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California Housing Finance Agency Update
Joint Informational Hearing of the 
Assembly Housing and Community Development Committee

and the
Senate Transportation and Housing Committee

January 13, 2010 – 9:30 a.m., Room 126
Background: 
Created by legislation in 1975, the California Housing Finance Agency (CalHFA) serves as the state's affordable housing bank. An 11-member board oversees CalHFA. This board includes six members appointed by the Governor and confirmed by the Senate:  an appointee of the Senate Rules Committee; an appointee of the Assembly Speaker; the State Treasurer; the Secretary of Business, Transportation and Housing; and the Director of the Department of Housing and Community Development.

CalHFA receives no money from the state General Fund, but rather sells tax-exempt bonds and uses the proceeds of those sales to make low-interest loans for single-family and multi-family mortgages. It then repays the bonds with the revenue generated when homeowners make their mortgage payments.  

In the past 18 months, CalHFA has experienced significant financial difficulties.  The difficulties arose from two principal circumstances.  First, due to cash and credit shortages, CalHFA has been unable to originate new mortgages. Typically, CalHFA uses the state’s Pooled Money Investment Account (PMIA) as a source of funds to issue mortgages. Once a sufficient amount of mortgages have been issued, then CalHFA sells bonds in order to repay the PMIA. Last year, the state stopped providing short-term loans to CalHFA from the PMIA. In addition, the market for housing finance agency bonds crashed, so CalHFA has been unable to access money to fund new mortgages.

Second, in past years CalHFA issued variable rate bonds. “Liquidity banks” support these variable rate bonds by agreeing to purchase any of them that bondholders no longer want to hold as the interest rates varies. As these liquidity banks experienced their own financial difficulties, bondholders increasingly returned variable rate bonds to the banks. Because of the structure of CalHFA’s contracts with the liquidity banks, this return of bonds resulted in increased interest costs to CalHFA and an accelerated payback schedule for CalHFA on the bonds. Thus, in some instances, 30-year bonds suddenly become five-year bonds.  While CalHFA took a number of actions to address this problem, staff there stated unequivocally that they needed federal assistance to resolve this problem.  Housing Finance Agencies across the country are facing similar financial challenges. 
Federal Housing Finance Initiative: 

On October 19, 2009, the U.S. Treasury announced the Federal Housing Finance Initiative, to assist state housing finance agencies. The initiative has two components: a New Issue Bond Program (NIBP) and a Temporary Credit and Liquidity Program (TCLP).  

Through the NIBP, the Treasury will buy new bonds at relatively attractive interest rates.  CalHFA applied and the Treasury has agreed to buy $1 billion of CalHFA’s single-family bonds and $585 million of its multi-family bonds.  This program is intended to help CalHFA start lending again, increase its revenue, and dilute its pool of non-performing existing loans with new performing loans.  The one caveat is that before CalHFA can access federal funds, it needs to find a “warehouse” lender who serves the function the PMIA has historically served, of loaning CalHFA short-term cash to make mortgages.
Through the TCLP, the U.S. Department of Treasury will take the place of the liquidity banks and purchase existing variable rate bonds for the next three years.  CalHFA has approximately $3.8 billion in variable rate bonds with liquidity agreements that will need to be replaced over the next few years. As recently as October 2008, CalHFA had over $5 billion in variable rate bonds outstanding. The TCLP is intended to reduce CAlHFA’s interest expenses and remove the risk of having to accelerate bond repayment schedules.  

Other Challenges: 

While federal assistance will largely resolve the two issues that have been of greatest concern to date, another issue, CalHFA’s high loan delinquency and foreclosure rate, is a growing concern.  Fifteen percent of CalHFA’s single-family loans are now at least 30 days delinquent, a far greater percentage than the historical rates CalHFA has experienced. If a high number of those homeowners with CalHFA mortgage fail to make their mortgage payments, then CalHFA receives less income with which to repay its bondholders. CalHFA therefore has to use its cash reserves to meet its bond repayment obligations. In addition, it has had to use some of its cash reserves to shore up the mortgage insurance fund it operates, which pays off a portion of the loss when a home is foreclosed.  CalHFA is working to modify loans where possible and otherwise stem losses, but much of the problem is due to job loss and upside down home values. How long this high rate of delinquency on CalHFA mortgages continues, therefore, depends on the larger economy for resolution. 
Conclusion
While the California Housing Finance Agency has operated well for over 30 years, it faces significant challenges brought on by global and California economic conditions as well as its past financial decision to make heavy use of variable rate bonds. Federal government action late last year has averted the immediate crisis at CalHFA, but its long term condition depends largely on the future of California’s housing and financial markets. 

