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MOODY'S ASSIGNS FOLLOWING RATINGS TO $200 MILLION CALIFORNIA HOUSING FINANCE 
AGENCY'S HOME MORTGAGE REVENUE BONDS, Aa2/VMIG 1 2003 SERIES M - Aa2 2003 SERIES 
N - OUTLOOK STABLE. 
AFFIRMS RATING OF Aa2 ON $5.8 BILLION OF OUTSTANDING PROGRAM BONDS 
Moody's Investors Service  
 
OPINION  
Moody's Investors Service has assigned the rating of Aa2/VMIG 1 to the $150 million California Housing 
Finance Agency's Home Mortgage Revenue Bonds, 2003 Series M and Aa2 to the $50 million 2003 

Series N. The VMIG 1 reflects the liquidity provided by the Stand by Bond Purchase Agreement (SBPA) 

provided by the Bank of America, rated Aa1/P-1, and the limited likelihood of termination prior to its stated 

expiration. The VMIG 1 will expire upon the earliest of conversion or expiration of the SBPA. The Aa2 

rating reflects the program's strong financial position as evidenced by a program asset to debt ratio of 

1.063, and from its sound portfolio composition and active program management. The outlook for the 

program is stable. The bonds are special obligations of the Agency and are secured by the underlying 

single family mortgage loans in the portfolio. The current offering is being issued to provide funds to 

originate new single family mortgages.  

Moody's believes that the program's strong financial condition, as illustrated by a program asset to debt 

ratio of 1.063 as of June 30, 2003, is expected to continue to grow driven by positive program net 

revenues throughout the life of the bonds. To the extent that the Agency continues to issue variable rate 

bonds, as in the case with the issuance of the 2003 M and N, there is interest rate risk to the program. 

However, we do not expect this risk to have a negative impact on the program's parity rating in the near 

term due to the utilization of various swap agreements and management's intent to call out those bonds 

from surplus revenues of the program if the bond rates rise significantly above the loan rates associated 

with those floating rate bonds. There is also a level of counterparty risk given the Agency's use of various 

swap and liquidity providers. However, the Agency's diversification of these counterparties provides 

important mitigation of this exposure. Significant reductions in overall cost of funds and consequent 

improvements in overall profitability ratios, which at 17.61% as of June 30, 2003 is relatively stable from 

2002, also mitigates exposure.  

Moody's finds that the sound loan portfolio and its insurance provisions provides further security by 

minimizing potential asset deterioration. The bond program's pledged portfolio of single family loans 

exhibits delinquency statistics that are in line with the state average and slightly below the U.S. average 



for loans with similar types of mortgage insurance. Approximately 86% of the loan portfolio is FHA-

insured, 11% is CalHFA's mortgage insurance (claims paying ability rated Aa3), 2% is VA guaranteed 

with the remaining 1% insured by private insurers. All loans covered by CalHFA's mortgage insurance, 

the VA and other primary mortgage insurers are covered for 50% of the outstanding loan balance. 

Moody's expects the strong insurance protection on the loans to protect the program from significant 

losses associated with potential defaulted loans. We also believe that losses not covered by mortgage 

insurance will be covered by the large fund balance and surpluses generated by the program.  

We have a favorable view of CalHFA's management capabilities. The Agency has a capable staff with a 

strong financial background that has demonstrated its ability to limit the financial losses associated with 

loan delinquencies. The Agency has experienced substantial net gains on foreclosed loans since the 

program's inception in 1982. CalHFA's experience with these loans has proven its ability to maintain 

financial stability during stressful performance scenarios. CalHFA's large staff has vast experience in all 

aspects of program management and has withstood leadership changes in the past without disruption to 

its bond programs.  

Moody's believes that the standby bond purchase agreement (SBPA) from the Bank of America for the 

Series 2003 M variable rate bonds, combined with CalHFAs own high credit quality, provides strong 

support for payment of tendered bonds. The SBPA is a contingent obligation of the bank; under certain 

circumstances, it will not be obligated to provide funds and can terminate the agreement without notice. 

These circumstances are: (1) failure to pay principal or interest on the bonds to; (2) the Agency becomes 

subject to insolvency; (3) payment default on parity debt obligations or acceleration of parity debt 

obligations; (4) invalidity of the agreement or the resolution; (4) failure to pay principal and interest, in 

excess of $10 million, on any GO of the Agency; or failure by the Agency to pay a final judgment amount 

against the Agency in excess of $5 million; and (5) rating of the bonds or other parity debt of the Agency 

falls below Baa3. Moody's considers the likelihood of any of these events occurring to be remote. The 

VMIG1 rating expires upon expiration of the SBPA, or upon earlier termination of the SBPA or conversion 

to another mode.  

Moody's also believes that the program's legal provisions help to maintain ongoing credit strength via the 

establishment of sufficient reserve funds and cash flow requirements. The Agency has a debt service 

reserve fund sized at 3% of the outstanding loan balance to cover against any liquidity difficulties. 

Additionally, the Agency has a separate reserve, the Supplemental Bond Security Account with an 

outstanding balance of approximately $50 million, most of which is earmarked for the Home Mortgage 

Revenue Bonds as another source of liquidity. Although the program allows for funds to be transferred 

out of the program following parity maintenance, the Agency rarely takes money out of this indenture. 

Instead, CalHFA generally transfers money into the program from general fund resources to pay for the 

cost of issuing new bond series.  

 

 



OUTLOOK  
The outlook for this program is stable. Strong financial performance and active program management are 

expected to allow the program to remain financially viable throughout all but the most severe housing 

markets or economic downturns. Risks to this program are more likely to result from Agency management 

policy changes, however such actions are not expected over the foreseeable future.  

Copyright 2003, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance 

Company, Inc. (together, "MOODY'S"). All rights reserved.  

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF 

SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER 

TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED 

FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR 

MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR 

WRITTEN CONSENT. All information contained herein is obtained by MOODY'S from sources believed 

by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other 

factors, however, such information is provided "as is" without warranty of any kind and MOODY'S, in 

particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, 

completeness, merchantability or fitness for any particular purpose of any such information. Under no 

circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in 

whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other 

circumstance or contingency within or outside the control of MOODY'S or any of its directors, officers, 

employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, 

communication, publication or delivery of any such information, or (b) any direct, indirect, special, 

consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), 

even if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or 

inability to use, any such information. The credit ratings, if any, constituting part of the information 

contained herein are, and must be construed solely as, statements of opinion and not statements of fact 

or recommendations to purchase, sell or hold any securities. NO WARRANTY, EXPRESS OR IMPLIED, 

AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR 

ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS 

GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other 

opinion must be weighed solely as one factor in any investment decision made by or on behalf of any 

user of the information contained herein, and each such user must accordingly make its own study and 

evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, 

each security that it may consider purchasing, holding or selling. MOODY'S hereby discloses that most 

issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial 

paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to 

MOODY'S for appraisal and rating services rendered by it fees ranging from $1,500 to $1,800,000.  


