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The Texas Bond Review Board convened a planning session at 10:00 a.m., Monday, November 10, 2008 in the Capitol Extension, Room E2.026 in Austin, Texas. Present were Ed Robertson, Chair and Alternate for Governor Rick Perry; Frank Battle, 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 10:06 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.
The Board of Regents of the University of Houston (UH) System Consolidated Revenue and Refunding Bonds, Series 2008A
Representatives present were Raymond Bartlett, Treasurer, UH and Drew K. Masterson, Managing Director, First Southwest Company, Financial Advisor.
Bob Kline stated that the University of Houston System is seeking approval to issue its Board of Regents of the University of Houston System Consolidated Revenue and Refunding Bonds, Series 2008A with a maximum total proceeds and par amount of $140,000,000. The new money for non-TRB and TRB totaled $116,580,000. The Refunding amount totaled $21,345,000. Only those maturities that will result in a 5% or greater NPV savings on a combined basis will be refunded.
III.
EXEMPT – Texas Department of Housing and Community Affairs (TDHCA) Variable Rate Multi-family Mortgage Revenue Refunding (Alta Cullen Apartments) Series (2008)
Representatives present were: Tom Gouris, director of Real Estate Analysis, TDHCA; Robbye Meyer, Director of Multifamily Finance, TDHCA; Teresa Morales, Program Administrator, TDHCA; Gary Machak, Financial Advisor, RBC Capital Markets; Elizabeth Rippy, Bond Counsel, Vinson & Elkins; Ray Smith, Borrower and Ed Boze, Boze Capital.
Bob Kline stated that the TDHCA submitted a notice of intent to issue its Variable Rate Demand Multifamily Housing Mortgage Revenue Refunding Bonds (Alta Cullen Apartments) Series 2008 in an amount not to exceed $14,000,000. The proceeds of the subject bonds will refund the bonds originally issued. The bonds will be issued in a negotiated transaction as variable-rate, tax-exempt, self-supporting bonds. Under the new structure, the bonds will be credit-enhanced by Freddie Mac, carrying a AAA-rating with payments to the bondholders guaranteed. TDHCA is expected to receive a copy of the final executed Freddie Mac Commitment for credit enhancement no later than November 12, 2008 in addition to an executed commitment letter from Wells Fargo, as the servicer, with the amount and terms of the loan clearly stated.
The transaction will go before the TDHCA Board at its November 13, 2008 Board meeting. 
The refunding is expected to provide the borrower with a net present value savings of approximately $2,868,542.
AT THIS POINT THE ORDER OF THE AGENDA WAS CHANGED AND ITEM IX WAS REVIEWED.
IX.
Texas Department of Housing and Community Affairs Memorandum of Understanding
Representative present was Teresa Morales, Program Administrator, TDHCA.
Teresa commented that the only change in the new Memorandum of Understanding was the definition of “rural area” to reflect the specific population requirement for a rural area. The TDHCA’s Board approved the MOU supplement at the August meeting.
IV.
The University of Texas (UT) System Authorized but Unissued Tuition Revenue Bond Projects
Representative present was Phillip Aldridge, Vice Chancellor for Finance, UT.
Bob Kline commented that the University of Texas System is seeking approval for certain TRB projects originally approved by the BRB on September 30, 2007 but for which TRBs were not issued during fiscal year 2008. The System’s total TRB debt currently outstanding is $308,470,384.
V. State of Texas Constitutional Appropriation Bonds (Stephen F. Austin State University) Series 2008
Representatives present were: Dr. Baker Patillo, President, SFAU; Danny Gallant, Vice President for Finance and Administration, SFAU; Dr. Ric Berry, Provost and Vice President for Academic Affairs, SFAU; Lee Brittain, Director of Physical Plant, SFAU and Mary Williams, Financial Advisor, First Southwest Company.
Bob Kline noted that the Stephen F. Austin State University (SFA) is seeking authority to issue its State of Texas Constitutional Appropriation Bonds (Stephen F. Austin State University), Series 2008 in a par amount not to exceed $10,600,000 including premiums, if any. The bond proceeds will be used to finance the remaining portion of the construction costs of SFA’s Education Research Center. 
VI. Texas Public Finance Authority (TPFA) Stephen F. Austin State University Revenue Financing System Revenue Bonds, Series 2009
Representatives present were: John Hernandez, Deputy Executive Director, TPFA; Judith Porras, General Counsel, TPFA; Dr. Baker Patillo, President, SFAU; Danny Gallant, Vice President for Finance and Administration, SFAU; Dr. Ric Berry, Provost and Vice President for Academic Affairs, SFAU; Lee Brittain, director of Physical Plant, SFAU and Mary Williams, Financial Advisor, Senior Vice President, First Southwest Company.
Bob Kline gave a brief summary of the transaction. The Texas Public Finance Authority is seeking authority to issue its Texas Public Finance Authority Stephen F. Austin State University (SFA) Revenue Financing System (RFS) Revenue Bonds, Series 2009 in a par and not to exceed amount of $34,000,000 including premiums, if any. 
SFA intends to issue $10,600,000 in Higher Education Assistance Fund (HEAF) bonds through a competitive bid sale to complete the financing for improvements to its Education Research Center. If that sale is not successful due to the current volatility in the credit markets, SFA may elect to include the HEAF issuance of $10,600,000 in the subject transaction as RFS bonds, thus increasing the total transaction amount to $34,000,000 as referenced above.
On August 11, 2008 the Higher Education Coordinating Board (HECB) approved the construction of the new building for the School of Nursing to be funded from $13,000,000 in TRB proceeds and on September 11, 2008 approved the Deferred Maintenance project to be funded from $10,000,000 in TRB proceeds. 
The TPFA Board approved the full RFS financing (including the HEAF portion to be issued as RFS debt) on October 2, 2008.
VII. Board of Regents of the University of North Texas (UNT) System Revenue Financing System Bonds, Series 2009 
Representatives present were: Andrew Harris, Vice Chancellor, UNT and Steve R. Russell, UNT Health Science Center, UNT.
Bob Kline stated that the transaction will be issued under the Thirteenth Supplemental Resolution to the Master Resolution to be adopted by the Board on November 20, 2008.
The Series 2009 Bonds will be issued in one or more series to refinance as long-term debt the commercial paper notes used for interim construction for the System’s new Public Health Education Building and to pay costs of issuance. The maximum total proceeds including premiums, if any, will be $48,235,436, and the maximum par amount is $47,145,000.
The Texas Higher Education Coordinating Board approved the various land purchases and project evaluations associated with the new Public Health Building in five separate letters dated from January 28, 2005 through December 14, 2007.
VIII. Texas Department of Transportation (TXDOT) Central Texas Turnpike Update
Representatives present from TXDOT were Jose Hernandez, Debt Management Director and James Bass, CFO.
Jose provided the Board with an update regarding the credit structure for the Series 2002-B Variable Rate Bonds First Tier Revenue Bonds (Weekly Rate Demand Bonds). Both the insurer and the liquidity provider of this bond issue have experienced credit rating downgrades. 
The Bond Review Board received a written summary of this update from Jose on November 19, 2008. Highlights from the summary are as follows:
Challenges and issues with current credit support structure
· Bond insurer credit rating
· The ratings on the claims paying ability (i.e. financial capacity to meet its obligations to pay debt service on policies if called upon) has been downgraded and, in one case, the rating has been withdrawn
· Rating downgrades have led to increased interest expense as well as failed re-marketings resulting in $133 million of bonds being put to the standby bank
· Rating downgrades of the insurer have also led to the standby bank (DEPFA) having the option to terminate their agreement in accordance with the agreement’s contractual provisions which would force the Commission to refund the bonds within 90 days of receipt of the termination notice
· Standby bond purchase agreement and bank credit rating
· Bonds held/purchased by the bank for more than 180 days are subject to a much shorter amortization period than the current final maturity of 2042 which would stress the cash flows of the project and most likely necessitate toll rate increases to adequately provide for debt-service requirements.
· Rating downgrades make the bonds ineligible for purchase by money market funds which are significant buyers of these types of bonds.
Solution Options
· TxDOT’s current strategy is to refund all bonds to eliminate counterparty credit risk or otherwise terminate the existing credit support structure
· The supplemental resolution for the refunding bonds will contain additional reset options for the bonds such as daily, weekly, interim, fixed, etc.
· Refunding options include:
· A put bond structure which would have – 
· an initial term of two to three years
· an estimated interest rate of between 5.25% - 5.75%
· no credit support for the initial term
· credit support provided at the end of the term or an option to pay higher rates at the end of the term or select a different mode that may not require credit support or refund the bonds again
· A letter-of-credit structure which would – 
· also be provided by a bank
· rely primarily on the credit rating of the bank that would be the primary determinant of interest rate resets
· bear interest at rates expected to be close to the short-term tax-exempt index (SIFMA) plus a credit spread based on the bank’s credit rating
· serve the role of providing funds for failed re-marketings should project revenues not be sufficient for debt service
· be a somewhat more expensive option from the standpoint of the fees charged by the bank, assuming a letter of credit is even available
· Replacement of both standby provider and bond insurer – 
· essentially replicate the current credit support structure with more creditworthy partners
· creditworthy partners are in limited supply, particularly bond insurers and are expected to be expensive from a fee and premium perspective.
IX. Texas Department of Housing and Community Affairs (TDHCA) Memorandum of Understanding
THIS ITEM WAS DISCUSSED IMMEDIATELY FOLLOWING ITEM III ABOVE
X. Approval to post for abolishing Title 34 Texas Administrative Code, Part 9, Chapter 181 Subchapter §181.11
This rule was adopted in 1991. After checking BFO files, BRB staff has found no record of any issuer ever providing RFP information to the Board. In addition, with the passage of SB 1332 BRB staff has already requested that each issuer send RFPs to the BRB. Staff will ask the Board to abolish Subchapter 181.11 at the meeting next Thursday.
XI. Approval to post for final adoption of changes to Title 34 Texas Administrative Code, Part 9, Chapter 181 Subchapter § 181.2
This was approved by the Board for posting on the Texas Register. The final changes have been posted and to this date no comments have been received. We will ask the Board for formal approval to post in the Texas Register for final adoption.
XII.
Public Comment

No public comments were made.
XIII. Date for Next Board Meeting
The next Board meeting is scheduled for next Thursday, November 20, 2008 at 10:00 am in Capital Extension Room E2.030.
XIV. Items for Future Agendas
A list with items for future agendas was distributed to the Alternates.
XV. Report from the Executive Director
· BFO staff and Peter Shapiro have vetted the State Derivative Policy that will be provided to the Board this afternoon.
· Bond Review Board has offered assistance in administering the bailout bill and the Ike Disaster Zone once the Governor’s Office determines the policy for prioritizing projects and implementing the use of the new Ike authority.
· Status on PAB: Of the $2 billion in PAB Authority available for 2008, $751 million has been allocated, $1.2 billion is within its review period and $47 million is still available for reservation. Of the $1.2 billion that is in the review period, approximately $1 billion could be converted to carryforward for the next three years. $365 million of the HERA authority is reserved by 8 issuers and $370 million is still currently available. The deadline to issue reservations is December 31st. Fourteen (14) applications were received for the 2009 Lottery requesting about $800 million in volume cap. A majority of the HERA volume cap will be converted to carryforward and the issuer will have two years to issue bonds.
· Annual Report is due November 30th, DAS is due December 1st.
XVI. Adjourn
There being no further business, the meeting was adjourned at 11:56 a.m.

