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BE IT REMEMBERED that on Thursday, May 14,
2015, commencing at the hour of 10:12 a.m., at the
Department of Consumer Affairs, 1747 North Market
Boulevard, Sacramento, California, before me, DANIEL P.
FELDHAUS, CSR #6949, RDR and CRR, the following
proceedings were held:

et

CHAIR JACOBS: All right, let’s call to order
this meeting. We’ve got a lot on the agenda and some new
faces.

--000--

Item 1. Roll Call.

CHAIR JACOBS: All right, let’s do a roll call.

JoJo, i1f you would.

MS. OJIMA: Yes.

Ms. Caballero?

MS. CABALLERO: Here.

MS. OJIMA: Mr. Schaefer for Mr. Chiang?

MR. SCHAEFER: Here.

MS. OJIMA: Ms. Gunn for Ms. Endsley?

MS. GUNN: Here.

MS. OJIMA: Ms. Falk?

MS. FALK: Here.

MS. OJIMA: MS. Avila Farias?

MS. AVILA FARIAS: Here.

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

MS. OJIMA: Mr. Gunning?

MR. GUNNING: Here.

MS. OJIMA: Ms. Johnson-Hall?
(No response)

MS. OJIMA: Mr. Hunter?

(No response)

MS. OJIMA: Mr. Prince?

MR. PRINCE: I am here.

MS. OJIMA: Ms. Riggs?

MS. RIGGS: Here?

MR. PRINCE: We’re behind the screens over

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: Here.

MS. OJIMA: Mr. Alex?

(No response)

MS. OJIMA: Mr. Cohen?

(No response)

MS. OJIMA: Ms. Patterson?
MS. BOATMAN PATTERSON: Here.
MS. OJIMA: Mr. Jacobs?
CHAIR JACOBS: Here.

MS. OJIMA: We have a quorum.
CHAIR JACOBS: Great.

Thanks, JoJo.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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Item 3. Chairman/Executive Director comments

CHAIR JACOBS: Before we jump into the agenda,
we’ve got some new faces.

So if you wouldn”t mind saying hello to
everyone, introducing yourself.

MS. RIGGS: Sure.

Do I need a microphone?

CHAIR JACOBS: Yes, 1T you would.

MS. RIGGS: Good morning. My name is Susan
Riggs. I am currently on loan from the Business Consumer
Services and Housing Agency as Deputy Secretary for
Housing. And I’m in the function of the Acting Director
of Housing and Community Development.

I have many, many years iIn the housing field,
over in the legal policy realms; and I’m just happy to be
here and happy to participate.

And, actually, 1 want to give a shout-out to
Tia, who was confirmed yesterday by the Senate.

(Applause)

MS. BOATMAN PATTERSON: The Senate Rules
Committee. Let’s correct it. It was the Senate Rules
Committee, and I still have to go to the full floor. But
we’re part of the way there.

CHAIR JACOBS: Welcome.

MS. RIGGS: Thank you.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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MS. AVILA FARIAS: Good morning. My name is
AnaMarie Avila Farias. And I’m very excited to be part
of the Board and joining some new colleagues.

And 1°m coming to the Board with 21 years of
affordable housing experience. 1’ve had the opportunity
to work In various counties throughout the Bay Area:

San Francisco County, Alameda County, and currently
Contra Costa County.

My experience ranges from affordable-housing
finance to program management. And 1°m looking forward
to working here at the Board at the state level and
bringing my expertise here.

So thank you for having me.

CHAIR JACOBS: Welcome.

MS. BOATMAN PATTERSON: 1 just have to tell a
quick funny story.

So we were at the Governor’s reception for the
women appointees; and Susan and 1 were talking, and we
were so excited about the new board member, AnaMarie
Avila Farias. And so we were chitchatting; and 1 said,
“Oh, yes, she has twenty-plus years experience.” And,
like, she’s standing right there.

She had walked over to introduce herself.

And I was like, “Oh, we were just talking about

you.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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So welcome. Welcome, both of you.

CHAIR JACOBS: And, Tim, have you had a chance
to introduce yourself?

MR. SCHAEFER: Good morning. My name is Tim
Schaefer. 1°m the Deputy Treasurer with the California
State Treasurer’s office, Treasurer John Chiang.

My organizational responsibility in that office
is for the office’s investments, public finance and
centralized treasury functions. And in my spare time,
I’m supposed to represent him on boards such as this.

I’m a newcomer to state service. 1 have
45 years of experience in the public finance business,
starting as a trader. 1 started when 1 was seven.

And progressing through the investment banking
function at a couple of major banks -- one in New York,
one iIn San Francisco -- before entering the financial
advisory business about 25 years ago.

I don”t pretend to be an affordable-housing
expert, though I do have some housing finance in my
background. But bonds are my thing, and that’s why
I’m here. And I’m delighted to be here and join the
shout-out to Tia on her confirmation by the Rules
Committee.

MS. BOATMAN PATTERSON: Thank you.

CHAIR JACOBS: We are lucky to have the three

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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of you joining this board.
Thank you.
--000--
Item 2. Approval of the minutes of the March 17%,
2015, Board of Directors meeting
CHAIR JACOBS: We’ve got our March 17
minutes.
Does anyone want to bring the minutes up?
MS. CABALLERO: 1”11 move approval.
MS. SOTELO: Second.
CHAIR JACOBS: JoJo?
MS. OJIMA: Thank you.
Ms. Caballero?
MS. CABALLERO: Aye.
MS. OJIMA: Mr. Schaefer?
MR. SCHAEFER: Abstain.
MS. OJIMA: Thank you.
Ms. Gunn?
MS. GUNN: Aye.
MS. OJIMA: Ms. Falk?
MS. FALK: Yes.
MS. OJIMA: Ms. Avila Farias?
MS. AVILA FARIAS: Abstain.
MS. OJIMA: Thank you.

Mr. Gunning?

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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MR. GUNNING: Aye. Aye.

MS. OJIMA: Thank you.

Mr. Prince?

MR. PRINCE: Yes.

MS. OJIMA: Ms. Riggs?

MS. RIGGS: Abstain.

MS. CAPPIO: Thank you.

Ms. Sotelo?

MS. SOTELO: Aye.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

MS. OJIMA: The minutes have been approved.

CHAIR JACOBS: Thanks, JoJo.

MS. OJIMA: Barely.

--000--

Item 4. Report of the Chair of the Audit Committee

CHAIR JACOBS: All right, Audit Committee.

Charrman Gunning, would you like to give a
quick rundown of what we discussed?

MR. GUNNING: Oh, you’re not going to give any
comments? Turn it over?

CHAIR JACOBS: I turn it over to you for
comments.

MR. GUNNING: Okay, thank you.

The Audit Committee met earlier today. And I

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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think, actually, a very good presentation by our auditor,
CliftonLarsonAllen.

We discussed the mortgage housing fund. 1
think we had a clean audit. 1 think there’s still some
concerns about what happens down the road with the fund
and its ability to pay claims. 1 think we’re going to
get some information back from staff with the process to
handle that going forward.

We also took a look at our charter. | think as
new members, a lot of us had not even seen the charter.
So Victor helped us understand how that came about and
our roles and responsibilities. And 1 think we decided
to leave it as i1s, so we’re satisfied with that going
forward. And i1f there are any issues, staff will present
any of the sections we should take a look at or work
further through.

Finally, we recognize that the auditor’s
contract expires at the end of the year. And the auditor
has agreed to extend the contract for a year under the
same conditions, the same personnel, which is very
important to staff, for continuity purposes.

And so we recommend, from the Committee to the
Board, that we do extend the contract for one more year.

And that’s i1t, Mr. Chairman.

CHAIR JACOBS: All right. Thank you.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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We’ve got a pretty weighty agenda here. But
I think before we jump into it, are there any members of
the public who wish to address the Board?

(No response)

CHAIR JACOBS: No? We have another opportunity
at the end of the meeting.

All right, great.

MR. PRINCE: And I°m sorry, is that something
that we have to act on, on the auditor; or does that come
in later?

MR. GUNNING: No, Tia has authority to execute

the contract, so there is no action required by the

Board.
CHAIR JACOBS: Yes, i1t’s under the limit.
MR. PRINCE: Thank you.
MR. GUNNING: Good question. Thank you.
MR. PRINCE: 1 was just going to second your
motion.
MS. BOATMAN PATTERSON: Can 1 do a report out?
CHAIR JACOBS: Yes, Tia, jump In with reports.
--000--
Item 3. Chairman/Executive Director comments

MS. BOATMAN PATTERSON: A lot has happened.
And 1 know we have a weighty agenda so 1711 be really

quick.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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I think since the last time we met, we now have
an actual appointed Director of Homeownership, and that’s
Ken Giebel.

We also have made some operational changes on
our Multifamily side. Tony Sertich, who was our risk
manager, will be stepping In an acting capacity and
stepping in as Multifamily Program administrator.

You remember Rick Okikawa. Rick Okikawa was
program administrator, but he was over both Single Family
and Multifamily. And so Tony will be stepping into that
role to allow us to focus on our Multifamily lending
and operational activities.

We have a training contract that we’re
executing, so that we can build some of those internal
capacities, so that we could really get back into the
Multifamily lending game.

So 1’m very excited about the new leadership
structure that we’re putting in place. 1°m very excited
about 1t. And I think we’re going to -- the trajectory
looks really well for us, and so I’m happy with some of
those new moves.

Also, at the end of the meeting -- you all had
asked at the end of the last meeting that we prepare the
approaches and scope and work of the organizational

assessment that we had taken on. And that should have

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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been provided to you. The scope of work should have been
provided to you and our plan. And we worked very
diligently. At the end of the meeting, we will pass out
kind of an overview of what the -- assessment the
consultant has done so far, and an historical perspective
of the Agency. We will pass that out at the end of the
meeting. And so that way, for our next meeting, you’ll
have that material to read through. And should you have
any questions about that, we can ask that during the next
meeting.

Also, one of the items that we have is ltem 12.
We’d like to move that up to Item 6, to take that after
Item 6. That was the overview and the presentation of
the MHSA, because we have visitors here who we would like
to be able to accommodate to be able to present that
item.

And you’ll see something new in the budget and
strategic plan presentation. We are going to present
those together. You should have noticed that in your
memo. We’ve usually presented that as separate items.
And there are two separate resolutions, but we’re going
to present that as one presentation. We think that will
be a lot clearer for the Board members, so that you not
only know, here is what we’re asking as our strategic

business plans and the goals that we’ve set out for

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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ourselves; but we’ll have the operating budget that goes
along with that, so that you know how we’re going to pay
for those strategic initiatives. And so that will be
presented together.

One i1tem 1 wanted to particularly bring to your
attention is the out-of-state travel policy. That is
completely -- we’ve revised that, working very closely
with our agency, the Business, Consumer Services and
Housing Agency and their admin.

Because we are independent, that is not subject
to approval by the Governor’s office. But we wanted to
make sure that our out-of-state travel policy completely
was consistent with the out-of-state travel policy of
other state agencies. And for openness and transparency
reasons, we have included a tab that talks about the
out-of-state travel, kind of our guideline and an exhibit
of the trips that staff and Board members that we want to
take. A new i1tem that you will see is an actual breaking
out of the Board and Board expenditures. 1 worked very
closely with the Chair to create a budget for the Board.

One of the -- there was a BSA audit in 2011
that said we wanted to have a more robust Board, which
I am so grateful for because I have all of you, and we
wanted to have a more engaged Board.

And so by having a Board budget that allows you

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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to participate iIn training activities and allows you to
participate in legislative meetings as we go forward with
new initiatives, we want to be able to have a board that
has the ability to engage on those issues. So you’ll see
that as well. And we’ll make sure, we show you that tab
on that Board breakout on that as well.

And so I’m very comfortable with the
out-of-state budget that we’ll be presenting. 1 think
with an overall operating budget of $40 million, a very
modest $137,000 for out-of-state travel. Essential
out-of-state travel, because these are critical items
that we have identified that are part of our mission as
a lender and having to have those lender relationships.
So 1°’m very comfortable with that. But we welcome any
questions and discussions on that when the budget
actually gets to be presented.

So 1 wanted to just give you kind of an
overview of those things that you’ll be seeing as they
are presented when staff comes up, so that if you have
questions, we can ask you back at that time.

CHAIR JACOBS: Thank you.

--000--
Item 5. Discussion, recommendation, and possible action
to adopt CalHFA Gift Ticket/Pass Distribution

Policy

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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CHAIR JACOBS: Let’s jump into ltem Number 5.

We have a resolution about the gift ticket and pass

policy.

Did everyone have a chance to read through
that?

(No response)

CHAIR JACOBS: Any discussion? Does anyone
want to..?

MS. FALK: Move approval.

MR. GUNNING: Second.

MS. CABALLERO: Yes, I just had a -- let me
see.

MR. GUNNING: 1 seconded, JoJo.

CHAIR JACOBS: We’ve got a second.

We have a comment.

MS. CABALLERO: I just had a -- I have a note,
and I’m trying to read it real quick.

So the only i1ssue I had, it has to do with the
request that any changes to the policy can be done
without board approval. And while 1°m not saying it
should come back, 1 think there should be some kind of
notice.

The whole gift policy through the FPPC process
i1s very complicated. And over the years, i1t’s changed

significantly. And so I think it’s good for us, as Board

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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members, to know iIf the FPPC changes something, and then
you’re going to change our policies In relation to it,
what 1t is that’s been changed. And so just a notice
would be good, 1 think either at a board meeting or
however it is that we would keep ourselves apprised about
that. That’s the only change.

MS. BOATMAN PATTERSON: Absolutely, Madam
Secretary. We will make a note of that in the
resolution, that we will notice the Board of changes to
our gift policy --

MS. CABALLERO: That would be great.

MS. BOATMAN PATTERSON: -- and any gift policy
that should be promulgated by the FPPC.

MS. CABALLERO: Great.

Thank you.

CHAIR JACOBS: So do we have a motion with the
Secretary’s amendment?

MS. FALK: So moved.

MR. GUNNING: So seconded.

MS. OJIMA: Ms. Caballero?

MS. CABALLERO: Aye.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.

MS. OJIMA: Ms. Gunn?

MS. GUNN: Aye.

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
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MS. OJIMA: Ms. Falk?
MS. FALK: Aye.
MS. OJIMA: Ms. Avila Farias?
MS. AVILA FARIAS: Aye.
MS. OJIMA: Mr. Gunning?
MR. GUNNING: Aye.
MS. OJIMA: Mr. Prince?
MR. PRINCE: Yes.
MS. OJIMA: Ms. Riggs?
MS. RIGGS: Aye.
MS. OJIMA: Ms. Sotelo?
MS. SOTELO: Aye.
MS. OJIMA: Mr. Jacobs?
CHAIR JACOBS: Aye.
MS. OJIMA: Resolution 15-05 has been approved.
CHAIR JACOBS: Thanks.
--000--
Item 6. Discussion, recommendation and possible action
regarding final loan commitment for:
* Virginia Terrace project (Barstow)
CHAIR JACOBS: All right, we’ve got the two
loan commitments.
Ruth, are you..?
MR. SERTICH: Good morning, Mr. Charrman. Good

morning, Board Members. My name is Tony Sertich. 1 have
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been here in a different capacity before as the financing
risk manager; but I’m very excited to begin my role as
the Multifamily Programs administrator.

On these two deals that are coming your way
today, 1 have to admit that Ruth has taken a lead on
them. 1 haven’t been that involved. So I’m going to
pass it off to Ruth Vakili to walk you through the two
deals. And 1f you have any questions, we’ll be here to
answer them.

MS. VAKILI: And you’ll all be glad to know
that Tony is in charge of the slides, because I tend to
not move forward on them. So he is going to keep me on
task.

Good morning. I”’m Ruth Vakili; and 1°m here
to present the Virginia Terrace, first of all, and then
we’ll roll into Park Place.

Virginia Terrace is, as | said, a 76-unit
affordable family project in Barstow.

There are 13 one-bedroom units, 48 two’s, and
15 three’s. And this is a new project in our
portfolio -- to our portfolio.

It’s located close to all the amenities iIn the
downtown area of Barstow, where there is a high demand
for workforce housing iIn this area.

The project has, itself, 97 percent vacancy
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rate. Other projects in the area are between 95 to
97 percent vacancy and have wait lists. So there’s a
large demand for this kind of a project.

I think that the location of the project and
the fact that the workforce housing is a strong element
in this market are very favorable.

The building itself was built in 1981. And
although 1t’s In good condition, it does at this point
require substantial rehab of 36,000 a unit.

Rehab 1s planned to extend the life of project.
It will also achieve a 30 percent energy efficiency. And
the energy savings and overall improvements result iIn an
operating cost decline of 19 percent.

So the improvements will help the overall
maintenance and annual schedule of replacements that were
required iIn the past.

Some of the work that will be done is, on the
exterior upgrades, there will be new roofing, exterior
paint, new windows, PV solar systems, siding upgrades.

On interiors, the upgrades will be new
appliances, replacement of the HVAC systems, cabinet and
countertop replacements, bath and kitchen upgrades.

This is a picture of a typical kitchen and
typical bath. And the project is definitely aged. So

these will be very welcome improvements for the tenants.
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The work that’s going to be done, the tenants

will remain in place during the work.
The general contractor, Sun Country Builders,
is very well versed in doing the type of repairs and

replacements that are done in one day and buttoning up

the unit, and the tenant comes back in the evening with

their units fully remodeled.

So typically, they would do the kitchen, come

back the next day, and finish off with the bath and
painting. So we’re not anticipating any temporary or
permanent relocation. And since this i1s workforce
housing, people will be out of their units during the
day.

This project, we did complete a seismic
study, and found that it does qualify for the

earthquake-insurance waiver. The PML is 9 percent, so

we will be seeking a waiver of the earthquake iInsurance.

In regard to the rent chart, the rent chart

shows that 20 percent of each of the unit types are

rented to 50 percent AMI. The remaining units are rented

at 60 percent AMI. The rents shown are between 73 to
88 percent of current market rents for the area. The
project also has 75 units, supported by Section 8 HAP
contract, which will be renewed to 20 years. And that

will be renewed and in place prior to our loan closing.
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The rent levels represent an improvement in
affordability. And the previous restrictions were
100 percent of the units were restricted, to 60 percent
AMI. We are deepening the affordability and extending
the affordability. So this represents an improvement
not only for the physical condition, but also In the
long-term affordability of the project.

We are requesting today a CalHFA HUD Risk-Share
loan of $5.6 million for the acquisition and rehab. That
loan will be for a term of 12 months, at an estimated
3.75 percent. Upon completion, we will roll into and
convert to a permanent loan of 40 years, $4,165,000.

We’re estimating right now an underwriting rate
of 5 percent, acknowledging that the rates will change,
and have been changing recently.

The interest rate will not lock until just
before closing. So there is room for some fluctuations
in the rate.

In the transaction, in addition to CalHFA’s
loan, there are three existing HUD loans. One will be
paid off; one is paid down and will be assigned to the
new borrowing entity; and the third one will also be
assigned to the new borrowing entity.

This is a debt restructure, and currently under

review by HUD. 1It’s subject to HUD’s approval before we
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close. And the loans will be residual receipts for
40 years, 1 percent.

The borrower for this transaction will be
SFC-VT LP, which 1s a mouthful. And the general partners
will be Step Forward Communities and TDC Development
Services. Triton Community Development will be the
developer, and CREA will be the tax-credit limited
partner.

The team as a whole has a broad background in
development finance services and management of affordable
housing. And Step Forward Communities itself has been a
service provider, providing a range of services to
tenants, and partnering with a strong developer; and
Triton Development is expanding their ability to serve
the community. They reach out and serve primarily rural
areas. So this will be a good foray into housing
development and expand Step Forward’s reach and exposure.

Other parties involved are the property
manager, PMG, Inc. And the architect will be Musser
Associates. The general contractor is Sun Country
Builders. And Triton Development has done several
projects with Sun Country Builders; and all of the
principals are very experienced in this kind of
development.

So with that, 1’11 take any questions.
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CHAIR JACOBS: Dalila?

MS. SOTELO: Thank you very much, Ruth.

And congratulations, Tony. We’re excited to
have you iIn the position and excited to see our
Multifamily program revived.

I just have a couple questions, Ruth.

What i1s the contingency if the rehab doesn’t
happen In a day and folks are unable to come back to
their units?

Is there a budget In the -- an allocation iIn
the budget for that?

MS. VAKILI: There will be for at least one of
the units that will be available. And in that case,

Sun Country Builders has demonstrated over and over their
ability to, for example, get the work done and get the
kitchen back and functional In a day. But In case that
doesn’t happen, there will be a unit that will be
available.

MS. SOTELO: Okay. And then two questions
related to the financing.

The Section 8 contract expires sometime soon.
And what i1s --

MS. VAKILI: The current contract -- 1’m sorry.

The current contract expires in eight years, but it is

in the process of being renewed for a 20-year contract.
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MS. SOTELO: Okay, so our underwriting assumes
that that extension will happen?

MS. VAKILI: Yes. And that’s -- our closing is
contingent on that happening.

MS. SOTELO: Okay, so you’ll get the commitment
of the extension prior to the closing?

MS. VAKILI: Yes.

MS. SOTELO: And then our debt will be senior
to the HUD debt?

MS. VAKILI: Yes, it will.

MS. SOTELO: Okay, great. Thank you.

Oh, and just maybe in the future, staff
reports, a little bit more information about the
nonprofit itself, as a separate paragraph. 1 think 1t’s
important to highlight the importance of nonprofit
participation In these properties.

MS. VAKILI: Shall do.

MS. SOTELO: Okay, thanks.

CHAIR JACOBS: Just one other thing going
forward on multifamilies also, 1If we have some discussion
on water efficiency, just for all future projects.

MS. SOTELO: Yes, that’s a good idea.

MS. VAKILI: Okay.

CHAIR JACOBS: Janet?

MS. FALK: Well, following up on Dalila’s
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comment about the nonprofit, 1 understand that the
nonprofit iIs a new nonprofit and really this is their
first project.

1’d like to know what kind of guarantees or
assurances we have that if the project gets in trouble,
there’s some resources behind i1t or backup.

You know, what happens if there’s problems
going down the road, both In construction and in
operations?

MS. VAKILI: Well, I think that’s a legitimate
question for any project.

And with the team that’s been developed for
this property, you have vast development, financing,
management, service provision experience.

And so In the process of working with Step
Forward, 1 anticipate that the development team will
bring to bear all of their experience, and work with
Step Forward to be a good partner.

In addition, you know, our oversight on an
ongoing basis during rehab and during operations, 1is
critical in the process; so that if there are any issues
that are coming up, we’re seeing them early and we’re
communicating any of our concerns.

So the team approach on the developer’s side,

the team approach on CalHFA’s side | think are vital, and
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would head off any potential iIssues.

MS. FALK: Well, 1°m not so concerned -- on the
development side, | understand that. 1°m more concerned
about the operational side and what kind of -- you know,
typically, the sponsor -- or the borrower is supposed to
have some -- 1 mean, do they have financials that
support, that there are some assets there to take care of
things, 1If things go wrong? And, you know, | was just
wondering if you had looked into that, and are there
operating-deficit guarantees to the i1nvestor? Who 1is
putting those up? You know, who is basically, you know,
responsible, and who 1s -- where are the sort of deep
pockets coming from?

MS. VAKILI: Okay, Triton Development 1is
providing the guarantees for construction and completion
and operating-deficit guarantees. And that will be part
of the requirement also of the tax-credit investor, is to
put up the guarantees and the operating-deficit deposit
and guarantee. So that will be an ongoing obligation.

MS. FALK: Okay. 1 also have another question
that has to do with loan.

Is our program -- 1 just want to clarify this.
So all these loans seem to be prepayable In 15 years.

And 1 just wanted to raise that as an issue, because one

of the things in the past, the loans were not prepayable
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without CalHFA’s permission, and the affordability being
extended -- or continued -- well, continued and extended.
And that was the only leverage the Agency really had,
especially, you know, 15 or so years ago, when the market
was really hot and people were turning over projects and
getting out of restrictions and so forth.

So, you know, the fact that they were not
prepayable without going through quite a lot. So | just
wanted to raise that as a policy issue for how we’re
approaching these loans. Because my concern is that they
stay affordable for a long period of time.

MR. SERTICH: Yes, yes. And we’re concerned
about the affordability as well.

On the prepayment of the loan itself, you know,
that was becoming a competitive issue for CalHFA. 1t was
hard to get developers to want to lock in a 30- or
40-year loan.

On the affordability side, we do have CDLAC and
TCAC restrictions on most of our loans that extend out to
up to 55 years. So the affordability restrictions on
that side are still going to remain in place, even in the
case that ours may go away.

MS. SOTELO: Yes. | think programmatically
that’s the iIssue; right? That programmatically there

could be a payoff of the loan, but the covenant still
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extends with the lands.

MS. FALK: Right. No, I understand that. But
I mean, it just gave the Agency a lot of leverage in the
past, to -- that they were not prepayable except under
certain conditions. And this way, they are prepayable,
and then you sort of -- you don’t have as much leverage
to keep them in nonprofit ownership --

MR. SERTICH: We understand your concern.

MS. FALK: -- or whatever it is that you want
to try to achieve.

MR. SERTICH: It was just about getting the
loans in the door.

MS. FALK: Yes.

MR. SERTICH: So i1f we don’t have them at all..

I mean, it’s a balance.

MS. FALK: Yes.

MR. PRINCE: As one of those who has that
lockout, 1t is not a marketable i1tem. So I do echo that
Issue raised.

So my other concern i1s the level of renovation
is laudable, but at the same time, a little
nerve-racking. | assume there’s also some kind of
physical-needs assessment and what’s going to happen over
a period of time.

I think that the tax-credit market -- the
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equity syndicators are definitely having issues with
deals that they don’t have enough renovations, and our
portfolio of 25 deals, the one that is not working is the
4 percent deal that didn’t have enough renovations done
upfront. So 1 just want to make sure, | assume all of
the due diligence has happened about making sure the
physical assets can be treated well.

And 1t’s also good that you have the housing,
the Section 8, right? They are to help with the
operations. But 36,000 may not be enough, iIn my
estimation; but without seeing the whole physical-needs
assessment plan and what’s going to happen over time, |
trust you have looked at that.

MS. VAKILI: We have. We have a PNA, of
course. Our staff has been down to the site to make sure
that the scope is appropriate.

We’re also requiring capitalized replacement
reserve of a thousand a unit.

MR. PRINCE: Good.

MS. VAKILI: And I believe $400 per unit in
annual replacement reserve deposits.

We go thoroughly through the PNA to make sure
that we agree with 1t. And if we don’t, we request and
require additional scope.

In this case, we did not have to require
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anything additional. The developer was able to determine
exactly what needed to be done on the property.

On an ongoing basis, our asset managers also
inspect regularly, and make sure that the property, when
it’s complete, remains in good condition; and if there
were any deficiencies, they would be noted and required
to be taken care of.

CHAIR JACOBS: Any other discussion?

(No response)

CHAIR JACOBS: Anyone want to move this?

MR. PRINCE: 1°m happy to move for acceptance,
or whatever the right term is.

CHAIR JACOBS: Do we have a second to this
motion?

I think we have a -- wasn’t there a resolution
to approve this one, somewhere?

MS. SOTELO: There is, yes. The last page.

MS. OJIMA: 15-06.

CHAIR JACOBS: Resolution 15-06, I believe.

MR. PRINCE: So moved.

CHAIR JACOBS: Preston has moved that.

Do we have a second?

MS. SOTELO: 1”11 second approval.

CHAIR JACOBS: JoJo, let’s do the roll.

MS. OJIMA: Thank you.
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Ms. Caballero?

MS. CABALLERO:

Aye.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.

MS. OJIMA: Ms. Gunn?

MS. GUNN: Aye.

MS. OJIMA: Ms. Falk?

MS. FALK: Aye.

MS. OJIMA: Ms. Avila Farias?

MS. AVILA FARIAS:

MS. OJIMA:

MR. GUNNING:

MS. OJIMA:

MR. PRINCE:

Aye.
Mr. Gunning?
Aye.

Mr. Prince?

Multifamily Department.

MS. OJIMA:
Ms. Riggs?
MS. RIGGS:
MS. OJIMA:
MS. SOTELO:

MS. OJIMA:

CHAIR JACOBS:

MS. OJIMA:

CHAIR JACOBS:

Item 6. Discussion,

Yes. And I°m excited for the
Thank you.
Aye.

Ms. Sotelo?

Aye.

Mr. Jacobs?

Aye.

Resolution 15-06 has been approved.
Great.

recommendation and possible action

Daniel P. Feldhaus, CSR, Inc.

916.682.9482
37




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CalHFA Board of Directors Board Meeting — May 14, 2015

regarding final loan commitment for

* Park Place project (Los Angeles)

CHAIR JACOBS: And now we’ve got another
project in Panorama City.

MS. VAKILI: This Park Place apartments is iIn
our portfolio currently; and i1t is located in the
Panorama City area of the San Fernando Valley.

The location of the Park Place project, it
really couldn’t be better in terms of serving the
workforce housing at Kaiser, which employs 3,000 people,
is adjacent to the property. There’s a bus stop right in
front of 1t. 1It’s just i1deally located for serving the
community.

It was built In 1966; and 1t has 142 units of
family housing, with a mix of studios, one-, two-, and
three-bedroom units. 1t’s a three-level building, with
a playground, swimming pool, spa, laundry room, and a
community room. It’s served by two elevators.

The property has been -- as you can see, it’s
maintained very well. But at this point, there will be
some minor rehab of about 8,000 a unit; and replacements
would include select windows, lining upgrades, security
improvements, elevator repairs.

On the iInterior, on an as-needed basis, the

carpeting will be replaced, countertops, cabinets.
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And the rehab budget is $1,163,673.

The improvements that are going to take place
will result in an overall reduction in operating costs
due to reduction of repair and maintenance costs. And
they’re anticipating a 13 percent savings in operating
budget, as compared to 2014.

This slide shows a typical bathroom. There it
is. It looks pretty typical. But on an as-needed basis,
all the units will be upgraded.

And the next slide -- see, Tony is trying to
get me to move forward. 1 can see that right now.

Okay, the rents of the property are about 65 to
93 percent of average market rent. And the affordability
for this project will be extended. The current
affordability restrictions expire in 2031. With a new
loan, the restrictions will be extended to 2055.

And currently, CalHFA’s affordability
restrictions on the property are 20 percent of the units,
restricted to 50 percent AMI; with the new loan, will
increase the affordability to not only 20 percent at
50, but also at 80 percent at 60 percent AMI.

Our borrower for the project iIs PPA Associates;
Foundation for Quality Housing Opportunities is the
general partner; and Dangler, Inc., is the property

manager .
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Gary Braverman is the president of FQHO and
Dangler, Inc. And Gary has several projects in our
portfolio that have been in our portfolio for some time,
successfully and well-managed, very well maintained.

And we have a good long-standing relationship
with Gary Braverman.

The transaction itself will be what we call a
transfer of physical assets.

The existing borrowing entity will remain the
same. And In the process of this transaction, the
interest of the current investor, Lehman, the limited
partner, will be assigned to new limited partners, a kind
of friends-and-family transaction.

The iInterest of the limited partner will now
be assigned to Dangler, Gary Braverman, Heidy Braverman,
David Skinner, and Katherine Skinner, who are family
members.

And once the TPA is complete and CalHFA 1s
approved, the CalHFA loan will be paid off by a Citibank
loan of $9.5 million. And Citibank will be the entity
that provides the rehab funds, which are moderate rehab.

During the 12-month Citibank loan, our CalHFA
existing regulatory agreement will remain on title, ahead
of the Citibank loan.

Once the rehab is complete, our loan will pay
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off the Citibank loan. So this project is going out of
our portfolio for a 12-month period of time, coming back
into our portfolio for the permanent period of 40 years.

Our permanent loan would be $11,300,000.

We’re currently underwriting to a rate of
5 percent for the permanent loan; and we’re anticipating
locking the interest rate 15 days prior to the Citibank
loan closing.

We acknowledge that rates are changing. We try
to underwrite our interest rate with a decent cushion.
So at this point, we’re estimating a 5 percent interest
rate. In this kind of transaction, when another entity
is paying off a CalHFA loan and we’re locking iIn a rate,
anticipating closing a permanent loan In the future, when
we lock the rate, there is a risk iIf the borrower does
not come back to us, that we would be subject to an
interest-lock breakage fee.

So what we’re planning on doing to secure
against that kind of a risk Is to record a deed of trust
and carry a note In second position that would offset
the cost of such a breakage. And this would be secured
in second, behind the Citibank loan, and 1t would be
released once our permanent loan closes.

Are there any questions on the transaction?

CHAIR JACOBS: Dalila?
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MS. SOTELO: So, Tony, have you looked at this
transaction, since you’ve taken over the position iIn the
last two weeks?

MR. SERTICH: It hasn’t even been that long;
but, yes. We were involved with this transaction when
I was on the financing side, so we’ve worked through this
with the Multifamily staff, in my former position. So |
know the basics of the transaction.

MS. SOTELO: So I have a couple of questions
just relative to the breakage fee and the structure,
which seems to be a little overly complicated for what
we’re trying to do.

Can you tell me the reason why the Citibank
loan 1s coming in, and paying this off, and then we’re
going to then pay them off? And why that structure needs
to exist that way?

MR. SERTICH: Well, 1711 let Ruth take the
lead; but 1 will jump in 1f 1 need to.

MS. SOTELO: Yes, that would be great. Thank
you.

MS. VAKILI: Okay. Yes, it is different. And
the reason behind it, Is that in our HUD Risk-Share
Program, it’s an acquisition/rehab program, which
requires substantial rehab.

This project doesn’t -- the scope of work
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doesn’t constitute a level of 18,000 a unit. And so as
an accommodation, this is how we worked out the
structure, to have Citibank come in.

And also, you know, forming a basis of an
ongoing relationship with Citibank for potentially future
projects, where we would need to do this kind of thing.
We’re working through the deal points with Citibank.
They’re very amenable to doing a short-term loan and then
getting paid off by a CalHFA permanent loan. So this 1is
how we structured 1t in order to avoid a substantial

rehab requirement.

A lot of our projects i1in our portfolio -- or,
say, a number -- are iIn very good shape. They don’t
require 18,000 a unit. In those cases, we may see more

of these type of transactions.

MS. BOATMAN PATTERSON: If 1 could interrupt
for a while.

We had talked about how could we position
ourselves to make sure that we were filling a niche, that
we weren’t necessarily competing with Citibanks, but that
we could partner with Citibanks and some of our lenders
in some of our other communities. And so we have the
ability to offer competitive permanent take-out
financing. And by using a structure like this, we could

go out and partner with a lender who is willing to come
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in and do the construction financing. So they can come
in and do the construction financing; we can come in and
do the permanent take-out financing. And so this Is us
working through what those partnerships look like. And
so this Is -- this one is the first of probably many.
And as we work out the kinks, we will probably see a
structure that works a little more simplistically.

But this is the way In which we use to mitigate
risk to the Agency, but still try to have an opportunity
to create those partnerships.

MS. SOTELO: And 1 appreciate the innovation
around creating partnerships, because I think -- 1 do
think that it’s important to take a look at our portfolio
and to breathe new life into the portfolio, and certainly
to partner with institutions like Citibank. My concern
iIs that programmatically, it deviates from our approved
program and it doesn’t encourage what | believe would be
the right public policy, which i1s infusing more dollars
into the project to rehab it and bring it up to a
different level of amenity.

Right now, it’s a 1966 building. They’re only
replacing half of the windows. You know, the Energy Star
appliances are certainly a nice thing; but, you know,
they haven’t done an energy audit. And as part of the

write-up, there was an issue around asbestos and lead;
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and the fact that asbestos and lead is present, but
they’re trying not to deal with 1t because, you know,
they’re not going to touch those areas and, therefore,
not disturb the asbestos and lead.

So from a policy perspective, I’m just
concerned that we not facilitate a program that doesn’t
give us the type of result that we want.

I want to be able to support existing
developments and existing loans in our portfolio; but
I want to do 1t in a way that’s thoughtful and
deliberate.

And if the right thing to do is to recapitalize
this project and get a new tax-credit investor and apply
for credits and, you know, restructure i1t as a
transaction, then 1 would encourage looking at that as
a viable alternative. And if that’s not a viable
alternative, then 1 think -- I would be uncomfortable as
a Board member approving the transaction as currently
proposed, only because I don’t think that it meets all
our programmatic efforts.

So 1’m not saying | can’t get there. 1°m just
saying, right now, I’m not there.

MS. VAKILI: Okay. And this project was
substantially rehabbed in 1998.

MS. SOTELO: Okay.-
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MS. VAKILI: And we were involved in that and
had a say In what was done. There was extensive work
done at that time. And also an important element at that
time, was that structural upgrades were completed. This
project was, again, reviewed by our structural engineers.
And not only does it pass our requirements, but also our
engineer applied the criteria that will potentially be
in place in the future for the City of L.A. iIn regard to
retrofit upgrades for seismic. And this project passed
that criteria as well, which 1s also a good thing.

So it’s been substantially rehabbed in 1998.
Otherwise, we would have been all over, you know,
requiring something that this building really could use,
which would be substantial rehab now. If It weren’t for
that, we would have been doing a more comprehensive
scope.

Does that answer your question?

MS. BOATMAN PATTERSON: Ruth, was there an
energy audit at all on this particular project? Was
there --

MS. VAKILI: There was not an energy audit.
This 1s not a tax-credit project. And so there was no
requirement for an energy audit.

MS. BOATMAN PATTERSON: But that may have been

something that could have addressed some of Dalila’s

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
46




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CalHFA Board of Directors Board Meeting — May 14, 2015

concerns, knowing that this isn’t a tax-credit that would
require that; but as part of our PNA or our regular
assessment of the property, if we had had an energy
audit, since it was essentially rehabbed 1n 1998, what
little more we could have done to perhaps boost some of
the energy efficiencies.

So that is noted, Dalila.

MS. SOTELO: Yes, that would be helpful.

MS. FALK: Was there a third-party physical-
needs assessment?

MS. VAKILI: Yes, there was. There was.

MS. FALK: So this met all of the things that
we’re trying to --

MS. VAKILI: It did.

MS. FALK: Okay.

MS. VAKILI: 1t met the criteria. We did a
20-year replacement study. We sized the initial
capitalization of the replacement reserve at a thousand a
unit; and also, the replacement reserve is $400 a unit.

The owner is a very active owner, and has
several projects iIn his portfolio, and he is very
hands-on and maintains. So | expect that that will
continue for the project; and there is a healthy reserve
in place.

CHAIR JACOBS: Michael?
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Michael, then Janet.

MR. GUNNING: 1I’m sorry. Dalila, help me
understand. Because | think that 1t’s good to have
private entities investing In these kinds of projects.

So is i1t they may not do at the cost levels, or may not
do the rehabs that we can do? Help me understand.

MS. SOTELO: No, I think for me it’s twofold.
When Ruth answered the question around why we were having
this complicated structure; and the answer was because it
doesn’t fit our programmatic goals. And our programmatic
goals are to do it at 18,000 per unit and to..

You know, so one is just kind of find that
deviation; right? And if we’re within $10,000 of that
number, 1 know that that’s about $1.4 million more in the
budget, you know, iIn terms of rehab. So I’m just trying
to understand why we’re deviating from a physical-needs
assessment.

And then the more Important question to me 1is
just programmatically, on the finance side, you know,
paying off the CalHFA loan during a construction period,
and then us, you know, paying the construction lender
off and doing a forward commitment of our debt. And I
appreciate securing the breakage fee as part of a
subordinate debt structure in the project. But 1t seems

so much like a programmatic deviation that 1°m wondering

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
48




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CalHFA Board of Directors Board Meeting — May 14, 2015

why we”re accommodating that.

MR. SERTICH: I1f 1 could answer that a little
bit.

Part of the problem was, when we were starting
to look at this loan, the financing tools that we had
available to us, we were still working through some of
those.

MS. SOTELO: Okay.

MR. SERTICH: Again, from my old position.

But as we’ve worked through that, 1 think going
forward, we have a better understanding of what we can
do, both within the HUD Risk-share Program and with some
of the financing tools we have, that a structure like
this, 1t definitely -- 1 think i1t works for this deal;
but we may or may not be as aggressive in using this
going forward.

So part of it was just getting back into
understanding what we can do on the financing side. And
we tried to make it work for this deal. Because another
thing 1s, we are getting more deeper affordability on
this, or a broader affordability restriction placed on
this apartment as well.

CHAIR JACOBS: Janet?

MS. FALK: Maybe you can help. 1I’m kind of

confused about exactly how this transfer works iIn terms
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of the old parties and the new parties.

And so on page 147, in the write-up, It’s sort
of towards -- there is the summary of the proposed
transaction. So there’s an iInvestor payment and Lehman’s
going out. Are these new investors putting that money
in? What i1s happening exactly here?

MR. SERTICH: And I think this is another
reason that some of this was necessitated, was Lehman
Brothers was the tax-credit investor.

MS. FALK: Right. So they want out? 1 mean
it’s time.

MR. SERTICH: I mean, they’re in bankruptcy
court at this point.

MS. FALK: Yes, yes.

MR. SERTICH: So that necessitated some of
this.

MS. FALK: 1 understand. But I just don’t know
where -- like this i1nvestor payment, and 1 can’t track
these numbers with what’s in the pro forma, either. So
that’s why 1 was a little confused.

MS. VAKILI: Well, in the partnership, there
is a sale or an assignment transaction, and a value
assigned to the property, which was proved out by the
appraisal.

And the illustration of the transaction iIs just
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to show how the payout in settlement to Lehman was
derived by the outstanding obligations settled where the
CalHFA loan paying off the old maintenance fee and paying
off a City of L.A. loan.

So the transaction, in terms of settling the
obligations, also included the investor payment to Lehman
and also the FQHO and Dangler interests.

IT this were a market sale, the payout to the
investor and to Dangler and FQHO would have assigned this
value. And so what 1 was trying to show here iIs a
numerical explanation of the transaction.

MS. FALK: So the sales price i1s being
determined by adding up all the existing obligations of
the project? Or is i1t determined by an appraisal?

MS. VAKILI: 1t was determined by an appraisal,
and also through a financial transaction and settling of
the debts.

MS. FALK: Okay, so does this mean that Lehman
is getting repaid 3.3 million?

MS. VAKILI: Yes.

MS. SOTELO: Does that represent their exit
taxes? What does that represent? Do we know?

MS. VAKILI: 1 am not sure if i1t represents the
exit taxes. 1 can ask Gary Braverman to come up and give

a better explanation.
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MS. FALK: So I mean, is it that we’re giving
them this bigger new loan so that they can pay the
investor that amount of money?

MR. PRINCE: So, my sense that’s happening
throughout the country is that these limited partners are
stepping 1In and acting on their rights within the
partnership agreements, and either are forcing sales that
would then really make the property go private, for the
most part, right, or allowing for the purchase of the
limited partnership iInterest. And so I think that this
iIs more and more of what we’re starting to see throughout
the country.

And it does not equal the exit taxes, which 1is
what we always thought i1t was going to be. 1 think i1t’s
definitely a different situation. It’s a different world
out there now, with limited partners. That Is my sense.

Is that a fair summary of your --

MR. SERTICH: Yes.

MS. VAKILI: Yes.

MS. FALK: Well, 1t’s -- iIn situations where
there was no option to purchase on the part of the
borrower?

MR. PRINCE: No. No, it’s actually -- I don’t
agree with that.

MS. FALK: Go ahead.
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MR. PRINCE: 1 actually think, it’s like within
the rights that they have these limited partners; but
it’s definitely different from what we all expected.

I don”t know the right way of saying it.

MS. SOTELO: Right. There probably wasn’t a
prenegotiated option to purchase or a right of first
refusal that the GP had in the limited partnership. So
that makes i1t open to the LP being able to force the sale
without a formula that was preapproved.

MR. PRINCE: And 1 don’t think that that’s the
case. 1°d be happy to hear from other -- what I°m
hearing from other -- particularly for-profit developers
in this situation is that it’s actually an enforcement
of either forcing a sale or the purchase of the limited
partnership interest, even though there are rights of
first refusal and rights of first -- right to option,
right to purchase.

But 1°m not very strong on the way that..

I’ve just been --

MS. SOTELO: But there is no formula. There’s

no prenegotiated formula, that’s the problem. It’s
today’s formula, as opposed to a formula from 15 years
ago.

MR. PRINCE: Okay.

MS. SOTELO: So is someone here to explain what
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the 3.3 1s?

MS. VAKILI: Certainly.

Let’s call up Gary Braverman.

MR. BRAVERMAN: Hello. My name is Gary
Braverman. [1°m not used to speaking into a microphone,
so 1’1l try not to overwhelm.

The world has changed, and you are correct on

that.

MR. PRINCE: And like 1 said, it’s loud to you
when you speak into 1t, but i1t’s -- there, i1t’s better
for us, if you do that. 1 know it’s going to be weird to
you.

MR. BRAVERMAN: Yes, because you get the echo.

When we negotiated the original deal with
Lehman 16 years ago, the tax-credit world was: We just
want our credits, we don’t care about cash, and pay our
exit taxes at the end of the day. Nowadays, when -- and
you build your deal based upon that understanding.

Now, you come to the end of the day, and your
investor comes back to you, and they say, “We want cash.
Yeah, that’s what we thought we wanted in the past, but
we want as much cash as we can get now, and we’re going
to hold you to whatever was iIn the partnership
agreement.”

The partnership agreement requires that they
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can force the sale at the end of the 15 years. They
basically have come to us and said, “We want you to sell
it or buy us out.” That was our options.

I’ve lived with this project for 16 years. |
like 1t. 1 want to keep 1it.

And so what we’ve done i1s, we negotiated with
them to basically -- iIn our partnership agreement,
there’s a waterfall that says if you sell the project,
refinance, whatever, this is how you allocate the cash
flow. And the 3.3 follows the waterfall based upon the
as-is appraised value of the project, as the sales price,
plus they nickeled and dimed us for another $145,000
above that to make the deal. And then following the
waterfall, that 3.3 is what i1t takes to get them out of
the project.

We”ve maintained the project through the last
16 years, so it didn’t need substantial rehab. And I can
remember my first conversation with Ruth was, “Don’t
penalize me for being a good owner and having maintained
the property for the last 15 years. 17d rather spend, as
I go along, keep it up, and not run it into the ground;
and at the end of the 15 years, need to spend 30,000,
40,000 a unit on rehab.”

And one comment 1°d like to make: We’ve been

replacing windows over the last 15 years as we could
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afford it. What we’re talking about doing now is
replacing the balance of them.

MS. SOTELO: That’s a good approach.

MR. BRAVERMAN: So at the end of the day, we’ve
gone from single-pane to dual-pane and all new retrofit
windows throughout the whole complex.

The i1dea i1s, the things that we were spending
on out of operating cash flow that were big-ticket items,
we wanted to get and take care of those as part of this
rehab, and not have that as an ongoing cost on a
day-to-day basis out of the operating cash flow.

So the i1dea wasn”t we do a couple of windows.
It was, let’s get the balance of them done, which is
about half of them. So over the 15 years, doing a couple
a month, as we can afford it, then we have about half
left to do.

So we’re trying to -- everywhere that we
anticipate -- say, elevators, one of the elevators we’ve
had to do extensive upgrades because when the controller
broke, they don’t have parts for them anymore. So you
had to put a new controller in, and a new controller
triggered upgrading the elevators to current code.

I went to our elevator people and said, ‘“Okay,
we’ve got the front elevator. Give me a list of all the

items that could break that we haven’t already taken care
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of. Let’s build that in. Let’s take care of that as
part of the rehab.”

So, again, the concept is, big-ticket items,
long-term i1tems, let’s get those as part of the rehab;
and then we can continue to maintain It and keep it a
good project on an ongoing basis.

Didn’t get us up to over 18,000 a unit. And

I didn”t want to spend money that we didn’t need to

spend.

MS. SOTELO: That makes sense. Yes, that makes
sense.

MR. BRAVERMAN: So a different approach, you
know .

And what I’m trying to do, as 1°m getting

older, is not have as many tax-credit investor partners,

because they’re difficult.

So if we could make this work by reinvesting
our share of the proceeds back into the project, and
be able to spread it to my family and keep it a
family-owned project and not have a crazy, psycho
tax-credit investor, way better.

MS. SOTELO: Any present company excluded?

MR. BRAVERMAN: You know, 1’ve been there, done

that; and 1 don’t mean to insult anybody, but the more

you can be a master of your own destiny and not have
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a million people looking over your shoulder with a
different agenda, and we can just maintain our properties
and run them and keep them affordable.

I mean, even though we’re not going to have a
tax-credit investor doesn’t mean we’re not going to keep
it affordable. We have the long-term affordability. It
was a tax-credit project. So that’s -- we’ve penciled it
to that. It works at that, and that’s the way we want to
keep 1t.

I always like to have the nicest-looking
project with the cheapest rents in a neighborhood. 1
stay full. 1 don’t have a lot of turnover. It’s easier
to maintain it. You get better tenants, who appreciate
and care about where they’re living.

We do activities. We -- one of the things we
did 1n the original rehab 11, 12 years ago, was that it
had both an outdoor pool and an indoor pool.

For L.A., that’s insane. We filled iIn the
indoor pool, and split it into two rooms. One room is a
school room where we do tutoring programs, ESL classes,
and any other activities like that; and the other is a
workout room, where we’ve had Zumba, we’ve had one of
our tenants taught karate classes there. He used the
facility for free, charged people less; and our kids in

the building were able to compete in the local karate
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stuff.

It works. And i1t doesn’t cost a lot of money
to do i1t, but it works. And that’s the fun part of the
business.

You know, 1 may be compulsive about our
projects, but there’s fun parts. And that’s part of the
fun part is, when you can take a project, see it work,
and continue to make i1t work where everybody is getting a
benefit out of it.

MR. PRINCE: You’re coming across as very proud
of your property.

MR. BRAVERMAN: 1 am.

MR. PRINCE: So I’m very excited about that.

And despite my reputation, | do have friends
who are private developers. And I’ve just been hearing
this i1ssue happening throughout the country. And so iIt’s
something that I think we, as decision-makers --

CHAIR JACOBS: We need to discuss this, yes.

MR. PRINCE: -- maybe need to have a training
on, maybe we talk with Mark to do something with us. But
just so we can think about 1it.

My one quick question for you is, you talk
about reducing your operating costs. [I°m assuming iIt’s
because of those improvements to the elevator and the

windows. Because going from 6,300 to 5,500, or whatever
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your reduction is --

MR. BRAVERMAN: 1 mean, we’ve been spending
probably five to seven thousand a month In window
replacement. That alone saves us a ton of money. The
elevators, when we did the upgrade on the back elevator,
it was over $70,000.

MR. PRINCE: Right, okay.

MR. BRAVERMAN: These are big-ticket items.
That really impacts the cash flow. Those are the kinds
of things we’re trying to eliminate. But this pencils so
that even if we don’t save significant on that, it still
runs at a positive cash flow.

MR. PRINCE: Okay. So I’ll make the motion to
approve this, though 1°d like to see the other pool
become a salt-water pool, maybe.

MR. BRAVERMAN: 1It’s filled in now.

MR. PRINCE: 1”11 make the motion to approve.

MS. SOTELO: Preston, before the motion, | just
want to make sure that staff -- and maybe Tony can take a
look at this -- but to Janet’s point, we just need a more
transparent analysis in the staff report that shows what
the acquisition price i1s, how much i1s being repaid during
construction, and what the take-out is. And then just
kind of represent it more graphically in the Board

reports so it’s more transparent.
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MR. SERTICH: Okay.

MS. CABALLERO: Well, and 1°11 second the
motion, 1If you’ve remade the motion.

I want to say that it’s been really important
for you to be here today, because 1 think your
explanations fill in the pieces that -- the questions
people had.

MR. BRAVERMAN: Yes.

MS. CABALLERO: And, you know, our job here is
to help support affordability In housing. And we are
looking at good policies that work. But sometimes you
come up with the exception. And you’re doing something
that’s very different in terms of you’re running it much
more like a nonprofit and looking at ways to be able
to -- iIncentivizing people moving in, taking care of it.
And | really appreciate that.

MR. BRAVERMAN: Thank you.

MS. CABALLERO: So I appreciate you stepping up
and talking, because 1 think it has made the difference
in terms of how we’re looking with this.

MR. BRAVERMAN: 1 love to talk, as you can
probably tell.

MS. CABALLERO: Well, and it’s really clear,
you have a real appreciation for affordability and what

it can do for people’s lives. And that’s why we’re all
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here 1s, we’re very committed to it.

work in t

sense, or

struggle.

But it’s got to
he world that we operate it In, and so..
MR. BRAVERMAN: Well,

it doesn’t work. That’s right. That’s the

CHAIR JACOBS: Do we have a second?

MS. CABALLERO: 1 do.

CHAIR JACOBS: Perfect. We’ve got to vote.
Thank you.

MS. OJIMA: Thank you.

Ms. Caballero?

MS. CABALLERO: Yes.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Yes.

MS. OJIMA: Ms. Gunn?

MS. GUNN: Yes.

MS. OJIMA: Ms. Falk?

MS. FALK: Yes.

MS. OJIMA: Ms. Avila Farias?
MS. AVILA FARIAS: Yes.

MS. OJIMA: Mr. Gunning?

MR. GUNNING: Aye.

MS. OJIMA: Mr. Prince?

MR. PRINCE: Aye.

MS. OJIMA: Ms. Riggs?

it’s got to make economic
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MS. RIGGS: Aye.

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: An enthusiastic ‘“aye,” after
Gary’s presentation.

MR. BRAVERMAN: Thank you.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye. And I agree.

MS. OJIMA: Resolution 15-07 has been approved.

MR. BRAVERMAN: Thank you all very much.

CHAIR JACOBS: Thank you.

MS. BOATMAN PATTERSON: And thank you for that
wonderful explanation.

I wanted to just add real quick, the staff
report -- we’ve kind of had this question a couple of
times about presentation of the staff report on our
projects. And that’s one of the things Don, Tony, and
I will be looking at. Because we have some of those same
questions internally. And so our presentation -- and
I know it took us a little bit on our budget presentation
and how we got that; and so we’re working out the kinks.
So we commit to you that we will look at a way to better
lay that out to answer some of these questions that Board
members may have.

MR. PRINCE: Yes, | totally agree.

I think it’s a really hard thing to do. But
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at some level, to kind of say, ‘““Here were our

considerations,” so that we’re not having to go, “Okay,

did they think of this?”

So 1 totally agree, i1t is about the

transparency.

MR. SERTICH: And, in general, 1 have been

taking notes about the different comments about the

presentations of what you want to see. So we’ll continue

to evolve as we get more comments on that.

Item 12.

CHAIR JACOBS: Thanks, Tony.
Thanks, Ruth.

--000--
Update on the status of the Mental Health
Services Act’s Housing Loan Program and
discussion regarding CalHFA’s future
participation in the Housing Loan Program

CHAIR JACOBS: Now, we’re going to jump to

Number 12, MHSA.

Who is giving the presentation?

MR. SERTICH: Yes. So, again, I’m going to

have Debra Starbuck come up, with Chuck Anders from the

Department of Health Care Services to talk about the MHSA

update.

MS. BOATMAN PATTERSON: And if 1 could set this

up briefly for the Board members.
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During a period of time when we weren’t doing
a whole lot of new multifamily lending because of the
housing crisis and the credit crisis, there was an
opportunity for us to administer a special-needs program,
which was the Mental Health Service Act program. That
program was given its initial allotment of cash.

And so Debra is going to walk through kind of
how that program started and kind of where we are, to set
us up so that we can now have those policy discussions
and those stakeholder meetings about going forward where
we want to be.

And so | wanted Debra to come today to be able
to present that to the Board because there’s several
pieces of legislation dealing with veterans housing,
dealing with mental-health housing. And so special-needs
housing and permanent supportive housing is all at the
forefront of all of our minds, and we have been operating
this program for several years now. And so this gives
the Board an opportunity to hear what we’ve been doing

with our special-needs program over the last several

years.
So thank you, Debra.
MS. STARBUCK: Thank you.
Let me see if you can hear me. Is that clear
enough?
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Hi, Janet.
Some of you, I haven’t seen In a long time.
I’ve been with the Agency since 1994 and HCD for six

years before that. So some of you may recognize me.

This is Chuck Anders from the State Department

of Health Care Services, who has joined us to give --

well, to help us support your questions and answers that

you may have about the MHSA program.

We’ve worked together very closely, his
department and ours, over the past eight years --
actually, longer. The program has been running and we

were two years prior to that working with DMH, who has

now no longer been in existence; and Health Care Services

has taken over their role under this MHSA agreement.

So to give you a background -- and, 1°m sorry,

you don’t have any literature. So you’ve got your slide

presentation that hopefully you can refer to.
The Prop. 63 approved by the voters iIn

November 2004 was for the Mental Health Services Act

program; and there was a one-time appropriation by
$400,000,000

Governor Schwarzenegger in 2006 to utilize $400,000 of

the MHSA housing funds to establish a housing loan

program.

DMH at that time was given oversight of the

MHSA program funds throughout the state for all the
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counties to report to. And DMH looked to CalHFA as a
partner to administer the housing loan program for them.

The goals of the Prop. 63 and the Executive
Order in 2006, was to create 10,000 new affordable rental
housing opportunities that would provide housing for the
mentally 11l who were either homeless or at risk of
homelessness and their families.

So at that time, we estimated that about
one-fourth of those 10,000 units would be used and
regulated as housing for the mentally ill.

The program was originally set up where
two-thirds of the funds had to be used for actual
permanent loan financing. And one-third or less of the
funds could be used for capitalized operating subsidy
reserves -- or “COSR funds” is how we refer to it.

So we worked, and the legal department gave us
a lot of help, and we put together all of our loan
documents and vetted them through DH- -- or DMH at the
time and the counties.

And 1t was set -- the program was set up that
the counties had to agree to provide continued support
of services for their residents for the life of the MHSA
financing. And the loan terms were a minimum of
20 years, up to 55 years.

We found that, over time, most of the shared
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housing loans that we could offer -- which was intended
for single-family homes or duplexes or four-plexes, to
allow shared occupancy of two- and three-bedroom units,
so that they would all live and cohabitate in each of the
dwelling units.

So we did shared housing and rental housing.
The shared housing loans were predominantly 20-year
financing. And the rental housing ended up being
anywhere from 30 to 55 years, depending on whether there
was a tax-credit investor and long-term financing from
HCD or a local government lender.

Additionally, the terms of the agreements
between all of the parties that had to continue to
provide services for the MHSA residents was a memorandum
of understanding, which was a legal document entered into
by the county; the borrowing agency -- or the borrowing
entity; the service provider that was actually going to
be on-site, providing the extensive services for the
mentally ill; and the property management firm.

So the memorandum of understanding was
submitted with their applications to DMH to review and
approve. And currently, DHCS takes on that role.

In 2008, we actually implemented the program
through an iInteragency agreement between CalHFA and DMH.

And it was set up to administer the one-time allocation
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of $400 million over an eight-year term. The end of that
term is May 30" of next year.

To give you a flavor for what we’ve been able
to accomplish In the program to date, I’ve got a chart
here for you that illustrates. The turquoise bars are
the total units that have been developed, utilizing -- or
leveraged by MHSA funding; and the dark-blue bar
represents the percentage or number of units that are
regulated to MHSA residents.

And you’ll see, 1t’s about one-fourth of the
unit. So the first column, you’ve got 67 projects have
been funded to date, family projects. Twenty senior
projects. Fifteen family senior projects, where a part
of the property may be regulated to seniors, and the rest
of the project to families. Then we have 35 projects
that are part family and part of the units are for
transitional age youth. And then we have 14 projects
that are strictly transitional age youth.

So all together, MHSA funds have been leveraged
to create over 8,500 units at this point.

And as a note, 208 of those are actually units
regulated for veterans within those. And we’ve funded
2,171 MHSA regulated units. And of those, 30 are
regulated specifically for veterans.

The goal of the program, by the time that we’ve
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administered everything, up until May 30" of next year,
iIs to have 2,500 or more MHSA regulated units. And we
expect that it will be closer to 2,700.

Over the past seven years, we’ve learned a lot
since the program was originally established; and we
hope -- originally, we had hoped that we could leverage
MHSA funds with CalHFA financing, and we could be the
construction retake-out lender.

Unfortunately, with the collapse of the bond
market, 1t became unfeasible for us to offer any
competitive rates. Therefore, we lost the fee that we
expected to get on the CalHFA financing piece.

So the loss of that loan-fee revenue means that
we’ve obviously been operating the program at a loss
since 2008.

This will continue until such time as the
program ends, which is May 30%". And by May 30", that
deadline means that that’s the cutoff date by which we’ll
accept any further loan approvals for consideration by
senior loan committee. So anytime after that, we still
have to close our loans; monitor during construction,
which can be a 12- to 24-month period; and then do the
perm loan conversion, which can be another six to eight
months after that, with a final cost audit.

So CalHFA still has a role of about three more
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years after next year’s expiration date.

The Department of Health Care Services assumed
DMH’s role in 2012. And we learned through this
communication that the original contracts with DMH were
between the counties and DMH, and the loans are between
CalHFA and the borrowers.

So one of the things that has been difficult to
work through i1s getting a clear communication line with
the counties, because we don’t contract directly with the
counties. State DCHS now has that responsibility.

So there’s reasons why we haven’t really
pursued or looked at extending of the current interagency
agreement, both from a fee-loss perspective and a little
bit of dysfunctionality in the way the current system 1is
set up.

Some of the counties would much prefer to see
us work directly with the counties and contract with
them, 1f we were to continue or run another MHSA program.

So counties were -- some of the counties were
finding it difficult to use their MHSA funds, either
because they felt that our program guidelines and terms
were too onerous for them, too restrictive on how they
could use their housing funds, or they didn’t have
partners in their counties or communities to help them

create the MHSA units.
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In some of the more rural counties, there’s a
lack of nonprofit developers, especially in Northern
California, to partner with and help them use their MHSA
funds.

So there was legislation that was pushed
through: Assembly Bill 1929. And the counties were
authorized to request the return of any encumbered MHSA
funds from state MHSA --

MR. ANDERS: DHCS.

MS. STARBUCK: -- DHCS, I1°m sorry, and CalHFA.

And we anticipated more counties requesting the
return of their funds. But to date, we’ve only had three
counties. There’s been Colusa County, who requested just
over 322,000 back; Mendocino County, 1.3 million; and
Merced County only had 8,421 left over, that they’ve
requested be returned to them.

So 1 think we may see a few more counties
requesting the return of their funds, but they have to go
through their boards of supervisors to get authority on
how they’re going to utilize the funds once i1t goes back
to the county level.

So, effectively, the program as we know it ends
on May 30 of next year. And we need to advise the
counties and developers of this situation because a lot

of them are not aware of the existence of the interagency
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agreement.

So we anticipate publishing some deadlines and
advising developers and counties -- because the counties
work with the developers for probably six to eight months
before we ever see the MHSA application. So we need to
give them enough time to get them posted at the 30-day
local-level publication requirements that they have to go
through with their boards as well, and then submit their
applications in time.

So the deadlines that you see on your slides
should allow projects to apply for both first- and
second-round tax credits next year.

The March 1°* deadline is a little sooner than
many developers would like, but that’s the time frame by
which we would need to receive their application, do our
due-diligence, concept meeting, underwrite the deals, and
present them to senior loan committee by May 26, which
would be the last date that we would approve any MHSA
funding for funds we currently hold on deposit.

IT there are any funds remaining at that time,
we will give the developers -- or the counties, I°m
sorry —-- the option of either requesting their funds
back, or they could supplement existing capitalized
operating subsidy reserve accounts for MHSA-funded

projects. Or if there’s a need for a stronger
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replacement reserve or operating expense reserve, we
could also do that.

So going forward, we believe that there is a
public policy need for ongoing special-needs-type housing
program. And there is an indication, based on initial
conversations with the counties and their departments
of mental health, to continue operating some form of
special-needs loan program that could help them utilize
any remaining MHSA funding that they have, set aside for
housing; or new appropriations, because they get funded
annually. And they have a three-year plan.

Many of the counties find that they have met
their housing goals and needs for developing mentally ill
housing. But there are still some of the larger counties
that have shown a clear indication that they would like
to be able to continue appropriating funds to CalHFA
directly, to administer for more MHSA financing.

So we would like some feedback from the Board
regarding where we go from here. And we anticipate
reaching out and working closely with HCD to see what
programs we could try to partner with or further the
goals of both HCD and CalHFA. Maybe combine it with some
veterans housing program money, because the counties that
have approached me, have suggested many new projects that

they have in their pipeline for both veterans and
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mentally-ill portions of their affordable housing
projects.

We envision partnering directly with the
counties to help them further their special-needs goals.
We did speak with quite a few counties. And initially,
they’ve iIndicated a willingness. They, of course, all
need more information before they’re going to commit to
anything.

We envision having stakeholder meetings with
both the county and developers.

Been asked to speak at HCD”s policy meeting
coming up on June 11*™, 1 believe; and also at the
California Behavioral Health Directors Association
governing board meeting, which is the day before, on
the 10".

So following those two meetings and reaching
out, we’ll have more information as to how they think
we should potentially structure such a program, and then
we would reach out to the counties individually for some
more feedback. Because they’re going to talk to their
boards and their developers.

The proposed role that DHCS would play is
subject to whatever they find the counties are looking
for, and how they might fill that role.

Currently, they review and approve all of the
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special-needs service plans that the counties prepare,
and also their annual service plan budgets. But 1
understand that after these funds are used, the counties
have the authority to approve those at the local level.
So state DHCS will evaluate what their role might be in
the future and how they could partner with us.

So looking forward, we looked at how our income
generated from the program affected our operating -- or,
you know, how we operated the program staffing levels and
determined what fees we might have to charge if we were
to continue with some form of special-needs loan program.
And the current program was structured with a 1 percent
administrative fee to CalHFA, off the $400 million. And
we also got a 1 percent loan origination fee for just the
loan portion, which was approximately two-thirds of the
$400 million. And .42 percent annual servicing fee we
were only getting on the loan as well.

In order to cover staffing costs, we believe
that we would need to offer a 5 percent fund
administration fee, which we found iIs pretty typical for
the costs for a state agency to administer a fund, and
the 1 percent origination fee would be based both on
the loan and the capitalized operating subsidy reserve
amount.

The .42 percent annual servicing fee would also
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be based on both the loan and the COSR funds. The reason
being that the administration of the COSR money over time
is far more labor intense and requires a lot more staff
time than the loan operating budget reviews and rents
annually. And as more years ago by, the counties
anticipate giving CalHFA additional funds to supplement
their COSR funds that are going to start running out in
12 to 15 years.

So we, at this current program, do not get any
additional fees for supplemental COSR deposits that we
have to then administer.

The major counties that I’ve already discussed
this proposed fee structure with was San Francisco, L.A.,
Orange, Riverside, San Bernardino, and San Diego. And
initially, they are on board with the fee structure.

They understand that we were operating the program at a
loss.

Late yesterday, | did get correspondence from
San Francisco. And if this was our fee structure, they
actually believe that they could operate it for the same
costs at local level through the Mayor’s Office of
Housing. So they may not be iInterested in such a program
through CalHFA.

Staffing assumptions that we took into account

when looking at this fee structure would estimate a
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$10 million to $15 million total allocation from all of
the counties that participate. And the full-time
employees that we’ve assumed to administer $10 million a
year, would be about four, which is two loan admin and
two loan officers or a specialist and a loan officer.
And at $15 million, we would be looking at four to six
full-time employees.

Based on the consultant’s report and the
operating costs for the Agency to date, and the costs for
salaries and benefits, we estimate that the proposed fees
here that are shown for the fund administration and the
origination fees would cover those salaries adequately,
and leave a little bit over.

So 1 have not reflected the computation for the
income on the servicing fee because currently, the admin
fee 1s meeting the needs of the Asset Management Division
that does the annual reviews of the COSRs. But as more
deposits are made and more time Is needed to review these
projects, we will need more to cover staff hours.

So this gives you an overview of the program
from its inception. 1 know there’s not a lot of details,
but i1t fills in some of the information that you may have
been asking yourselves about the program.

And we foresee three more years of hard work,

still, to administer the balance of the funds. But we
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would like the Board’s input on where you think we should
go from here after the program that we currently see ends
next year.

MR. PRINCE: So, 1 do have to disclose that we
did three permanent supportive housing developments with
CalHFA, which 1 think was a great experience and a great
outcome. And so I have multiple thoughts.

I can start on a couple of questions, and then
some of your next steps.

MS. STARBUCK: Uh-huh.

MR. PRINCE: Okay, so $351 million, divided by
2,200 units, is, like, 160,000, 170,000 per unit.
Two-thirds for capital is 110,000.

Is that the right -- am I coming up with the
right number? And it seems like we didn’t leverage the
MHSA high enough, in my mind. Because 1 think we were
probably at 20,000 per unit in Fresno. And so I’m kind
of curious, like, did people not use tax credits for the
most part? What happened?

MS. STARBUCK: Well, with the shared housing,
there is no tax credits.

MR. PRINCE: Okay.

MS. STARBUCK: And those are a hundred percent
MHSA. So that’s going to skew the results that you’re

looking at overall.
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The majority of the rental-housing properties
were tax-credit deals. And as you know -- because you’ve
done tax-credit deals -- the costs for doing those has
gone up. The iInvestors.

The developers are taking their full fees that
the tax credit authorizes. The per-unit cost for
development are higher, given the -- probably the
amenities that are offered iIn the projects, because there
iIs requirements for a separate office and community space
for the service providers to meet with the MHSA
residents. And some of the amenities are provided
on-site. Some of the counties are actually using some of
the office space to operate their mental-health services
divisions on-site of some properties.

So that was the average cost that we came up
with. Some were far cheaper to develop than others, the
high-cost areas.

MR. PRINCE: Well, I just find that to be an
interesting --

MS. STARBUCK: Yes.

MR. PRINCE: Over here, 1°m trying to do the
math.

So | saw the stakeholder idea, which 1 think is
a great i1dea; right?

And then -- and 1 think 1t would have to be,
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like, a safe environment, where all of us can come there
without being defensive; right?

MS. STARBUCK: Right.

MR. PRINCE: Because 1’m pretty darn sure that
we, as the developer, didn’t do things always well. And
so I can’t assume -- 1If 1t’s a new program, there’s a
learning experience, | guess is what 1°m trying to say.

So 1 think 1t would be interesting to see if
you can create that stakeholder group to have that
conversation, and get feedback about how CalHFA could do
a better job, how we as developers can do a better job,
and make sure 1t’s a safe environment, so you get some

good outcomes; right? And have that conversation.

MS. STARBUCK: 1 agree.
MR. PRINCE: 1 think that CalHFA should
continue to look at -- my feedback would be to continue

to look at how to do these special-needs programs and
these special-needs loans.

And so I kind of applaud you, thinking about
it. So that would be my kind of input, 1s, yes, I would
do the stakeholder meeting to get the feedback about how
to make sure that the transaction goes well, from both
sides, the developer and 1 guess the third-party, but
you’ve already been talking with the county DMH people.

MS. STARBUCK: Correct.
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MR. PRINCE: But I think it would be great for
CalHFA to continue to explore this program -- this kind
of -- 1 don’t know the right term -- but this revenue
stream, or whatever the right term would be.

MS. STARBUCK: Okay.

Any other questions?

MS. GUNN: 1 just have a question on -- you
said that your units have a restriction for veterans?

MS. STARBUCK: I°m sorry, for veterans?

MS. GUNN: Right, for veterans. Of course,
Vets Affairs.

MS. STARBUCK: There have been some units that
have been regulated to veterans, on top of the MHSA
units; but that wasn’t the primary goal of the program.

MS. GUNN: Right. And so my question is, was
there some sort of policy put out, or request put out for
the veterans specificity?

MS. STARBUCK: No.

MS. GUNN: Or is that just a byproduct that
occurred --

MS. STARBUCK: 1t’s a byproduct.

MS. GUNN: -- because those developers wanted
to..?

MS. STARBUCK: Going forward, we would try to

work with HCD to utilize their program funding for
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veterans’ homeless housing. But initially, that was just
a byproduct, and we were trying to keep track of how many
veterans were being served in relationship to how the

MHSA funds leverage the program funds that they had iIn

the deal.

MS. GUNN: Okay.

MR. PRINCE: And you recently did a survey,
right? 1 seem to remember --

MS. STARBUCK: Yes.

MR. PRINCE: -- it coming across.

I was really surprised, within our MHSA units,
despite the high percentage of veterans within our
homeless population, there is a very small number of
veterans served by our program. | really was surprised
by that. And so 1 thought it was interesting for me to
learn that locally, because I don’t think -- and I don’t
think we would have asked the question until you guys
did, so I thank you for doing that.

But my sense was that -- well, at least for
Fresno, we did not have a high participation of veterans.

MS. FALK: 1 would just like to say that 1
think this i1s a great program. 1It’s created housing that
wouldn”t have ever happened without these funds and
without -- and for a segment of the population that’s so

needy. So I would love to see CalHFA continue.
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I know that it was a very steep learning curve.

MS. STARBUCK: Very.

MS. FALK: And now you’re there. So it would
be a shame to not utilize that going forward, because
you’ve really learned a lot about how these things work,
and have that expertise.

My only concern would be is if -- I know that
always the loan-servicing fees are the hardest for the
projects to absorb on an operating basis.

MS. STARBUCK: Right.

MS. FALK: So to keep those as absolutely low
as possible, because there 1s no way to -- especially as
time goes on, if the rents aren’t going up enough to
cover them, 1t’s a big burden.

MS. STARBUCK: 1 agree.

And we do need to look at that further when
we get some feedback from developers and see how it would
affect their cash flows, definitely.

MR. PRINCE: One of the things that happened iIn
Fresno -- which I would think happened throughout the
state -- is the kind of tension between surveying
chronically homeless individuals, maybe the most
vulnerable, versus the local mental-health board wants
to really solve Prop. 63 as the answer for their adult

children who had mental-health issues, and they were
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thinking about what happens when they pass away. So
there’s this tension between chronically homeless, really
frail people with severe mental illness, versus still
vulnerable but not in the same spot.

I thought -- I find that tension to be really
interesting. |1 assume i1t’s happening throughout the
state.

MS. STARBUCK: 1t was.

MR. PRINCE: And 1 think that that’s probably
more of the mental-health board members really thinking:
“This is for my kid; and my Kkid is not one of those
really chronically homeless individuals.” And so it’s
just been interesting how that plays out.

MS. STARBUCK: 1t was a learning curve. Even
for developers and counties, that was a problem. There
was funding available for chronically homeless through
HCD and some other programs. And some counties overlaid
the chronically homeless units on the MHSA units, and
then the counties had a difficult time finding an
adequate number of people that met the Prop. 63 homeless
or at-risk of homelessness requirements. The chronically
homeless was too restrictive for them.

And we actually had a project in Lompoc that
had to be restructured. And we actually worked with

HCD for six -- no, nine months to buy back some of the
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Governor’s Homeless Initiative units with MHSA, and
convert them from chronically homeless units to MHSA
units because they had a larger population that they
could fill the units with that were not chronically
homeless.

So 1t has been a learning curve for all
agencies involved in these projects; and we hope to take
that learning curve and, you know, use the momentum from
it and apply that to the next program.

And so when we do talk to developers about
projects, we look at how they’re overlapping their units,
whether 1t’s tax-credit restrictions or Governor’s
Homeless Initiative with the MHSA, so that the counties
are very aware of what those limitations and restrictions
are going to do to how they fill those units.

CHAIR JACOBS: Any further questions, comments?

MS. SOTELO: 1 just have two comments.

One i1s, | think the program is a great program,
and I like the interplay between localities deciding what
programmatic priorities they have, and CalHFA be the
underwriter, and kind of looking at it as a third-party
underwriter that provides services to the county. So the
MOU changes that you’re making, | think, are important
changes that more better-align with the county priorities

as opposed to just looking at 1t with a state -- you
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know, statewide glasses.

One thing I would caution against is, you know,
we don”’t want to become, as CalHFA subject-matter experts
on how to provide services for homeless individuals with
mental illnesses, or, you know, become kind of the policy
leaders i1n those kind of arenas and venues, because there
are so many other agencies and departments that do
that --

MS. STARBUCK: Right.

MS. SOTELO: -- and do that well.

And so from a staffing perspective, 1 want
our competitive advantage to be that we are the best
underwriters, the most efficient, prolific underwriters
in the market place, i1in the state market place; and we
can really get a loan done like nobody’s business, and
close 1t quickly and efficiently. And, you know, that
IS our competitive advantage, and that is the service
that we’re selling.

MS. STARBUCK: Correct.

MS. SOTELO: So I see this program as the
opportunity to do that. And so in that vein and in that
light, one thing 1 would recommend to staff is to take a
look at the COSR and the management of the COSR as not
purely an underwriting activity, but really, it’s more of

a monitoring activity.
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You know, the way you size it is certainly
underwriting; but the way you disburse i1t and how you
control i1t and how you manage it is, to me, more of a
county-related activity or something that could happen
at a local level, as opposed to handling it through the
state system, just because right now it’s breaking even,
and i1t pays for itself with the percentage of what you’re
getting from the loan. But that’s not going to be the
case, you know, moving forward. And you’ve clearly
identified that.

So giving it back to the counties and having
them control and disburse 1t creates, | think, more
efficiencies for the county, and maybe addresses Janet’s
concern about projects not having to carry the Increasing
burden of cost associated with monitoring those projects.

MS. STARBUCK: Definitely.

We’ve actually considered as one of the options
for a program going forward, would be for CalHFA to
underwrite the financing, and then assign the loan and
full management responsibilities back to the county.

MS. SOTELO: Yes.

MS. STARBUCK: That’s an option we could do for
them. And we just need to find the level of interest
across the state because some counties aren’t set up to

do any of it.
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MS. SOTELO: Right.

MS. STARBUCK: They don’t want to administer
ongoing funds. They don’t have a close working
relationship with their housing departments, for whatever
reason.

So every county is different. And we’ll just
have to take the feedback that we get and see what type
of programs we can offer for them that are cost-effective
for the Agency, where we’re not losing money.

MS. BOATMAN PATTERSON: And 1 want to remind
the Board as well, that we do have an Asset Management
Department; and that the COSRs and the administration
of the COSRs are very similar to some of our Section 8
occupancy and monitoring. And so we’ve kind of run it,
streamlined, as part of how we already do business. And
so that was one of the things that we did find out, was
that that side of the house is actually -- the program is
paying for itself on that side of the house.

MS. SOTELO: Good.

MS. BOATMAN PATTERSON: 1t’s on the lending
side of the house that we’ve kind of lost our shirts.

But we will keep that in mind. But I think
what we want to do is, we want to start that dialogue and
get that feedback of how can we be the best partner and

what flexibility can we give and offer to make sure that
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we’re meeting the public policy goal of the state of
California.

MS. SOTELO: Right, right.

MR. PRINCE: And I think I heard you say
something 1°d love for you to help me understand.

So 1 do think -- yes, we have to be strong
underwriters, and 1 totally agree with what you said;
but I do also think we should be policymakers. And so --
and maybe it was just Fresno, is what 1 maybe heard --
but 1 think serving the chronically homeless
is really important if we’re going to end veteran
homelessness, 1T we’re going to end chronic homelessness.
And 1 think that then we learn lessons and we can
actually end homelessness -- despite L.A. having no
growth. And so --

MS. SOTELO: 1 was going to say, L.A. has got
56,000 homeless, 15,000 of which are veterans, and we’ve
just produced 1,500 units for veterans. So we’ve got a
long way to go.

MR. PRINCE: Yes.

MS. SOTELO: So I’m a huge advocate of, you
know, from a policy perspective, building housing, and
building housing for homeless and building housing for
people living in chronic homelessness.

The reality is that, is CalHFA the right policy
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leader to do that programmatically? And 1 think that
there are other leaders like HCD and the Veterans
Department, the Department of Health Services that can
put forward programmatic dollars and policies that make
sense.

And we can execute them and we can buy off on
them. And we are a partner in solving the problem, but
we’re not the subject-matter experts; and 1 don’t expect
our staff to be the subject-matter experts for that.

MS. STARBUCK: Yes. And that’s where the state
DHCS wants to evaluate what their role could be. They
have got the expertise and the staffing that know that
part of it.

MS. SOTELO: Right.

MS. STARBUCK: And that’s why it’s been an
effective partnership. It just hasn’t been great
communication for the counties because of the way i1t was
structured and set up.

Do you have any questions for Chuck Anders of
state DHCS?

MR. PRINCE: My last comment along that because
I told you I agree with you -- and 1 thank you for your
clarification -- but, 1 mean, many times communities tend
to go to the low-hanging fruit; right? And so whoever 1is

pushing it, iIs pushing -- meaning, the right priority and
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the right population that has the highest return on
investment for the public funds, whoever it is. But I
think 1t has to happen. So if it’s us just implementing
the vision and policy, 1’m totally fine with that. So I
just want to thank you for your clarification.

I hate challenging you. It just makes me
nervous.

MS. SOTELO: Oh, no, this i1s totally
transparent public policy.

MR. PRINCE: 1 know. 1t’s like going into the
0.K. Corral with a rubber knife against you. So that’s
why I was a little nervous about challenging you.

MS. SOTELO: No, I -- no, we’re all great
advocates of housing, so that’s why we’re all here.

CHAIR JACOBS: Thank you, both, for presenting
today. And we look forward hearing from you in the
future.

MS. STARBUCK: Okay.

MR. ANDERS: Thank you.

CHAIR JACOBS: Let’s take the quickest, most
accurate five-minute break, and come back. We’ve got a
lot still on the agenda and we need to get through.

So five minutes, no more.
//

(A recess was taken from 11:54 a.m.
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to 12:04 p.m.)

--000--

Item 7. Discussion, recommendation, and possible
action regarding the adoption of a resolution
to amend Resolution 15-01 authorizing the
Agency’s single family bond indentures, the
issuance of single family bonds, short-term
credit facilities for homeownership purposes,
and related financial agreements and
contracts for services
CHAIR JACOBS: All right, so we’re on

Item Number 7 -- 7 through 10.

Tim, go for it.

MR. HSU: Okay, so the big changes that we’re
making here is that --

MS. BOATMAN PATTERSON: Agenda Items 7, 8, 9
and 10.

MR. HSU: I promise to go really fast.

The big changes that we’re making here is that
we talked at the last board meeting about our efforts to
replace TCLP; and we have successfully gotten enough
capacity to replacing all the outstanding TCLP. As it
turns out, we’ve got twice as much as we needed, which
is great. So we selected four banks to proceed with the

substitution.
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As we were working through this substitution,
we realized that our sort of annual, typical financing
resolutions didn’t have sort of enough clarifications in
terms of authority to complete the execution of this
transaction.

So we didn’t include a red-line for the Board.
But if you look at this PowerPoint slide, what the
change -- so this particular resolution is an amendment.
It amends and restates 15-01, which is the single-family
bond financing resolution that the Board approved in
March.

So what are some of the amendments and
restatements?

So it clarifies our delegated authority to
staff or to our ED, our authority to replace TCLP, which
I don”’t think anybody ever questioned that the Board
wishes us do that. But 1 think this clarifies iIn this
particular resolution our authority to do that.

And also, it gives us the ability to execute
amendments to prior indentures and supplemental
indentures to effect both this particular replacement, or
any debt-restructuring efforts that we may embark on.

And that lastly, this is Article 111, which
generally gives us authority to execute necessary and

all related documents, it gives us the authority to do
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this for all bonds, meaning, that not just bonds that
were issued this year, but when we were doing debt
restructuring or when we are managing our legacy debts,
it gives us the authority -- it clarifies our authority
to be able to execute documents related to those old
debts.

So those are the key changes. They’re not
huge; but it will help us to make sure that we have the
authority to complete this very important task of
replacing or substituting out TCLP, which 1s, for the
new Board members, a federal facility that we acquired
some five to six years ago, that has helped us stabilize
our balance sheet over the last five or six years.

So those are the changes that I would love the
Board’s consideration in adopting as a resolution.

MS. BOATMAN PATTERSON: Tim, are you just going
through Item 7, or are you going to go through 7 and 9 at
the same time, and then 8 and 10 at the same time?

MR. HSU: I think our tradition is to go
through them one by one.

MS. BOATMAN PATTERSON: Okay.

MR. HSU: So that the Board would have to vote
for each resolution one by one.

CHAIR JACOBS: Any questions?

MS. FALK: 1711 move approval.
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MR. SCHAEFER: 1 have a question before we do
that.

Tim, could you tell me -- help me understand,
because I’m trying to orient myself, “execute provisions
of Article 111 for all bonds,” what is the distinction
there, do you know? Can you help me with that?

MR. HSU: So typically, in this financing
resolution, Article I i1s related to debt restructuring.
So the Board delegates authority to staff the ability
to i1ssue refunding bonds, for example, or, as 1 said,
restructure legacy debt.

Two, 1t allows us to issue new bonds for
financing new lending activities.

Three, before this particular amendment says
that we have the ability to execute related and all
necessary documents related to Article I and 1l1. But
Article 1 and Il are really just related to issuance of
bonds or refunding bonds this particular year.

But what we are doing, oftentimes, is that we
are -- let’s say, so, for example, If we have a contract
on a deal that we did last year, there are times in which
we need to somehow modify that, i1If people want to novate
contracts with a different party.

So we noticed that, as we’re making this

amendment. And we are asking for the ability to execute
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on all prior bonds as well.

MR. SCHAEFER: Thank you. That answers my
question.

MS. BOATMAN PATTERSON: And this was
recommended as cleanup from bond counsel.

MR. HSU: 1 appreciate you saying that, Tia;
but it’s on me. Because I believe one Board member asked
last time 1f this Is -- that resolution that you guys
passed, 15-01, if it had everything that 1 needed to
finish what I was doing, and 1 said yes.

So 1 was wrong.

CHAIR JACOBS: We have a motion.

Do we have a second?

MS. CABALLERO: 1711 second.

MS. OJIMA: Who was second?

MS. CABALLERO: (Indicating.)

MS. OJIMA: Thank you.

Mr. Caballero?

MS. CABALLERO: Aye.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.

MS. OJIMA: Ms. Gunn?

MS. GUNN: Aye.

MS. OJIMA: Ms. Falk?

MS. FALK: Aye.
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call.

loan --

Item 9.

MS. OJIMA: Ms. Avila Farias?

MS. AVILA FARIAS: Aye.

MS. OJIMA: Mr. Gunning?

CHAIR JACOBS: He’s not here. He had to leave.
MS. OJIMA: Mr. Prince?

MR. PRINCE: Yes.

MS. OJIMA: Ms. Riggs?

CHAIR JACOBS: She left as well.

MR. PRINCE: No, she’s just out.

CHAIR JACOBS: Oh, she’s out?

MS. BOATMAN PATTERSON: She had to make a phone

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: Aye.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

MS. OJIMA: Resolution 15-08 has been approved.

CHAIR JACOBS: Okay, great. And now the whole

Discussion, recommendation, and possible
action regarding the adoption of a resolution
to amend Resolution 15-02 authorizing the
Agency’s multifamily bond indentures, the
issuance of multifamily bonds, short-term

credit facilities for multifamily purposes,
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and related financial agreements and

contracts for services

MR. HSU: So can 1 skip to agenda Item 9?

CHAIR JACOBS: Item 9. Sure.

MR. HSU: I’m sorry, | didn’t organize this.

So 7 and 9 deals with amendments of the
bond-financing resolutions that the Board passed back in
March.

So what 9 i1s about -- and 1 should admit that
I’m chagrinned that we have to make amendments at all
since we just passed them at the last Board meeting.
Suffice 1t to say that we’ve been very busy between last
Board meeting and now.

So what agenda Item 9 and Resolution 15-10 is
about, iIs that i1t amends and restates Resolution 15-02.
And the reason why we’re doing this here is that one of
the things that we hope to be able to come back to the
Board to tell you a lot more about, i1s this U.S. Treasury
program to give state HFAs a very low cost of funds to
finance HUD Risk-Share loans with state HFAs.

It’s still in this sort of program-formulation
stage; but as we talked to Treasury and HUD about this
program, we realized that it’s quite possible that we
need to bond-finance uninsured loans.

So the resolution that we passed -- well, the
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Board passed last time, actually requires that all our
bond-financed lending activities carry at least a
risk-share insurance, or comparable insurance, on the
loan.

So, again, sort of, when we sell bonds, a
hundred percent of those loans need to have carried at
least this risk-share insurance.

What we realized is that because of their
limitations, it’s quite possible that, say -- I’m just
going to make up numbers here -- for example, if we make,
let’s say, a hundred-dollar acquisition loan and the
perm converts into a $40 loan, it’s quite possible that
we would take that $60, that peels away upon, let’s say,
tax-credit investments coming iIn, that that piece needs
to be uninsured. But the whole thing still needs to be
bond-financed because of the need for tax credit and
meeting the 50 percent basis.

So this particular resolution i1s giving Tia and
staff the ability to bond-finance those situations where
we might have to sort of pair a loan that’s insured by
HUD, which would be first lien, and a second loan that’s
uninsured; but 1t’s really just during the acquisition
period which it”’s uninsured, but all of It needs to be
bond-financed for tax credit.

So that’s the key thing that this resolution
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does. And iIn addition, we also made this clarification
that Article 111 of this bond-financing resolution is
for all bonds. And that was the question that Tim was
asking.

So, again, 1 ask the Board to approve this
resolution as well, so we can continue work on this
program with Treasury and HUD.

CHAIR JACOBS: Thanks, Tim.

Any further questions on that?

MS. SOTELO: No.

I move approval of the action, Resolution
15-09.

CHAIR JACOBS: 15-10.

MS. SOTELO: 1I1°m sorry, 15-10.

CHAIR JACOBS: Do we have a second to that?

MS. FALK: Second.

CHAIR JACOBS: Great.

JoJo?

MS. OJIMA: Who seconded?

CHAIR JACOBS: Janet.

MS. OJIMA: Thank you.

Ms. Caballero?

MS. CABALLERO: Aye.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.
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//

Item 8.

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

MS.

OJIMA: Ms. Gunn?
GUNN: Aye.

OJIMA: Ms. Falk?
FALK: Aye.

OJIMA: Ms. Avila Farias?
AVILA FARIAS: Aye.
OJIMA: Mr. Gunning?
response)

OJIMA: Mr. Prince?
PRINCE: Avye.

OJIMA: Thank you.
Riggs?

response)

OJIMA: Ms. Sotelo?
SOTELO: Aye.

OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

MS.

Discussion, recommendation, and possible

action regarding the adoption of a resolution

OJIMA: Resolution 15-10 has been approved.

authorizing the Agency’s single family

non-

CHAIR JACOBS:

MR.

bond strategies

HSU: So now going back to agenda Item 8,

Daniel P. Feldhaus, CSR, Inc. 916.682.9482

Okay, so jumping back, Tim.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CalHFA Board of Directors Board Meeting — May 14, 2015

which is Resolution 15-09.

So this resolution i1s something that we talked
to the Board about back in March.

What we have started noticing Is that more of
our lending activities, more of the Agency’s lending
activities are actually not bond-financed; they’re
actually being financed in different ways that came
about, 1n large part, because of the things that we
experienced over the last four, five years.

So, for example, what we talk about a lot about
the single-family side is this so-called TBA program.

So while TBA sounds strange and intimidating, all 1t is,
is that it’s a securitization of loans that you sell iInto
the marketplace.

So what happened over time is that these
different kinds of financing mechanisms have come to the
Board on sort of a one-off basis as we need them. And
then there are times in which we end up changing them
because we became too narrow iIn scope, or whatnot, and to
the Board.

So the idea emerged that why don’t we do an
annual re-upping or reauthorization of all of these
non-bond-financed lending activities to the Board, so
that the Board, in one sitting -- and what we’ll do, 1is

that this will come in March to you, just like the
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bond-financing resolutions, so that you can see sort of
in one setting, that “Okay, well, some of this stuff is
not going to go to bond; some of this stuff is not going
to bond,” and you can see them all together at the same
time.

So that was the idea. Although we didn’t quite
make this resolution go to the March, but perhaps that
was a good thing, because otherwise maybe you’d have to
amend 1t this time. But we’re coming to the Board this
go-around to ask for the authority to do non-bond finance
lending activities. But like 1 said, some of these
authorities have been passed by the Board or adopted by
the Board in the past.

CHAIR JACOBS: One question. Just given Ken’s
presentation to us last time, we were achieving pretty
solid volumes in the single-family conduit. 1Is this
going to be sufficient dollar amounts for that?

MR. HSU: So, we didn’t put -- so, Article I of
this particular resolution allows us to generally do MBS
securitizations. So we didn’t specifically i1dentify TBA
as such, because I think of a TBA as sort of like a
subset of MBA securitization.

We didn”t put a cap on this, because this
doesn’t require us to issue bonds. So, generally, 1t we

were to issue bonds, there could be, let’s say, CDLAC
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allocations, there could be even at some level, let’s
say, we actually have a legislation that actually caps
the total amount of bonds that we can have outstanding at
$13 billion. There’s certain limitations on bonds
because it requires tax exemption. But when we’re doing
this kind of mortgage-backed security securitization and
selling to a secondary market, there is really no natural
cap on that. But if the Board desires a cap, we can talk
about that.

MS. BOATMAN PATTERSON: 1 think he was
talking -- he was looking at the caps that you have for
your First-lien whole and subordinate loans. He was --

CHAIR JACOBS: If the size of program isn’t
enough.

MS. BOATMAN PATTERSON: Though, that’s not the
TBA model.

CHAIR JACOBS: Got it. Okay.

MR. HSU: So Article I i1s this whole
mortgage-backed security securitization, which doesn’t
have a cap. Article 11, however, allows us to take some
of our money to fund, let’s say, some first-lien loans or
some subordinate loans. And that has these caps that you
see here, that for first-lien loans not to exceed
$20 million, and subordinate loans not to exceed 5.

And this portion of i1t, it 1s in large part,
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some of the discussions that we’ve been having with the
Board over the last year or so, about our ability to free
up some of our cash to do things like this, without
having to fear that we need the cash for this collateral
posting risk that we will talk about a little bit when we
go into the budget.

So the cap is -- again, the cap is on the
ability to fund these whole loans, which we can’t really
easily lay off and do securitization, and there’s no cap
on loans that we are able to securitize.

And then last, but not least, is that in
Article 111, we have this sort of companion ability to
execute all necessary related documents to effect
Articles I and 1l. And in there, we have something
that’s a little bit different that’s worth highlighting.
In there, there is this i1dea that CalHFA might actually
provide a warehouse line to someone, which is strange.
Usually, we borrow, we borrow, we borrow; and we lend, we
lend, we lend. We usually don’t lend to someone a
warehouse line.

And the reason why it is there, is that one of
the challenges that we’ve had In our Single Family
program, is that US Bank is actually the only master
servicer who serves the HFA space across the country.

But there are actually other HFAs that actually do
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servicing. And the one that we’re attempting to
establish a relationship is ldaho Housing. They’re a
good master servicer. They are a little bit easier to
deal with, and they actually have a fee model that could
actually be more beneficial to us. However, they don’t
have the sort of short-term liquidity wherewithal to
warehouse loans before they become securities.

So their relationship with other HFAs i1s that
the client HFA provides the warehouse line, and Idaho
provides everything else. So it’s a bit of a hybrid
model. And the economic side of it Is that instead of
them paying for servicing released, again, they have
capital restraints, so they can’t really -- they don’t
have the money to warehouse, they don’t have the money
to pay for that servicing released. So what they do is
that they split the servicing fee with us, which 1 think
is more beneficial to CalHFA, especially how -- 1 know
this 1s all public record -- how little US Bank pays us
for servicing released.

So, anyway, so that i1s the whole, sort of iIn
a nutshell, this non-bond-financed resolution for
single-family. And I ask the Board to adopt this
resolution as well.

CHAIR JACOBS: Any questions or a motion?

MS. SOTELO: When will you know about the ldaho
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relationship? When will there be a decision on that?

MR. HSU: Should any of the Board members go to
take advantage of our new budget here for traveling and
go to NCSHA, you will realize that this i1s like one of
the hottest topics In the HFA space about the dearth of
master-servicing capacity In our space.

As | understand i1t, they’re currently trying to
absorb Connecticut Housing as a client. And Connecticut
Housing, for various reasons, is actually a very prolific
single-family lender. Because 1 think the state is a
little bit polarized, and you either have the Scarsdales
of the world and you have the people who work in those
mansions. And they have a really robust single-family
program.

They’re trying to absorb Connecticut Housing.
And as far as 1 know, we’d like to think that we’re next
in queue.

MS. BOATMAN PATTERSON: 1”°ve been courting to
Gerald Hunter, their executive director. So I told him,
“We’re next, right? We’re next.”

And 1 think Ken just got back from the Housing
Finance; and he had a good meeting with them, so..

MR. HSU: So, again, this idea that we might
actually get someone a warehouse line is -- 1 like to

emphasize that -- that’s not -- we have never done that
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before.

And the only reason why to do this,

is to sign

up a master servicer that’s much easier to work with and

might potentially create a revenue stream for us that’s

better than the model with a more typical master

servicer.

CHAIR JACOBS:

Understood.

Do we have a motion?

MS.

FALK:

CHAIR JACOBS:

MS.

SOTELO:

CHAIR JACOBS:

MS.

Ms.

MS.

MS.

MR.

MS.

MS.

MS.

MS.

MS.

MS.

MS.

OJIMA:

Caballero?

CABALLERO:

OJIMA: Mr.

SCHAEFER:

OJIMA: Ms.

GUNN:

OJIMA: Ms.

FALK:

OJIMA:

AVILA FARIAS:

OJIMA: Mr.

(No response)

MS.

OJIMA: Mr.

Aye.

Aye.

Ms.

1”1l move.

Thank you, Janet.

1”11 second.

JoJo, the roll?

Thank you.

Aye.
Schaefer?
Aye.

Gunn?

Falk?

Avila Farias?

Aye.

Gunning?

Prince?
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MR. PRINCE: Yes.

MS. OJIMA: Ms. Riggs?

(No response)

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: Yes.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

MS. OJIMA: Resolution 15-09 has been approved.
--000--

Item 10. Discussion, recommendation, and possible
action regarding the adoption of a resolution
authorizing the Agency’s multifamily
non-bond strategies
MR. HSU: And onto the companion non-bond

finance resolutions for Multifamily.

I actually really think 1t’s great that the

Board has now a travel budget and you can attend some of

these NCSHA conferences, and you can hear firsthand some

of the issues that people are dealing with. And as I

mentioned earlier, one of the sort of hottest topics on

the multifamily side is this sort of U.S. Treasury
program to fund -- to provide a low cost of funds on

HUD Risk-Share loans with state HFAs.

And Article 1 of this particular resolution is

attempting to capture our ability to do this. Should we
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be able to do this program with U.S. Treasury and HUD,
we refer to these things as externally sourced non-bond
funds.

So these are basically examples of us selling
the loans. So we make a loan, and it has HUD risk-share
insurance on i1t with state HFAs, and you sell this loan
to U.S. Treasury, and they give you a cost of funds
that’s better than what we can borrow in the bond market.

So I think we have said before, we refer to
this as “synthetic Ginnie Mae.” And the reason why i1t’s

referred to as “synthetic Ginnie Mae” is that they’re
attempting to give us Ginnie Mae pricing without that
loan being wrapped by Ginnie Mae.

So this Article 1 also sort of gives -- sort of
clarifies our authority to be able to sell whole loans,
should we need to do that, meaning, that we’re not
selling to Treasury anymore, for whatever reason --
we’re, let’s say, restructuring our legacy portfolio,
our ability to sell these whole loans to someone who may,
for example, want CRA credits.

And the second article talks about our ability
to use some of our own funds to fund or warehouse
multifamily loans. In most cases, here, we’re referring

to warehousing. There are times iIn which, since we’re

a pool issuer, meaning, that we don’t issue a bond for
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every loan that comes in. So, for example, you heard
about Ocean View, 1 think, a couple board meetings, you
heard about Virginia Terrace In this meeting, chances
are, we’ll close both of those bonds and issue one bond
to finance both of them. So it’s very possible that we
end up having to warehouse loans as they come in, and
then pool them to issue bonds.

So this $50 million is really meant for those
kinds of activities, in which we’re warehousing and then
pooling them and issuing bonds at one point in time, SO
that we can get some economy of scale.

And the third article, which 1 didn’t say
anything here in the PowerPoint, is this sort of ability
to execute all related and necessary documents to effect
Articles I and I1I.

1’1l ask for questions; and if not, 1 ask for
the Board’s approval as well.

CHAIR JACOBS: Any questions?

My lingering question is the name for the
synthetic Ginnie Mae program.

MS. BOATMAN PATTERSON: 1 think we kicked
around Cal Advantage. We kicked around Cal Advantage.
We’re still playing with 1t. We’ll figure it out.

CHAIR JACOBS: I think just for marketing, we

need to just have a great name and get it out there.
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not marke

community

Do we have a motion?

MR. HSU: Yes, | think the word “synthetic” is
table.

CHAIR JACOBS: No, not at all.

We need a really good, catchy name that the
IS going to like.

MS. BOATMAN PATTERSON: We need a motion.
CHAIR JACOBS: Motion, anyone, for 15-117
MS. GUNN: 1711 move it.

MS. FALK: Second.

CHAIR JACOBS: We have a motion and a second.
JoJo?

MS. OJIMA: Thank you.

Ms. Caballero?

MS. CABALLERO: Aye.

MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.

MS. OJIMA: Ms. Gunn?

MS. GUNN: Aye.

MS. OJIMA: Ms. Falk?

MS. FALK: Aye.

MS. OJIMA: Thank you.

Ms. Avila Farias?

MS. AVILA FARIAS: Aye.

MS. OJIMA: Mr. Gunning?
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(No response)

MS. OJIMA: Mr. Prince?

MR. PRINCE: Yes.

MS. OJIMA: Ms. Riggs?

(No response)

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: Aye.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

MS. OJIMA: Resolution 15-11 has been approved.

MR. HSU: It’s just a little bit more than
five minutes per resolution. So I’m very proud of
myself.

Thank you very much.

CHAIR JACOBS: Now, it’s amazing, we, a while
back, asked for really great work on a business plan that
really looked like a business plan. And Janet has been
asking for this and Dalila -- a number of people have.
And it was delightful to read through this package and
see this really looked like a business plan. So, we’re
really pleased.

--000--
Item 11. Discussion, recommendation, and possible
action regarding the adoption of the Agency’s

Strategic Business Plan and Operating Budget
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for Fiscal Year 2015/2016

CHAIR JACOBS: Don?

MR. CAVIER: Good afternoon, Chair Jacobs and
Members of the Board. [I1°m Don Cavier, the Chief Deputy
Director of CalHFA. |I°m happy to be here. And I’m here
to present the fiscal year 2015-16 Business Plan and
operating budget for your approval.

But prior to jumping right into the new
Business Plan, 1 want to take a few minutes to update the
Board on the status of our existing Business Plan and the
key action items associated with it.

So with the Board’s permission, 1°m going to
start by including a current Business Plan update,
followed by the new Business Plan. Then 1°m going to
turn it over to our Director of Financing, Tim Hsu, to
give us an overview on Agency resource and liquidity
projections for the coming year. And then we will wrap
it up with the operating budget for fiscal year “15-16.
So that’s what i1t’s going to look like.

The 2014-15 Business Plan contained five
overarching goals centered around dealing with the
residual impacts of the financial crisis and moving the
Agency forward from an era of crisis management to an era
of financial stability and active lending.

First and foremost was the need to stabilize
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the Agency’s balance sheet by addressing credit and
liquidity issues, mitigating loan losses and
delinquencies, and reestablishing the Agency’s lending
programs.

Additionally, the Agency adopted goals for
collaboration with sister organizations like HCD and
other state agencies, to align the Agency’s housing
strategies with those of the strategies of the state as
a whole.

Lastly, we sought to continue our efforts in
the Keep Your Home California program to help prevent
avoidable foreclosures through working with eligible home
buyers that had a financial hardship.

The 2014-15 Business Plan i1dentified 12 key
strategies and 60 action items designated to accomplish
the established goals of the Business Plan.

While some of the action items were more
important than others iIn meeting the established goals
of the Business Plan, this chart reflects the status of
all action i1tems, regardless of their importance.

In summary, 70 percent of the action items in
the Business Plan have been accomplished, or are partly
complete and in progress. Conversely, about 30 percent
of the action items have yet to be started. That’s for

a variety of reasons, including staffing resources. We
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had change in key staff in the organization that were
tasked with leading some of those initiatives. Shifts
in program priorities, as well as changes just in the
general business environment.

The next set of slides is going to give you
kind of a more detailed breakdown of some of these key
strategies and the action i1tems.

The first strategy was to increase stability of
the Agency’s capital structure and liquidity position.
Through a series of debt-restructuring efforts, including
monetizing some of our assets, bond redemptions and
refundings, the Agency realized additional cash-flow,
debt-service savings, and reduced our balance-sheet risk.

Under the strategy for reducing balance-sheet
risk by mitigating losses through our loan portfolio,
through the diligent efforts of both our Portfolio
Management and Loan Servicing departments, we have
successftully reduced our REO activity as well as our
delinquency rates to five-year lows.

And 1 think right now, we have 51 REOs, and
that’s down from as high as 1,500 a few years ago. So
an incredible effort on their part.

And in doing so, this has resulted in -- both
of these activities have resulted in recent upgrades by

S & P and Moody’s for our credit ratings, and has enabled
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Tim and his group to secure the financing necessary to
take out this TCLP lines of credit with the U.S.
Treasury. And so I think we can’t give enough thanks to
the groups that have done that work.

Next, we have reorganized and increased
operational efficiencies and iInfrastructure to better
position the Agency for future business opportunities.
One of the first i1tems was to establish a formal
succession planning effort. That never got started.

We have i1dentified that Cal HR has some programs in place
to facilitate that, but we need to just prioritize its
implementation.

Similarly, a master plan for a flexible
workforce has not been fully developed, but a substantial
level of cross-training did occur within the organization
during the year, as work shifted between our
Portfolio Management department and our Loan Production
department, as we’re starting to get back into lending.
So a lot of staff started crossing back over onto the
lending side.

Additionally, we’ve used a lot of our
Multifamily -- or several of our Multifamily staff to
support some of the new TBRA collaborations with HCD,
getting some of those programs up and running.

Regarding work-flow assessment, for the better
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part of the year, the Agency instituted a hiring freeze,
so that we could undergo an organizational assessment.
And whille the assessment is not fully complete, senior
management has used the assessment process to help us
establish kind of what the work-flow and staffing needs
are for the different departments.

And as we move forward into the final phases
of this organizational assessment, we continue to make
refinements to our processes and to recognize that the
whole i1dea of looking for efficiencies and streamlining
the organization is like a never-ending process. It’s
something you’ve got to continuously do. And so we’re
going to keep moving forward in that.

Developing long-term strategies to monitor and
mitigate enterprise risk, we have partially completed
that. In response to the organizational assessment, we
shifted our risk manager, Tony Sertich, to support that
assessment, in working with the consultant. And so,
largely, the items that were identified under that
strategy didn’t really get completed.

But we did to our biennial FISMA report, which
IS the required risk assessment of Agency business
processes that’s filed with DOF. And a handful of risks
were identified during that process, and we’ve addressed

all but a couple of them; and I think they’re in the
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process of being completed.

Related to I.T., integration of data
collection, flow, and reporting, none of the action items
under that initiative were completed. And that was
largely due to the immediate needs for the Agency to move
from what was an unstable platform, where our systems
were sitting, onto a stable SQL platform that is better
enabling our systems to talk to one another. So as we’re
moving forward, looking for efficiencies and looking to
do exactly what’s on there, the first step was to put us
onto a stable platform to make that happen.

Additionally, as our Single Family and
Portfolio Management programs were kind of working
diligently to not only reduce our -- mitigate our loan
losses, but to get back into lending, there was a variety
of programming efforts that needed to occur to get that
lending activity back up and running.

So as 1t relates to the strategy to generate
income via our Multifamily lending opportunities, the
Multifamily lending programs are expected to close two
of the five acquisition/rehabilitation loans anticipated
in this year’s Business Plan, and five of the six Conduit
Issuance financings. However, they also are expected to
close over 21 MHSA loans, which were not anticipated in

last year’s business planning.
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While the program has fallen short of our
established lending goals for our Multifamily products,
we’re optimistic that the recent changes to our
Multifamily loan programs, coupled with the
implementation of an in-depth training strategy for our
Multifamily department, will position the program for
success In the current market.

For fiscal year “15-16, we anticipate a
significant increase in lending activity for both HUD
Risk-Share and the Conduit Issuance financing.

As far as our Single Family program lending,
we’re expected to exceed our Business Plan goals for
“14-15 by closing approximately 1,055 first mortgages,
and 4,700 down-payment assistance loans.

They’re also on pace to close approximately --
I think it’s 1,500 Mortgage Credit Certificates as well.

Sorry about that. 1I1’m a little slow on this
thing.

All right, generating income via our Asset
Management. Really, the key action items that were
completed, or are partially complete here, are
administering the HCD’s Tenant-Based Rental Assistance
program. We began making our first payments under that
program in March. Additionally, there are fTive

developments that we’re working with, that have received
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the 811 program subsidy. And currently, that represents
about 90 subsidized units and about $3.1 million in
subsidy over the five-year demonstration period.

Savings from our Single Family Loan Servicing
operations. Staff are continuing to make changes to the
servicing system, as needed, and cross-training staff to
gain efficiencies. Additionally, staff have assessed the
feasibility of CalHFA serving as a master servicer. And
given our current efforts to increase our lending side of
the fence, we believe that the timing is not really ripe
for us to sit as a master servicer. But instead, like
Tim mentioned, moving forward with identifying some
potential master servicers to kind of expand our world
with respect to that and increase the amount of money
that we can make on our side, and provide better
processing terms and times. Some of the hits on US Bank
have been related to just the length of time it takes
them to close things.

Next, we had reorganized state-level housing
policy and resources; and one of the main strategies
under that was collaboration with HCD on live projects.

So asset-management functions are at the heart
of the collaboration efforts between the CalHFA and our
sister organizations. And to date, CalHFA and HCD have

developed and implemented a common audit handbook for
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asset management, and are collaborating with HUD on the
HUD TBRA and 811 programs. We are continuously trying to
find additional efficiencies as it relates to the asset
management work that’s done between multiple agencies.

Related to the Governor’s Reorganization Plan,
we have filed a program-implementation document that’s
been submitted to the Governor’s office. That’s where it
stands at this point.

Also, our Affordable Housing Cost Study was
completed and published in October of 2014.

As we also worked to coordinate functions to
meet the California’s affordable-housing needs, CalHFA,
HUD -- or not HUD -- HCD, BCSH, and CDLAC and TCAC have
monthly meetings to review policies, programs,
organizational structures. Ildeas from these meetings are
used to better align our activities and to meet the
housing needs of California.

The organizational review, as | mentioned, is
still In process. It’s coming to, you know, probably
close to its end, but it still got a little ways to go.
But a lot of good things are coming from that.

CalHFA continues to work with HCD and other
state agencies to support the Governor and the
Legislature to develop tools and help provide resources

to meet California’s housing needs.
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And on our Keep Your Home California program,
it continues to collaborate with EDD to include flyers
in all unemployment insurance benefit packages. It
continues to partner with over 170 outreach events; and
to continue to monitor its progress, to make adjustments
where needed. We’ve made our most recent Keep Your Home
California program changes in April of 2015.

We’ve increased the marketing efforts on the
program to help ensure that we move this money iIn an
efficient manner; and we’ve enhanced a digital marketing
campaign.

Currently, there are more than 240
participating servicers. The number of servicers
participating in the Principal Reduction Program grew
22 percent in 2014, with an additional 26 being
registered.

And 1 think the biggest point to make is that
overall, families that are assisted by this program,
after 24 months after the assistance, about 93 percent
of them are still in their homes. And so | think that’s
a real testament to the success of the program.

Any questions before 1 move into the actual
Business Plan?

(No response)

MR. CAVIER: We’re good? Okay.
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The proposed fiscal year 2015-16 Business Plan
builds upon the momentum established this year and
emphasizes growing the Agency’s balance sheet through
Single Family and Multifamily lending programs, while
continuing to develop operational efficiencies that
ensure that our activities support State housing policy.

Additionally, we will continue to administer
and refine the Keep Your Home California program in order
to maximize the use of the funds to assist eligible home
buyers to avoid foreclosures and stay iIn their homes.

Generating income via the Single Family lending
opportunities. One of our first action items is that
we believe we’re going to close about $600 million in
first-mortgage loans. We’re targeting about $75 million
in down-payment assistance loans; and we expect to
generate $6 million in new revenues, and about
10.6 million in long-term assets.

We’re going to add a new mortgage-broker
business line, which is going to be kind of a kickstart
to increasing our levels to this level.

And we’re going to complete our new lender
manual, which was on our list last year as well.

We plan to issue between at least 1,300
Mortgage Credit Certificates; but like 1 mentioned

previously, we’re already on target to hit 1,500. But
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that’s kind of where we set the bar for next year.

On our Multifamily program, we’re expecting to
close about $100 million in Multifamily lending, another
hundred million In Conduit Issuance financings. We
expect to generate about $1.2 million in new revenue; and
about $5,300,000 in long-term assets.

Increase internal capacity via training
program, that’s going to kickstart for that department,
I believe in the next couple weeks. It will start and go
for about a three-month period of time.

We’re going to create portfolio-preservation
strategy, looking at the loans within our portfolio and
how we plan to keep them, and keep that affordability
going and recapitalize those properties.

Adopt policies for our Earned Surplus funds.
So those funds that we’re sitting on within our
indentures and how we might use those to support
additional development In terms of using it as a gap
financing tool.

Strengthening our capital --

MS. FALK: May 1 ask a question?

CHAIR JACOBS: Don?

MR. CAVIER: Yes.

MS. FALK: Just on those last two, is that

something that’s going to come to the Board for adoption?
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MR. CAVIER: Yes. 1 believe so. Yes.

We’re still currently kind of fully scoping it
all out.

MS. FALK: I mean, when i1t’s done.

MR. CAVIER: We’ve had some meetings on it
recently; but 1°m thinking, yes, 1t will come to you.

Okay, strengthening our capital reserves,
improving liquidity position. Tim has already talked
about taking out the Temporary Credit and Liquidity
Program funds from the U.S. Treasury. And we expect to
have all that taken out in June or early July.

MR. HSU: June.

MR. CAVIER: Okay, June, yes.

(Applause)

MR. CAVIER: Another initiative, or a key
initiative, is to develop internal capacity to hedge MBS
sales to increase fee income. We currently hedge that
through FirstSouthwest. And i1f we can do some of that
internally, we can get another 50 basis points of
earnings on some of that.

It does come with a little bit of risk, but
that’s what we’re looking at in trying to balance what
our ability to do that and take that risk would be.

Refine tools to manage allocation of capital

and risk. That’s kind of, again, looking at where our
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capital 1s and what level of risk we’re willing to take
with 1t, after having just come out of the financial
Crisis.

The next goal, aligning lending activities
with State housing policy and increase operational
efficiencies. One of the efficiencies that we’re
pursuing currently is consolidating all of our Sacramento
staff into the 500 Capitol Mall building. We currently
have a facility In West Sacramento with our loan-
servicing group. We’re going to -- we have room for them
in our existing building, so we’re going to move them
there, and then pursue a sublease of that West Sacramento
space.

Additionally, we’ve already completed it; but
we’ve further consolidated the Culver City office, I
believe carving off 3,000 square feet for a sublease,
for some of that space that was unneeded as well. And so
kind of just getting more efficient and more lean. So
that’s one of the initiatives.

Eliminating unneeded vacant positions. That’s
something we’ll talk a little bit more about in the
budget. Again, ones that have gone on for a very long
time, that have been unfilled, we’ve kind of tried to
rein that iIn some.

Finalize organizational structure and
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functional roles. And, again, that’s part of our
organizational assessment that we’re doing.

Continuing to refine our budget and business
development plan. That’s something 1°m very interested
in, is to further develop both our budget as well as our
business-plan process.

Next would be developing long-term strategies
to monitor and mitigate enterprise risk. We mentioned
this in last year’s business plan, and it was put on hold
as we moved through the organizational assessment,
because we shifted staff to help support that. We want
to look at that again. But truth be told, that was --
you know, we published this a couple weeks before we
decided to take our risk manager and make him the
Multifamily director. So we’re still going to be working
this one out, and how far we’ll get with It this year.

MS. SOTELO: Can he do two jobs?

MR. CAVIER: Yes. That’s kind of what 1 told
him, actually.

Okay, agency-wide I.T. iIntegration of data
collection, flow, and reporting. Again, this is a
carryover from the current-year Business Plan. But we’ve
kind of looked at it a little differently, and kind of
really targeted some key things that we want to get

accomplished this year. And one of the them being an
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I.T. governance structure, so we can ensure that 1.T.’s
priorities align with the Business Plan, and in kind of
a logical patterned way, where we’re not just jumping
from thing to thing. And I’m going to help work with
our chief information officer to kind of scale that out
with the heads of the business department in terms of the
sequence of events, and what things need to happen first,
and help get the priorities aligned, so that we’re not
working on something that’s not needed for six months,
when we need something immediately in three months.

And so 1t sounds pretty commonsensical; but
with a large organization, with a lot of moving parts,
you have to put some real effort into making sure you’re
doing that.

Developing records management policy and
updating record retention. 1 know Victor James and his
staff are working heavily on the policy development and
record-retention activities. And we’re going to be
implementing that this year, trying to scale back on the
amount of things that we’re storing, and physical copies
of, and moving to more of an electronic environment, to
where we can; and just getting a policy that i1s very well
understood throughout the organization.

Identify and train 1.T. liaisons i1n all

business units. And this is another key initiative, in
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the sense that a lot of times, I.T. lacks the
understanding of the individual business unit and their
needs. And what we’ve noticed is within the
organization, departments that have this liaison, tend

to have a better process and outcome as it relates to the
systems they use. And so we want to foster, you know,
kind of that liaison role within each department, to make
sure that the business needs are clearly understood by
the 1.T. staff.

Expand and approve electronic loan file
submission process. And this goes back to our Single
Family programs and the way that we’ve received the
applications for those. And so we’re consistently
working and looking at the system as it relates to the
speed at which those are received and processed.

Currently, we have a few glitches iIn that
process that we’re trying to work out. So that’s going
to be a key item for us this coming year.

Enhanced program delivery of affordable housing
through continued collaboration with HCD and other
partners. You know, in collaboration with the Department
of Health Care Services and HCD, we wanted to determine
the next phase of the MHSA program, which you heard about
earlier.

Assess goals with performance measures and
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viability of both the TBRA and 811 programs -- those are
pilot programs -- and see what the long-term outcome for
those are.

Continue to explore integrated gap-financing
efforts among state affordable housing entities. That’s
working together with HCD and other partners to identify
funds that we can use to help create the funding stack
for deals, and to get more deals out using the tools that
we do have.

And collaborate with HCD and CalVet to expand
veteran housing opportunities. 1 think that’s something
that we’ve all talked about, and 1t’s iImportant to
everyone.

Maximizing use of Keep Your Home California
funds. Again, they’re very similar to last year’s. We
continue to try to move the last, you know -- billion
dollars, is i1t?

MR. HSU: We’ve used a billion dollars.

MR. CAVIER: You’ve used a billion dollars,
yes.

MR. HSU: So we have about 800 left?

MR. CAVIER: Yes. Left.

So try to maximize the use of those and get

those out as fast as possible to those families that need
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Increase the marketing efforts. Collaborate
with other private and public entities to maximize the
leverage of potential foreclosure-prevention resources.

Measure program outcomes, and assess barriers

to eligibility.

And with that, I will take some questions.

MS. CABALLERO: 1 don’t have a question, but
this 1s really well done. 1 like the way you organized
it.

MR. CAVIER: Thank you. 1 appreciate it.

MS. CABALLERO: 1It’s really understandable. |
appreciate 1it.

MS. BOATMAN PATTERSON: They put a lot of work
into this.

MS. CABALLERO: Well, it’s pretty clear. 1
mean, | think the goals and the objectives are -- | think
they’re great.

MR. CAVIER: Sorry for the rough start. Got a
little nervous, but I’m finding it, 1°m getting there.

MS. CABALLERO: Don’t even tell us you had a
rough start, because 1 don’t think any of us noticed.

But I just want to say as part of this, that
one of the things that 1 asked of Tia and Tim and I are
trying to work it out, is kind of a one-on-one briefing

on this organization can make money, and how we make
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money both in terms of historically and going forward.

And I know that Susan Riggs wants to be part of
it. And I mentioned it once. And Mike also wants to be
part of 1t. So It may make sense for us to do it here at
a board meeting, just as kind of -- yes, because 1 just
need to understand, you know, what’s the spread on how
we make money, so that when we go into a discussion about
where should we go in the future, 1’11 have a better
understanding. And some of it, some of the words are
still Greek to me.

MR. CAVIER: Right.

MS. CABALLERO: So I’m looking forward to that.

And this i1s real helpful in terms of where the
organization i1s going to go next year.

MR. CAVIER: Thank you.

So with that, 1°m going to turn it over to Tim
to walk us through, and 1’1l run his PowerPoint for him.
Hopefully, 1”11 do a better job than 1 did for myself.

MR. HSU: So this is the chart that 1 showed
last year, and 1 think 1t resonated with some of the
Board members.

So what 1t’s attempting to do, is show the
sources and uses for our operations in the last
12 months.

So the first column you see here is the last
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three months of the previous fiscal year; and then the
next column is the nine months Into the fiscal year. So
as you can tell, we’re not completely at the end of this
particular fiscal year that we’re living through.

So it’s showing you a 12-month span. So what’s
highlighted in yellow is that you can see that we started
that 12-month period with $186 million.

So, actually, 1 forgot to intro that. This
whole presentation that we’re talking about here, is a
presentation about the resources that we have, about the
cash and securities that we have, that’s away from all
these bond indentures, which 1s kind of what the
Secretary was talking about.

The bond i1ndentures were sort of a mechanism
for us to make loans, issue bonds, and earn a spread.

So that, over time, we have created a sort of general
obligation credit, in which you have released some of
the assets from, let’s say, bond indentures that we have
closed out, into this sort of general obligation of
CalHFA. Not general obligations of the State, but
general obligations of CalHFA.

To be sure, some of these assets that is
sitting here, do have a lot of, if you will, liens on
them. So we do have to pay operating expenses out of

them; we do have HUD Risk-Share. When HUD -- part of
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the reason why a lot of state HFAs created a
general-obligation rating long ago, about in the early
nineties, was that HUD wanted a counterparty that is
rated as a counterparty for the HUD Risk-Share program.

Anyway, so this pot of money that 1°m going to
talk about today is solely on this, sort of not
encumbered by the bond indenture, so that we can use it
to keep the lights on.

So the story that 1°m trying to show here,
without trying to go through them line by line, is that,
in large part, the cash that has come in, that exceeded
the cash that we started with, we have been using It to
do debt management.

So one of the things I spent a lot of time
talking about last time, was that our cash position,
which 1711 show you In the next slide here -- our cash
position some two or three years ago, was actually much
higher —-- and I’m just going to use the word *“cash” as a
catch-all for cash and securities.

Some two or three years ago, our cash position
was actually much higher. Near -- it was about just a
hair over $300 million. And then one of the things 1
spent a lot of time talking about last time -- perhaps
too much time -- was, why is 1t that we ended up spending

a lot of that cash, and bring down our cash position to
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closer to where it is now, which is about $180 million or
SO.

And to make a long story short, what we ended
up doing, was that we ended up taking some of that cash
that’s unencumbered by the bond indentures, and actually
putting back into the bond indentures, so the bond
indentures can redeem out some of these VRDOs, which
are backed by TCLP, and also i1t iIncreased some of the
coverage ratios of the bond indentures. So that sort of
helped to improve the credit ratings there, getting the
credit upgrades, and then sort of the virtuous cycle of
completing the de-leveraging, because we put some money
in the bond indentures.

So what you can see i1s that this page 3 here,
our collateral demands some two or three years ago was
much higher. Had we experienced another downgrade, the
amount of collateral -- or margin call for you day
traders out there -- would have been $200 million. And
today, that’s about half of that.

So because of this risk of margin call, 1t’s
now half of what it used to be, we now hold a lot less
cash than we used to. And, again, most of that delta,
or that difference iIn cash, was spent by shoring up the
bond iIndentures and getting rid of these VRDOs.

On page 4 -- so page 3 was sort of a tally of
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our collateral posting risk and the total amount of cash
that we held. So what you see on page 4 is, these are
sort of five quarters of couplings of the first column
being the sort of the free and available cash and
securities we had; and then the second column of these
little couples, i1s the amount of collateral we were
posting at the end of each quarter.

So what you can see is that our free cash has
gone up; while in the last five quarters, our collateral
posting has stayed very, very flat.

So at the end of the first quarter this year,
the total free cash we had was about $170 million, and
we were posting about $50 million. So together, we had
about a total of about two hundred twenty.

And if you go to page 5. So how is that
$220 million being sort of spoken for? How is it being
allocated?

So as we talked about, some $50 million of
that is being used as collateral that we post with our
counterparties on these swaps that we have. So some
$170 million can be allocated, if you will. So as we
talked about -- oh, actually, 1 didn’t talk about this --
on page 2, | show that about $35 million -- we received
about $35 million dollars in the past 12 months, which is

in excess of what we started out with, which we’re going
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to continue this sort of a path of using cash that we
received In excess of what
we expected for debt management. So some $35 million
would be used with debt management.

And last year, we set aside a total between
the swap risk that we have and also operating costs,
$140 million. But this year, we’re setting aside
$50 million for a collateral posting, and $70 million for
the combination of operating and also possible increases
in our collateral posting risk.

So together, 50 plus 70 is 120.

So we’re now holding $20 million less than we
did last year, for those two -- for that one risk. And
sort of the event of what we -- part of the reason why
we hold some cash for operating, is that what we’ve shown
you previously -- and we’ll show you some of that this
go-around, too -- is that we do receive enough cash
resources that come in every fiscal year to pay for our
operating costs. But like any good operating company, we
advance-fund some of that operating costs on a quarterly
basis as we receive cash in. So we don”t -- if you will,
we’re not living sort of paycheck by paycheck, if you
will. We advance-fund on a quarterly basis our operating
costs, operating expenses. And that’s part of the reason

why we have this cash set aside for operating costs. So
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that is $70 million.

And then we also have set aside $20 million for
special lending. So this kind of ties to, what you might
recall earlier, Matt’s question about the amount of
single-family whole loans that we can do for -- you know,
single-family first-lien whole loans that we can do. So
this is tied to that particular set-aside. And we also
had a $5 million set-aside for single-family subordinate
loans, so that ties to that set-aside.

So what’s left over is about $40 million.

And you might recall, we had said that we can
do up to $50 million for warehousing Multifamily; but as
you can tell from here, that Is a not-to-exceed number.
We just don’t have that much resources. So what is left
over for warehousing, for single and multi is
$40 million.

So this i1s sort of an —-

MS. BOATMAN PATTERSON: Let me interrupt you
right there.

So we’ll be bringing to the Board, but we’ve
been In discussions with the transportation agency and
Caltrans about an affordable housing program, the Roberti
Act and 710; and so we’ll be bringing something to the
Board for approval about trying to administer that

program for them. We’ve been working very diligently
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with them, iIn partnership with them.

And so potentially, that $20 million in lending
would potentially be that money that would be available
for a whole-loan program, in partnership with our sister
agency.

MR. HSU: So this stack here may seem -- on
its face, it seems somewhat esoteric, but it’s tied to
various things, some of which we have requested from the
Board today.

I wish that we would have a bit more money so
we could do even some more of these stuff. But as you

can see, while 1t might seem on the surface that we have

quite a bit of unencumbered cash -- again, sort of away
from the bond indentures -- not that they are completely
free and clear of any lien -- they could get used up very

quickly on all these things that we are trying to do all
at the same time.

And on page 6. So this i1s also a projection
that we’ve done in the last couple years. O0On the first
column, what you are seeing is a projection of the
resources that we have entering into this fiscal year.
So this first column here, tied to Don’s report but on
revenue projections and also budgeting.

So you can see, in this particular -- this

fiscal “15-16, the amount of new income, from new
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lending, and “new era” income, is $9.4 million.

So what we mean by “new era,” i1s that all the
lendings that we have done since 2013, we don’t always
earn everything that we earn on that lending activity in
that year alone. Sometimes we end up making a loan that
earns a spread. Like the Secretary was talking about
earlier, where sometimes we end up making a DPA loan that
when the homeowner refinances, It comes back as a payoff.

So we started this idea that there i1s not just
the money that we make this year from the lendings we do
this year, but there is a tail from previous years” good
behaviors or good activities.

So you can see that this light orange is
actually growing over time because of this buildup. And
also in the light blue is the current income that we
receive from the new lending activities.

So you can see -- and 1 think I’ve said this,

I think 1°ve been very open to the Board about this in
previous years -- that the legacy resources are certainly
declining. And that’s why 1°ve said that we are more and
more dependent on the new lendings we do and that’s why
they’re so, so important.

Having said that, you can see that, yes, it is
true that the legacy, which is topped off by the light

green, is declining over the next two years. So this
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goes out to 2018. While that’s true, you can also see
that the lending activities from the new lending
activities are also growing. So this 28 percent of

$12 million out in the last column represents 28 percent
growth from this $9.4 million, which is what we expect
from this coming fiscal year’s lending activities.

Last, but not least, is that --

MS. SOTELO: Tim? Tim, 1’m sorry, before you
move on.

Tia, is this part of looking at the trajectory
of the lending income compared to where you’re headed
with the operating cost? Have you looked at that, and is
that maybe your plan for what you’re trying to do with
the scope of operational efficiency consultants?

MS. BOATMAN PATTERSON: This chart doesn’t
reflect that.

MS. SOTELO: Right.

MS. BOATMAN PATTERSON: But that is something
that we’ll be looking at. And so what we’re trying to
do, i1s we’re trying to have a line or demarcation between
legacy income and then new Income or new revenues. And
so we’re trying to -- because that was one of the things
that we talked about is that we want to make sure that
new money coming in iIs able to sustain us. And so trying

to get what that line is and what that trajectory looks
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like. But then, yes, we’ll also be looking at that
operations to enhance that.

MS. SOTELO: Efficiency.

MS. BOATMAN PATTERSON: Exactly.

MR. HSU: So one of the things that we’re
talking about i1s that it’s hard to pay our staff a
receivable. So this whole chart here is cash as
received.

So back on the charts that Don had, he had this
idea of long-term assets. So what that was, was that we
said that while this is the present value of these assets
we’re generating in this particular fiscal year; but on
this chart, 1°’m not showing the present value of future
receipts because, again, | can’t pay my staff or pay
anybody a receivable. Everybody wants to pay their bills
in cash.

So what this chart here is showing, it iIs just
simply cash received in that particular time period. It
may be immediate fees that we earned from making that
loan, or, let’s say, a spread that we earned from last
year’s lending.

Okay, so then the last chart, which 1s a little
bit not completely related to all the previous charts,
but 1t’s a chart that shows one thing that we’ve been

saying in a graphical way of how our single-family
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production has picked up.

The axes are actually a little bit messed up
here; but what you’re seeing is that on a cumulative
basis, we have made about $113 million of Fannie Mae MBSs
since this whole TBA program started.

And what you can see In the bars, however, 1iIn
the bars you can see sort of how much we’ve made, sort of
on a monthly basis. And you can see quite easily how
much of a difference the last three or four months have
been relative to all the prior months.

And this year is not as good of a picture, in
the sense that these are actually MBSs that have been
created, sold, and settled. And we have done extremely
well 1n the last couple months In terms of reservations.
So there is a very healthy pipeline. Again, this 1is
stuff that had been bundled and securitized, sold,
settled, and we received cash for them.

So this 1s just a way to sort of paint a
picture of why we’re so optimistic about what we’re doing
on the Single Family side.

MR. CAVIER: Okay. So with that, I’m going to
move iInto the operating budget.

And Agency resources, as you can see from the
pie chart, are primarily generated from loan-origination

fees, principal and interest payments on existing loans,
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and compliance monitoring fees.

The majority of the Agency’s resources are
currently generated from legacy activities, as we just
discussed. But as we move into the coming fiscal year,
we believe there is a real opportunity to start to
reverse that trend and to start to grow our “new era

revenues,” as we’re calling i1t.

For the fiscal year “15-16, we anticipate
available resources to cover operating costs to be at
about $62.5 million.

And the next chart reflects how we propose to
use those. As you can see, staff anticipates that the
resources available to us next year will exceed operating
costs by approximately $19.8 million. These surplus
funds will be used to support future lending, debt
management, and operational costs.

In order to implement the goals and activities
outlined iIn the Agency’s Strategic Business Plan, staff
is recommending the adoption of an operating budget of
$42.8 million, of which $29.8 million will be used for
personal services, which represents the costs for
salaries and benefits and temporary services.

Additionally, the budget includes $12.5 million
for operating expenses, and 476,000 for strategic project

contracts.
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This slide provides a detailed multiyear
budget comparison. The 2015-16 budget represents a
141,000-dollar decrease in that appropriation compared to
the prior year.

Salary and benefit costs have decreased
$388,000, compared with the prior year, due primarily
to the eliminations of 12 and a half full-time, vacant
positions that were determined to be unneeded iIn the
budget cycle. With this action, the Agency has
systematically reduced unneeded headcount by 38 positions
over the last three years.

Savings from the eliminated positions were
largely offset by a required two and a half percent
cost-of-living increase that is scheduled to go into
effect for all bargaining units, with the exception of
our exempt staff.

Net costs for general expenses, communication,
travel, training, and facilities are up slightly,
compared with the prior year. 1 think the net is about a
$34,000 increase.

Consulting and professional services have
increased $300,000 as the Agency is implementing a
comprehensive training program to develop our Multifamily
department and to help complete the final stages of our

organizational assessment.
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The cost for Central Administrative Services,
which represents State overhead allocation to the Agency,
has increased due to a one-time credit that we got this
year for overpayments that we were billed In prior years.
And so we got the benefit of that credit this year; but
next year, It jumps back up a little bit.

Let’s see. Information technology costs are
down slightly. And strategic project costs are -- our
contract costs are down $743,000, compared to last year,
due to the completion of that large-scale 1.T. contract
to replatform the Agency systems.

This last chart is what Tia was mentioning at
the beginning of the meeting about the Board having its
own budget to work with, in the coming year, both for --
you know, mainly for training and travel to Agency events
or things that we need your participation in, to kind of
help the Board be more engaged, and to have the
opportunity to learn firsthand what’s going on with the
HFAs around the country.

Another big chunk of the budget as proposed,
is the $25,000 for the gentleman sitting to my right
here, who i1s doing all this great work, taking down
every word 1 stumble over. And basically, just to give
you guys the chance to participate more than you have

before.
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So with that, that concludes the presentation.
And I’m available for any questions you might have.

CHAIR JACOBS: Thank you, Don.

Do we have any questions?

(No response)

CHAIR JACOBS: I’m looking to Janet because the
budget is more --

MS. FALK: Oh, no. 1 just want to commend the
staff. | think that this i1s great that we’re spending
our time talking about our revenues, and not our
expenses, which is where the problems are and the issues
are.

So thank you very much. 1t was a great
presentation, and the whole putting It together.

Also, thank you, Tia, for having the budget and
the Business Plan together because the two things really
do work In concert and need to be seen together; they’re
not separate.

CHAIR JACOBS: Yes, for the private-sector
folks, i1t really makes sense now.

MR. CAVIER: Yes.

MS. BOATMAN PATTERSON: So one of the things
when 1 first was put on the Board and | was a voting
member and 1 was sitting in you-all’s seat, and the

budget came before me that first year, | abstained.
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And 1 abstained because it wasn’t a budget, it was an
expenditure plan.

And so I think for the last couple of years,
we’ve kind of worked through some of the kinks and worked
through presentation and how we would put those projected
revenues along with those expenses to complete a larger
picture. So 1 have to give my “hats off” to staff, who
I think did a phenomenal job.

Bringing Don on, 1 have to pat myself on the
back, because I’m like, “Yay.”

But Don and Kelly, and Don’s staff who came
together to do the project process and the drill that
we went through, we had a couple of off-sites where we
talked about our Business Plan and how we would pull that
all together. And so we were a little behind this year,
so we rushed to try to make that happen. But 1°m very
pleased with Tim and Tony, and Don and Kelly and
everybody who stepped up -- Lori -- just to make this
happen. So I call you out to thank you for that, because
I think they did a stellar job.

MS. SOTELO: 1t definitely shows. The
collaboration and teamwork definitely shows.

And your leadership, Tia, | can’t say enough
about 1t. So congratulations on all the hard work.

CHAIR JACOBS: So there is, in fact, a
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resolution here to --

MS. FALK: 1 just want to make one more
comment, if I may.

CHAIR JACOBS: Yes.

MS. FALK: [1°ve talked to Tia about this. |
mean, this Is -- as | said, this i1s really great.

And then the next step, is that we start
looking out, like, three years ahead to see what the
revenue projections are and where we might be. So that
we can really plan for what’s coming up.

MR. CAVIER: Yes.

MS. FALK: 1 know that’s on your agenda. It
doesn’t have to be until next year, but..

MR. PRINCE: 1 thought the next step was to
spend $20 million.

MS. BOATMAN PATTERSON: We’re working on that.

CHAIR JACOBS: Any motions? 12 and 13, the
Business Plan and budget?

MS. FALK: 1”711 move approval.

CHAIR JACOBS: Of one or both?

MS. FALK: Both.

CHAIR JACOBS: Both?

Do we have a second?

MS. SOTELO: 1”11 second the approval of those.

CHAIR JACOBS: JoJo?
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over there.

Mr. Gunning.

time.

MS. OJIMA: Ms. Caballero?
MS. CABALLERO: Aye.
MS. OJIMA: Mr. Schaefer?

MR. SCHAEFER: Aye.

MS. OJIMA: Ms. Gunn?
MS. GUNN: Aye.
MS. OJIMA: Ms. Falk?

MS. FALK: Aye.

MS. OJIMA: Ms. Avila Farias?

MS. AVILA FARIAS: Aye.

MS. OJIMA: Mr. Gunning?

MR. PRINCE: Yes.

MS. OJIMA: Mr. Prince?

MR. PRINCE: Oh, I°m sorry.

I thought 1 heard my name.

MS. BOATMAN PATTERSON:

That was Mr. Prince.
MR. PRINCE:

It’s hard for me to hear over here.
MS. OJIMA: Ms. Riggs?

(No response)

MS. OJIMA: Ms. Sotelo?

MS. SOTELO: Aye.

MS. OJIMA: Mr. Jacobs?

CHAIR JACOBS: Aye.

You’re so quiet
I1’m sorry.

That was not

We just need a mike for you next

I’m sorry.
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MS. OJIMA: Both Resolutions 15-12 and 15-13
have been approved.

CHAIR JACOBS: Really excellent work.

--000--
Item 13. Reports

CHAIR JACOBS: We’ve got reports.

Does anybody have any questions about reports
in the handouts?

(No response)

--000--
Item 14. Discussion of other Board matters

CHAIR JACOBS: Any other matters anyone wishes
to bring up?

MS. BOATMAN PATTERSON: We have for the Board
to hand out, the overview of the first part of the
organizational assessment. So JoJo is going to hand that
out. And what we will do as well is we will have that
posted on our Web site.

We gave you the scope of work; but this is the
piece that talks about kind of historically where we
were; and we’re entitling it, “The Organizational and
Program Assessment Overview for the California Housing
Finance Agency.”

So this 1s an excellent document that we’ve

kind of been living through.
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And 1 have to thank Tony, who -- he has
actually been kind of my wingman. Because Tony took,
when our director of Administration left in October, the
administration of the contract and served as project
manager for the -- working very closely with the
consultant that we brought on board; and he rallied
staff, and it was like herding cats, but he oversaw, as
the internal staffer, the organizational assessment. He
continues to do that.

And he did such a good job, we moved him over
to Multifamily.

So thank you, Tony -- because Tony was
instrumental in making sure that this got done.

In July, what you will see i1s, we will have the
organizational consultant available. And we will bring
him before the Board meeting, so that you guys can have
this between now and then to review. And then he will
be able to give you a more comprehensive report on
perhaps some of the recommendations that he made at our
July Board meeting.

CHAIR JACOBS: And this goes to the entire
scope of what we saw?

MS. BOATMAN PATTERSON: This goes -- this is an
overview of basically where we are. And then i1t talks a

little bit about the liquidity analysis, about kind of
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our legacy income and our tail. And it’s the foundation

right before he gets to the recommendations. But it kind

of lays out the historical context, the staffing, the
staffing ratios and some of that kind of background
material, which will be helpful going forward.
CHAIR JACOBS: That sounds great.
Any other matters anyone wishes to bring up?
(No response)
--000--
Item 15. Public Testimony
CHAIR JACOBS: Are there any members of the
public who wish to speak?
(No response)
--000--
Item 16. Adjournment
CHAIR JACOBS: All right, seeing none, let’s
adjourn this meeting.
Thank you.
(The gavel sounded.)
(The meeting of the Board of Directors

concluded at 1:21 p.m.)

L*R
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REPORTER”S CERTIFICATE

I hereby certify that the foregoing proceedings
were duly reported by me at the time and place herein
specified;

That the testimony of said witnesses was
reported by me, a duly certified shorthand reporter and a
disinterested person, and was thereafter transcribed into
typewriting.

I further certify that 1 am not of counsel or
attorney for either or any of the parties to said
deposition, nor in any way iInterested In the outcome of
the cause named in said caption.

IN WITNESS WHEREOF, 1 have hereunto set my hand

on the 1°* day of June 2015.

DANIEL P. FELDHAUS

California CSR #6949
Registered Diplomate Reporter
Certified Realtime Reporter

Daniel P. Feldhaus, CSR, Inc. 916.682.9482
156




	STATE OF CALIFORNIA
	CALIFORNIA HOUSING FINANCE AGENCY
	BOARD OF DIRECTORS
	PUBLIC MEETING
	Reported by:   DANIEL P. FELDHAUS
	Daniel P. Feldhaus, C.S.R., Inc.
	Board of Directors Present
	(CalHFA Board Chair)
	Executive Director
	Office of the General Counsel
	Legal Division
	ANTHONY SERTICH
	Acting Administrator
	Multifamily Programs
	DEBRA STARBUCK
	Multifamily Programs
	RUTH VAKILI
	Multifamily Loan Officer
	Multifamily Programs
	GARY BRAVERMAN
	PPA Associates
	Table of Contents
	Table of Contents
	Table of Contents
	DANIEL P. FELDHAUS
	California CSR #6949



