned back in September, about three or four
months zgo, we did extend this out to 2015, so we do
have three years to figure this out.

One of the things I will point cut is that when
we first entered into this program back in 2009, the
TCLP kalance was 3.5 billion. And after the
redemptions were made on February Ist, 2013, it would
be down to $1.5 billion. So over three years we have

taken down $2 billion,
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So in order to replace this TCLP, this letter
of credit, we need to stakilize our ratings at a decent
level, and we need To alsc winnow this balance down to
a sizeable amount because that market, that letter of
credit market, has shrunk a lot tooc because of the
various things out there like new regulatory
regquirements, et cetera, et cetera. That market has
shrunk, and we need to be able to if -- 1f we want to
go into that market to get private banks to replace
these facilities, we need to. get this balance to be
commensurate with the size of that alternate market.

CHAIRPERON CAREY: Ms. Falk.

MS. FALX: I see your last statement here is
that to replace it we need to get the amount down to
something that can be absorbed by the private market.
How much is that?

MR. HSU: That's a good question.

MS. FALK: If we're at one and a half, how much
does 1t have to go down?

MR. HSU: Well, that's a good guestion. I
think that recently we have visits from the banks who
have tried to build up business in this space, and I
mentioned to her that, well, what we're thinking is at
some point when this balance i1s manageable, then we can

have a discussion about what vou might do for us, and
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she totally agreed.

My goal is that if that number is in the half a
billion dollar range, I think that we have a very, very
good chance of getting a consortium, a syndicate of
folks, to come in and to provide liquidity or a letter
of credit so that we can replace this TCLPE.

MS. CARROLL: Tim, 1is that because they would
have less risk? Because right now wouldn't they look
at their risk of actually getting called upon if we
continue to experience the losses in the home mortgage
revenue bend indenture? Wouldn't they be afraid that
we'd go into default and they'd get stuck with the
bonds? Has that been a fear that they would have?

MR. HSU: That is definitely a fear they would
have, and I'm not exactly sure what other things they
will try to extract from us in providing that. But
there cculd be other ways in which the blue box could
come into play to ¢redit enhance.

MS, CARRCLL: Right.

MR. H3U: But, I mean, my feeling is that as we
stand today, it's very difficult to engage in a
conversation when I flash that $1.5 bkillion.

MR. JACOBS: Are these lcans that can be
securitized? Are they stable loans to at least

produce?
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MR. HS8U: A very good gquestion. What I tried
£o do here was the worst scenario approach. I'm trying
to give you the highlights and trving to rush through
this in a time which you can appreciate what's
happening but I didn't go over every single at bat.
However, since you asked, I'll give you the -- I'll
give you the 20 pitch at bat.

We have securitized FHA loans inside that
orange box. T think we did about 300, 350 million
dollars of securitizations, and then with the proceeds
we —— with Lhe securities being scold at a premium and
the proceeds, we have taken to redeem the RDCs.

In the multi-family space, we did securitize
some of our better-performing projects, took ocut MBSs,
and we did about $90-some-odd millicn. And we also
effectively monetized them and also used them to redeem
RDOs.

So when we have the opportunity to do that, we
have done so, but part of the reascn why we're where we
are today is that tLhese conventionally uninsured whole
loans in the single-family space. They are not
securitizeable.

MS. PATTERSON: And that is the $1.5 billion.

MR. HSU: The $1.5 billion is the backstop on

the bonds. The -- T den't have this right in front of
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me, but we have about -- I think it was zbout a billion
or so of conventionally insured loans that are still
experiencing fairly high delinquency rates.

M5. PATTERSON: Ycu said a billion. Sc I'm
talking about that crange box, the single-family
portfeclic that is not being -- that has insurance but
the insurance may expire, what's that value?

MR. HSU: I think that if you lock at -- let me
see. Could you look at this report, Attachment 4.
That's called Homeownership Loan Portfolio Update.
You'll see that the -- the cenventionally insured
lcans, that at this point in time --

CHATRPERON CAREY: Tim. Tim, hold on just a
second. Let folks get it.

M5, CAPPIO: What number is it on the agenda?
Is it --

MR. HS5U: IL"'s one of the attachment reports
that we file every time there's a Board meeting. That
cne. Okay.

So what you're locking at here on this chart is
that we're locking at is balances here. You'll see
that we have about a billion dollars of FHA loans on
rage 1 of 6 at the top. 0Okay? Sc we have about a
billion dollars in FHA lcans. That's really not where

the problems are because FHA is making full claim
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payments, and it's not a problem. So all the govies,
what's affecticnately referred to as the govies, the
FHAs, VAs and RHS, they're doing relatively well in
terms of the credit enhancement layer.

Where we're talking about Genworth comes into
play is that $1.3 billion, that 1.3 you see right next
to CalHFA. MI fund 5,259 loans at $1.3 billion.

That -- that's where we have counterparty risk to
Cenworth because they are reinsuring losses on that --
that segment of our portfoclio.

MS. PATTERSON: So this is what you want to
shore up to make everything else better? TIf you -- if
we -

MR. HSU: That's the home run, that's right.

MS. PATTERSON: So if I came in here with $1.3
billion right now, we'd be good.

MR. HSU: I don't need that much, actually. A
couple hundred million dollars would do.

MS. PATTERSON: Right.

MR. HSU: Because, I mean, it's not as if $1.3
pbillion is worth nothing. I'm -- 1 am —--

MS. PATTERSON: Because not a hundred percent
are going to default.

MR. HSU: Plus when they do default, it's not

like they go from a hundred thousand, they owe a
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hundred dcllars it goes to zero. Right? So -- so —-
50 —— 80 it's not -- it's not that much in terms of
what I need to shore up, not 1.3. I'm not saying that
it's a hundred dollars, but it's not 1.3 billion.

MS. PATTERSON: Right. And you have a plan.

MR. HSU: And vou have cash?

{Laughter.}

M5. PATTERSON: Nc, but I have strateqgy.

MR. HSU: Well, we should be tazlking.

MS. PATTERSON: No, because I'm -- I'm thinking
if that's where the problem is and you know that's
where we should prcbably ke focusing to figure out how
do we shore up these walls, selling the portfolio,
knowing what's at risk, what's not at risk, modifying
those that we can, not spending a lot of cash and staff
resources modifying what we know we can't, I mean,
there's just strategy there that I think would -- you
might be doing that, I just don't know because we're
new. And if that's the case, I'd like to know what
that strategy is.

MR. HSU: We'll come back to that next time,
how's that? Okay?

So finally back to the lending guestion. I
sort of Took you down this journey, but we'll come back

Lo the lending question. To lend, we actually need Lo
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borrow. It's —-- to prove again that bankers all know
Shakespeare, that neither a borrower nor a lender be,
but, vou know, we're a lending institution. We need to
borrow in order to lend, especially with the wvolume.

As you can see under that blue box in which we have
non-bond asseta, we do you have scome money, so 1f vyou
want to lend out of that, we can. But you'll be
limited by the amount of money that's there.

S¢ in order to lend, we need to borrow. And
traditicnally we have borrowed from the municipal
market, a market that Katie knows well. And that
market, tooc, has various segments. There is the
general obligation segment, and there’'s a housing
segment. And the housing segment has come back, and
there have been some innovations in that space toc lower
the cost of funds. So to have a functioning capital
market is really sort of the first hurdle.

And the second hurdle then would ke that, well,
if we were to issue bonds, how would we issue those
bonds? And because our general obligation, that blue
box that we've been talking about, now has been under a
lot of credit rating pressure, we would have te create
what's referred to as a special obligation, much --
real special obhligation up there like that crange

box =- real special obligation in which we would say we
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created it, we issued a bond, we put lcans in there,
but it really has no recourse to the blue box.

But in order to do that, these bond issuances
require what I refer to as seed money. They need
contributions for the cost issuance, for example, and
also contributions for reserves, if needed, for the
bond issuances. And lending alsc requires capital in
terms of capital set-aside.

So a couple meetings agce, Katie asked me back
in December, how is that -- how does that impact the
capital of the Agency? Sc, for example, that $70
million multi-family risk-share deal that we did, it
required about $2.2 million of cash contribution from
the Agency and also required about $5 million of
capital set-aside for the lending component of making
these loans. These are risk-share -- it's a risk-share
program in which we share 50 percent of the risk with
HUD. So in ail, that's about a 10 percent capital use
in order to make that program happen.

And where does this money come from? Well,
here is where -- this is the reason why I thought that
this is a good way to explain all this, is that ~=-
taking you down a Jjourney of showing you where the
risks are is that the money comes from that same blue

box of non-bond assets that's meeting all these other
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obligations and meeting -- and meeting all these other
risks.

It has =-- if someone were to just look at this
and you have $300 million in cash, why can't you lend?
Why can't you -- why can't you buy some capital? Why
can't you have capital set-asides? Because it Is also
the same pot of money that's addressing all these other
risks.

But having said that, yes, we can. We can
lend. I think that some of the cloud that has hovered
over the blue box, some of yecu, some of the older board
members, might recall that we had -- even this -- I
kncw what I presented today is very complicated, but it
was even more complicated three years ago. There were
more things that could have happened to that blue box
that have now been addressed, and those risks have gone
away.

And, Tia, 1f you want to know them for extra
credit, we can go through them, but they're not
relevant tcday.

MS. PATTERSON: They're no longer --

MR. HSU: They're gone. They're gone.

MS. PATTERSON: Good.

MR. HSU: &nd there's less cloud hanging over

that blue box than ever. And for us to ~--
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CHAIRPERON CAREY: You have a guestion?

MR. JACOBS: Yeah. Just -- what's the burn
right now in the out of money box per vyear?

MR. HSU: That's also a very good question.
And it's great. I mean, it's good that it's eliciting
questions and discussiocn.

As it turns out, that -- that -- that non-bond
asset pot of money, ckay, 1t has assets as well as it
has cash. S0 what are the assets? These assets are
the loans that we made long ago that are now not
taxable bonds, so they're paying off, you know. They
have principal components, they have interest
components. They are paying monthly and basically
coming in as cash.

As it turns out, roughly speaking, again
ballpark numbers, that the amortization from those
loans 1s Jjust about offsetting the operating costs of
the Agency. Okay? So when we look at the horizon as
in like let's say three years or so, that's coming in
at a rate that's basically offsetting the outgoing

costs of the Agency. Okay.

S0 —— so0, as I was saying, that cloud --
there's better visibility. There's not -- thera's
no -- it's not as if there's no cloud, bhut there's

better visibility. And as such, I think that to go
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back into the lending space and to create new
annuities, to create new fee-based activities, is the
way to move forward. But we should use the capital
cash in a very careful manner. We really can't repeat
what we did in the yesteryear.

In 2006, we actually did an astounding dollar
amount, $1.6 billion, at the peak of the market, I
would say. So -- and in multi-family we did $240
million, in 2004. These are numbers that I would
humbly suggest that we should not emulate in at least
the next couple years.

I would add that too part of the reascn why I
think that yes, we can, capital intensity of these
near-term lending initiatives that you hear about in
the next couple presentations, they're less capital
intensive than the lending programs that we did in the
yesteryear, so relatively lower than a historical
basis.

However, on the relative basis, relative to
each other, our initiatives in the near term in the
multi-family space will be more capital intensive than
the single-family space because in the multi-family
space we want to be both a lender and also an issuer
whereas in the single~family space the near-term

strategies are to securitize, to insure loans and to
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sell them to the market. So that's going to require
very little or no capital.

So, yes, we can lend.

MS. CAPPIO: Thank you, Tim.

CHAIRPERON CAREY: Well, Tim, you've explained
why you don't sleep at night.

Yes.

MS. CARROLL: I have a question. 8¢ will the
rating agencies lock at the extent to which we're
lending and committing that blue box in their overall
ratings of the Agency?

MR. HSU: Yeah. Yes, most definitely. But
what -- in our past experiences with the rating
agencies when we -- when they are kind encugh to share
some of the analyses when they look at capital ratios,
look at financial metrics, what has become clear to us
is that we're neot capital constrained, but we're more
liquidity constrained. So -- so the ligquidity

constraint is because we have to meet all these

commitments. Right? So when we look at that deal that

we talked about, the December deal, you'll see that
that is less liquidity intense than it is capital
intense.

So I think as such, it meets -- you know, I

don't envision this year to be, let's say, a half a
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Billion dollars in the multi-family program, if we are
ramping up slowly and the swaps are amortizing and the
cloud over this is unwinding. We could be ramping up
our lending program over time as that risk is winding
down.

MS. CARROLL: Thank vyou.

CHAIRPERON CAREY: laura.

MS. WHITTALL~SCHERFEE: Tim, I have Jjust cne
question. You said the Agency needs to stabilize its
credit rating at a decent level. What are you
suggesting on those decent levels?

MR. HSU: My aspiration is that the GO -—- I --
I think that -- said another way, the discussion with
the banks sometime in 2015 to replace the TCLP would be
a much easier discussion 1f the blue box maintained an
A rating and if the corange bhox also achieves an A
rating. But I think that realistically i1f the orange
box can maintain an invesgtment grade rating, it will be
a difficult discussion, but to fall out of investment
grade, it's really traumatic.

MS. PATTERSON: Sc the summary is to continue
to lend on multi-family, in your terms it will cost us
mere capital and is somewhat problematic, and to
continue to lend on the single family requires less

capital. Is that what you're saying? And so it's not
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as much of a problem? Or because -- and this is where
I'm going: Are we still currently having healthy
programs on both cur multi-family and our single-family
slde, or have we closed those programs down?

ME. HSU: We -- we —-- in December we did do a
risk-share transaction of $70 millicn, but for all 20172
we didn't do -- we did not have a single-family lending
program,

MS. PATTERSON: Ckay.

MR. ESU: But as you'll hear, we are gearing up
to go back into that space. But I think, to be sure,
what I'm suggesting is that =-- it is true that there is
one pot of money that is trying to meet various
demands. So there's a scarcity of resource issue. But
what I'm suggesting is that lending in the multi-family
space, though when compared to single family is mcre
capital intensive, at the volume that we kind of expect
we're going te be doing this year, they should not, on
the margin, cause liguidity issues for the blue box to
meet Lthe rest of this year.

Single family, however, since we're gecing to be
basically doing securitization and TPA execution, that
requires very little to no capital because we're not
actually going tc be owning those loans. We just

basically securitize it, sell it to the market and the
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market give us cash and we —-

MS. PATTERSON: But that's our existing
portfolio, not any new things.

MR. HSU: No, that's new things.

But -- but what I was talking about earlier was
to securitize old stuff. What we're now talking about
now is that the new stuff ig te do the same kind of
securitization, bult they're going to ke new loans, new
loans outside of the orange box.

MS. PATTERSON: OQOkay.

MR. HSU: Another point I would emphasize,
sverything we're going to do going forward has to be
new boxes because these boxes are -- have issues.

MS. PATTERSON: So you've already made the
policy decision that you're going to loan on single
family.

MR. HSU: No. No. We are gcing to suggest
that to the Board from this Board meeting and also the
next Board meeting.

MS. CAPPIO: And you will get to consider and
agree to that. We're going to lay it out in concept
today, and then by the next Board meeting or the Board
meeting after, we're going to let you weigh and -- and
decide.

MS. PATTERSON: Because 1 think that's a
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fundamental policy question as -- when vyou talk about
what is your role as a lender, on the lender side. And
is i1t to continue to be in the business of providing
lending for affordable housing in the single-family
realm? That's where cur biggest risk we're in is at.
That's our biggest problem. Do we, as a policy
declsion, want to continue that aspect of our business,
so to speak? Or, even though it may cost more money on
the front end to do multi-family considering the
envircnment that we live in, with redevelopment gone,
longer term, do we want to focus cur efforts on being a
multi-family lender?

And I think that's just a fundamental policy
question, but before you even ask that question vou
kind of have to know where are we? And that's where
you're trying -- what you're trying to tell us now is
your overview, but I think there's more information
that we will need to have before we can say whether we
want to continue doing single family or just focug on
multi-family,

Does that make sense?

MS. CAPPIO: Absclutely. And -- and part of
today's presentation will allow you to gain a concept
of what we're thinking about. And, please, make sure

that we can provide that information -- and that is,
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market information, what parts of the market are not --
the needs are not being met. Because investing in
California at every segment of the market is a really
important concept. But you all need to tell us what
other information and analysis you need, and then we'll
provide it as we move forward with thig decisicn-making
process.

MS. PATTERSON: Very good.

CHATRPERCN CAREY: QOkay.

MR. HSU: Thank you.

CHAIRPERON CAREY: Thank you, Tim.

--o0o—-

Item 5. Update of Single Family Mortgage Products

CHAIRPERON CAREY: We will move forward with
Item 5.

MS. CAPPIO: Exactly.

CHAIRPERCN CAREY: And then to the reports.
Okay. Got it. Thank you. Okay. So we'll hear Ken
Giebel's presentation, and then we will take a short
break.

MR. GIEBEL: Good morning, Chairman Carey,
Members of the Board. Thanks for the opportunity, I
think.

This is the appropriate place, after the last

comments, to start talking about some product concepts
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for single family, which we have really not been in the
business for about two and a half years. Okay.

But like in all single-family housing, there's
a little bit of a "but." And this but's out of
Washington. We actually have two people, actually the
people who put this together, in D.C. right now at the
housing conference by NCHSA on their lebbying
cperation. This is -~ effects all HFAs who have
downpayment assistance programs on the single~family
side.

There's an interpretation based on some new
regulations that -- we're seeing new regulations every
day, I think. You just saw some last -- maybe last
Friday -- regarding downpayment assistance. And we
have one program that's bond funded that we administer.
HCD is the holder c¢f the bond money, And then we have
another program that we will reinstate in January
called the Extra Credit Teachers' Program because we
have money in that pool to run it for a year and a half
to two years. That also is a downpayment assistance
program,

Our CHDAP program, which is a bond funded
program, just tec gilve you some perspective on that,
last year, in 2012, calendar year -- and this may get

to some of your questions about demand and I'll get to
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our target audience. We did over -- we had -~ and I'm
just going to talk about raservaticons. About 20
percent of them fall cut, but reservations reflect
demand. You have Lo be a first-time homebuver. You
have to be low to moderate income. We had over 8,000
requests, and that are other people's first. 90
percent of those are FHA loans that those CHDAP loans
are attached tfto. They -- that representg in total
first mortgages about $£1.45 billion. &nd for us, that
represents 545 millicn in downpayment support.

As you probably have read, the No. 1 benefit

for first-time -~ moderate to low ilncome first-time
homebuyers is downpayment assistance. It's been that
way for years. So the issue right now with —-- about a

month ago at a conference some HUD/FHA people came out
and said, well, interpreting this statute, we believe
that your HFA programs, those need to be direct loans
with the borrowers. The way we go about it is the
iender makes the lcan, and we reimburse the loan.
That's like all HFAs, even whether they have the
statute. We cannot be a direct lender. It's in our
statutes. Some, like Minnesota HFA and a couple
others, can be direct lenders, but they don't direct
lend because, one, the personnel requirement and the

risk,
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So we immediately within NCHSA sat down and
said, "Here are the issues." We e-mailed back both
NCHSA and to HUD directly, and they presented a letter
to HUD. Interestingly, on Wednesday morning, we got an
e-mail from NCHSA with a response. That just happened
to coincide with the conference that started Wednesday
in D.C. because the HUD/FHA people were going to be
there, and they seem to be backing off us being —-

requiring direct lending. Because besides statutes,

it's -- from a perscnnel and risk standpoint, it gets
cemplicated.

So as I said earlier there's -- these days in
single-family lending there's always & "but." So that

will be resolved, and I don't have a baseball analogy
for that.

All right. So let's -- let's -~ this is page 2
of this document on single-family lending. We have a
couple of concepts for you, for your consideration. I
will -- as I go through this, I will give you some
background on some of the Agency FHA experience and
what we used to do.

In accord with our missicon -- and we do have a
new mission statement because we couldn't do our old
mission statement. And with Claudia's help and help

from the outside, we have developed a mission statement
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coing forward that we can execute against.

Our target audience is low to moderate income
first-time homebuyers and to give them an cpportunity
to secure a responsible low interest mortgage rate with
pond-funded downpayment assistance, and they can also
qualify for a mortgage credit certificate, tax credit
certificate. We just started that program in June. AsS
of yesterday, we have over 200 certificates in the
queue. It's growing. We every week get another lender
who comes onboard just to do the MCCs.

We also are starting to do -- one of the issues
we had, the Board brought up, is we didn't want to
compete with the localities and their MCC programs.
We're not, but the countieg are coming to us. And San
Matec and Sonoma Counties asked ug to be their -- to be
their MCC coordinator. &nd also L.A. Housing has put
us on their website for outlying areas in their county
that L.A. Housing doesn't cover. So that will pick up
steam. It's another added benefit of doing business
with CalHFA for first-time homebuyers. There's a
20-percent tax credit.

The strategies we're looking at for these
products is to develop products that serve the needs of
California's distinct -- CalHFA's distinct first-time

homebuyer population. Typically they are younger,
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ethnic families, and they do not have downpayment
assistance funds. FHA products are built for these
pecple, and so is our =-- the initial CHDAP program,
which has been geing on since the early 2000s, was
built with this in mind as well.

We also are looking at designing products to
address the Governor's sustainability, energy efficient
and targeted economic development policies, and I'1ll
talk about that when we get into some of the product
attributes a little bit later in the presentation.

We have developed a lessons-learned matrix.

And we have looked -- there are other HFAs doing these
products across the country rather successfully, and we
have lcoked at their characteristics and their
performances, and we have that matrix. And much of
what you will see is based on what has been done that
has worked across the country from New Mexico, Texas,
Washington, Maryland. There are a number of HFAs that
are using a TBA model because their other model ~- the
cther old model of tax-exempt bonds just doesn't work
anymore.,

We have minimized the risk by tightening the
borrower underwriting reguirements. You'll see that on
the next chart. We have removed loan risk by we'll use

a master servicer and a hedging facilitator.
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Limit CalHFA's programs toe FHA products only,
because we lack an advantage. We could noct do a
conventional product. There's just no way that would
work. And it would be way riskier.

One thing we cannot do because of our bond
rating, which some other FHAs are doing, is that Fannie
Mae has an infinity agreement with the HFAs and you can
sell to their window. But because of our bond rating,
we can't do that. They would charge 1s tcoo many
points, and then that =-- the loan interest rate would
be too high. And we lack mortgage insurance, because
our mortgage insurance, even versus FHA's mortgage
insurance, we gave a pretty decent break to the
first-time homebuyers.

And the other thing is these -- as you saw
under the cbjectives, we're conservatively protecting
300 million in the first year. It will -- we've been
cut of the market for a while, and it will take us a
concerted marketing effort to get us back up and
running, but we believe we can do 300 million and maybe
perhaps between 3- and 400 million. That translates to
offsetting all of the administrative costs to run that
program plus. And it does address cne of the concerns
from the rating agencies of making -- getting back at

making money.
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ME. BELL: You say you're going to use a master
servicer. Is CalHFA still doing any servicing
currently?

MR, GIEBEL: Yes. We have -- our servicing
cperation 1s servicing our loans, which we service
about -- I think about 60 percent of the locans you saw
in that report. They amount to about 40 percent
dellar-wise of the loan amount. I believe that's
correct. And we service all downpayment assistance
loans. Sc we service all the CHDAPs.

MR. BELL: And the plan, though, is to have a
third party --

MR. GIEBEL: Yes.

MR. BELL: ~-- do the servicing?

MR. GIEBEL: Right. For risk. We -- to be a
master servicer, some of you probably know, reguires
kind of a whole separate operation. There are not a
lot of people master servicing, after they got out of
the business. On the commercial side, it's just U.S.
Bank. Okay. That's ift. ©So we -- there's no need for
1us do an RFP on that.

We will do an RFP, by the way, on the hedging
facilitator because there's a number of people who do
that =ide.

And if you have any gquestions as we go along,
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Just raise your hand.

On the next slide -- so what we've done
together is this kind of addresses some of the risks
that -- on the first mortgages. One is the borrower
risk side. The other is the risk toc the Agency.

As you saw, the ability to pay rules that came
out last week speak to this borrower side, on making
everybody operate off the same page on the -- on the
lender side. We will require -- and we do require
homebuyer education right now on the downpayment
assistance loans, but you can get it through the MI
companies, Genworth, MGIC and a number of other people.

We are going to institute our own CallFA home
buving education, will be required of all borrowers.
FHA does not require homebuyer education. We will. It
will be our program. It is an E~home online program.
It's about six tc eight hours. It's knowledge based so
you have to pass from cell to cell. And it also
includes financial literacy. It is being used by a
number of the HFAs across the country. It does not
seem to be any type of hindrance. It just is a
requirement.

Now, there may be -- also with this E-home,
they have an option to do a face-to-face through

NeighborWorks. So there is that option, if they want
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to do that. It's just more of a time commitment in a
single period for the first-time homebuyer.

We are going to look at a 45 percent DTI, I
think you saw, on the ability to pay. Thal was 43
percent, but that 43 percent didn't take into effect
the MI payment, so our 45 is right on the number.

Cur minimum FICCO score reguirement will be 640,
You will see that will be tiered in the presentation.
Right now still FHA is 580.

Borrower contributicns, now, this is cash
money. They are going to have to have cash. It will
be based on their FICO score. This cannot be offset by
cur downpayment assistance or by gifts. It has to be
their money. Now, granted the gift can go to them and
they can put it in their checking account and write the
check, but we will reguire cash.

Okay. Now, on the risk mitigation side, we
will use a hedging facilitator to eliminate the market
risk to the Agency. We'll get into that a little kit
more. The hedger takes all the market risk. They
basically sell the loans, the MBRSs.

We will get an underwriting and loan servicing
rep —-- reps and warranties. CalHFA, to answer your
earlier cuestiocn, will not be servicing these lcans at

all, except for the downpayment part. And we will be
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administering through the third perty the MCC
certificates, which we're dolng now.

The use of a mastér gservicer will eliminate the
underwriting and loan servicing reps and warranties.
You'll see in the next chart how this system will work.
And the master servicer will take on all underwriting
and loan servicing reps and warranties.

So on the next chart we'll —--

MS. PATTERSON: Can I =--

MR. GIEBEL: Sure.

MS. PATTERSON: -- interrupt you just a moment?

MR. GIEBEL: Sure.

MS. PATTERSON: In the previous presentaticn we
had this orange box where all of the risks were. They
weren't on the FHA side of the single family, they were
on the conventional loan -=-

MR. GIEBEL: Right.

MS. PATTERSON: ~-- side; i1s that correct?

MR. GIEBEL: Yes.

MS. PATTERSON: And what you're presenting here
is going even tougher on the borrower than FHA does.

MR. GIEBEL: Yes.

MS. PATTERSON: Sc you're moving to make it
tougher; 1s that correct?

MR. GIEBEL: Yes. We —=-
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MS. PATTERSCN: I just wanted toc make sure I
had it right in my head.

MR. GIEBEL: Just to give you a little bit of
background on the Agency's experience with FHA, so
this -- this might put it in perspective. Throughout
the 908, CalHFA's history, we did about 90 percent of
our leoans were FHA loans. In the early 2000s, that
dropped down to about 2005, and when the market heated
up, FHA, in particularly Csalifornia, became much less
relevant because of their loan limit. It became a
conventional market. And we had conventicnal products,
and FHA dropped tec about 12 to 15 percent of our
portfolio.

So when you're seeing those FHA lcoans on that
delinquency report, they are pretty much old FHA loans
from the early 2000s and mid-1990s.

MS. PATTERSCN: So from the early or mid-2000s
on, those are conventional.

MR. GIEBEL: About 2003 it started, about when
I started. And it ramped up to be close to %0 percent.
And Wayne was there then, so he's going to testify.

Yes, sir,

MR. BELL: Under the new pclicy plan, as I
understand it, CalHFA will not be the investor. You'll

be doing the MCCs, and you'll be doing downpayment
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assistance. So what we're talking about as far as risk
is the downpayment assistance that comes from the
Agency; am I right?

MR. GIEBEL: Yes.

MR. BELL: Okay.

MR. GIEBEL: Yes, through the CHDAP, through
the bond money, yves. That -- and we have that risk
today. Those 8,000 reservations which are close to
six -- we're projecting we'll do over 6,000 CHDAPs this
year, which is more than we did in any given time in
our history, which lets you know the demand.

And I think we all know from reading the
newspaper what -- how tough it is for young families
starting out to get a home, never mind to do -- you
know, to get in the home. I can tell you personally,
someone who works for me finally got a home after 15
tries -- 15. OQutbid every time. So anyway.

MR. JACOBS: Can I ask one gquestion about --
these are all single families.

MR. GIEBEL: Right.

MR. JACOBS: One of the ways buyers run into
trouble is the recof is bad or the water heater. Is
there some ability for these borrowers a year or two
into owning the home if something like that goes wrong?

Is there a second mortgage facility to be able to cover
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that? Because that's where all these people run into

trouble.

MR. GIEBEL: Well, obviously you have to get

the inspection for the -- that should be ~- some of
that should be addressed up-front, ves. I -- I think
you'll see for future -- the answer is no. Okay.

MR. JACOBS: No.

MR. GIEBEL: But yvou will see a product in here
for future consideration, because it will reguire a
statute change for us, that's an FHA product that's
energy efficient and can address things like water
heaters, windows, solar for some of these properties.
And that's at the very end, and we'll talk about it.

Yes.

MS5. PATTERSON: I think as part of one of the
borrower protecticns or borrower requirements to
address this issue if you require some kind of
homeowner's iInsurance that first year peolicy, plus a
home warranty policy on the front end, that they have
had that inspection and you know that you're not
getting a first-time borrower walking into that. So I
think that should probably line up on the borrower
protection side.

M5. FALK: Can you give us some information

where the defaults have come from? Has it been from -~
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MR. GIEBEL: You mean —-

MS. FALK: Where did they come from?

MS. CAPPIO: Are you asking what are the
reasons’

MS. FALK: Yeah, the reasons for the defaults.

Has it been people losing jobs or values going down

OL ==

ME. GIEBEL: Well, T —-

MS. FALK: In this -- in your particular
pertfolio.

MR. GIEBEL: Di may be able -- with the Keep

Your Home may be able to answer that, but I would say
being first-time homebuyers -- and we can go back and
look -- it's probably job loss of cne or two family
members. Remember these are moderate —- mostly
moderate —- 40 percent of our -- over 50 percent of our
CHDAP loans right now are to low income.

CHATIRPERON CAREY: Di when you get up, perhaps
you can share that, your knowledge.

MS, FALK: I would just consider that we don't
try to come up with a solution to something that really
isn't the problem, and the problem is something other
than that.

MR. GIEBEL: Yeah, I mean, no doubt it's

unemployment or cone of the family members has lost
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their income. And a lot of people, to be perfectly
honest, when their house is worth 40 percent of its
value in the Inland Empire said, "I'm not gcing to --
I'm never going to realize this and I can't afford it."

5o, okay. Let me take you through how the TBA
model works. Okay. So the lender underwrites the locan
and sends the file to CalHFA for compliance review.
This is no different than we're doing with CHDAP right
how. We're underwriting CHDAPs for compliance review
to make sure the first-time homebuyers, their income is
within the income limits.

We approve the loan and issue a conditional
approval to the lender so they can close the loan.

IFrom there, the loan clecses in 45 days and ships the
file tc the master servicer to purchase within ten days
of closing of the loan. Master servicer reviews the
file and purchases the loan. That's where the
underwriting comes in.

Hedging facilitator will monitor the purchase
activity and pooling instructicns to the master
servicer. So in reality that's going to take somewhere
between two and five minutes, it goes from the master
servicer to the hedger.

The pcooling is important because they pool

those in different pcols based on credit ratings and
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downpayment, and some of those will make a hundred
basis points on them and some of them will make 150 to
175, based on the guality of the loan. That's one of
the successful things we've heard that the hedging
facilitators can do. So there's kind of a floor on how
much we expect for a return on each loan.

Hedging facilitator will publish the
settlement, the purchase price for each lcan including
the accrued interest and SRP. On pool settlement date,
the master servicer delivers the MBS to the hedger for
purchase. That's the part that takes a few minutes.
CallFA will reimburse the master servicer for the DPA.
That's kind of what we do now. And —-- on the CHDAPs.
and on settlement date, the hedging facility will wire
the remaining proceseds to CalHFA.

MR. BELL: And at that point CalHFA has no more
liability --

MR. GIEBEL: No.

MR. BELL: -- on that.

MR. GIEBEL: No.

and, as I mentioned earlier, U.S. Bank would be
the servicer.

Okay. So let's just look at the two products
we're looking at, because they're a little bit

different. And as I saild, both of these products are
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being used in the marketplace by HFAs. Okay?

The first one is the finance through a premium
priced mortgage currently ranging from 104 to 106
percent of par. So what's been done is they're sold as
mortgage-backed securities, Ginnie Maes, and -- through
a hedging facility. What we deo is pricing rollcut for
the creation of downpayment assistance within the first
mortgage. So as you'll see from the next point --

MS. CAPPIC: EKen.

MR. GIEBEL: Yes?

Ms. CAPPIO: Can you --

MR. GIEBEL: 0Oh, sorry, sorry. I need an

assistant.
The -- Laura? -- thanks, Tim.
Sc the —-- it's geing to be about 50 basis

pocints to get them to 35 or 104. And that will provide
them with additional downpayment assistance or which
they can add a CHDAP or an kExtra Credit Teachers. You
can't double those. You have te take one or the other.
Teachers, you have to gualify for. You can use your
mortgage credit. And the downpayment assistance will
range from 3 to 4 and a half percent.

And we're looking in higher cost areas where
there's job growth and some inventory tc go 4 and a

half percent. And this -- it's a zero-rate deferred
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payment on the DPA portion. When the loan is
disturbed, they have to pay that back. Okay? But it's
built into their mortgage payment, because they're
paying a higher interest rate., So we're calling that
currently FHA Advantage.

The next product is a straight FHA, scld as a
mortgage-backed security. Can be combined with all
those downpayment assistance and the MCC, but we do
have $9 millicn in a home purchase assistance fund
that's been sitting there. And what we're going to do
is take that and put a downpayment assistance program
targeted to high-cost areas based on job growth
opportunities and housing inventory. So --

MS. PATTERSON: What is that 9 million? Is
that part of the --

MR. GIEBEL: No, it's another fund that we had
that has been sitting there, and we've been waliting to
get back into lending so we can take that money and use
it. We can't use it for anything else, so that's what
we can use it for.

Now, vou know, one of the issues we don't want
to do with this money when we talk about high-cost
areas, we don't -- and we learned in our looking back.
We don't want to go inte areas that have job growth,

like San Francisco, but there 1s no housing inventory
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because all we wind up doing is help the market speed
up the process because they use us as an example
saying, well, here's downpayment. And, you know, there
may be & property or two, but it becomes an issue. So
we have to look around, and we're going to de our work,
and we will come back with recommendations on where to
target this money as well as the 4 and a half percent.

MS. PATTERSON: Because earlier I think you
said you didn't want to compete with local housing
finance agencies that are doing downpayment assistance.

MR. GIEBEL: Well, we can work with them on —-
with their downpayment assistance programs. We can
work with them. It was on the MCC, it was a decision
for policy not to compete with them, and we didn't.

But as they —-- lack of staff and the inability to do
this, because you have to go really get somebody to
help you do this, they have said, "Well, could you do
this for us?"

So some of the operaticnal policies, all
programs will be capped at 103 combined loan to value.
We will require cash investments from the borrowers.

We are working on this, and T'11 get back to that in a
second. All loans will regquire a debt income ratio
of -- debt to income ratioc of 45. Homebuyer education

is regquired. Program will require a master servicer
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and a hedging facilitator.

Just to let you know, what we typically do on
this, because we're obviously not a direct lender, we
are conducting focus groups this afternoon in Los
Angeles with our loan officers, and next Tuesday in
Sacramento, to just make sure that the sales force can
sell the product.

So there's -- I'm sure we're going to get a lot
of push-back on cash in the game, but we have told them
up-front that there are going to be requirements.

We're going to lock at levels. And we'll see what's --
what they say and probably add 50 percent to it, so.
But we are going to do our homework, and that's
happening in the next two weeks.

MS. PATTERSON: So can you give some of the
reasons why we went to the right on the borrowing
requirements, even more requirements than FHA? Was
that just to be a little more conservative or --

MR. GIEBEL: Yes. Because -- a couple of
reasons. One, we think it's in the borrower's
interest, and, two, we do have downpayment assistance
money attached to this. So we do want to protect that
by making sure they are educated on the homebuyling and
financial literacy and also to make sure they have a

little bit of skin in the game, sc there's some of
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their money attached to it sc it's not as easy to walk
away, and it is an FHA loan.

So some things for future consideration -- and
we are going to start working on this. We need to get
up and running. We'll be back to you. There is a --
as part of the CHDAP loan program, there are transit
areas, neighborhocds, defined where we can actually
take the CHDAPs to 5 percent. We have to identify
those, monitor them, make sure they meet all the
regulations. And that would be on the Agency to do
that, so that would require some staff to do that, but
we are goling to lock at that.

And, two, there is an FHA product called Energy
Efficient Mortgage. Tt's & grant built into the loan,
kind of like how we're doing the Advantage. We would
need a statute change because we can't do traditional
grants as we're set up. So again, that's financed
through the sale of a premium-priced mortgage and sold
as MBSs. There's a conditional grant, and that also
can -- program could be combined with CHDAP, ECTP and
MCC. We would work with FHA to help actually get this
off the ground for them. They haven't been very
successful in doing that program.

MR. BELL: If you were to get that statutory

change, what would be the prcposed amount for the
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grant?

MR. GIEBEL: 1It's -- ours 1s going to be -- I
think it's 4 percent. Ours would be 5 for a total of
percent.

MR. BELL: Okay.

MR. GIEBEL: Okay? Like -- that's another
reason why we have to work with FHA.

Any questions? These are for your
consideration, as Claudia said. It's a direction that

we've been looking at for quite a bit. We've tried to
minimize the risk and put borrower protection, ability
to pay considerations, in. And there are lead Limes,
just to let you know. We are working with U.S. Bank.
Obviously we will need a contract with the hedger.
We're going to do an RFP, but internally we have IT
consideraticns, so we —=- we have a project manager on
this, and we're heading in that direction.

MS. CAPPIO: So one question would be for the
Board what else would you want in front of you, what
other analysis, information, et cetera, in order to
properly consider these -- this direction?

MS. PATTERSCN: Can 1 follow up on the Energy
Efficient Mortgage Plus Grant? What would be the
funding source for the grant?

MR. GIEBEL: It's -- it's built into -- it's

9
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built into the first mortgage. Okay? And it's —--
that's the way it's done. 2nd it's -- again, you don't
pay interest rate specifically on it. And it's —-
because it's a grant, it's forgivable. So at the end,
they do not have to pay on that. We just have to
monitcr -- one of the big issues is getting the work
done with approved contractors and then confirming that
the work is done. And that would be on the Agency to
get that work -- to get that part taken care of,
mecnitored, so.

M5. CAPPIO: But, Ken, 1 guess to further --

MR. GIEBEL: Yes.

MS. CAPPIC: -- focus, I think this 1s an
FHA -- an existing FHA program -—-

MR, GIEBEL: Right.

MS. CAPPIO: —-- that allows what Ken has
described to be built into it.

MR. GIEBEL: Right. And we would build in --
on their program, we would build in the additicnal so
we could get it to the max, for example, the 5 percent.

MR. BELL: I Just have cone follow-up gquestion
too.

MR. GIEBEL: Sure.

MR. BELL: You said before that there's only

one existing master servicer and that's U.S. Rank.
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What about these hedging facilitators, do you expeact

there would be a robust competition?

MR. GIEBEL: It will be interesting. Right now

Morgan Keegan does 1t. First Southwest does it. I
think there are -- Wells might do it. I don't know if
Lhey'd be interested in ours.

MR. BELL: An RFP will need to be drafted.

MR. GIEBEL: Yes. We have a draft of an RFP.
It's in legal right now.

MS. PATTERSON: So you said you think about 30
the first year, so getting back to what Claudia said
about additional information, 300 & year, how many
loans —-- I mean peocople do you think -—-

MR. GIEBEL: Figure about -- figure about =--
the loans we're seeing on CHDAPs are about 200,000, so
1400, somewhere in that neighborhood.

And we're conservative, so if ycu think of
this -- the way we thought of it was if we're =-- if
we've seen CHDAPs reservations at about 8, 8,000-plus,
and you -- and you took that down to 6,000 that
actually get approved and then you half that, that we
would get half -- half of our FHAs would have CHDAPs
with them. And then you take 60 percent of that,
you're somewhere between 300 to 400 million, year one.

The issue is it will take us three months to

0
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get up and in the marketplace. Because a lot of
lenders need to put us back into the system. And as
some 0f you know, we have a very antigquated loan
origination system, so it needs to be a special —-- it
doesn't fit intoc theilr IT originaticn system as is. So
in other words, Wells can't use their system to do our
product. They have to put us in.

MR. BELL: I have a question.

CHATRPERON CAREY: Yes.

MR. BELL: Best practices. How many other HFAs
are deoing a program either identical to this or very
similar to this, and what is their experience with
that?

MR. GIEBEL: They are dolng these TBA programs.
The first product with the build-in downpayment
assistance is probably doing 80 percent of their
business. It's been very successful, very
well-received by the lenders. They're doing straight
FHAs too. Mass is selling to the window and doing
really well.

MR. BELL: And they're using the master
servicer and -~

MR. GIEBEL: Yep.

MR. BELL: —-- hedging facilitator?

MR. GIEBEL: Yep. Yep, and the other thing is
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our -- based on -- most of them do not require any
money from the borrower. Most of them are between 620
and 640 on credit scores. Most of them do not have 45.
Some of them are at 50 -- 50, but there's all sorts of
reguirements, so that's when you have to have money in
the game, and that's when you have to have three years
of employment history and all that, so.

MR. HSU: Wayne, just wanted to do a little
back check here. There are plenty of master servicers
out there for our secured housing loans, but only U.S.
Bank is playing in the HFA space today.

MR. BELL: I see.

MR. HSU: B of A is still a master servicer,
but it just pulled out of the HFA space. Katie is
familiar with these kinds of situations where the banks
could be active in these different capital market
areas, but they need to also have a specialized
practice group that goes into our space. So, you know,
all the bulge packets out there, people like Wells, B
of A, they still have a master servicing practice, but
whether or not it services HFAs as a client.

MR. BELIL: Thank vyou.

MR. GIEBEL: U.S. Bank, the one commercial.

CHATRPERON CAREY: So if I can say of those

four lending programs, twe of which are potentials
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which require some work, the transit neighberhood and
Energy Efficient Mortgages. The cther twe are really a
continued step on the path we've been on for quite some
time to get back into the single-family market at a
very low risk --

MR. GIEBEL: Right.

MS. CAPPIO: -~ low capital intensity --

MR. GIEBEL: Right.

CHAIRPERON CAREY: -~ but making our presence
known. T think I heard you say, again, that part of
the problem is that our presence is not known out
there.

MR. HSU: Right,

MR. GIEREL: Well, we're known for -- we're
known for our downpayment assistance, but on the first
mortgage side, that's a different side of it.

CHAIRPERON CAREY: The Agency has that sort of
added drive that some of us don't have tc generate
revenue,

MR. GIEBEL: Yes.

CHAIRPERON CAREY: I assume that that's part of
this, is that it becomes revenue generating --

MR. GIEBEL: Yes.

CHATIRPERON CAREY: ~— after some --

MR, GIEBEL: Like I said at the beginning of

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 82




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

139

CalHFA Board of Directors Meeting — Jannary 17, 2013

the first year, we get ocur 3 to 4 million dollars that
pays plus for admin costs tc run the operation. And
interestingly, one of the questicns in the focus groups
is what -- do you see us ag having a role back in the
marketplace on an FHA business like we used tc have?
None of these loan officers were arcund in that time
period, but that's the question that we will ask.

But after we looked at the number of CHDAPs
that were flying out the dococr -- I mean, we were —-
before the holidays, we were getting 30 and 40 a day.
There's obviously a need for that marketplace, and we
are told that we would -- we've been tcold when we did
our study for our mission statement that -- by that
segment, "We would like to see you back in the lending
business for that target audience."

CHAIRPERON CAREY: And that is going onto other
pecople's loans.

MR. GIEBEL: Yes. The biggest —-- the biggest
are Guild and Wells, keeps growing using our dollars.
But we do have —-- one thing about us 1s we -—- we &are
back over 50 lenders after dropping down to the low
30s. We should be cleose to 60 by the start of the new
fiscal year. And a lot of them are local, little
lenders. We have a lot of people who service special

markets. Santa Cruz, for example.
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MS. PATTERSON: So as you're going forward
meeting with your focus groups --

MR. GIEBEL: Um-hmm.

MS. PATTERSON: -- matching need with lack of
resources, 50 in those communities where they're not
having a local housing finance agency and those
communities that used to be redevelopment, downpayment
assistance, that's gone away, are we getting the --
your capacity with those limited rescurces, I think it
would be nice to give -- to include that in your focus
group and have an analysis of where are we needed so
that we can go put ourselves in thcse places.

MR. GIEBEL: On our -- on our outreach, wearing
my other marketing hat -- on the outreach and
advertising parts, one of our target audiences is
localities. So in other words, we work with the
localities. We let them know we're up and running.
And you can use the first with the second, if you
have -- most of them don't anymore, as you menticned,
but some do -- L.A. Housing -- they can rcll up their
downpayment assistance within these loans.

But we do have 103, so that's -- that's the
stipulation. We're not going to 120 anymore.

ME. JACOBS: Is there any prcblem with

collaborating institutions, like USC and their
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homebuyer programs for emplcoyees?

MR. GIEBEL: We have, but we can -- we can do
the awareness. We got to get our loan officers there.
Okay? Are we all -- also, we will be talking

to Google, and we will be talking to the people who are
employing pecple. That's one of our cutreach and
marketing goals, is to get into the communities where
employments -- I mean, there was an interesting article
in Riverside, which was ground zerc for us for RROs,
but they have a growing tech. And those people will be
young, and some of them are production people. That's
the targets. Ckay?

CHAIRPERON CAREY: Sc ig there any reservation
with rolling out these programs, the first two, FHA
Advantage and CalHFA®?

MR. GIEBEL: Thank you.

CHATIRPERON CAREY: Back to business, then.

All right. We are going to take a ten-minute
break, and we'll be back in here at about noon. We
will continue right through the noon hour.

(Break taken.)
--00o--

Item 6. Informational workshop discussing Board
governance and overview of CalHFA's organizational

structure and business operations (continued)
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CHAIRPERON CAREY: OQOkay. We're back in session
and continuing on with the Board governance ovarview
presentaticn. Jim, vyou're up.

MR. MORGAN: All right. So just to keep a
sports analcgy, as a game plan, 1f yvou will ~- because
it's football season, not baseball -- this is a game
rlan, if you will, to =- to prepare and to achieve
success, so0 —- I'm from Oakland. I won't say it's an
Oakland Raider game. Tt's more like a San Francisco
£%er game plan.

50 -- so what T was tasked to do is at the end
of the day when you guys receive your board binder,
what -- what due diligence has gone on? What -- what
has been the process to get you the final product as
far as making a recommendation for leoan approval and
making sure that we've done a complete and thorough
analysis and vetted the project to the peint where we
feel comfortable making a recommendation for approval?

The pessess is —-

MS. PATTERSON: Jim, we don't have these in
front of the Becard, so 1f you can -- are there extra
coples?

MS. CAPPIC: I apologilze.

MR. MORGAN: T have three extras.

CHATRPERON CAREY: For those of us who can see
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the screens --

MS. OJIMA: Highest bidder? Highest bidder?

MS. CAPPIO: Thank you.

CHATIRPERON CAREY: Okay.

MR. MCRGAN: Ckay. We're triaged?

Okay. So the process begins with basically
preliminary numbers financial analysis. We're either
contracted by the developer directly cor by a real
estate brcker or a referral from our asset management
folks if the prcject's in the portfolio or there's a
developer that has another project that they would like
to finance.

These are some of the preliminary items we look
at. Usually along with that contact we'll receive a
pro forma from a developer, as far as an overview of
the financial analysis that they have, or there may be
a2 marketing package from the broker that contains
information needed to do our financial analysis.

And we start our —-- we commence with that
analysis with our own software. We look at financing
equity, other sources as far as any other commitments
in the deal or if there's golng to be scme
subordination from any other lcocalities, the timing of
that.

Site control, that's a purchase and sale

Daniel P. Feldhaus, CSR, Inc. 916.682.9482 87




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

144

CalHFA Board of Directors Meeting — January 17, 2013

agreement already in place. Are they considering a
purchase and sale agreement, or do they want to know
what their pricing would be?

The deal team experience. Is their experience,
you know, affcrdable housing experience, pertaining to
that developer cr their contractor or any of their deal
team folks, architect? And what investor, proposed
investor, do they have? Are they -- what's their
experience with CalHFA?

Rent restricticns. You know, CalHFA, TCAC,
HCD, any rental subsidy with regards to HUD and for how
long? You know, 30 years, 55 years, how long are those
restrictions going to be in place? In addition, what
is going to be the rental restrictions? CallFA has its
regquirements, 20 percent, 50 percent BMI, what's the
rental restriction structure for this project?

When we come down to the operating expense and
debt service coverage, after we've performed our
analysis -- prior to performing cur analysis, we
contact our friends in finance and -- and try to obltain
an interest rate, whatever the current interest rate
is, to run our numbers to see what's there. In
addition, 1f the deal is in our portfoliec, you know,
finance will also provide us with the nuances of the

existing financing and, if applicable, any kind of deal
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maintenance or prepayment fee.

In addition, we have cur own asset management
folks that we bring in to talk to, because they -- we
have 500 projects in our portfolio, so we have -- and
they're gecgraphically disbursed, so it's a good
starting point for operating expenses and, if the
project’s in our portfolic, any issues that may ke at
hand.

So if thal seems to pencil preliminarily and we
like it -- I mean, at that point it may or may not
work. We can decline it, take a pass, or we can decide
to go forward. And this is about a one-or-two-week
process, by the way.

If we decide to go forward, we schedule a site
visit and a concept meeting. So what we like to do is
meet cn-site to check the condition of the project, the
acceptability of the project, if it's, vou know, next
to a fertilizer plant, maybe -- maybe it's not the
deal, we'll take a pass on. If it's our project, we
know it's in good shape.

Two, the neighborhood and surroundings. And
then also during that site visit, we need to taik about
the concept of the project, the scope of it, what we're
going to do. And at these concept meetings, we

prefer —- we don't require, but we prefer that the
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developer, the developer's reps are there, whether it
be their architect or contractor rep. Any locality
that may be in the deal that -- that can show, we'll
make contact with them, HCD or CRLA or somebody else
that's in the deal -- to gc over what it is we're going
to do.

We'll tour the site. We have cur own CalHFA
multi-family programs construction inspector that's
with us. And if the program is in our -- if this
project is in our portfolio, we have our asset managers
to look to to let us know what other issues there may
be from ocur inspectors. There could be some roof or
window issues, what have you. We have them to lean cn
for information.

MS. PATTERSON: I'm sorry, I came in late. Are
you just talking abcout your loans are rehabs, or are
you —-—

MR, MORGAN: I'm talking about --

MS. PATTERSON: -- talking new construction

MR, MORGAN: Sure, sure. Yeah, I'm talking
about acq rehab, whether they be new or preservation.
Our goal is to -- we —-- there is a demand in our
pertfolio to recapitalize.

M5. PATTERSON: Okay.
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MR. MORGAN: But our goal, when we come see you
in March, 1s to have a product that's marketable for
projects outside the portfolio, where we can go out and
compete. So 1've —- you know, it's been four years
since we've been able to do that on the competitive
gide. We had -- we had the New Issue Bond Program last
year with Treasury buying the bonds. We're looking at
several different tools for the toolbox, as Tim likes
to call it, on which to do that for 2013. So --

MS. PATTERSON: So has your multi-family side
been frozen like the single-family side for the last
couple years?

MR. MORGAN: Temporarily suspended, but I mean
for 20 --— 2010 and 2011, we did conduit issuance on the
multi-family side. 2012, we did the $70 million of
preservation financing. So it's kind of a jump start
for 2012.

MS. PATTERSON: When I think of multi-family, I
think of three categories -- lending: Multi-family
lending on new construction, multi-family lending on
preservation of your existing portfolio where you're
recapitalizing, or multi-family lending on a rehab
that's outside of the portfolio. So are we talking
about --

MR. MORGAN: We're talking two —-
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MS. PATTERSON: —-- all that together?

MR. MCRGAN: =-- of the three with the product
that we have traditicnally.

MS. PATTERSON: Okay.

MR. MORGAN: With our HUD risk share, it's
substantial rehab only. It doesn't allow for new
construction.

MS. PATTERSON: Got it.

MR. MORGAN: 8o we're loocking at inside and
outside. Our portfolio and outside.

MS. PATTERSON: Okay.

MR, MORGAN: And -- and deoing that site visit
and concept meeting 1t's usually within two to three
weeks of the financial analysis, because during this
time we're trying to engage a physical needs assessment
consultant to be out there to tour the site with us
because that PNA is a requirement for the acq rehab so
that we can get an idea of the scope of work that needs
to be done.

S0 when we have this site wvisit, almost always
the PNA ccnsultant's at the site with us so we all can
see the same thing. The developer's seeing the same
thing, the -- CalHFA's seeing the same thing, the PNA
consultant's seeing the gsame thing. 2And it also

includes, you know, noticing the tenant and inspecting
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the units inside as well.

And there's —-- and there's a reason for the
time lines, and it will be the last slide. TI'll get to
that.

So at that time if -- if -- 1f we get a good
feel for the project, then we start the CalHFA loan
applicaticn process, and we also start the CDLAC
application process. And if it -- with the process
that we have, we have our application requirements.

And when the CDLAC and the CalHFA application comes in,
it's like application depleoyment. We have —-- our legal
staff gets a part of the application because there has
to be a public notice period. They're geoing to look at
our organizational documents, and they're going to look
at any ground leases, make sure that we're -- you know,
we have a legit borrower and if there are any nuances
in the ground lease c¢r other legal documents.

Our loan administrative staff grabs that CDLAC
application and starts reviewing it for market studies,
public purpcse, making sure we have bus stops and
grocery stores and -- and -- and making sure that
the affordsbility —-- that the -- that the restrictions
or what the applicant says is going to be is in the
application. They alsc start their HUD due diligence

for the previous participations, the 2530s and 2880s,
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which could be quite time-consuming.

Our lcan specialists, which are kind of the
loan officers' assistants, they take -- and at this
time we probably have an updated financial analysis, we

take and start tweaking the numbers. We're goling to

have some -- part of our loan application is -- is
historical operating expenses and rent rolls. We start
to update our financial analysis. The borrower will

have a point of contact at all times. TIf the loan
officer is not in, the specialist will be irn to help.
So they have a point of contact at all times.

Part of those third-party reports that come in,
the appraisal, sometimes -- 50 percent of the time that
appraisal is ready, and 50 percent of the time it's
nct. Energy audit, as we move forward, enerqgy
efficiencies will be a reguirement. Soil studies, ALTA
surveys, selsmic review, it's all there.

That ceonstruction budget that comes in, we
compare it to the scope of work that's within that
physical needs assessment, and we all hark back to our
site visit to make sure that what i1s incorporated in
the borrower's scope of work is also the same as in the
PNA that we -- the PNA consultant that we've engaged in
that report and we've incorporated that into our

financial analysis. So usually, again, updated
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financial analysis, we're also updating constructlion
numbers. Equity numbers change too. Eguity numbers
change all the time.

And then all the other -- the ancillary items,
you know, releocation plan, if there's some tenants that
may -- that could be over income or relocation plan as
in if there's going to be massive amounts of rehab, the
costs associated with that relocation expense and
what's happening.

Recent property inspections, again, if it's in
our portfolio, our asset management inspectors have
been out once, twice, a year. We have access to those.
We can see what's going on as well.

After this analysis, you know, we make a
determination of the adequacy of this information and
any additional information that's needed. And at this
point we can decide to move forward or decline. It's
not —-- you know, it's not uncommon that we have
declined a loan before, because we do.

MR. JACOBRS: Are there living wage requirements
on the construction bids at all?

MR. MORGAN: I -- I haven't -- I haven't seen
that, but there are living wage regquirements. What
we've seen is our -- our deals require, they're going

to be Davis-Bacon anyway, as a reguirement of the
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HUD -~ of the HUD risk share.

M5. PATTERSON: So all of the construction,
multi~family construction, loans are subject to
Davis-Bacon?

MR. MORGAN: They are.

M5. PATTERSON: If there were --

MR, MORGAN: They'll all be required.

MS. PATTERSON: If there were a certain number
of units or -—-

MR. MORGAN: No. A hundred percent --

M5. PATTERSON: -- a hundred percent.

MR. MORGAN: ~- Davis-Bacon.

M5. PATTERSON: So all your multi-family loans
are -—-

MR. MORGAN: Yes. It's a requirement of the
HUD risk share.

CHAIRPERON CAREY: Under the HUD risk share.

MR. MORGAN: Under the HUD risk share. And

that's the -- that's the tool we have in our toolbox at

the moment.

MS. PATTERSON: Okay.

CHAIRPERON CAREY: It's not true if you have a
multi-family new construction.

MR. MORGAN: No. No.

MS. PATTERSON: So --

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

96




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

153

CalHFA Board of Directors Meeting — January 17, 2013

MR. MCRGAN: I mean, well, others -- 2008
report. TLast year, yes, all those -- all those, the
nine deals that we did last year had Davis-Bacon HUD
risk share.

MS. PATTERSON: Okay. And so when -- since
we're still on the construction budget and since it is
subject to the HUD Davis-Bacon, had you also had
construction minimum guidelines for rehab and a
per-unit subsidy that you do? So are you looking at
that as well?

MR. MORGAN: Yes. 8So —-- so -- well, with
regards to the HUD risk-share agreement, it's a 50/50
split of risk.

MS. PATTERSON: Okay.

MR. MORGAN: They accept our underwriting. We
have to meet their criteria. One of the criteria is

the substantial rehab formula, which i1s about 17-5 =z

unit.

MS. PATTERSON: Okay.

MR. MORGAN: But as far as a subsidy for —-- for
the -- for the -- for that unit or that tenant, there's
not a requirement there. What we look at -- what they
lock at is they -- they will -- they will review our

underwriting, but the deals that we submit o them are

a hundred percent affordable, 50s, 60s, 80s, 120
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percent. Their -- their concern i1s ADA access to make
sure that we at least have if not 5, 10 percent of the
units ADA accessible. And the relocation plan, they
loock hard at that.

MS. PATTERSON: Okay. So do we have a formula
or a poclicy or a guideline as we're doing our
muiti-family work to lock at minimum construction
standards to meet a certain amount of useful life and,
secondly, that here is our general amount that we will
put in per unit subsidy? Do you have that?

MR. MORGAN: Yes, we do. As far as the -- what
was the first one, again? I'm sorry.

MS. PATTERSON: A minimum constructiocn standard
for --

MR. MORGAN: Yes.

MS. PATTERSON: -—- rehab -~

MR. MORGAN: Yes.

MS. PATTERSCN: -- so that you know it's going
to meet a certain useful life, depending on the amount
of money --

MR. MORGAN: So for -- for -- we -- we like to
see more than just a minimum, 17,5. The useful life
that we want to see 1s Z5 to 30 years, it's extending
of the existing life of the project.

As far as the subsidy is concerned, we don't --
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I mean, we don't have, I mean, a subsidy as far as

CallFA, but we do have a restriction on Lhe units as

far as income. There may be a -- a —- a Section 8
subsidy, which we would take intoc -- you know, that we
would —-- that would come along with that that would be

project based or tenant based, but --

MS. PATTERSON: So yours 1is just straight
permanent construction taking out other -- perhaps.
Yours is permanent financing for construction.

MR. MORGAN: Curs i1s acg rehsb and permanent
financing. If we -- we get initial endorsement from
day one all the way through to completion, and at
completion we get our final endorsement for the
permanent loan. So it could be to a two-year rehab
period, and then at month 25, we recelive our equity
payout and convert to permanent.

These are variables that can impact our review

time line. The appraiser, the workload -- the
appraisal seems to be the -- the challenging document,
because it seems -- there seems to be an appraisal for

TCAC's requirements, there's an appraisal for the
developer that they're trying to negotiate with the
seller, and then there's the CalHFA appraisal
regquirement. And scmetimes those numbers are —- could

be different.
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So, you know, that's what we -- what we're
moving feorward to do in 2013 is CalHFA has their
appraisers under contract, the benefit of the
appraisals for CalHFA. And we go -- and we have ocur
own appraisal requirements that we share with the
borrower, that we will utilize for cur loan and it
meets —-- and that it meets our reguirements. And part
of those requirements toc, Tia, i1s that we have -- we
have set those cguidelines out for HUD risk share, 20
percent lcan to value. Our debt service coverage ratio
is 150 and 120. They have bought -- they have accepted
our underwriting, those guidelines, but we are meeting
their reguirements.

The HUD review, the 2530s and scome of the
envircnmental review can take an extended period of
time, which can -- which could affect cur time line.
The PNA and energy audit, depending on the worklcad of
the consultants that either we have under contract or
consultants that we allow to exercise —- that are
allowed tc -- to perform the PNA may have a worklcad.
And there may be scme discrepancies on what we want to
do.

FFor example, 1f there's a major repair that's
six, seven years out on this reserve analysis and

it's -- and it's -- and it's for a new roof, we want to
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incorpeorate that in the current financing, because we

don't want to go seven years out and have to replace a
whole new roof when we'ra trying to extend the life of
the project for anocther 25, 30 years.

Phase II, heaven forbid there's a Phase ITI, but
that would affect the -- the impact.

The developer, the developer may have numerous
projects, may be guite busy, and may be dealing with
other localities that they are -- whether it be the
TCAC application, what have you. That could impact
our ~- gur time line.

And then CalHFA as well, given cur -- given our
workload, trying to f£it the approval process, the time
line, into their schedule could be a little
challenging. That can affect the fTime line as well.

So after that analysis, we come back and -- and
if we vetted it ~- like I said, we could either decline
if we don't feel comfortable. Maybe we don't have a
rate that's competitive. Maybe our reserve analysis —-
our replacement reserves are more than what they
require or want to deal with, but if everybody's
onboard =-- go ahead.

MR. JACOBS: Just go through the capital stack
on a typical legan. I know there's always going to be

variables here, but where are we in the stack and what
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else is there? Is there municipal contributions? Is
there --

MR. MORGAN: Well, we start, as far as -- as
far as the loan side, we start at around 150 basis
points, Tim, and work back., So it's -- our bond
financing, we don't have a real interest rate going
forward, but that whole capital stack, we're going to
add -- let's see, how can I put it?

M5. CAPPIO: He's asking the stack, where we
are in the stack.

MR. MORGAN: O©Oh.

MR. JACCBS: How many others?

MR. MORGAN: So as far as -- we're always the
first, in first lien peosition.

ME. JACOBRS: Right.

MR. MCRGAN: And then what we see as any
additional capital, it's usually investor equity, and
at this time that's tax credit eguity. And if -- if
there is any other limited sources, MMP or -- or, you
know, borrower equity where they have another --
another project that's socld and they want to bring in
equity, but that's what we see. And if there's another
soft money debt that's in there, there would be some
subordinations, but we're always in first position.

Always in first position. We are -- we get paid back.
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We're nct soft money or residual receipt money.

MR. JACOBS: Is there a limit to loan to value?

MR. MORGAN: Yes. 90 percent loan to value.

MS. FALK: I just wanted -~ having worked on a
lot of these, to the extent that you can coordinate
with other state agencies, in your underwriting
standards, it's really helpful because it drives
everybody crazy that different agencies require
different things. I'm thinking of like reserve
raequirements and operating costs and many other things
that you require.

MR. MORGAN: That's currently —-- that's
currently -- with the latest experience that we've had
on some of our preservation Ilcans, it's vital that we
work together there. I know that our friends at TCAC
have de minimus recguirements on replacement reserves --
we'll take that for example -- where the Agency just
takes a harder look on if it's a family project, vyou
know, it's going to need a little more. You ¥now,
depending on the scope of what's been done, it may need
more replacement reserves built into the operating
budget.

But, yes, our experience, especially this
past —- these past seven, eight deals, not only working

with the state agencies, but other localities and —--
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it's very vital because it all affects the timing. And

the more soft money subsidies, absolutely. So we tLake

a proactive approach to making -- and not just call and
leave messages. We call until we gel an answer or a
response or a viable solution. But we -- absolutely.

MS. FALK: Because that's probably the biggest
impediment to the time lines, is the different
requirements of the different entities and trying to
resolwve them.

MR. MORGAN: Yeah, up until 2008, we had a
universal application. So you had the -- the beginning
part of that application where it's just the
preliminary information, that works well for TCAC,
CPLAC, CalHFA, HCD, and everybody else had their
components.

So when we tried to utilize the universzl
application for 2012, it was like what are you doing?
This is from four years ago, and that was four years

ago. 50 we're working back and educating folks on our

universal application. But we -- our experience just
with -- again, with these past 2012 deals, it's
almost -- 1t's communication that we deal with every

day, depending cn the importance of it.
M5. CAPPIO: Sc as we're working better

together between agencies, that's an important
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component, coordinating.

CHAIRPERON CAREY: Jonathan, vcou had a
question?

MR. HUNTER: Yes, just on the positioning of
the locans.

MR. MORGAN: Yes.

MR. HUNTER: It was my understanding that on
the MHSA housing program, that they -- that CallFA
actually agreed to be subordinate in some cases where
the €alHFA loan was clearly much smaller than the other
hard debt coming in.

MR. MORGAN: Yeah. So that's -- that's a good
point, Mr. Hunter. We were talking about just on the
acquisition rehab piece. This loan program, yes, we're
in first position. On the MHSA program that we
administer for DMH, we're in —- our position is
whatever the dollar amount puts us. So if we're at,
vou know, $300,000 MHSA loan ameong six or seven other
lenders that are above us, we come into that pile. We
are in a subordinate position. Okay?

Now, T know that that looks kind of crazy, but
it's not, and I'll -- and I'1ll -- I'1ll explain to you
the madness. I just wanted to show you -- you know,
taking the example and trying to incorporate what we do

as far as our review and analysis and -- and the time
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line in which -- how we could affect the time line.

So we have our preliminary discussion February
lst, we go out on a site visit on February 1l4th -- now,
by the way, this is a borrower who's come to us and
sald, "Hey, I got to clese July 1st." 8o, okay, fine.
We'll work hard to achieve your obijective.

The CalHFA loan application date is usually the
same as the CDLAC application due date, and here's why:
If we have a July 1st closing time line, we have to
back into your Board meeting, the Board meeting here.
So the next Board meeting T believe is July 7th, would
it fit? No, it's July lst. 8So what's the next Board
meeting, May 9th. So really what we do is we start at
that date and work backwards, but I'm showing you
forward.

So the -- and -- and CDLAC requires our final
commitment before they can award allocalicn. So when
we produce our board meetings every year, we make sure
that they're at least a day before the CDLAC allocation
cecmmittee meeting.

So we work backwards, but we're now -- but now
I'm going to work forwards.

So given the -- given the -- that we have
initial senior loan committee for CDLAC on March

13th -- and that's preliminary information for CDLAC.
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CalHFA 1s allowed to provide them with an initial
commitment, not a final commitment. The initial
coemmitment is accepted by them subject to obtaining a
final commitment.

So a lot of the numbers are preliminary, except
for one, and that's the loan amount. So we've got to
be pretty -- we've got to be accurate on the loan
amount because we're going to ask for a tax-exempt
allocation going through the process. That takes
CDLAC, they like 60 days to review. Ancd we have got to
make sure that that loan amcunt 1s -- 1s fixed.
Otherwise, 1f 1t goes through and it gets approved and
then there's an increase in the locan amcunt, we're
going back for allcocation. But if it's a decrease,
we're okay. We may not use our full allocation. As
long ag we're within 80 percent of that, there's no
igsue, So that's our initial senior loan committee
meeting.

The write-ups, as we go through this analysis,
we —-- we -- we accumulate all the analysis that we
have. We incorporate it intc the board write-up format
that you all receive and -- and put it in such a way
that it flows, where you get —-- you get the up-front
picture, the overview with financial information

up-front, and then ancillary infermaticn all the way
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through, six, seven pages, at the end where you have
the resume of the -- of the development team.

Then we go to the senior loan committee for
more. Now, our senior loan committee is comprised of
our senior staff: Claudia, who has the housing
experience; we have Tim, who we can ask anything abocut
the financing; we have Margaret, who provides us input
on any operations; we have Ken Giebel. We have folks
that can make the decision if this is a goocd and wviable
project. We've gone to them once with the initial
information cn our senior loan committee for CDLAC.
Now we're back with hard core numbers that are --
consider them to be final draft.

And then once we go through that process, if
that -- if they're -- they may have comments or
guestions or issues that we haven't addressed, we
address those, we make modifications, and we prepare
for your board binder due date, which JoJo, she's on
it. 8o we make sure that you get it in a timely
manner.

And our senior loan committee members, we
see ~- our goal -- it's not cur gcal. OQur requirement
in the procgram is to make sure that our members have
them at least 48 hours, two days, prior to cur senior

loan committee meeting, not the day of.
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And then we're with you at the Board meeting.
So, vou know, at the end of the day, vou know, there's
a public purpose here. You know, with -- with our
projects going ~- given the fact that we're going to
CDLAC, we have a Board meeting, vyou know,
affordability, vou know, gross resource services.

And for CalliFA, we're extending affordability,
whether it be recapitalization of the project,
extending it more, or a new acquisition. And also it's
generating income and fees for the Agency, given our
interest rate spread and fees that we're generating.
Because at the end of day, we get paid. We get paid.
So when you have that final project, that deliverable,
in your binder, you know that it's taken at least three
to four months of detailed analysis. This isn't check
the box, push the numbers in, turn the grinder, we have
a project. No, it's more than that.

If something came up to me like a July 1st
deadline, I don't think -- reasonably I don't think we
would be able to make it. I think we wouid push it to
the fall, a later date, but doesn't mean we don't try.

MS. PATTERSON: What's your application
process? Do you have —- is it basically over the
counter where -—-

MR. MORGAN: Yes.
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M5. PATTERSON: -- they can apply anytime or --

MR, MORGAN: Yes.

MS. PATTERSON: -- do you have certain —--

MR. MORGAN: No.

MS. PATTERSCN: -- times of the year?

MR. MORGAN: No. They can come in anytime, but
we always start with the Board meeting and the CDLAC
meeting and work backwards. And CDLAC's doing that
too, ocbviously.

MR. BELL: If you were to put buckets on the
table, which bucket would have the most demand? Is it
fer the acquisition, or is it for the -- for the
refinancing? And what sort of demand are you seeing
from developers?

MR. MORGAN: For us, the feedback that we'wve
been receiving and also the demand we've been receiving
is for acg rehab. OQur own portfolio, we =- our own
portfolio hasn't been allowed to prepay for years. I
mean, we've considered a prepayment if -- if -- we
would consider prepayment 1f CalHFA was to be a lender,
up until 2008, After 2008 we were kind of on hiatus
and -- and now we have projects in our portfolio that
are in need of serious recapitalizations, so everything
we do i1s going Lo be acguisition rehab.

And there's a demand. We have about 12 to 14
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projects that couldn't make last year's time line that
are teed up, ready to go for 2013. We also want to
have =-- to meet the -- we also want to be able to
compete and have new projects in addition to
recapitalizing ocur own projects in our pertfclio.

MS. PATTERSON: So vou aren't deoing new
construction?

ME. MORGAN: DNot for —-- not for 2013.

MS. PATTERSON: You're just focusing on acg
rehab and recapitalizaticn of the existing portfolio.

MR. MORGAN: That's correct.

MS. FALK: Why deon't you de new construction?

MR. MORGAN: We -- the HUD -- the HUD
risk-share product that we have is for sub rehab only.

MS. FALK: Okay.

MR. MORGAN: And it deesn't -- it doesn't allow
for new constructicn.

MS. CAPPIO: We don't have gquite the liquidity
yet. Yet.

MR. MCORGAN: Well, I'11l let you say that. I
didn't say that.

MR. HSU: Said a different way, Janel, when we
do have a construction program, the lcans are uninsured
because we can have risk share on it. And plus we

finance them with the variable-rate bonds, so it's not
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the time to tap back intce that world.

CHATRFERON CAREY: Thank you.

MS. CAPPIO: Thank you.

M5. ALVAREZ: Hello, I'm Margaret Alvarez. I'm
not on the agenda, kind of consider it overtime, but
we've got five minutes.

Ckay. So I represent the asset management
division, and I just wanted to provide an overview of
what our division does. We have 28 staff positions.
Half of us are in Los Angeles, the Culver City office,
and half are in the Sacramento office. I reside in the
Culver City office, and Chris Penny back here, if he
waves his hand, is in charge of the Sacramento office
and all the staff, actually. He's No. 2 in command.

The purpose of our division is to preserve the
assets through the life of the lcan through financial,
physical and tenant compliance -- monitoring. We make
sure that the units that they said were going to be
available for low-income tenants are actually availablé
and that they're in good, decent, safe, sanitary
condition.

We alsc serve as the contract administrator on
HUD's behalf for our Section 8 portfolic. And we in a
true sense are a contract administrator cn that. We

actually earn about a million-three a year in admin
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fees for overseeing that peortfolio, and quite a bit of
our time is devoted to that particular pursuit.

We like tc consider curselves partners with
others in the Agency. Asset management is cne of those
divisions that gets t¢ be involved with several other
divisions in the Agency. And we also like to ccnsider
ocurselves partners with the management agents and
borrowers. We have a pretty good working relationship,
I think, with all those classes of groups.

Currently we have 480 assets in our portfolio.
115 are Section 8. We have 25 new MHSA program
projects that just came in in the last year or s0.

Many more to cocme on that. And that leaves 340
non-Section 8§ or what we used tc call our 8020
portfelic. And the Agency's regulations are that 20
percent of the units have to be set aside for tenants
at 50 percent income level or less.

In the olden days, early 20s and kefore, we had
what we called plain vanilla projects where they really
truly were 80/20. Since the late 90s into the 2000s
and today, almost everything that comes in our door has
many financial lavers, and it's virtually 100 percent
affordable., It's regulated by us or somebody else.

So your oldest asset still on the books is from

1979. Most are two- or three-story garden style,
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although we do have guite a few high-rise and some
mixed use. The smallest port -- the smallest building
is five units, and the largest is 528 units located in
Los Angeles. We zlso have several that are in the
three and four hundred range that are in the San Jose
area.

We have a total cf almost 38,000 units, and the
average size of the properties is 78 units, which has
also increased. When T first started with the Agency,
the average was a little under 50. So your buildings
over the years have gotten bigger.

So our division falls into four broad
categories, the first being the asset managers that
oversee the financial aspects of the projects. They're
the ones who work with the management agents and owners
from a financial perspective on monthly operating
statements, vear-end audit review, reserve for
replacement requests for capital improvement projects,
and we oversee the remittance of carned surplus funds.

And those earned surplus funds where owners
nhave limited distributions come to the Agency, some of
the money goes to HUD; some of it belongs to the
Agency. We actually use that pot of money to do
capital improvement projects where needed, when people

aren't going to fully recapitalirze, they Jjust need a
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little bit of assistance to fix a roof or scmething
elge that they didn't have enough money in their
reserves to do.

Our inspectecrs go annually to inspect the
buildings from top to bottom and make sure it's clean,
safe and sanitary. They feollow up on building
deficiencies throughout the vear, so if there were
things that were kind of -- had a warning lakel placed
on them, they do preventative maintenance follow-up and
work with the management agent cn capital improvement
planning.

Qur occupancy unit, the -- dcees primarily the
Section 8 that I menticned earlier. They actually
administer the monthly vouchers, which are the
subsidies from HUD for the rents. They're experts in
the HUD regulations and handbook, and they gc to the
projects every year and actually go through files --
it's a requirement of HUD -- and make sure that things
are in order and people that live there meet the
requirements of HUD.

We also have compliance people that focus on
the non-Section 8 part of our portfolio, that 20
percent at 50 percent. We have annual compliance on
that. We also do some monitoring for CDLAC, for

Citibank who we sold some loans to, and that type of
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thing.

The fourth area is tenant relations. We have
by statute required what they call a tenant liaison,
which is between the Agency and the Section 8 building.
And so what that tenant liaison does is allows the
tenants of Secticn 8 buildings, if they have a
complaint against management for their rent or
something else going on at the building, they can call
the Agency and ask for help, mediation.

If things progress, they can have what they
call a grievance hearing, and we actually have people
throughout the state who volunteer to be a grievance
hearing officer, and they'll go and meet at the site
and mediate the two sides. That used to happen more
than it happens now. We don’t have many requests for
that anymore, but we still zliow it. Those hearings
are nonbinding, so if the management company at the end
of the day wants to proceed with whatever action, they
are able to do that.

I'm sorry, I've got a scratchy throat today.

Other duties that we do, as Jim mentioned, we
work with programs at the front end of a loan to
participate in reviewing the budget and operating
management, those types of things, and weigh in on the

adequacy of replacements reserves. At the end of the
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loan, we work with them to facilitate collecting and
sizing impounds for insurance, taxes, earthquake
insurance, other things.

Asset management is the lead department on the
Agency's work out committee, where we have projects
that may be in peril financially or otherwise. In 2012
we only had one project go through that process, in San
Leandro. Other years we've had mecre. But in whole,
the Agency's multi-family portfolio is very successful.
We've had, in the history of the Agency, six
foreclosures. The latest one -- the mecst recent one
was in 1997. The others cccurred in the esarly 90s when
income rates -- or interest rates, excuse me, shot up
quite high and a lot c¢f things were falling apart, as
those of us in that time can remember.

We held those six RECs for almost ten years.

We scold them at the top of the market in 2007, kept the
compliance as part of the package and netted akout $53
million for the Agency, which we used to help us with
the problems we encountered in 2008 and beyond.

Okay. And then the last thing that I would
mention is that since 1996 and '7 -- 1 think that was
the Pete Wilson governor years -- the three sister
hcousing agencies went through a process called Housing

Task Force. Some of the people may remember that. The
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purpose of that was to coordinate efforts between the
housing agencies so we could reduce redundancies and
work together better.

I am proud to say we're one of the only pieces
of any -- maybe the only piece -~ left of that, with
the efforts of asset management groups who meet
annually. Chris Penny, on CalHFA's part, is our
representative on that. But every January we meet with
our inspection schedules for the year, and we all try
to cocordinate who's going to gc where. 1If at all
possikble, we try to go together. Tn some cases we do
the work for the other sister agency. And when we're
done with our reports and compliance, we share that
knowledge with esach other. So we have a pretty good
working relationship on the asset management side with
all our sister agencies, and that's continued frcm
1996~7 toc today.

MS., PATTERSCN: So that's HCD --

MS. ALVAREZ: TCAC.

MS. PATTERSON: Okay.

MS. ALVAREZ: That concludes my five-minute
overtime remarks, 1f there's any guestions.

CHAIRPERON CAREY: Do you have a question?

MS. PATTERSON: The contract-based Section 8 --

project-based Section 8, I know that they were looking
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for housing finance agencies to do that statewide. Are
we dolng -- is CalHFA providing the project-based
Section 8 administration statewide?

MS. ALVAREZ:; All the old Beard members can
take a nap. We've applied for that twice now. We've
spent probably three years of our life in asset
management applying for that, cnly to have HUD stop the
process and not go forward. The most recent was early
2012. We thought we would get the notice by COctober
1st and be rolling out, being the PBCA, but that didn't
happen. It's on pause again from HUD, and we're just
waiting.

MS. PATTERSON: And so they -- was it just for
the western region, or was that nationwide that they
were -—-

MS. ALVAREZ: It was nationwide.

MS. PATTERSON: Right. I remember it, so
that's why I was like what happened with that? They
just put the --

MS. CAPPIO: Stop, start. Stop, start. The
lawsuit.

MS., ALVAREZ: It was started as what vyou would
call a procurement. A lot of states began to take the
heat. There was a few lawsuits filed, and then HUD

decided that it wasn't a procurement, 1t was a grant,
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so it went cut as a NOPA, and we all replied to the
NOPA, which was totally starting over from scratch as
far as our response. And then the states kicked their
feet and lawsuits were filed, and the GA -- GAO's
office got involved, and everything's just on pause.

MS. PATTERSCN: And so the contract
administration -- because I think there's two in
California.

MS. ALVAREZ: Yes.

M5. PATTERSON: They're continuing to do that
for us?

MS. ALVAREZ: Yes.

M3. PATTERSON: OQkay.

MS. ALVAREZ: There were a handful of states
that didn't file lawsuits, and then were -- they were
the only one entity to apply to do the PBCA two vears
ago now. They were granted that, and they -- they got
that new contract that we had hoped to get two years
ago.

MS. PATTERSON: Because what is that, about 14
million? What is that annually?

MS. ALVAREZ: It's based on what you bid, and
since this is open record, I will not disclose, I
guess. But we had a pretly good bid. Actually, the

first time around we had the lowest bid in California.
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We lost by I think it was one hundredth of a pocint.

MS. PATTERSON: A dime.

M3, ALVAREZ: Yeah, we lost by a very tinvy,
miniscule number. It was very depressing.

MR. BELL: Are there any proijects that are
leaning toward the impaired list, or is the portfolic
vary solid?

MS. ALVAREZ: Well, that's an interesting
question. If you look on paper, you might szay the
portfolio maybe was solid and maybe wasn’'t. We have
maybe 60 projects that don’t operate at a 1.0 debt
coverage ratio, but they've never been in dafault. A
lot of our proiects are owned by neonprofits, and they
feed them. A&And we'vée never not gotten a payment, and
they just rell along.

There are a lot of buildings, since we haven't
allowed prepayment and we don't have an in-house
rafinance mechanism, that need capital improvement,
recapitalization, partners want out, et cetera and so
forth. That's -- those are the projects that they're
trying to capture in our preservation program.

We also, at the Board's direction a few years
ago, were asked to consider the fitness of our chains
on the prepayment policy, so there's been a group of us

that have been meeting for a couple of years. I think
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this is our third year of our pilot prepayment program,
and we've lel projects out if they've reached 23 years
of maturity, seven years to go. And we've had maybe
six or eight projects take us up on that and prepay at
the end of their -- almost end of their loan term so
they can go cut and get recapitalized by somecne else.
50 I would say that's been fairly successful.

And then on a more broad basis we've been
discussing all those things.

MR. BELL: Thank you.

CHATRPERON CAREY: Okay. Thank vyou.

And next up is Di Richardson.

While we're changing those, I think for the
record Jack and I would both prefer to be referred to
as long-term Board members.

MS. ALVAREZ: Point noted.

MS. CAPPIC: Seasoned.

CHATIRPERON CAREY: Yes, seasoned.

MR. HUNTER: We also shouldn't talk about 1990
was the old days.

{(Laughter.)

M5. RICHARDSON: Well, at one point she
mentioned the year, and I thought, "Hey, I was born
that year," and then I thought, "Actually I was

graduating that year. How did that happen?"
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S50, Mr. Chalirman, Members, thank you very much.

I didn't actually prepare comments. I'm just
going to try to keep this pretty casual. Some of you
are familiar with tThe Keep Your Home California
program, some of you less so. And I'm just going to
give you a little bit of history.

Those of you that were here, you'll remember we
had a call from fhe Department of Treasury, and they
said, you know, "We're kind of thinking about putting
together a program tc give states the money to help
with their foreclosure problems. Is that something vou
would be interested in?"

And we saild, "Sure, we'd love to talk to you
about that." &aAnd then like two days later, the
President had a press conference and announced it. So,
you know, we had to react very quickly and put together
an application.

One of the first things we did, these funds are
actually TARP dollaxrs, and sc their use has to be
consistent with the EESA statute, Emergency Economic
Stabllity Accountability statute. And as you all know,
avery HFA in the state -- in the nation 1is set up a
little bit differently. Some of them are state
entities. BSome of them are completely independent.

Some of them are guasi-state government. They're all a
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little bit different.

S0 one of the first things that we had to do
was look at whether or not we could accept the funds
under the EESA statute. And if you'll recall, that was
originally -- those funds were originally the funds
that were used, the TARP financing, to bail out the
banks. So cne of the things was you had to be a
financial institution as it was defined under the EESA
statute. And that weculd have required that the
eligible entity not be -- must be a regulated entity
that is incorporated separately from the state
government itself, such as a corporation, private or
public, or similar entity formed or incorporated under
state law.

So based on that definiticn, we could not have
received the funds directly at CalHFA. So our legal
counsel scrambled, and, you know, we got together with
another -- we brought in some cutside counsel, and we
created a separate 501 (c) (3), the CalHFA Mortgage
Assistance Corporation, so that we could accept what at
that time was going to be $700 million. There was no
way we were going to leave that $700 million on the
table when, you know, we had so many California
borrowers in need.

So that's sort cf the genesis of how -~ we call
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it -- CalHFA MAC was initiated. And it is a board that
has separate -- you know, it's governed by a separate
board, and it has officers. The bcard =-- when it was

originally created, all of the hoard members were
senior-level CalHFA staff. We -- it -- at some point
in talking to Treasury, they said, "You may want to
think about, you know, maybe expanding that a little
bit and bringing in a little bit more diversity."”

And we did that. When -- when Lynn Warren
moved over to HCD, he, you know, was intimately
familiar with this program, so we asked him to be on
this board so that we could have that ceontinuity. And
also Jan Owen as the commissiconer of the Department of
Corporations in her role in regulating state kanks, we
thought, you know, she would make a great partner.

We recently had another cne of our board
members —- Howard Iwata was on the board, and he was,
you know, not -- he was sort of not interested in

continuing to serve in that capacity and asked us to

think akout that. So we were thinking about who would

be a good replacement for Howard, and, you know, I have

to say being completely selfish, I tried to think abocut

what do I need for this board? You know, who would be

a really good partner? Who -- whosge help do we need in

really, vyou know, getting the word out about this
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program? Who has a similar constituency that we can
sort of take advantage of? And T think we talked about
the fact that in the past we have not had as much
cocperation from the EDD department as I would have
liked or as some other states have enjoyed.

And so we -- we found this gentleman at EDD, a
senior manager at EDD, Greg Riggs. He's the policy and
compliance manager. We talked to him. He was very
interested in joining the beard. He was recently
appcinted and is our newest member of the board, and
that's already paying off greatly.

One of the things that he's been talking to his
senior managers about is potentially -- you know,
they've been reluctant to include flyers in their
mailing because they think they can't include anything
else because it's paid for with.these federal dollars.
S0 -— and I -- I have to say luckily I've never
received unemployment benefits, so T'm completely
unsure how it all works, but T learned you get kind of
this workbook when you file for unemployment. So
they're -~ they're now talking about including a page
on the Keep Your Home California program in that
workbook, which just is a natural fit for us.

They're also talking about how -- you know,

sending people bookmarks that they could put in those
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books, those that den't have that page at this time.

They're also thinking about having what's
called laser printing on the back of the envelopes, on
all of their envelopes that go out from EDD, savying,
you know, if you're having problems paying your
mortgage, vou want to check out this program. We'll be
really, really happy 1f that happens.

So, again, Jjust having that, the addition of
EDD cn our -- on cur board, I think is going to make a
really big difference in -- in how we're able to get
the word out to the unemployed community. They've
already —- another thing is we've really tied in with
all of the rapid respconse teams throughout the state.
When there's a big laycff, they send cut these rapid
response teams to let people know what kind cof benefits
are avallable to them. And we've become very tied into
those and making sure that we either have somebody
attending those meetings for us or at the very minimum
that they have our information.

So taking a step back, you know, the initial
allocation when we were getting ready -- when we were
first applying was, again, they were talking about
giving California, you know, about 5700,000. And then
in September they added an additiconal 47¢ million that

was —- that was earmarked specifically for the
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unemployed populaticn. And then later that same month,
later in December, they decided, oh, what the heck,
we're goling to give you another 800 millicn. 3o
suddenly what we thought was going to be a $700 million
program is now almost a $2 billion program.

And we have four -- we've created four core
programs that we're operating. And we also did an RFP
for three additiocnal programs, which —-- which I'1ll tell
you about. But our four core programs are the
Unemployment Mortgage Assistance Program —- this is a
pregram if you're currently unemployed and collecting
benefits from EDD, you can apply for this assistance,
and we can make your payment up to 53,000 a month for
up to nine months. We're finding that this is just,
you know, giving those homeowners a chance to get out
there and focus on loocking for a job and resolving
their job situation without having to worry about
feeding their kids or paying their mortgage or what
they're going te pay next.

That has been our most successful program to
date because it is a program that -- I mean, all the
lender has to do is accept the money. All of our
programs require lender participation. The funds have
to go to the lender. They cannot go directly to the

borrower.
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The second program we have is the Mortgage
Reinstatement Program. When we were originally rolling
out our programs, we held forums up and down the state,
talked to different people, asked them what they
thought was needed. One c¢f the things that we heard
from a lot of housing counselors was a reinstatement
program, You know, borrowers had just fallen into --
fallen behind. They had some minor incident come up
that caused them to miss a payment and if you could
only give them 55,000 to reinstate fhem, they could
make it going forward.

So with our reinstatement program we started it
at $15,000 and moved it up to $20,000, and it's now at
$25,000 because really a lot of these borrowers are
much further behind than any of us ever thought. So if
you're off work a couple of menths or you have some big
medical expenses, 1t just doesn't take much. You know,
a lot of people live paycheck to paycheck. So under
that program, we will reinstate a lcan up to $25,000.

This program actually sort of has twc paths
that the borrower cculd go down. We can fully
reingstate them, if that's all they need, or we will
work with their lender if thev need a modification,
because we want to see that they can make their payment

going forward after we reinstate them. We're never
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going to reinstate somebody if they can't -~ if they
can't demonstrate that they can make thelir payment
going forward.

The third program is our Principal Reductiocn
Program. This is the program that when we originally
rolled it out we required the lenders to match dollar
for dollar whatever we gave, and that turned out to be
a huge impediment for any number of reasons. And,
also, 1if you locok at the pie of leocans that servicers
service, there's a very small slice of that pie that
they actually own and control. And so those are the
ones that could have participated and that they would
have been willing to make a matching payment for.

Unfortunately, a lot of them, you know -- if
they had a lot of GSE~owned loans, Fannie and Freddie.
Fannie and Freddie were not willing to participate, and
they didn't want to create disparate treatment for
their -- for their borrowers and say, you know, ves,
we'll do yours; no, we won't do yours.

So that, coupled with the Attorneys General
settlement that came out, when that happened, lenders
made it very clear to us that, again, they were just
going to push our stuff on the back burner because if
they didn't comply with the Attorneys General

settlement, they had significant penalties that they
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were going to face.

I do not have the authority to force anybody to
comply. I do not have the authority to impose any
penalties for not complying. So, you know, we sort of
joked I hadn't found the right shade of lipstick to put
on this baby to make it attractive to them. And so
what we did was we eliminated the match reguirement.

We upped it to a hundred thousand dollars. That was
always sort of what we knew it was going to take.
Before it was at 50, 50 from us, 50 from the lender.
So we kept it a hundred thousand.

And we originally paid the assistance over a
three-year period. That turned cut to be an impediment
for Fannie and Freddie's participaticn, so we said, you
know, we've got to get in that peol. We're geing to
pay the money all up-front. So the money now gets paid
up-front. It's a hundred thousand dollars, and Fannie
and Freddie are onboard, which is huge.

We currently have over a hundred lenders
participating in all of our programs altegether, and
about 50 are participating in the Principal Reduction
Program. The only large lender not currently
participating is Citi. I think that that's going to
happen any day. A&And they are staging their

participation. Most of them are participating in the
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racast provision where if we can, you know, bring the
loan current and get loan to value down under =-- the
DTI under 38 percent, as long as we don't go below 105
on the DTI, they will take that money, recast that
lecan, and give that borrower a new —-- a new lower
payment that they can afford.

M5. PATTERSON: Are you having success —-

MS. RICHARDSON: Yes.

MS. PATTERSON: -- with these changes?

MS. RICHARDSON: Yes.

And I -- so for the longest time our
pipeline ~- the biggest part of our pipeline was UMA,
and 1t has shifted. So now our pipeline, the biggest
part of our pipeline, probably 60 to 65 percent, is on
the MRAP and PRP gide. So it's definitely shifted. We
think that's very good. Those loans obviously take
longer to complete. There's more documentation that's
needed, but we're definitely, you know, with -- with
the lenders, the number of lenders increased, it's --
we're very happy. We think this is our year. We're
definitely moving in the right direction.

The final program that we administer is the
Transition Assistance Program. This is for borrowers
who, you know, are not -- they know they can't save

their home, but we do not want them to have that black
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mark of that foreclosure on their record, i1if we can
help it. 8o if we can convince -- you know, 1if they
can convince their lender to do a short sale or z deed
in lieu, we'll pay them up to $5,000 to help them
transition tc a different living situation. That is
also picking up significantly, I will tell vou.

Another thing that I think that's happened that
I personally view as a very big success is we're seeing
a number -- when we gilve our assistance, we put a lien
on tThe property, ycou know. And it's forgiven after a
period of time. For the UMA and the MRAP, it's three
years. For the PRP, it's five. Because it's a hundred
thousand dollars. We are now seeing that we -- you
know, for those lenders -~- for those homeowners that
are only getting a recast from their current lender,
they're then able to go to another lender and actually
get a true modification with a better interest rate,
and we are subordinating like crazy. So we think
that's just a win-win for us.

The other pilece of our programs, we did an RFP
at the very beginning and solicited proposals. We
chose three programs that are called our Local
Innovation Fund Program. The first program 1s a
program that is run by Community Housing Works out of

San Diego. That is a program where their -- they
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will -- we just amended that program. They do it on a
40/60 match to eliminate junior mortgages to facilitate
re-fis, short sales, whatever they need to do. These
are loans that are not available for modification under
2MP, but, you know -- so a lot of them are smaller
community banks or they might be more -junior than a
second loan. But, again, it all adds toc that
homeowner's debt. Because we're trying to bring their
overall debt down.

The second program is the NeighborWorks
lease-to-own program where they're working with banks
to try to convince them to sell them some loans at a
discount. We work with those borrowers to, you know,
improve their credit, at least leasing the hcme to the
borrower at that time and then re-selling them to the
borrower. That has not proven to be successful because
most banks are unwilling to do -- they said that's not
an arm's-length transacticn, and they're not willing to
de that.

The third program is a program ocut of L.A. You
guys were =-- you know, you that have been around for a
while will remember they started out -- they were
convinced that they could do principal reducticn 6 to
20 cents on the dollar. It -- they haven't been

successful. We haven't seen any transactions from them
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vet. They're going back, you know, looking at their --
at thelr program.

MS. PATTERSON: Was that the Enterprise one and
working with that -- that group that was actually
getting the -- the First Look Program, T thought it
was? There was an Enterprise Group that worked with
NeighborWorks to -=- and they thought they could get a
discount from the bhanks.

MS. RICHARDSCN: This wasn't -- this wasn't
really Enterprise. This is a program that a group that
worked with L.A. Housing Department, OnelA —-

MS. PATTERSON: Okay.

MS. RICHARDSCON: -- down in L -- Los Angeles.
They worked -- they did have a commitment for a time
from Bank of America, and they were going to create a
pilot program within two council districts. And it's
my understanding that because such a long period of
time has gone by, Bank of America has withdrawn their
participation.

So, again, we're talking to them to try to
figure out if there's something that they can do, but
it has to be different than what we're doing on a
statewide basis, and it has to be different than what
HAMP is offering, and that space 1s getting a little

bit smaller.
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M5. PATTERSON: So do they have a certain
amount of time so they can come up with something
successful or do you --

MS. RICHARDSON: Well, vyou know what? That
clock's —- that clock has already ticked off. But I'm
being flexible because our program took a little longer
than we thought as well. And I will be willing to
allow that -- those funds to stay allocated for that
purpose until I need them for something else. And at
the rate that our program 1s gcing, vou know, I do see
that those funds -- there's a very likely scenario Lhat
those funds will be need to be moved.

M5. PATTERSON: So you have the ability to
recapture thcese funds, basically?

MS. RICHARDSON: Yeah, I do need to go back to
Treasury every time we do that. I can't get any more
dollars, but they are willing to allcow us to re —--
reallocate within the pools that have already been
approved 1f something's proving to be very successful.

CHAIRPERON CAREY: Mr. Bell.

MR. BELL: Di, I have a questiocn about fraud,
and one is borrower fraud, and the other is fraud by
scammers out there in the real world. First is what
checks and diligence do you use tc make certain that

you're not ~- your moneys are not used by people who
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are defrauding the system? And secondly, are there =--
are there groups cut there —-- because in my world there
are lots of groups that purport to be related to a
government agency and then they say, "We'll help you,
just give us an advance fee" and then do nothing. Are
you seeing that?

MS. RICHARDSON: Well, we see it once in a
while, and we actually report them to your office
because we work closely. We have a compliance manager
and a compliance group. We have a red flag process if
a borrower comes in and i1t looks like they doctored
the -- you know, the paperwork that they're submitting,
we're not going to fund it unless they can provide us
something that shows that we're wrong. So -- and --
and when we do suspect fraud, we report it to DRE, we
refer it to the AG's cffice, and we report it to
Treasury.

MR. BELL: Thank you.

MS, FALK: I was just wondering how many
borrowers have you helped te date and what's you —-

MS. RICHARDSON: To date —-

MS. FALK: -- what's your prcojection for the --
MS. RICHARDSON: Well, we think with -- with
the -~ because we increased our —-- you know, our 50 to

a hundred, that obviously Ltook the number down. We
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think 1t will be about 80- or 85,000 people. And to
date we've done akout -- we've funded abcocut 21,000.

MS. FALK: That's a lot.

CHAIRPERON CAREY: Do you have a qguestion?

MR. JACCBS: One question in terms of how
borrowers have gotten into trouble, what's the
breakdown in terms of job loss, unexpected circumstance

or just unrealistic underwriting?

MS. RICHARDSON: Well, I'm geing to -- for one
thing, ocur -- our program -- for this program, we have
made a distinction that it -- that you can't -- being
underwater in and of itself is not a hardship. If you

made a contractual obligation and you have the ability
to make that payment, ycu're not a good candidate for
our program.

S50 obviously because our unemployment program
is the most robust, that's -- you know, that's been
big. I'd say job loss is very high. A lot of people
have found new employment, but they're making less
money. They've had to sort cof, you know, take a
different tack.

And I think that, you know, we're seeing a lot
of people that have had medical expenses that caused
them to fall behind. We try to be very flexible in the

definition of a hardship because -- you know, we follow
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the Treasury guidelines, but if I gave a prescriptive
list, somebody would come in with something that I
would miss. So we try to let the borrower make their
case and show us that they truly suffered a hardship.
and it can be a loss of income, and it can be I'wve
had -- my payment's gone up. You know, I had an
interest-only type loan and my payment's gone up and my
income hasn't. To me, that's the same thing.

CHAIRPERON CAREY: Ckay. Thank you very much,
Di.

And I think we have one more presentaticn from
Victor. In the interest of meving along, I think
Victor and I have agreed to go -- put his presentation
off till the next meeting, focusing on -- on sort of
the public regquirements, focus on those issues we have
to deal with. &nd I think it will be good for us,
particularly new Beoard members, to understand
Bagley-Keene, that sort of thing, but we'll continue
that to the next meeting, if that's that okay with
folks.

MR. JAMES: Mr. Chair, Lthe one comment --

CHAIRPERON CAREY: Yes.

MR, JAMES: -- I would like to perhaps suggest
to the board, since we do have a couple new members, is

draw your attenticn tc —-- you each received the
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orientation binder. And the very last document in that
as Attachment C is a handy guide to Bagley-Keene. I
really recommend reading that as well as there's a —-
there's also a handout in here that talks generally
about board governance, which kind of touches on a lot
of the issues that you fclks are -- were keying in on
teday in terms of strategies that we may or may not
want to get more involved in. So reading those two
things might give you some ideas for our next meeting.

CHATRPERON CAREY: There's also information on
finarncial disclosures.

MR. JAMES: Yes,

CHATIRPERON CAREY: And locking at that ahead of
time because it becomes difficult at that -- at that

moment.
--o0o--

Item 7. Reports

CHAIRPERON CAREY: Okay. With that, we have
the standard reports. I don't know if there are any
questions related to those reports, but -- we're eating

candy, sc my guess 1s there's not.

--o0o--
Item 8. Discussion of other Board matters
CHATRPERON CAREY: Other Board matters, T

would -- I'd like to give an Audit Committee update.
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And T've asked Matt Jacobs to joein the Audit Committee

as the chair, and he's agreed. Thank you very much.

And so that committee is set.

--o0o--

Item 9. Public testimony

CHATRPERON CAREY: Then we move cn to public

testimony. This is an opportunity for members of the

public to address the Board on matters that are not on

the agenda. And I understand we have twoc people who

specifically requested to speak to the Board, David

Mandel and David Madriz.

And I would ask you in view of the time,
constraints, that you keep yourselves within ten
minutes, understanding that the Board cannot act
matters that are not on the agenda. We can take
input, but are not unable to act.

MR. MANDEL: Sure. Thank you very much,
appreciate the opportunity. Ten minutes i1s more
was expecitiing.

CHATIRPERCON CAREY: Take five.

{(Laughter.)

the

on any

your

than I

THE COURT REPORTER: Excuse me, could I get

your name, please.

MR. MANDEL: Sure, it's David Mandel.

THE COURT REPORTER: Thank you.
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MR. MANDEL: I -- and I understand this is just
an informaticnal item because if a decision were made,
it would be by the CalHFA MAC board, not this one, but
I - I --1I really think and hope that you'll be
interested in hearing some ideas that we've been
thinking about for a while and felt like we really
wanted to bring this forth te CalHFA personally because
we found out -- David, can I have one too? -- we found
out thet -- that the Keep Your Home California program
that Di just explained, in another state, in Oregon
just to our north, they have some similar programs.

But they alsc instituted another one, which I think is
a really —-- sets a really important precedent in a
model that I hope California will be able to follow.

So the page you've just gotten gives a
one-page -- Oregon's own one-page description of that.
And if you turn the page, it has kind of this ocutline
of some ideas that I would want to present what
California might want to do. And by the way, my name
and contact informaticn is at the bottom, if anybody
wants to -- for further information or more extensive
discussion than there's time for today.

I've appreciated sitting in on this meeting, by
the way, the first time I've come tc such a meeting, to

really get a bigger picture of what CalHFA does and the
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complications and difficulties that you face in trying
to create and sustain affordable housing in California.
I myself have benefited from what was then called a

CHAPA loan, when I bought my condo 20 years ago, and I

still live there, and I have since paid the lecan off.

It's not one that -- that you lost any money on.
As -- the —-- on the -- on the side that I wrote
of the thing, T don't want to —-- maybe I use the word

there that's a little bit too harsh, shortcomings of
the current Keep Your Home California program. It has
been a fantastic program that's been able to do things
that other procgrams have not done, especially since the
evoluticn of the Principal Reduction Program to the
point now where a lot more people are e¢ligible and more

lenders are participating.

But -- and it has -- and it has certainly
helped a lot of people, but it -- it also -- it has
gsome limitaticons in that -- as Di herself menticned,

the money needs to go directly to the lenders. It
doesn't —-- it doesn't -- and -- and coupled with that,
it does not ensure that there's any kind of a permanent
sclution, a permanent modification. So, for instance,
even 1f somebody gets a hundred-thousand-dollar
principal reduction and even if that brings them down

to nearly current value and obligation, the -- the
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minimum is 105 percent, T understand -- their loan --
their payment may still be unaffordable, and the lender

may still not be willing tc modify the terms of the

lecan to bring payments —-- 1o make the payments
affordable.
There are still -- in addition to the millions

of pecple who have lcost their homes in the country,
there 1s still a huge backlog of what they call often
the shadow inventery of homes that are likely or
certainly quite possible to go into foreclosure,
including a great many in California.

So the program that Oregon developed basically
uses scme of the same funds, the Hardest Hit state
funds, and working with a financial institution
partner, after qualifying homeowners to -- to know that
they could afford a lecan at the current market value of
Lhe property, this partner negotiated with the lenders
to buy the properties, resells them on the same day to
the homeowners and writes a new lcan based on current
market value.

This is a much -- a guantum leap. It's a
sustainable solution for people who can gualify for it
because their payments definitely do go down. It's —--
it's a new loan based on the current market wvalue, and

in many caseg that has reduced the amcunt owed well
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over a hundred thousand deollars in Oregon. And
something similar in California would do that tco.
Our -- our prices are still up pretty high, high-cost
market in many cases, and throughout California many
people are underwater by well over a hundred thousand
dollars, and these are not rich people.

So this is something that Oregon is doing. We
understood at the beginning of the Keep Your Home
California program that there was difficulty in using
this -- the TARP money for loans as opposed to giving
it to the banks. The Treasury had a problem with that,
but cbviously they no longer have that problem with it
because Oregon is doing it. And we hope that
California will do it as well, because this -- the
benefit here entirely goes to the homeowner. The money
is -- is -- 1s a loan.

ILt's a much larger allocation of money but
there's two big advantages there. One is it will
ensure that the -- the 32 billicon that is in the Keep
Your Home Califernia fund will actually be spent. Up
till now a fairly small minority of that has still --
has still been spent, and 1t needs to be spent by 2017,
I understand.

And, finally it =- it will ke a much, much

wider benefit not only for the indiwvidual homeowners
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who get a sustainsblie sclution, but the communities as
a whole benefit from the greater stability. It will
really cut down cn the number of foreclosures, and the
economy as a whole could benefit from citizens being
less burdened by their debt.

Exactly how it would work in California, I
don't know the -- the workings of the governance and
whether Oregon 1s set up the same way as California.
That's beyond my knowledge. I leave that to -- to --
to thils Board and to the CalHFA MAC board te figure out
how tec do too, but the point is if Oregon's deing it,
I'm sure there's a way that California could do it as
well.

And finally -- and I'm not going to go through
this point by peceint because I don't want to take too
much time. If there are a couple of guestions, I'm
happy to answer them. But the last Roman numeral IV on
what I wrote gives possible options that would —-- could
expand the reach beyond what Oregon does. Cregon's a
very small pilot program. They've only -- they just
recently got started, but they'wve only done a few dozen
homes so far. They are hoping to expand it. So far
it's a pilot project in two counties in Oregon.

They're hoping Lo make it go statewide.

But there are other things that could be done.
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I just explain them in these points, one of which would
be to consider doing the same thing even for pecple who
are —— who have higher incemes and are perhaps not
behind on their loans, though they're very far
underwater and struggling to make the payments, so far
successful in making the payments. Thelr incomes are
higher, but they also got burned by purchasing or
refinancing at the height cof the market or predatory
lending or a combination of those things. Those people
would benefit, and the economy would benefit if those
people could shed some of this huge debt they have by
being underwater. With their higher income, the
program could perhaps develop a system where there
would be some kind of a sharing of the future

appreciation, and the homecowner would get some of that

and the lender -- be it CalHFA, CalHFA MAC or whoever,
I'11 let you work that out -- could get some of that
appreciation.

And in any event, by using this for loans, that
money eventually gets repaid, which means it's --
it's —- it's recycled. It can be available for future
lending through this program or.as circumgtances and
times change through other programs. As I heard loud
and clear in the previous presentations, you're always

looking for sources of funding to lcan out for
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affordable hcousing. This cquld then be converted into
that in the future.

0f course, you'd have Lo negotiate with
Treasury on exactly how to do that, and there's plenty
of -— plenty of work to be done, but the basic concept
is this. It's being done in Oregon. I hope that
California will ke able to do something -- something
similar.

And I'd Jjust call your - again, T won't go
through it, but again, call your attention to the very
last point, F’under Eoman numeral number IV gives some
ideas about how the reach could be broadened to help
people who are currently in trouble with their loans
and could ncot even qualify for a loan at current market
value. There are some other solutions that could ke
explored and I would hope broadened to keep them from
losing their hcuses because that's -- that's the
ultimate goal of what we're -- we're trying to do here.

CHATRPERON CAREY: Great.

MR. MANDETL: Thanks.

CHAIRPERON CAREY: That was exactly ten
minutes.

MR. MANDEL: Wow. I didn't even look at my
watch.

CHAIRPERON CAREY: Are there any guestions or
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comments from the Board members?

MR. MADRIZ: Can I add 30 seconds to this?

CHATRPERON CAREY: Yes.

MR. MADRIZ: Between me and Davis Mandel =--
Mr. Mandel is formerly the -- he headed the California
Senior Hotline, Senior Legal Hotline, and the National
Senicr Legal Hotline. Between me and him in California
since 2008 since I became a certified housing
counselor, we have over & million dollars of principal
reductions in what we call a short pay off, & reverse
mortgage.

Using David's proposal like the Oregon HFA,
what's being used over there, I think will reach that
63 percent of the -- of the borrowers are applying are
being denied for the Keep Your Home California program
right now Lo have a chance, a real shot, to stay in
their homes. And that, I think, will stabilize the
housing econcmy. And these seniors are losing their
homes. They're actually being thrown out on the
streets right now.

ind -- and there's not a program -- the -- the
Keep Your Home California program as cof right now, to
my opinion -- I read the audit report from Keep Your
Home Califernia's own website, it's -- it's only going

to the top 1 percent earners of the pool of people that
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are being foreclosed right now.

And I just want the Board to try to lcbby
CalHFA MAC to ftry Lo come up with a program that will
help lcw income, the family with children and seniors,
because if we don't help them now, there's not going tc
be money I see coming in the future, and it's going
to -- they're going to move into nursing facilities.
It's going to cost the state, the county, a lot more
meney .

And I would appreciate any help each Board
member can do out the time -- outside as a Board member
to see how could we work together with CalHFA MAC and
other entities in the state of California to copycat
what Oregon did.

CHATRPERON CAREY: Thank you.

Any further comments? Questions?

MR, HUNTER: I assume staff can give us a
response to that next time as to what the roles could
be?

CBATRPERON CAREY: Yeah. Staff can get back to

us with some clarification of the CalHFA MAC position

cn it.

MR. MANDEL: If people want to go into some
more depth, I have -- I printed out one copy here, and
I have copiles online that I can send te anybody -- of
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the agreement between the Oregon Housing Finance Agency
and the -- and the department that's working with them,
the contract, and also the -- the funding agreement
that applies for each -- each one of these
transactions.

CHAIRPERON CAREY: If you would share that with
the staff, I'm sure they'll look at —--

MR. MANDEL: Yeah, I just have that one. I
will send it -- send it —-- forward it to you and if
anybody else wants it, you can forward it on.

CHATRPERON CAREY: Great. A&ll right. Thank
you very much.

MR. MADRIZ: Thank you.

MR. MANDEL: Thank you.

CHAIRPERON CAREY: Is there anyone else who
wishes to address the Board from the public?

--o00o-~
Item 10. Adjournment

CHATIRPERON CAREY: Okay. Seeling none, we are
adjourned.

(The meeting concluded at 1:27 p.m.)

~~000-—-
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