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Minutes

Texas Bond Review Board

Board Meeting

Thursday, May 17, 2007, 10:00 a.m.

R. E. Johnson Building, Central Room
1501 N. Congress Avenue
Austin, Texas

The Texas Bond Review Board convened in a regular meeting at 10:00 a.m., Thursday, May 17, 2007, in the R. E. Johnson Building, Central Room, in Austin, Texas. Alternates present were Ed Robertson, Chair and Alternate for Governor Rick Perry; John Sneed, Alternate for Lieutenant Governor David Dewhurst; Lita Gonzalez, Alternate for Comptroller Susan Combs. Also in attendance were Lynn Stuck with the Office of Attorney General, Bond Finance Office staff members and others.

I.
Call to Order
Ed Robertson, as Chair, called the meeting to order at 10:09 a.m. A quorum was present.

II.
Minutes

Upon motion by John Sneed and second by Lita Gonzalez, the minutes for: the February 15, 2007, Called Board Meeting; the February 23, 2007, Called Board Meeting; the March 13, 2007, Planning Session and the March 22, 2007, Board Meeting were approved as submitted.

Consideration of Proposed Issues

Prior to discussion of each agenda item, Mr. Robert Kline, Executive Director presented a summary of the applications.

III.
Texas Tech University Lease Purchase Agreement for Equipment
Representatives were excused from attendance.
UPON MOTION BY JOHN SNEED AND SECOND BY LITA GONZALEZ, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF THE TEXAS TECH UNIVERSITY LEASE PURCHASE AGREEMENT FOR EQUIPMENT PURSUANT TO THE TEXAS PUBLIC FINANCE AUTHORITY MASTER LEASE PURCHASE PROGRAM IN AN AMOUNT NOT TO EXCEED $600,000 AS OUTLINED IN THE LEASE PURCHASE APPLICATION RECEIVED APRIL 26, 2007 AS SUPPLEMENTED APRIL 30, 2007.
IV.
Texas Tech University Lease Purchase Agreement for an Energy Efficiency Project

Representatives were excused from attendance.
UPON MOTION BY LITA GONZALEZ AND SECOND BY JOHN SNEED, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF THE TEXAS TECH UNIVERSITY LEASE PURCHASE AGREEMENT FOR AN ENERGY EFFICIENCY PROJECT PURSUANT TO THE TEXAS PUBLIC FINANCE AUTHORITY MASTER LEASE PURCHASE PROGRAM IN AN AMOUNT NOT TO EXCEED $583,643 AS OUTLINED IN THE LEASE PURCHASE APPLICATION RECEIVED APRIL 26, 2007 AS SUPPLEMENTED MAY 15, 2007.
V.
Texas Youth Commission Lease Purchase Agreement for an Energy Efficiency Project
This transaction was tabled.
VI.
EXEMPT: Texas Department of Housing and Community Affairs Multifamily Housing Revenue Bonds (Summit Point Apartments) Series 2007
This transaction was tabled.

VII.
EXEMPT: Texas Department of Housing and Community Affairs Multifamily Housing Revenue Bonds (Santora Villas) Series 2007
This transaction was approved on the Exempt track on May 16, 2007.
VIII. Presentation from Matt Pogor, Texas Department of Housing and Community Affairs on sub-prime lending and Government Code Chapter 2306.142(m)
Representatives present from Texas Department of Housing and Community Affairs were: Matt Pogor, Director of Bond Finance; Heather Hodnett, Bond Finance Project Manager; Ed Morris, Bond Finance Associate; and Grace Timmons, Bond Finance Analyst.
Matt Pogor updated the Bond Review Board concerning TDHCA’s continued request for a waiver to issue sub-prime mortgages versus a modification of the requirement to issue 5% or 10% sub-prime mortgages.
Mr. Pogor provided a brief history of the program. In 2002, TDHCA structured its first sub-prime bond deal. TDHCA’s overall single family rating with S&P was A+. On May 9, 2006 S&P changed its rating for the TDHCA Single Family Bond Trust Indenture to AAA while affirming a stable outlook. One of S&P’s rating criteria is sufficient cash flow to make bond payments as expected, as well as under stress scenarios. The triple-A rating continues because the Department has demonstrated to S&P that funds are lent at a rapid pace along with a steady stream of repayments. S&P has adopted a new standard for rating single family mortgage bonds to more accurately reflect prepayment risk. The change was necessitated by increased issuance of housing bonds secured by multiple-interest-rate pools. Other rating factors include adequate reserve levels needed to provide a safety net for interruptions in debt service attributable to delinquency, default and foreclosure. 

Mr. Pogor outlined that structuring 5% to 10% of the mortgages as sub-prime would jeopardize the Department’s AAA rating. As demonstrated in 2002, the sub-prime program is not profitable to lenders along and has additional cost to the borrower because of private mortgage insurance If sub-prime mortgages were issued, there would be the potential for slow or no repayment of these mortgages as well as finding funds needed for required reserve levels. As stated in our written report, it is estimated that 1 out of every 5 sub-prime loans originated during the past 2 years will end in foreclosure.

Mr. Morris outlined TDHCA’s efforts in addressing sub-prime loans since 2002. That although TDHCA has not structured a sub-prime bond program since 2002, TDHCA has been able to address the sub-prime issue at levels greater than 5% or 10%. The Department is currently addressing the sub-prime problems by participating in Fannie Mae’s “My Community Mortgage” loan product which is an affordable housing product for fixed-rate 30-year mortgages. 
In the spring of 2004, Fannie Mae modified the My Community Mortgage terms, resulting in a mortgage product that achieves the objectives of sub-prime loans but with significantly more attractive loan pricing terms. In addition, the My Community Mortgage product may be used across all of the Department’s existing First Time Homebuyer Programs.
The My Community Mortgage product attracts sub-prime borrowers who have limited savings for down payment or closing costs, and non-traditional credit histories. Approximately 25% of the Department’s loan portfolio maintained by our Master Servicer, Countrywide, meets the definition of sub-prime loans. These are mortgage loans with FICO scores of 620 or below. 
The Department believes a waiver of the sub-prime requirement is appropriate given the Department’s past history in structuring sub-prime Revenue Bonds and the current participation with Fannie Mae’s
My Community Mortgage loan product.

IX. Public comments
There were no public comments.
X.

Date for the next meeting
The next planning session is scheduled for July 10 and the board meeting is scheduled for July 19, 2007.

XI.
Items for future agenda

Possible transactions include: 

1) A 4.5 million for repairs of historic buildings (Camp Mabry)


2) Midwestern State – 10.5 million for TRBs and 12 million for recreation center and
3) TSAHC Multifamily transaction

David Danenfelzer, Manager of Multifamily Finance with TSHAC, presented an overview of the upcoming transaction
The project includes 13 separate properties, located in 9 different cities. The total number of units proposed for acquisition and rehabilitation is 1,014. All 13 properties are currently under HUD section 8 contracts. Each has passed through the Mark-to-Market transition process and is eligible to opt out of the program. This project would be considered an At-Risk Preservation development, under the QAP. 

Financing of the project includes: $35.9 million in tax exempt private activity bonds; approximately $19 million in 4% housing tax credits; $10 million in non-foreclosable cash flow HUD debt assumptions; and approximately $2 million in deferred developer fees. The developer of the property will also be providing over $25 million in financial guarantees to the project. 

The project includes an average rehab cost of $15,000 per unit, with a minimum of $12,000 per unit. Rehab will include energy efficiency improvements, unit and site amenities, along with deferred maintenance repairs on each property. 

Rainbow Housing currently owns or controls more than 5,000 units of affordable housing nationwide, with nearly 2,000 units of housing in Texas alone. They have worked closely with HUD in the past to take over restructured properties where previous owners had been removed by HUD through regulatory actions. They have considerable experience working with HUD in section 8 properties and rehabilitation of larger transactions. 

The risks associated with this project are limited by the following factors: 

· Each of the properties will be supported by the section 8 Housing Assistance Program, which provides operating funds for each property and ensures affordable rents. 

· The current occupancy rate on this portfolio is approximately 98%. Each of the Public Housing Authorities where the properties are located has waiting lists for section 8 units and demand is anticipated to remain very high. 

· The developer has a successful track record in taking over distressed section 8 properties and has been lauded by HUD officials in Texas for their work. 

· The financial guarantee for this development provides a significant advantage to the long term feasibility and is uncommon among bond transaction of this nature. 

· This development differs greatly from 501(c)3 bonds issued by the Corporation previously, in that the development will also be financed by approximately $19 million in housing tax credit equity, which reduces the debt load on the properties by nearly 30%. 

Lita Gonzalez requested that TSHAC provide a summary in advance to the BRB on the differences between this issue and the prior 501(c)3 programs.

XII. Report from Executive Director

Senate Bill 1332 has been postponed until tomorrow May 18, 2007 at 1:00 pm.

XIII.
Adjourn

There being no further business, the meeting was adjourned at 10:45 a.m.


