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The Texas Bond Review Board convened a planning session at 10:00 a.m. Tuesday, July 8, 2008 in the Capitol Extension, Room E2.028 in Austin, Texas. Present were Ed Robertson, Chair and Alternate for Governor Rick Perry; John Sneed, Alternate for Lt. Governor David Dewhurst; Lita Gonzalez, Alternate for Comptroller Susan Combs and Don Green, Speaker’s Office. Also in attendance were Tom Griess with the Office of the Attorney General, Bond Finance Office staff members and others.
I. Call to Order
Bob Kline, Executive Director of the Bond Review Board, as Chair, called the meeting to order at 10:08 a.m. He announced that this was a planning meeting of Board staff to receive and discuss information relative to the applications before the Board. No votes would be taken.
Discussion of Proposed Issues
II. Texas Public Finance Authority (TPFA) State of Texas General Obligation Commercial Paper Program, Series 2002A and Series 2008
Representatives present were: Judith Porras, General Counsel, TPFA; Steve Whiston, Director of Infrastructure Division, TPWD; Scott Stover, Deputy Director of Infrastructure Division, TPWD; and Joseph Molis, Finance Administration, TPWD.
Bob Kline gave a brief summary of the application saying that TPFA is seeking approval to issue commercial paper notes under its Commercial Paper Programs for the Texas Parks and Wildlife Department (TPWD) in a total amount of $44,120,000 for renovations and repairs for 99 projects located around the state. Of the $44,120,000, $17,000,000 will be Prop 8 debt and $2,120,000 will be Prop 4 debt, and both will be available in August 2008. The remaining $25,000,000 of Prop 4 debt will be available in September 2008. 
Steve Whiston responded to the Board’s questions on the recommendations of the State Auditor’s Office (SAO) regarding the cost savings for materials needed for repairs and renovations. TPWD would first evaluate the credibility of each project, based on public needs and health and safety concerns regardless of whether the project is a state historic building or a more modern, public facility within a park. 
After the issuance of the commercial paper and after the project plans are approved, TPWD will work closely with the Historical Commission to get its approval of alternative methodologies and materials for use in historic buildings. TPWD will use the most cost-effective means for making repairs and renovations for the rest of the projects.
Mr. Whiston said he was not familiar with the specifics of the Garner State Park and Bastrop State Park projects but would provide that information to the Board later time.  TPWD will tap into local municipalities or local utilities for water supplies. This plan will generate savings for the agency because it would no longer be responsible for the personnel and maintenance costs of those facilities.
III. EXEMPT - Texas Department of Housing and Community Affairs (TDHCA) Multifamily Housing Revenue Bonds (Costa Ibiza Apartments) Series 2008
This transaction was on the exempt track but was called in for review.

Representatives present were: Michael Gerber, Executive Director, TDHCA; Robbye Meyer, Director of Multifamily Production, TDHCA; Teresa Morales, Program Administrator, TDHCA; Tom Gouris, Deputy Director and Director of Real Estate Analysis, TDHCA; Elizabeth Rippy, Bond Counsel, Vinson & Elkins; Gary Machak, Financial Advisor, RBC Capital Markets; Jerry Wright, Underwriter, Citigroup Global Markets; and Debra Guerrero and Dan Markson, Borrowers, NRP Group.
Bob Kline gave a brief summary of the transaction saying that the TDHCA submitted a Notice of Intent to issue its Multifamily Housing Revenue Bonds (Costa Ibiza Apts.), Series 2008 in a maximum par amount of $15,000,000. The proceeds of the bonds will be used to fund a mortgage loan to finance acquisition, construction and long-term financing of a 216-unit multifamily rental development to be located at approximately 17000 Hafer Road in the FM 1960 area of Houston, Harris County, Texas. The project will target low-income families and individuals. 
The TDHCA Board approved the Costa Ibiza Apartment project at its June 26, 2008, meeting.

The transaction has been structured with a Swap Agreement between the Borrower and Bank of America as the swap provider with a Swap Credit Enhancement Agreement between Freddie Mac and Bank of America. TDHCA is not a party to either of these agreements.

Although TDHCA has received letters of opposition, all opposition has since been rescinded. 
Jerry Wright commented that the swap counterparty subsidiaries are currently rated AAA. 
Gary Machak said that many swap entities like Bear Stearns’ is separately capitalized, and their ratings are analyzed differently than Bear Stearns. Bank of America is a separately capitalized swap counter party. Gary mentioned that the financial products of Bear Stearns continued to maintain AAA ratings by the rating agencies. 
Gary mentioned that counterparty risk could be addressed by allowing for termination rights in the event of counterparty downgrades. He also stated that the ability of the property to meet the variable-rate debt is important if the swap terminated.
Jerry Wright stated that Bank of America as the swap counterparty is providing the underwriters and Freddie Mac with a letter of credit throughout the construction period. Bank of America states in their swap and letter of credit documents that the swap and the construction loan are paid on a parity basis through the construction period. At the end of
the construction period the deal converts to the non-recourse phase in which Bank of America will no longer look to the property itself but will look to the credit enhancement agreement between itself and Freddie Mac. Bank of America and the construction lender will have a first lien on the property during the construction period because Freddie Mac will not take any risk on the swap. They will underwrite the transaction using the synthetic fixed interest rate on the swap instead of the variable-rate on the debt. 
The lender stated that it is comfortable that the transaction was conservatively underwritten and that the rents and the income will be sufficient to service the debt. The lender will have the borrower escrow a reserve sufficient to purchase another interest rate hedge at the end of the swap (years 13-18), or the borrower will refinance the transaction. Years 0-3 are the construction period. For years 4-13, the swap is utilized. During years 14-18, the swap is looked at as well as additional escrow for the acquisition of another interest rate cap. The lender will underwrite the deal to an exit strategy that ensures the borrower can either refinance or sell the property at that point.
IV. EXEMPT - Texas Department of Housing and Community Affairs Variable Rate Demand Multifamily Housing Mortgage Revenue Refunding Bonds (Addison Park Apartments) Series 2008

This transaction was on the exempt track but was called in for review.

Representatives present were: Michael Gerber, Executive Director, TDHCA; Robbye Meyer, Director of Multifamily Production, TDHCA; Teresa Morales, Program Administrator, TDHCA; Tom Gouris, Deputy Director and Director of Real Estate Analysis, TDHCA; Elizabeth Rippy, Bond Counsel, Vinson & Elkins; Gary Machak, Financial Advisor, RBC Capital Markets; Jerry Wright, Underwriter, Citigroup Global Markets; and Chip Triplett, the Borrower, The Park Companies.

Mr. Kline presented a summary of the transaction saying that TDHCA submitted a Notice of Intent to issue its Variable-Rate Demand Multifamily Housing Mortgage Revenue Refunding Bonds (Addison Park Apartments) Series 2008 in an amount not to exceed $14,000,000. This amount was originally issued through TDHCA in January 2004 and approved by the Department’s Board at its June 26, 2008 Board meeting. Although the permanent financing was to be privately placed with Red Stone Partners, to date the borrower has not converted the construction financing to permanent financing. At conversion to permanent financing, the construction debt was to be called and remarketed as fixed-rate, long-term debt. The original underwriting anticipated a possible redemption of $400,000, but Red Stone indicated to the borrower that current market conditions would require redemption of over $2.5 million. The borrower negotiated alternative financing for the entire $14,000,000 at an initial variable-interest rate of 3.62% and a floating-to-fixed rate swap with a cap of 5.15% including 1.53% in rate cap fees.
Robbye Meyer commented that the property is doing well, is 93% occupied and that this refunding will result in a reduction in the interest rate. TDHCA is requesting the refunding to put the development on a more financially stable footing.

At this point TDHCA plans to open bids at the closing date for the swap counterparty. The bidders must be rated at least A. The original transaction was credit enhanced with Compass Bank.
Regarding the projected debt coverage ratio (DCR) for 2008, Tom Gouris commented that at an interest rate of 5.15%, the entire $14,000,000 of debt will be refinanced given today’s rent and expenses. The DCR for most transactions is going to be 1.15 or 1.20. On the other hand, TDHCA staff will also make sure that those deals do not provide too much debt coverage so as to prevent the project from using tax credit funds that might not be needed. The Department prefers a range from 1.15-1.35, and that it adjusts the financing to compensate for cushion concerns. If a project’s DCR goes over 1.35, the financing is adjusted to get more debt and less tax-credit equity.
In regards to the reserve fund, the Department has an underwriting standard that is consistent with the lending community. Unless the lender requires more operating reserves, the Department’s requirement for operating expenses is no less than two months and no more than 6 months. 

To demonstrate the amount of interest cost savings between the use of a floating-to-fixed rate swap and the cash market to finance housing, Gary Machak gave the following comparison: 10-year swap is 3.60% compared to the 10-year cash market of 5.15%; 20-year swap is 3.95% compared to the 20-year cash market of 5.45% and the 30-year swap is 4.05% compared to the 30-year cash market of 5.65%.
V. Board of Regents of the Texas A&M University (TAMUS) System Lease-Purchase for Medical School Expansion
Representatives present from TAMUS were: Maria Robinson, Director of Treasury Services; Tim Coffey, Assistant General Counsel; Dr. Nancy Dickey, President and Vice Chancellor, A&M Health Science Center; Dr. Barry Nelson, Vice-President for Finance and Administration; and Jenny Jones, Vice-President for Governmental Affairs.

Mr. Kline gave a brief summary of the transaction. The Board of Regents of TAMUS submitted a lease purchase application in the amount of $57.8 million for construction of a building to accommodate the TAMUS Health Science Center’s (HSC) expansion of its College of Medicine in Round Rock. TAMUS is seeking to finance this project through the Facilities Development Group (FDG). FDG, an affiliate of the Avery family is providing support for the project by offering real estate to appropriate entities on advantageous terms. The family offered a minimum of 50 acres to TAMUS, including both a gift and sale of land with an option to purchase additional land on favorable terms for the construction of the HSC. Under the proposed plan, FDG will finance the construction of the project through a leasehold loan. TAMUS will then make payments to FDG using $9 million appropriated by the 80th Legislature for lease payments and operating costs for the project.
On May 29, 2008, the Health Science Center closed on the land purchase/gift transaction and exercised the option to purchase the additional 25 acres at below market cost. The lease purchase agreement will require fixed monthly lease payments for a term of 25 years. The appropriated $9 million will cover the lease purchase and operating costs for the first biennium.
TAMUS negotiated with FDG a 25-year ground lease for approximately 12 acres of land in Round Rock and a 25-year build-to-suit lease to construct a building of approximately 130,000 sq. ft. for the HSC at a rental rate based on the actual costs to develop, construct and finance the building. The transaction includes an option to purchase the property, and the rental rate may not exceed a rate based on the fair market value of the property.

VI. The Texas State University System (TSUS) Revenue Financing System Revenue Bonds, Series 2008
Representatives present were: Roland Smith, Vice-Chancellor for Finance, TSUS; Peter Graves, Vice-Chancellor, TSUS; Mike Bartolotta, FA, First Southwest Company; Carol Polumbo and Richard Donoghue, Bond Counsel, McCall, Parkhurst & Horton.

Bob Kline gave a brief summary of the transaction. TSUS seeks approval to issue its Texas State University System Revenue Financing System Revenue Bonds, Series 2008 in an aggregate par and not to exceed the amount of $230,000,000 of which $88,700,000 will be issued as tuition revenue bonds (TRB).

The bonds are expected to currently refund a portion or all of TSUS’ $7,685,000 of Series 1998A bonds and $18,860,000 of Series 1998B bonds that are currently outstanding. The refunding will be partial or complete but will not include any amounts attributable to Angelo State University. The anticipated NPV savings for the refunding is 4%. 
VII. Board of Regents of Texas Woman's University (TWU) Revenue Financing System Revenue Bonds, Series 2008

Representatives present were: Dr. Brenda Floyd, Vice-President for Finance & Administration, TWU; Harold Johnson, Associate Vice-President for Facilities Management & Construction, TWU; Robert Tuggle, Associate Vice-President for Finance & Administration, TWU; Matt Boles, Financial Advisor, RBC Capital Markets; Richard Donoghue, Bond Counsel, McCall, Parkhurst & Horton.

Bob Kline gave a brief summary on the transaction. The Board of TWU is seeking authorization to issue its Revenue Financing System Revenue Bonds, Series 2008 in a par amount not to exceed $21,735,000 and aggregate amount not to exceed $22,535,000. Proceeds from the offering will be used to fund a portion of the costs of new construction and renovation of the University’s 73-year old Science Building. The total project costs are estimated to be $26,446,168 of which $21,739,712 will be financed with tuition revenue bonds (TRB) and the balance of $4,706,456 will be funded from the University’s other available sources. 
The TWU Board of Regents is expected to approve the Third Supplemental Resolution on July 11, 2008. The THECB approved the TRB project on May 21, 2008. 
VIII. Discussion of Interest Rate Swap Advisor Contract
This transaction was tabled for a later date.

IX. Adoption of Changes to Title 34 Texas Administrative Code, Part 9,  § 181.2 and §181.9
Bob Kline provided an update on this item stating that the notice was posted in the Texas Register and that no comments were received. With the Board’s approval requested at the Board meeting next week, these changes will be posted in the Texas Register and will become effective 20 days after the posting.
X. Recommended Changes to Title 34 Texas Administrative Code, Part 9,  Chapter 181
Bob Kline provided an update on this item stating that staff will ask for the Board’s approval at the Board meeting next week to post the recommended changes in the Texas Register to start the 30-day comment period. This rule change addresses a problem that developed with the rule changes for commercial paper that were implemented in May.
XI. Public Comment

No public comments
XII. Date for next Board meeting

The next Board meeting is scheduled for July 17, 2008.
XIII. Items for future agenda


A list of future items was given to the Board.
XIV. Report from Executive Director
· On June 27th we provided the Agency’s Strategic Plan to each of you. The Plan is due this Friday. Please let us know right away if you have any comments.

· The Capital Expenditure Plan is progressing on schedule, and we are on the final stages of data collection. The due date is September 1, 2008.

· We have hired Justin Groll as a new Financial Analyst I, and Doris Prescott has been hired as a permanent part-time accounting technician for the Local Government Strategy.
· Staff has a meeting on July 28th, 2008 with the State Auditor’s Office to discuss the first draft of its Audit Report on Energy Savings Performance Contracts.
XV.
Adjourn
There being no further business, the meeting was adjourned at 11:36 a.m.

