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Texas Bond Review Board

Planning Session

Tuesday, March 11, 2008, 10:00 a.m.

Capitol Extension, Room E2.026

1400 N. Congress
Austin, Texas

The Texas Bond Review Board convened a planning session at 10:00 a.m., Tuesday, March 11, 2008, in the Capitol Extension, Room E2.026 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. 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, called the meeting to order at 10:05 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. 
II.
Public Comment

There were no public comments. 
III.
Texas Public Finance Authority (TPFA) State of Texas General Obligation Commercial Paper Program, Series 2008
Representatives present were Kim Edwards, TPFA Executive Director and Judith Porras, TPFA General Counsel. 
Bob Kline provided a brief summary of the proposed project. Texas Public Finance Authority (TPFA) State of Texas General Obligation Commercial Paper Program, Series 2008 was established with a maximum authority of $1,000,000,000 pursuant to the Texas Constitution, Article III, Section 50-g and was approved by the Bond Review Board in January 2008. HB 1, Acts, 80th Legislature, Article IX, Section 19.71 requires approval of the projects by the Legislative Budget Board (LBB) prior to the issuance of debt. 
The total amount to be financed under the new Program in this transaction is $150,392,960 of which $39,760,811 is for the Department of Aging and Disability Services (DADS), $30,632,149 is for the Department of State Health Services (DSHS), $32,000,000 is for the Texas Facilities Commission (TFC) and $48,000,000 is for the Texas Historical Commission (THC).
DADS and DSHS will use the proceeds for the repair and renovation of state schools and state hospitals, respectively. TFC will use the proceeds for critical deferred maintenance and asbestos abatement for facilities, and THC will use the proceeds for the Agency’s county courthouse renovation program and for the renovation of historical sites. 

As of February 22, 2008, the LBB had approved the projects for DADS and DSHS. TFC and THC projects have not received approval from the LBB.
The notes are general obligations of the state. As such, the state’s full faith and credit are pledged to repayment of the notes. The first monies coming into the State Treasury, not otherwise appropriated by the Constitution, are dedicated to pay debt service.
The Comptroller of Public Accounts will provide liquidity for the Program, up to a maximum commitment of $300 million, plus 270 days’ interest.
Kim Edwards commented on the financial aspects of the program. She noted that TPFA had come before the Board in January 2008 and is setting up the new Commercial Paper Program for the projects that were authorized by voters under Prop 4. Three agencies were appropriated funds by the Article 9 Rider under the Prop 4. Ms. Edwards stated that each has a separate application because the projects being financed by Prop 8 bonds will be done through the existing Commercial Paper Program, but right now TPFA is still planning to set up the new CP program and look at the agencies expenditures schedules. Currently, interest rates are continuing to decline and the market is still a little volatile. TPFA will probably have a fixed-rate financing this summer associated with a current refunding but might want to finance some of these projects with long-term fixed-rate debt rather than a CP program. This decision will be made closer to the time that the transaction is put together and will depend on market conditions at that time. 
Ed Robertson asked if this is this the second time that TPFA has used financing rather than GR for the Historical Commission and the courthouses, and if the state is still making payments on those financings. Ms. Edwards responded yes to both questions and said that sometime, possibly since 2001 that TPFA had issued bonds for both. In some biennia TPFA uses bond proceeds and others it uses general revenue appropriations. This is a continuation of the same program.

Ms. Edwards noted that even though the nominal amount of the program is $1 billion, TPFA has liquidity with the Comptroller’s Office for only $300 million and would never have more CP outstanding than liquidity available.
Lita Gonzalez commented that her office is okay with the most of the projects on the list. She asked if the projects for TYC and TDCJ were going to come to the BRB for approval rather than being financed through GR under this program or under the other program. Ms. Edwards responded that it was a little bit of both and that the GA Act rider specifically lists the appropriations. The application for TYC is for the old program, and the TDCJ application has already been done under Prop 8. TPFA had not received the TDCJ request for financing for the Prop 4 money and had not yet received LBB approval for the financing, but hopes to get LBB approval this month, so the financing can come to the BRB in May. 
Ms. Gonzalez said that her Office’s concern is that those particular projects create so much discussion that the Comptroller wants to see them before they come to this Board and does not want to just give blanket approval to those particular projects. Additionally, when it comes to TYC and TDCJ projects, the four-day review period does not provide enough time to have the issue properly briefed in time to obtain the Comptroller’s approval. Ms. Gonzalez further stated that if there is a request for financing for these projects and the agency is ready to move forward, those particular projects need to be brought to the Bond Review Board. Ms. Edwards noted that the Prop 4 TYC and TDCJ are both bond issues rather than GR projects that needed to be brought before the Board.

Mr. Robertson asked, “Of the $300 million liquidity cap, how much of that have you bumped up”? Ms. Edwards responded, “None yet. It will probably be very slow at first. If you put some of the allocation into a fixed-rate bond issue, we wouldn’t have as much CP outstanding. If the market gets choppy and bad then we will probably do CP. This process provides us flexibility to use either one.”
Ms. Gonzalez noted that the BRB needs to address this situation in the motions or under the rules. Bob Kline asked Tom Griess if the CP rule addresses this particular situation. Tom responded that the commercial paper rule requires that the projects come before the Board and that staff can address the problem in the motions.

Ms. Edwards noted that TDCJ, Parks and Wildlife and TYC have not received their LBB approval from the applications that were completed in December and came before the Board in January. On the THC, TYC and TPW, TPFA is waiting on the Prop 8, and on the TFC, THC, TDCJ and TPW, TPFA is waiting on the Prop 4. She stated that TYC is focusing on getting the Prop 8 first, and she didn’t know if they have submitted their Prop 4 request. 
Ms. Gonzalez asked for the site in the GR provisions that approved certain propositions like Prop 8 and Prop 4. Ms. Edwards responded that the site is in the application and also on the write-ups. Prop 8 is 50-f and Prop 4 is 50-g. 
IV. 
Texas Public Finance Authority State of Texas General Obligation Commercial 
Paper Program, Series 2002A
Representatives present were: Kim Edwards, TPFA Executive Director; Judith Porras, TPFA General Counsel; Larry Oaks, Texas Historical Commission and Terry Colley, Deputy Director, Texas Historical Commission.
Bob Kline provided a brief overview of the proposed debt. Texas Public Finance Authority (TPFA) established a commercial paper program (Program) in 2002 pursuant to the Texas Constitution Article III, Section 50-f and Section 49-h with a maximum authority of $881,000,000. TPFA issues commercial paper for the projects of its client agencies that have legislative authorization and appropriation.
The Comptroller of Public Accounts is the Liquidity Provider for the Program. If at any time TPFA is unable to sell the notes necessary to refund existing notes, the liquidity provider will pay the maturing notes.

HB 1, Acts, 80th Legislature, Article IX section 19.70 requires Legislative Budget Board approval of the client agency projects prior to the issuance of debt. 

TPFA is seeking approval to issue commercial paper notes under its State of Texas General Obligation Commercial Paper Program, Series 2002A for the Texas Historical Commission (THC) for $48,000,000.

The Texas Historical Commission will use proceeds of $17,000,000 for needed repairs at eighteen historic sites transferred from Texas Parks and Wildlife as well as the Sam Rayburn House Museum in Bonham and the National Museum of the Pacific War in Fredericksburg. Additionally, proceeds of $31,000,000 will be used for the Courthouse Renovation Program to assist with the renovation and repair of the State’s historic courthouses.
The Commission passed a resolution on July 20, 2007 approving the request for bond financing for $48 million in Prop 8 GO bond proceeds. The Texas Public Finance Authority Board approved the financing requests on February 7, 2008. As of the date of the application, the Authority has not received the LBB’s approval for the THC projects 

Ms. Edwards noted that this is similar to the prior application. THC is the only agency that has both Props 8 and Prop 4 bond proceeds. The amounts are equal and the projects are split equally. 
John Sneed asked for a perspective on the proposed issuances in view of the current market conditions. Ms. Edwards explained that the agency had a briefing in their work session with her Board and financial advisors. She was advised that three things happened in the municipal bond market: 1) Sub-prime mortgages are experiencing more defaults causing a ripple effect through the securities that were collateralized with those mortgages. The first ripple was a contraction of cash, i.e., liquidity available in the market. 
The crisis was not necessarily triggered by actual defaults and actual losses but rather from inputs to the rating agency’s models. As the markets began to falter, the rating agencies increased the loss assumptions in their predictive models, for example instead of using a 6% loss, the loss ratio assumption went to 20%. Consequently, a portfolio that was triple-A rated under the earlier financial model was downgraded. Holders of these downgraded securities or anyone who had exposure to those securities needed to post more collateral or post more capital. 
Bond insurance companies with a portfolio that is triple-A rated sell bond insurance at a premium based on the triple-A rating. Issuers pay the insurance premium to get a lower interest cost because the triple-A portfolio is backing their financing. Based on the results of the revised financial modeling, the rating agencies were anticipating that the insurance companies couldn’t maintain their triple-A rating and placed the insurers on watch for a downgrade. Fitch has actually made some downgrades. Currently, Moody’s and S&P have a long watch list. A matrix is available of the six bond insurers and their three ratings, but every chart has a time stamp because the situation is so fluid. The bond insurers are trying to raise additional capital to comply with the new model, but investors do not want to own bonds insured by those bond insurance companies. The insurers stopped writing new policies and dumped on the market the bonds backed by the old policies. Interestingly, the two bond insurers that were not affected were able to increase their premiums. 
The auction-rate securities market provides a way to finance variable-rate debt without a liquidity program. In this market the investor does not have the right to put the bonds back to the issuer but relies on successive auctions to sell their bonds. The auction-rate securities market was created for weaker credits, like hospitals and small private universities that are maybe in the triple-B or low A-rating category. Those issuers don’t pay for liquidity because it is too expensive, and they probably were insured.
Since January the auction-rate security market has collapsed. The buyers are trying to get out of the securities but can’t do so without a liquid market, and they can’t put them back to the issuer because the issuer does not offer liquidity. The collapse of the auction-rate security market is not affecting TPFA or any other state issuer. State issuers are not in that category because they are higher-rated and can cost-effectively obtain liquidity or use the state GO pledge to get liquidity cheaply.

The auction-rate securities were most often used with interest rate swaps and are now resetting at high interest-rates. Without buyers the auction fails, and the holders must rely on the bond documents that provide for a maximum interest rate in the event of a failed auction. The rate can vary depending on the bond indenture and locale of the failed auction. Today everyone is trying to get out of the auction-rates and convert them to more traditional variable-rate debt like VRDB or CP, but those securities require liquidity. As a result, the cost of liquidity has gone up three or four times. The two main impacts are: 1) for non-state issuers, the cost of liquidity might go up and 2) if they use bond insurance, the premiums might go up too. 
The overall impact has been much turmoil in the market. As the market declined two weeks ago, the hedge funds that owned a lot of municipal securities were dumping the securities because they were getting margin calls on other securities that they own, and market rates jumped up about 100 basis points. Even at the higher rates, there were no buyers. All of these losses are on paper, but the owners had to mark their securities to market to recognize the loss in their portfolio. Those losses will become actual losses as the housing market declines which could require a two or three year cycle. TPFA has been very conservative in its financing and has stuck to the basics. Nobody knows what will happen with the housing market and associated write-downs. State debt has enjoyed new demand as a result of the flight to quality, and rates on state debt have gone down. 
V.
 Texas State Affordable Housing Corporation (TSAHC) Single Family Mortgage 
Revenue Bond Program, Series 2008A

Representatives present were: Paige McGilloway, Single Family Programs Manager, TSAHC; Robin Miller, Financial Advisor, First Southwest and Robert Dransfield, Bond Counsel, Fulbright & Jaworski.
Bob Kline noted that there were no write-ups for this transaction because of legal issues at the deadline for filing the application. He said that this transaction has several new elements that the Board needs to understand, and he proposed one-on-one meetings with each Board Alternate in the following weeks. 
VI.
Texas Water Development Board State of Texas Water Financial Assistance Bonds, Series 2008A (Water Infrastructure Fund)


Application not yet received. A meeting with TWDB staff is scheduled for tomorrow and will be followed by individual meetings with Alternates.
VII.
EXEMPT – Veterans’ Land Board State of Texas Veterans’ Housing Assistance Program Fund II Series 2008A Bonds 
The transaction was approved Friday, March 7, 2008 on the exempt track.
VIII. Private Activity Bond Staff Report

The report was moved to March 20, 2008.
IX. Recommended Changes to Title 34 Texas Administrative Code, Part 9,  Chapter 181 Subchapter A 
These rules were posted for comment as required by law, and the Board received comments from TxDOT and the UTS. Those comments have been addressed, and staff will request the Board to adopt the rules as shown under Tab 4 at next Thursday’s Board meeting.
Staff will also request approval to post the changes indicated under Tab 5 at next Thursday’s Board meeting. Those changes relate to the increase in the exempt review period from four to six days and cannot be posted for comment until the newly-adopted Subchapter A rules become effective 20 days after posting on the SOS’s website.
X. Recommended Changes to Title 34 Texas Administrative Code, Part 9, Chapter 190

These rules were posted for comment as required by law, and the Board received no comments. Staff will request the Board to adopt the rules as shown under Tab 6 at next Thursday’s Board meeting. They will become effective 20 days after posting on the SOS’s website.

XI. Recommended Repeal of Title 34 Texas Administrative Code, Part 9,  Chapter 181 Subchapter B
Staff will request repeal of Subchapter B as shown under Tab 7 at next Thursday’s Board meeting. This relates to the public school funding act that was never used and was repealed by the 79th Legislature.
XII. Date for the next Board meeting
The next Board meeting will meet on March 20, 2008.
XIII. 
 Items for future agenda 
· For April 2008: tentative Called Board meeting


Texas Water Development Board (a new not-self supporting program)


Texas State Affordable Housing Corporation
· For May 2008: possible exempt issues – THECB, TWDB, UHS and TTUS
XIV.
Report from Executive Director 
· The State Auditor Office audit of Energy Performance Contracts continues. Staff had another meeting with the SAO a couple of weeks ago and another meeting is set for this afternoon. John Sneed noted that he met with two of the three contractors that are trying to get performance contracts approved before the expiration of price ceilings set in the contracts. He is reviewing that situation and will have comments on that topic later.

· This Friday, March 14th is the deadline for submission for proposals for the swap advisors. We expect proposals from four firms. The award date is April 14th with a goal to starting work by May Day. The RFP decision process may take a little bit longer, but staff wants to get the project completed in the summer.
· We have filled the open Financial Analyst I position with John Barton. 
· The FA III position was posted about ten days ago. Two candidates have been interviewed
XIV.
Adjourn
There being no further business, the meeting was adjourned at 11:13 a.m.

