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Minutes

Texas Bond Review Board 

Thursday, June 21, 2001, 10:00 a.m.

Capitol Extension, Room E2.026

1400 North Congress

Austin, Texas

The Texas Bond Review Board convened in a regular meeting at 10:00 a.m., Thursday, June 21, 2001, in Room E2.026 of the Capitol Extension in Austin, Texas.  Present were: Wayne Roberts, Alternate for Governor Rick Perry; Leslie Lemon, Alternate for Speaker Pete Laney; Melissa Guthrie, Alternate for Lt. Governor Bill Ratliff; and Lita Gonzalez, Alternate for Comptroller Carole Keeton Rylander.  Also in attendance were Jim Thomassen with the Office of Attorney General, Bond Finance Office staff members and others.

Wayne Roberts, as Chair, called the meeting to order at 10:12 a.m.  A quorum was present.  A copy of the agenda is attached to these minutes.

Minutes for the meeting that was held on May 17, 2001, were approved as submitted.  

A summary of the application was presented by Jim Buie, Executive Director of the Bond Review Board, followed by discussion and consideration by the Alternates.

Texas Veterans Land Board (VLB) — Veterans Revenue Refunding Bonds, Taxable Series 2001B

Representatives were not present, as staff had been advised that there were no questions pending.

The proceeds of the bond issuance in an amount not to exceed $165,000,000 would refund the Veterans Mortgage Revenue Bonds, Taxable Series 2000A and 2000B bonds.    

The Taxable Series 2000A bonds were issued in February, 2000, at a par amount of $100,000,000 with a net interest cost of 8.19 percent. The Taxable Series 2000B bonds were sold in April, 2000, at a par amount of $80,000,000 with a net interest cost of 8.37 percent.  

Both Series 2000 issues were structured to be self-supporting, using repayments of veterans’ mortgage loans as the primary revenue source.  Because both issues were fixed rate issues, the fixed-rate mortgage loans they supported became uncompetitive as the market lending rate fell. Of the $180,000,000 authorized for mortgage loans, approximately $20,000,000 was utilized.

The bonds would be privately placed as taxable, variable rate securities with final maturity in 2004. The initial owner of the securities would be Societe Generale.  The issue would have an interest rate of the London Inter-Bank Offer Rate (LIBOR) plus 25 basis points.

The proceeds of the bonds would be deposited into escrow and would be used to redeem the Veterans Mortgage Revenue Bonds, Taxable Series 2000A and Series 2000B debt outstanding on July 25, 2001.  The Series 2000 bonds do not carry a redemption premium.
The bonds are limited and special revenue obligations solely of the VLB and are not an obligation of the state.  No general revenue appropriations have ever been required to pay the debt service on VLB bonds.  

Consultants for the proposed issue were: Vinson & Elkins, L.L.P., bond counsel; Lannen & Oliver P.C., co-bond counsel; Dain Rauscher, Inc., financial advisor; and Wells Fargo, trustee.

The anticipated date of sale was June 26, 2001, with closing on July 19, 2001.  

UPON MOTION BY LITA GONZALEZ AND SECOND BY MIKE MORRISSEY, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF THE STATE OF TEXAS VETERANS’ REVENUE REFUNDING BONDS, TAXABLE SERIES 2001B, IN AN AMOUNT NOT TO EXCEED $165,000,000, WITH COSTS OF ISSUANCE NOT TO EXCEED $205,388, AS OUTLINED IN THE APPLICATION DATED JUNE 5, 2001.

Texas Department of Housing and Community Affairs (TDHCA) — Multifamily Housing Mortgage Revenue Bonds, Series 2001 (Skyway Villas Apartments)

Representatives present were: Robert Onion and Robbye Meyer with TDHCA; Robert Dubbelde with Vinson & Elkins, L.L.P., bond counsel; J. C. Howell with Dain Rauscher; and others.

The TDHCA’s Tax-Exempt Multifamily Bond program provides long-term variable or fixed-rate financing to developers of new or existing multifamily rental properties in order to generate or preserve affordable rental housing.  TDHCA finances properties under the program through the sale of tax-exempt mortgage revenue bonds.  Under the program rules, developers agree to set aside a prescribed percentage of a property’s units for rents to applicants of very low, low and moderate income and to persons with special needs.  

The TDHCA requested approval for issuance of multifamily mortgage revenue bonds in an amount not to exceed $13,250,000.

The proceeds of the bonds would be used to fund a mortgage loan to Skyway Villas Ltd., a Texas limited partnership, to finance the acquisition, construction, equipment and long-term financing of a new, 232-unit multifamily residential rental project located in McKinney, Texas.     

The project would include set-aside units and rent caps to ensure availability for low-to-moderate income individuals and families.  Forty percent of the units (93 units) would be set-aside for persons or families earning not more than 60 percent of the area median income (AMFI).  Five percent of the units (12 units) would be set-aside on a priority basis for persons with special needs. For tax credit purposes, the borrower elected to set-aside 100 percent of the units for persons or families earning not more than 60percent of the AMFI.

The rental rates on the set-aside units would be restricted to a maximum rent that would not exceed 30 percent of income, adjusted for family size, for 50 percent of the AMFI.  The AMFI for the Dallas MSA is $64,400.

A volume cap reservation for the issuance of these tax-exempt bonds was received by TDHCA from the Bond Review Board on March 12, 2001, pursuant to the 2001 Private Activity Bond Allocation Program.

The borrower, Skyway Villas, Ltd. (Skyway) applied to TDHCA to receive a reservation for the 4 percent tax credit that accompanies the private activity bond allocation.  Skyway would sell a substantial portion of the limited partnership, (typically 99 percent) in order to raise approximately $4,992,333 from the sale of the tax credit.  Those proceeds would then be used as equity for the transaction.  The board of the TDHCA was expected to consider the approval of the Skyway Villas project and the associated 4 percent tax credit at its June 12, 2001 meeting.

The TDHCA would act as a conduit issuer for this transaction and as such the bonds do not constitute an obligation, debt or liability of the state. The bonds are special limited obligations payable from rental revenues and tax-credits of the project.

Consultants for the proposed issue were: Vinson & Elkins, L.L.P., bond counsel; Dain Rauscher, Inc., financial advisor; Wells Fargo Bank, Texas, N.A., bond trustee; Cliff Blount, bond trustee's counsel; Newman & Associates, underwriter; and Kutak Rock, L.L.P., underwriter's counsel.  
A TEFRA hearing for this project was held on June 6, 2001.  

The general partner, LT Housing LLC, is a Texas Limited Liability Company.  The principals of the general partner are James C. Hunt, Ike J. Monty, and John N. Paul.  The principals have a combined total of 26 properties monitored by the TDHCA; on-site compliance reviews were conducted on ten of the twenty-six properties.  Nine properties received a compliance score of zero (no compliance issues) and one had a score of three, all of which are below TDHCA’s material non-compliance threshold score of 30 points. 

Mr. Onion noted that compliance review does not begin until after the construction and lease-up period, which may be 2 years or more.  The properties that had not been reviewed were new  acquisitions or new construction.

Mr. Onion noted that the maturity dates had changed to November and December 2034.  

In response to questions from Mr. Roberts, Mr. Onion confirmed that each of the two properties pay property taxes.  Projects that receive a private activity bond allocation or a tax credit are not removed from the tax rolls unless the 501c(3) entity is designated as a CHDO and makes a decision to request tax-exempt status.

Mr. Roberts asked that, for future applications, the TDHCA and TSAHC make a note in the application if property taxes will not be paid.  

UPON MOTION BY MIKE MORRISSEY AND SECOND BY LITA GONZALEZ, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF THE TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS MULTIFAMILY HOUSING REVENUE BONDS (SKYWAY VILLAS), SERIES 2001, IN AN AMOUNT NOT TO EXCEED $13,250,000, AS OUTLINED IN THE APPLICATION DATED JUNE 5, 2001, AND AS SUPPLEMENTED AND AMENDED JUNE 15, 2001

Texas State Affordable Housing Corporation (TSAHC) – Multifamily Housing Revenue Bonds (Ashton Place and Woodstock Apartments) Series 2001A,Taxable Series 2001B, Junior Series 2001C, and Subordinate Series 2001D

Representatives present were: Daniel Owen, Vice President, Henry Flores, Interim President; Glenda David, Multifamily Division Coordinator, Kathryn Garner and Jerry Kyle with Andrews & Kurth, L.L.P., bond counsel; Laura Taylor with American Agape Foundation; and others.

The TSAHC’s 501(c)(3) Tax-Exempt Multifamily Housing Bond Program was designed to provide long-term variable or fixed-rate financing to nonprofit developers of new or existing multifamily rental properties in order to generate and/or preserve affordable rental housing.  TSAHC may finance single developments or pools of properties located throughout the state.  Under their program rules, nonprofit developers agree to set aside a prescribed percentage of a property’s units for rent to applicants of very low, low, and moderate income persons.  

The TSAHC requested approval for the issuance of qualified 501(c)(3) multifamily housing revenue bonds Series 2001A, Taxable Series 2001B, Junior Series 2001C and Subordinate Series 2001D in an aggregate amount not to exceed $15,000,000.

The final principal amount of the bonds would be determined by the issuer based on advice of consultants, including the underwriter responsible for underwriting the issue, the cost of financing, the acquisition, rehabilitation, and equipment of the projects and establishing required reserves for the bonds, and the amount of bond counsel fees. 

The proceeds of the bonds would be used to fund a mortgage loan to Agape Ashton/Woodstock, Inc., a Texas nonprofit corporation, for the purpose of financing the acquisition, rehabilitation, and equipment of two multifamily residential apartment developments; to fund certain required reserves;  and to pay certain costs of issuance.

The two multifamily residential rental properties contained a total of 300 rental units.  Ashton Place Apartments (172 units) are located in Galveston, Texas.  Woodstock Apartments (128 units) are located in Arlington, Texas. 

The proposed project would be a mixed income facility and would include set-aside units and rent caps to ensure availability for very low-to-moderate income individuals and families. Seventy-five percent of the units (225 units) would be set-aside for persons or families earning not more than 80 percent of the AMFI.  Of the total 300 rental units, 20 percent of the units (60 units) would be set-aside for persons or families earning not more than 50 percent of the AMFI.  The AMFI for the Galveston MSA is $52,500 and the Arlington MSA is $60,100.

The TSAHC received the application for the proposed project on October 25, 2000; the TSAHC board approved the inducement resolution November 17, 2000.  It was anticipated that the project would receive final approval at the regularly scheduled TSAHC board meeting on June 15, 2001.

The bonds would be sold on a negotiated basis on July 9, with closing on July 12, 2001.  The interest rate on the bonds would be fixed for the term of the loan at rates not to exceed 6.50 percent for the tax-exempt Series 2001A bonds ($8,970,000), 7.50 percent for the taxable Series B bonds ($310,000), 8.00 percent for the Series C bonds ($1,055,000), and 10.0 percent for the Series D bonds ($1,065,000).  Final interest rates would be determined through negotiation by U.S. Bancorp Piper Jaffray, Inc.  

The bonds would be secured by a nonrecourse mortgage loan to the borrower.  The mortgage loan would be assigned to the trustee.  Both the tax-exempt and taxable bonds would be secured by a first lien on the projects.  The bonds would not carry insurance.  Interest and principal on the bonds would be payable semiannually from revenues paid by the borrower to the lender and passed through to the trustee. 

The TSAHC would act as a conduit issuer for this transaction and as such the bonds are not an obligation, debt or liability of the state.  The bonds are special limited obligations payable only from the rental revenues of the project.

Consultants for the proposed issue were: Andrews & Kurth, L.L.P., bond counsel; First Southwest Company, financial advisor; Bank One, N.A., bond trustee; U.S. Bancorp Piper Jaffray Inc., underwriter; and Peck, underwriter's counsel.

TEFRA hearings were held on April 16, 2001 in Arlington, Texas and on April 17, 2001 in Galveston, Texas.  A copy of the TEFRA transcripts was provided.  No preliminary written review of the bonds had been made by the Attorney General's office. 

Agape Ashton/Woodstock, Inc., (the borrower) a Texas nonprofit 501(c)(3) corporation, has no members and, by resolution adopted on November 13, 2000, operates as a subordinate unit of, under the general supervision and control of, and in conformity with principles and guidelines promulgated by the American Agape Foundation, Inc. 

The borrower was organized in 2001 for the sole purpose of acquiring the properties.  The American Agape Foundation, Inc. was organized in 1988 and is operated as a charitable nonprofit organization, dedicated to providing decent, safe and affordable housing to low-income and elderly families and individuals.  The Foundation has been certified by the TDHCA as a Community Housing Development Organization (CHDO).  The Foundation and its affiliates currently own and operate 32 multifamily housing projects, consisting of approximately 3,800 affordable housing units in Texas, Oklahoma, and Missouri. 

Mr. Owen confirmed that property taxes were currently being paid on the properties.  The borrower does have a CHDO designation and, as such, may seek a tax exemption.  

Ms. Taylor stated that an exemption would be requested for both properties in order to obtain adequate cash flow.  As a 501c(3), she said there was no additional equity in the transaction and the required set-asides and rent reductions would result in a lower cash flow.  

In response to a question on rental rates from Ms. Lemon, Ms. Taylor stated that persons earning below 50 percent of the AMFI in Galveston would see a reduction in rent.  Rental rates would remain the same at the Arlington property due to market rental rate conditions.  Mr. Owen and Ms. Taylor said no tenants in either property would be displaced. 

Mr. Owen confirmed that, upon acquistion, rental rates are rarely reduced for persons at 80 percent AMFI levels.  Mr. Owen discussed the additional benefits of restrictions for the life of the bonds, tenant services and maintenance of the property.  

Ms. Lemon requested, for future applications, that detail be provided on rental rates and income levels, including the total number of units acquired and the total number of units that would see a reduced rental rate.

Ms. Lemon asked whether Agape seeks property or whether the entities wait until a developer requests assistance.  Ms. Taylor responded that a team effort is made — when approached, the market is surveyed.  Ms. Lemon was interested in whether there was a property acquired in 1988 that could be used to illustrate what would have happened if it remained at market rates vs. what had happened in the period that Agape had held it.

Ms. Taylor explained that 1993 or 1994 would be the earliest, since properties acquired between 1988-1993 were HUD properties.  Mr. Owen referred to a list of parties in the application, noting that TSAHC looks at the experience and ownership.  He discussed the debt-service ratio, stating that TSAHC prefers to view the combined ownership and that rating agencies watch the transactions very closely.  

Mr. Owen confirmed that the four series of bonds would be supported by one cash flow.  All money is transferred to the trustee on a monthly basis and the trustee prioritizes distribution.  The last funds available would be distributed for debt service on the unrated bonds.  

John Henneberger with Texas Low Income Housing Information Service requested the opportunity for public comment.

Mr. Henneberger noted that he was not against the proposed issuance.  He said he had been working in the affordable housing arena for 25 years.  

Mr. Henneberger wanted to raise policy questions related to 501c(3) transactions in Texas and encourage consideration of the question of overall public benefit from such transactions.  A summary of his comments follows.

Historically, developers receiving funding through TDHCA transactions had denied admission of tenants participating in Section 8 programs.  Recent legislation had clarified that such tenants should be admitted in all low income housing programs.  

The Section 8 program provides a voucher and the family pays 1/3 of its income, with HUD paying the remainder.  Landlords are not required to accept the vouchers.  Many landlords for state-financed projects have set income level requirements in the past that exclude low-income families.  

Strong legislative action will help ensure Section 8 acceptance for some projects.  Projects financed with private activity bonds will be included; however, 501c(3) transactions were not listed in the legislation.  Mr. Henneberger asked the Bond Review Board to make sure public purpose and public benefit were thoroughly considered for all 501c(3) applications brought before it.  

Many older properties already have full occupancy of tenants with income levels below 80 percent of the AMFI.  Rent is a considerable financial burden for persons with income below 30 to 50 percent of the AMFI.  Section 8 access for these families is needed.  

Better assessment of the public benefit is sorely needed.  Research into a method to test the public benefits would be appropriate.  Just because specific exclusions or income restrictions are legal or just because the deal works financially does not mean that it is necessarily good for the public.  

In response to a question from Ms. Gonzalez, Mr. Henneberger said he could provide copies of a study of which properties have discriminated against Section 8 tenants through setting unreasonable income restrictions.  

Prior to the legislative session, a group of apartment and other property owners and affordable housing advocates came together and agreed on appropriate standards.  The group failed to include 501c(3) standards because 501c(3) transactions were not being presented at that time.  

Mr. Roberts expressed appreciation for the information presented by Mr. Henneberger.  He noted that the Bond Review Board rules were being reviewed and Mr. Henneberger and others would have the opportunity to suggest and/or review proposed changes as the Board attempts to reconcile the rules to appropriate legislative direction.

Mr. Roberts explained that the Bond Review Board is not a policy-making body, but is responsible for reviewing the financing transaction.  

Mr. Morrissey and Ms. Gonzalez thanked Mr. Henneberger for his insight and comments.  It was noted that the legislative changes related to Section 8 participation would become effective on September 1, 2001.

Mr. Morrissey received confirmation from Mr. Henneberger that, if the Bond Review Board approved the proposed issuance on June 21, it would not be in violation of current law.  Mr. Henneberger said it would be good if the applicant would voluntarily apply the standards set out in new legislation.

Mr. Roberts said the information was timely and the Board would not want to exclude Section 8 tenants.  It was his belief that there was still public benefit for the applications before the board.  

Ms. Gonzalez commented that it would be valuable to know whether an assessment could be made, prior to a total property tax exemption.  The assessment would be beneficial if it could demonstrate what percentage of the units would receive a rent reduction for comparison to a 100 percent property tax exemption.  When properties in the same transaction are located in more than one city, the exemption could adversely affect the revenue stream for one city, while the transaction could achieve more public benefit in another city.  She added that the Bond Review Board is not qualified to do the housing/tax benefit analyses due to the diversity of types of issues before it.

Mr. Henneberger noted that it is extremely difficult to set a value on guaranteed rent reduction vs. property tax exemption.  He recommended that an analysis be completed before the applications are made to the TSAHC.  

Mr. Flores acknowledged Mr. Henneberger’s knowledge and concern.  He pointed out that the legislative mandates related to Section 8 exclude TSAHC.  The TSAHC does not intend to discriminate and he planned to take Mr. Henneberger’s information under advisement and consider standards for tenant income calculations. 

Mr. Flores said the TSAHC did not want to judge non-profit entities, but would set requirements on boards related to tenant’s income, and rent caps.  He said non-profit entities will always request the tax abatement, but they are required to pay 25 percent of the taxes due to independent school districts.  

Ms. Lemon stated she did not want to see a comparison of market rents and restricted rents, she wanted to see actual rent for tenants today vs. actual rent for tomorrow.  

In addition, Ms. Lemon noted that the second agenda item for TSAHC, comprising 8 properties, showed all property taxes at zero, and did not list a 25 percent amount due to school districts.  She asked to be provided additional economic analysis detail regarding tax information along with revenue loss or profit for each property.

Mr. Flores reported that the board of TSAHC had already determined there was adequate public benefit for the proposed transaction.  He acknowledged that there may be different perceptions of public benefit and/or public purpose.  He assured the Board that both the TDHCA and TSAHC take their obligation to provide affordable housing very seriously and are making efforts to increase the capacity since Texas lags behind other states.  

Mr. Flores agreed to provide detail on requirements for Section 8 participation to become effective on September 1.  He said Agape had voluntarily agreed to adopt those standards for this transaction.

UPON MOTION BY WAYNE ROBERTS AND SECOND BY MIKE MORRISSEY, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF  TEXAS STATE AFFORDABLE HOUSING CORPORATION MULTIFAMILY HOUSING REVENUE BONDS (ASHTON PLACE AND WOODSTOCK APARTMENTS), SERIES 2001A, TAXABLE SERIES 2001B, JUNIOR SERIES 2001C, AND SUBORDINATE SERIES 2001D, IN AN AGGREGATE AMOUNT NOT TO EXCEED $15,000,000, AS OUTLINED IN THE APPLICATION DATED JUNE 5, 2001, AND AS SUPPLEMENTED JUNE 8, 2001.

The meeting was recessed at 11:40 a.m. and reconvened at 11:48.

Texas State Affordable Housing Corporation — Multifamily Housing Revenue Bonds (First WHAC Alliance LLC Facilities Acquisition Portfolio) Series 2001A, Taxable Series 2001B, Junior Series 2001C, and Subordinate Series 2001D

Representatives present were: Daniel Owen, Vice President, Henry Flores, Interim President; Glenda David, Multifamily Division Coordinator, Kathryn Garner and Jerry Kyle with Andrews & Kurth, L.L.P., bond counsel; Robin Miller with First Southwest Company, financial advisor; Jerry Wright and Greg Brunner with William R. Hough & Company, underwriter; and Sherri Hewitt with Wells Fargo Bank, trustee.  Others present were:  Linda Merrell with WHAC Alliance, L.L.C., applicant; Guy Merrell with KJK Merrell Associates, Inc., consultant; and Chris Haynes, applicant’s counsel.  

The TSAHC requested approval for the issuance of qualified 501(c)(3) Multifamily Housing Revenue Bonds (First WHAC Alliance) Series 2001A, Taxable Series 2001B, Series 2001C and Series 2001D in an aggregate amount not to exceed $130,000,000. 

The proceeds of the bonds would be used to fund a permanent mortgage loan to First WHAC Alliance, L.L.C., a Texas limited liability company, (the borrower) for the acquisition and rehabilitation of 8 multifamily residential apartment developments.  Proceeds would also be used to fund certain required reserves and to pay certain costs of issuance.

The eight properties contained a total of 2,601 rental units.  Two of the properties are located in San Antonio.  The remaining properties are located in Corpus Christi, Austin, Amarillo, Lubbock, Temple, and Houston. 

The proposed project would be a mixed income facility and would include set-aside units and rent caps to ensure availability for very low-to-moderate income individuals and families. Seventy-five percent of the units (1,951 units) would be set aside for persons or families earning not more than 80 percent AMFI (low income).  Of the 2,601 rental units, twenty percent (520 units) of the units would be set aside for persons or families earning not more than 50 percent of the AMFI (very low-income). 
The rental rates on all the set-aside units would be restricted to a maximum rent that would not exceed 30 percent of income, adjusted for family size, for the AMFI.   The AMFI for the seven MSA’s ranges from $39,400 in the Killeen-Temple MSA to $64,700 in the Austin MSA.  A rent cap analysis was provided by TSAHC that included AMFI’s for all of the MSA's.

The TSAHC received the application for the proposed project on December 11, 2000, and the TSAHC board approved the inducement resolution on March 15, with final approval at its May board meeting.  In response to new legislation, the resolution was to be amended at TSAHC's June 15th board meeting

The  proposed bonds would be sold on a negotiated basis on June 26, with closing on June 29, 2001.  The interest rate on the bonds would be fixed for the term of the loan at rates not to exceed 7.0 percent for the Series 2001A bonds, 8.00 percent for the taxable Series B, 8.5 percent for the Series C bonds, and 12.5 percent for the Series D bonds. Final interest rates would be determined through negotiation by the underwriter, William R. Hough & Co. 

The bonds would be secured by a nonrecourse mortgage loan to the borrower.  Additional security would be provided by a pledge of the properties and assets thereof. The mortgage loan would be secured by a deed of trust.  Interest and principal on the bonds would be payable semiannually from revenues paid by the borrower to the lender and passed through to the Trustee. 

The TSAHC would act as a conduit issuer for this transaction and as such the bonds are not an obligation, debt or liability of the state.  The bonds would be special limited obligations payable only from the rental revenues of the project.

Consultants for the proposed issue were: Andrews & Kurth, L.L.P., bond counsel; First Southwest Company, financial advisor; Wells Fargo Bank, N.A., bond trustee; Thompson, Coe, Cousins & Irons, L.L.P., bond trustee's counsel; William R. Hough & Co., underwriter; and Peck, Shaffer & Williams, underwriter's counsel.

It was anticipated that the 8-property project would require $98,195,00. The request for issuance was for $130 million, based on an original group of 12 properties.   

During April and May a separate TEFRA hearing was held for each proposed property in its respective MSA.  Copies of the transcripts from the TEFRA hearings were included in the application.  There was no opposition at any of the TEFRA hearings. No preliminary written review of the bonds had been made by the Attorney General’s Office.

First WHAC Alliance, L.L.C., the borrower, was organized in 2001 and is a non-profit organization dedicated to promoting the long-term preservation of decent, safe, and affordable housing for low-income and moderate income families and individuals.  The borrower received certification by the Texas Department of Housing and Community Affairs as a Community Housing Development Organization (CHDO) on May 2, 2001. 

The sole member of First WHAC Alliance is WHAC Alliance, Inc., a New Mexico non-profit corporation that was formed in 1994.

As part of TSAHC requirements, First WHAC Alliance, L.L.C., would be required to submit a tenant service plan that conforms to TSAHC guidelines.

Mr. Owen described a change in structure that had been made subsequent to the June 12, 2001, planning session.  The Series D bonds would be physical bonds in $500,000 denominations and would be sold only to qualified institutional investors.  

Mr. Flores reported that the First WHAC Alliance had also agreed to adopt the standards discussed in the previous application.  

Ms. Lemon asked for actual information (not comparison data) to be provided regarding the total number of units and total number of reductions in rent that would occur.  In addition, she asked for data on the taxes paid last year and what amounts would be paid following the acquisition, to be broken out by property and by city/school district. 

Mr. Roberts noted there were some questions related to inter-relationships between parties to the proposed transaction.  He noted that Mr Flores had also been a partner with the asset manager, Howard Siegel.  Guy Merrell and Linda Merrell were affiliated with both non-profit entities.  José Hernandez, former Executive Director of the Bond Review Board, had served on the board of the Howard Siegel Company.  The information had been brought to the Governor’s attention on June 20.  

Mr. Flores said Mr. Siegel had a long-term, ongoing relationship with TSAHC.  After leaving employment with the TDHCA, Mr. Flores entered into a partnership with the Howard Siegel Company because he had not expected to return to the public sector.  Mr. Siegel’s company was hired by Mike Sullivan, former president of TSAHC.  Mr. Flores expected to remain as interim president only during the recent legislative session, then decided to apply for the permanent position.  He reiterated that TSAHC’s  relationship with Mr. Siegel existed prior to his employment.

According to Mr. Flores, Mr. Hernandez serves as an unpaid advisor to the Howard Siegel Company.  

Mr. Roberts said consideration of the application would be delayed.  He asked how the transaction would be impacted.

Mr. Owen said the seller of 7 of the 8 properties had entered into negotiations and, following a delay that was initiated by TSAHC, had refinanced in order to cover that delay period.  He acknowledged that the TSAHC had determined it was not comfortable with bringing the transaction forward in May, thereby resulting in the delay.  The contract had been extended until 5:00 p.m. on July 3, 2001.  

Mr. Roberts noted that there had been other transactions that had been in process for long periods when the Bond Review Board was presented with major questions just one day before final approval was expected.  The Bond Review Board has an obligation to the public to resolve all questions, but does not want to jeopardize public purpose/benefit.  However, the Board was not yet prepared to act.  

Mr. Flores assured Mr. Roberts that TSAHC wanted the Board to be comfortable.  He said efforts would be made to hold the transaction open.  It was his belief that there were no conflicts of interest.  He said Guy Merrell was the former spouse of Linda Merrell and TSAHC had verified there was no relationship.  The primary consultant would be Howard Siegel Company and TSAHC was prepared to held WHAC manage the managers.  

Mr. Owen continued, stated that WHAC would move to Austin to manage this transaction and planned to hire EPT Management, current manager of 7 of the 8 properties, to provide continuity in property management.  He described the layers of management within EPT.  Mr. Siegel’s company would act as the owner’s agent, and would be the asset manager and would oversee EPT and the operation of WHAC. 

Ms. Lemon asked if Agape, the non-profit entity for the previous application just approved, had management layers.  Mr. Flores said layers existed to some level.  While TSAHC endorses the behavior of non-profits, it does not encourage the non-profits to overreach their expertise.  The TSAHC cannot afford to fail in its mission, therefore it must encourage use of appropriate management.

Mr. Roberts received confirmation that the WHAC is not a Texas non-profit.  WHAC is not an acronym.

The Howard Siegel Company also consults for William Hough Company.  Mr. Roberts asked how the “arms-length” status could be achieved.  Mr. Siegel said his large company does underwriting work for other issuers and underwriters and TSAHC.  Their role is to provide capacity to non-profit entities.  All staff have specific experience in affordable housing.  The business transaction brings staff knowledge and experience into a public/private partnership with the non-profit entity.  

Ms. Gonzalez noted there were many positive aspects of the transaction and she was impressed that the TSAHC was moving forward in a positive direction.  Due to the very large size of the transaction, Ms. Gonzalez had recommended a delay to allow time for further evaluation.  At this point, additional questions and concerns had surfaced due to the timing and appearance that “you have no choice” but to approve in spite of pending questions.  She said the concerns were not a reflection on TSAHC or on the non-profit.

A letter from TVO Realty Partners, agent for the owner of 7 or the 8 properties, had been distributed. Mr. Morrissey asked if the letter said, in essence, that other buyers would be sought if the deal was not closed on July 3.  

Mr. Owen said the application process had begun in April and TVO Realty was frustrated because it had been in place over one year.  A capital call would be due in July and they had wanted to close in May or June.  The TSAHC had used June 21 as the last date for action in order to complete pricing and effect the closing prior to July 3.  

Mr. Flores and Mr. Owen acknowledged that TSAHC had delayed bringing the transaction forward for one month in order to gain a comfort level.  They wanted to ensure due diligence prior to submitting the application to the Bond Review  Board.  

Discussion followed regarding the latest possible date for approval by the Bond Review Board that would still allow the July 3 closing deadline to be met.  Mr. Thomassen stated that review was underway by the Office of the Attorney General.  Mr. Owen noted that the underwriter could accelerate the transaction after approval since there would be a single purchaser for all the bonds.  

Mr. Thomassen said he was unable to provide a clear answer on whether an emergency meeting could be justified for consideration of the transaction.  There has to be an urgent public necessity for emergency meetings.  While there is some discretion, the necessity is subject to interpretation by a court.   

Mr. Morrissey commented that it was his hope that an upcoming discussion related to review of the Board’s rules would enable a method to prevent similar situations and unneccessary time expended by members, alternates, Bond Finance Office staff, issuers and consultants. 

Ms. Lemon referred to comments at the public hearing held for the property located in Austin.  It was stated that there was flooding, no working gate at a gated community, and other maintenance concerns.  She asked for a written response.  

Mr. Roberts asked if the requested $130,000,000 could be lowered to $98.2 million to cover acquisition of the reduced number of properties.  Mr. Owen stated that TSAHC would request $98.5 million.  

Mr. Roberts said he was prepared to make a motion — if it failed, he could entertain another motion.

The meeting was recessed at 12:38 p.m. and reconvened at 12:55 p.m.

Mr. Roberts announced that there would need to be a called meeting of the Board, to be held on Friday, June 29, 2001, the earliest date on which a non-emergency meeting could be held.

He requested that additional information be provided on the interlocking relationships, noting that while similar relationships may be commonplace in the private sector, full disclosure is required in the public sector.  The Bond Review Board members or any agency do not wish to be placed in any shadow.  

Mr. Owen requested clarified information that TSAHC would be providing that would include:  interlocking relationships, actual rent reductions and benefits, debt service coverage; and tax roll data.  

Mr. Morrissey asked if the Attorney General’s Office examines relationships and was told by Mr. Thomassen that such review is outside the scope of its responsibilities.  Mr. Morrissey repeated the request for TSAHC to provide detail on relationships mentioned during the Board meeting.  In addition, if any other relationships might be of question, he asked that those be disclused to Mr. Thomassen in order that Mr. Thomassen, as counsel, could advise the Board.

Other Business

Mr. Roberts said he would work with Mr. Buie regarding a schedule for review of the agency’s rules.

There being no further business, the meeting was adjourned at 1:05 p.m.







Respectfully submitted,







Wayne Roberts







Chair

AGENDA
Texas Bond Review Board

Thursday, June 21, 2001, 10:00 a.m.

State Capitol Extension,  Room E2.026

1400 North Congress

Austin, TX

A. Texas Veterans Land Board — Veterans Revenue Refunding Bonds, Taxable Series 2001B

B. Texas Department of Housing and Community Affairs — Multifamily Housing Mortgage Revenue Bonds, Series 2001 (Skyway Villas Apartments)

C. Texas State Affordable Housing Corporation — Multifamily Housing Revenue Bonds (Ashton Place and Woodstock Apartments) Series 2001A, Taxable Series 2001B, Junior Series 2001C, and Subordinate Series 2001D

D. Texas State Affordable Housing Corporation — Multifamily Housing Revenue Bonds (First WHAC Alliance LLC Facilities Portfolio) Series 2001A, Taxable Series 2001B, Junior Series 2001C, and Subordinate Series 2001D

IV.
Other Business

A. Discussion and possible action on review of agency rules — Title 34 Public Finance, Part IX Texas Bond Review Board, Chapter 181, Subchapters A&B, and Chapter 190

B. Report from Executive Director


