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Overview 
 
In the past year, the California Housing Finance Agency has completely paid off swap liabilities incurred 
before the Great Recession, achieved the highest credit rating in Agency history, and positioned itself to 
enter the capital markets for the first time in nearly a decade under new parity indentures. To achieve 
these goals and to address the continued challenges created by the current financial environment, 
CalHFA’s Financing Division did a comprehensive analysis and overhaul of the Agency’s policies and 
procedures to create a concrete, streamlined process for financial decision-making. This process is 
overseen by three internal committees: the Financial Risk Management Committee; the Investment and 
Debt Management Committee; and the Disclosure Committee. 
 
Background 
 
Coming out of the Great Recession in 2010, CalHFA incurred losses of more than $70 million annually for 
a total of $300 million losses from 2010 to 2013. As of August 2011, the Agency was saddled with $4.9 
billion in variable rate bonds (65% of total outstanding debt) and $2.7 billion in interest rate swaps that 
required CalHFA to post $107 million in collateral. As a result, the major credit ratings agencies (S&P and 
Moody’s) had downgraded CalHFA’s ratings to the lowest in Agency history. 
 
At that time, CalHFA created policies and procedures to address various aspects of its finances, such as 
paying down all existing variable rate bonds and limiting the use of interest rate swaps, but this recent 
analysis showed that these were not sufficient to address contemporary challenges, detailed below: 
 

• In a volatile market, how can CalHFA guarantee a cost of capital 36 months in the future that 
would result in a positive spread, when it is lending at less than 3.50% for its multifamily 
permanent loan product? 

• As of December 31, 2021, CalHFA still had more than $360 million in outstanding swaps, equal 
to a liability of $70 million. This required $17.8 million in collateral and swap payments of 
approximately $1 million a month, weakening the balance sheet and reducing net revenues. 

• How would CalHFA achieve increased credit ratings and financially sustainable Agency growth 
proposed in the FY 21-22 Strategic Plan that was approved by the Agency’s Board of Directors? 

• Knowing that CalHFA had not issued tax-exempt bonds for multifamily permanent loan 
commitments under a parity indenture since 2014, almost exclusively using the Federal 
Financing Bank (FFB), and that the Federal Reserve’s reduction purchases of MBS has negatively 
affected the Agency’s TBA execution, how could CalHFA position itself to access the capital 
markets again to support higher production goals? 
 

Board Adoption of Policies and Committee Education 
 
In late 2021, CalHFA’s new Director of Financing began to revamp the Financing Division’s policies to 
more effectively manage the financial activities that form the backbone of the Agency’s operations and 
management. The objective was to create a streamlined approach for approvals, whereby small 
committees of between five and seven directors, representing a cross-section of disciplines, would 
provide clear and concise management reporting on a more frequent basis and thereby enable the 
Executive Director or Chief Deputy Director to make timely and informed decisions on actions 
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recommended by the committees. (Note: Previously, the committees had between seven and 12 
members and had an infrequent and undefined meeting schedule.)    
 
To complete this system overhaul, CalHFA updated existing policies and expanded their scope.  The  
CalHFA Board then approved these policies on March 17, 2022. The policies are summarized below: 
 

• A Hedge Policy that solely pertained to new swaps was updated and expanded in scope to be 
the new Financial Risk Management Policy, which covered orphan (pre-2014) swaps, new swaps, 
risks (including counterparty diversification) and operational reserve funds. (Figure D) 

• The Investment Policy was updated and expanded in scope to be the new Investment and Debt 
Management Policy with references to statutory authority and policy for issuance of bonds and 
other obligations. (Figure E) 

• The Disclosure Policy, adopted by the Board for the first time, included some areas being made 
less restrictive (e.g. specific website URLs for posting financial information) with others getting 
additional requirements (e.g. notice period for Executive Director to review). (Figure F) 

 
In 2022, each committee received educational courses presented by CalHFA’s Director of Financing, with 
outside experts adding details on legal matters, bond financing and interest rate swaps. 
 
Financial Risk Management activities  
 
To address interest rate risk, the Financial Risk Management Committee reviews and recommends 
individual hedges for multifamily forward commitments to the Executive Director or Chief Deputy 
Director. The committee undertook two key initiatives in 2022: a Multifamily Commitment Hedge effort 
to actively manage interest rate risk, and a Swap Termination effort. 
 
The first initiative saw CalHFA, under the direction of the committee, enter into qualified hedges (cash-
settled, forward starting swaps that meet IRS standards for tax-exempt bonds) to address interest rate 
risk between rate lock and permanent loan conversion, typically a period of 24-36 months, with a 
provision for 6-month extension of the rate lock. CalHFA also issued an RFI to increase counterparty 
diversification and successfully added four new counterparties in the past year. 
 
The second initiative, which required precise market timing for maximum success, was a great example 
of CalHFA’s new streamlined decision-making process at work. After meeting Aug. 2022 to review 
interest rate risk, current swaps, and orphan swap exposure, interest rates rose sharply. The committee 
was able to get back together on 9/6/22 to quickly hash out a termination initiative timeline and budget 
of $34.5 million. Days later, CalHFA’s swap advisor, Evercrest Advisors, issued an RFI for counterparties 
seeking indicative levels for termination. The termination initiative lasted from 9/8/22 to 3/9/22. 
 
Investment and Debt Management Committee 
 
CalHFA’s Investment and Debt Management Committee was charged with oversight of the issuance of 
the Agency’s bonds. Due to the temporary closure of the FFB program from Jan. 2020 through Oct. 
2021, and as an alternative to moving away from total reliance on a federal program, CalHFA needed to 
issue tax-exempt bonds to raise capital to support its growing multifamily production targets.  
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Additionally, with the Federal Reserve curtailing MBS purchases in March 2022, CalHFA needed an 
alternative means of financing single family production outside of the TBA market.     
 
After advising on the creation of an RFQ, released in May 2022, the committee sat as the interview 
panel to find an underwriter that could serve as an innovate senior manager for the Agency’s bond 
issuances for both single family and multifamily programs. This effort represented the first time that 
CalHFA conducted a competitive process to select underwriters since 2004. 
 
After redeeming all outstanding parity bonds under the current Multifamily Housing Revenue Bonds III 
Indenture, CalHFA is in the process of drafting new documentation, with direction from the committee.  
 
Results  
 
This overhaul of the Agency’s financial policies and procedures to create a concrete, streamlined process 
for financial decision-making including expanded oversight by internal committees has resulted in the 
following measurable successes many of which should be replicable by other housing finance agencies. 
 

• Successful hedging of higher interest rates, in current market 
o Enacted 1st hedge on 1/7/22, with 10-year Treasury yielding 1.76% vs. 3.44% as of 4/28/23 
o Mark to market of current hedges of $19.7 million as of 4/28/23 
o Negotiated four additional ISDAs for counterparty diversity (up from one in 2022) 
o Establishment of hedge reserve fund for future qualified hedge cash settlements 

 

• Successful termination of all outstanding orphan swaps, dating back to 2000 
o Improvement in swap mark-to-market from a liability of $70 million on 12/31/21 to an asset 

of $19.7 million by 4/28/23 – an improvement of $89.7 million. (Figure A)  
o Superior market timing in the 99th percentile in terms of timing since 2008 (Figure B) 
o Return of $20.3 million in posted collateral to CalHFA 
o Negotiated aggregate termination discount of $733,000, equal to approximately 5 basis points 

below mid-market   
 

• Upgraded to highest rating in the history of CalHFA by S&P Global Ratings in December 2022 
o Higher rated than State of California General Obligation Bonds 
o Improved assessment of management from “experienced” in 2019 (“A” rating) to “Extremely 

strong” in 2022 (“AAA” rating), narrated as follows (full report as Figure C): 
▪ Jan. 2019: “Experienced leadership and senior management team dedicated to the 

agency’s public purpose mission.”  
▪ Improved in 2022 to: “Extremely strong management team and board members with 

strong organization, administrative, financial management, and strategic planning 
capabilities as well as senior management’s experience and track record of 
successfully managing programs even during difficult times.” 

o Credit review pending for Moody’s Investors Service, as of 4/28/23.   
 

• Establishing two new parity indentures for Single and Multifamily Programs 
 

• Implementation of an online form for material event disclosure compliance, increasing response rate 
to 80% within 72 hours of initial request compared to 15% using prior PDF form sent via email. 
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Figure A: CalHFA Improved Net Swap Position by $90 million in last 16 months 
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Figure B: CalHFA achieved termination costs better than 99% of the time since 2008 
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Figure C: S&P Rating Upgrade Report – December 2022 
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Figure D: CalHFA Hedge Policy – 2022 
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Figure E: CalHFA Investment Policy – 2022 
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Figure F: CalHFA Disclosure Policy – 2022 
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