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Minutes

Texas Bond Review Board 

Thursday, July 19, 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, July 19, 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 10:15 a.m.  A quorum was present.  A copy of the agenda is attached to these minutes.

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

Texas Woman's University (TWU) — Lease purchase financing of performance-based energy efficiency contract

The University had been notified that there were no pending questions, therefore representatives were not present.

The TWU requested approval for lease purchase of an energy savings performance system with an estimated purchase price of $19,356,139.  Two separate applications were filed, one to be funded through the Texas Public Finance Authority’s master lease purchase program (MLPP) for $16.5 million, and another to be funded through a Government Capital Corporation (GCC) tax-exempt lease purchase for $2.8 million. The estimated total financing amount was $28,107,657.
The University contracted with TAC Americas (TAC) who conducted an energy audit of the entire campus.  For a cost not to exceed $19,356,139, TAC would install the necessary retrofits that are projected to save the University $2,539,019 annually. TAC would guarantee annual energy savings of $2,158,166. The guaranteed energy savings should be adequate to meet the anticipated debt service requirements of $1,985,850 during the 24-month installment period and $1,951,084 of debt service required during years 1 through 15.

The Texas Higher Education Coordinating Board approved the project and the Texas Woman’s University Board of Regents approved it on June 8, 2001.

The TWU would be using two different providers of lease purchase financing because some of the buildings to be retrofitted are used for auxiliary purposes, and are therefore ineligible for the TPFA's Master Lease Purchase Program.

The TWU planned to finance $16,530,143 of the total project cost by utilizing the TPFA’s Master Equipment Lease Purchase for Education and General (E&G) buildings. The TPFA projections are based on the program's estimated interest rate of 4.5 percent and an administration fee of 0.5 percent.

The remaining project costs, $2,825,996, would be financed through a traditional tax-exempt lease purchase provided by GCC. GCC would charge an approximate interest rate of 5.263 percent and an administrative fee of 1 percent for issuance costs.

Both financings were for terms not to exceed 15 years following completion of the project implementation, which was expected to be August 1, 2001. Debt service would be met from utility appropriation savings made available by the project.

TAC (formerly known as CSI) entered into similar agreements with Midwestern State University, the University of North Texas, the University of North Texas Health Science Center at Fort Worth and Texas State Technical College-Harlingen.  The Bond Review Board approved these transactions in February 1996, June 1997, December 1999, and March 2000, respectively.

The Midwestern State University failed to realize projected savings and CSI had to pay $471,000 under the guaranteed contact benefit during fiscal year 2000.  Performance was not yet known for fiscal year 2001.  

UPON MOTON BY MIKE MORRISSEY AND SECOND BY WAYNE ROBERTS, THE TEXAS BOND REVIEW BOARD APPROVED THE LEASE PURCHASE BY THE TEXAS WOMAN’S UNIVERSITY OF AN ENERGY SAVINGS PERFORMANCE SYSTEM AS DESCRIBED IN THE APPLICATION DATED JULY 3, 2001, AND SUPPLEMENTED JULY 5 AND 6, 2001, WITH AN ESTIMATED PURCHASE PRICE OF $16,530,143, AND A TOTAL COST, INCLUDING FINANCE CHARGES, OF $23,596,559, WITH FINANCING TO BE PROVIDED THROUGH THE TEXAS PUBLIC FINANCE AUTHORITY’S MASTER LEASE PURCHASE PROGRAM.  

UPON MOTION BY MIKE MORRISSEY AND SECOND BY WAYNE ROBERTS, THE TEXAS BOND REVIEW BOARD APPROVED THE LEASE PURCHASE BY THE TEXAS WOMAN’S UNIVERSITY OF AN ENERGY SAVINGS PERFORMANCE SYSTEM AS DESCRIBED IN THE APPLICATION DATED JULY 3, 2001, AND SUPPLEMENTED JULY 5 AND 6, 2001, WITH AN ESTIMATED PURCHASE PRICE OF $2,825,996, AND A TOTAL COST, INCLUDING FINANCE CHARGES, OF $4,511,098, WITH FINANCING TO BE PROVIDED THROUGH THE GOVERNMENT CAPITAL CORPORATION.

Mr. Roberts instructed the clerk to hold the motions open to allow Ms. Gonzalez the opportunity to register her vote upon arrival.  Ms. Gonzalez voted in favor.

Texas Department of Housing and Community Affairs — (TDHCA) Multifamily Housing Mortgage Revenue Bonds, Series 2001A and 2001B (Cobb Park Apartments)

Representatives present were:  Robert Onion, Stephen Apple, and Robbye Meyer with TDHCA; Gary Machak with Dain Rauscher, financial advisor; and others.

The TDHCA requested approval for the issuance of multifamily mortgage revenue bonds in an amount not to exceed $7,785,000.

The proceeds of the bonds would be used to fund a mortgage loan to Cobb Park Townhomes, L.P., a Texas limited partnership, to finance the acquisition, construction, equipment, and long-term financing of a new, 172-unit multifamily residential rental project to be located in Fort Worth, 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 (68 units) would be set aside for persons or families earning not more than sixty percent of the area median income.  Five percent of the units (8 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 60 percent of the area median family income (AMFI).

The rental rates would be restricted to a maximum rent that would not exceed thirty percent of income, adjusted for family size, for 50 percent of the AMFI.  The AMFI for the Fort Worth MSA is $60,100.

The Series 2001A bonds would be tax-exempt and would mature in 40 years. The Series 2001 B bonds would be taxable, maturing in nine years.  The bonds would not be rated and would be issued without credit enhancement. They would be privately placed with Charter Mac Equity Issue Trust, the bond purchaser. 

A volume cap reservation for the issuance of the tax-exempt bonds was received by TDHCA from the Bond Review Board on April 2, 2001, pursuant to the 2001 Private Activity Bond Allocation Program.

The borrower, Cobb Park Townhomes, L.P., applied to TDHCA to receive a reservation for the 4 percent tax credit that accompanies the private activity bond allocation.  The borrower anticipated raising approximately $4,860,877 from the sale of the tax credits with those proceeds being used as equity for the transaction. The bonds would be secured by a first lien on the project and would be a nonrecourse mortgage loan to Cobb Park Townhomes, L.P.

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

Consultants for the transaction were: Vinson & Elkins, L.L.P., bond counsel; Wells Fargo Bank, Texas, N.A., bond trustee; Dain Rauscher, Inc., financial advisor; and McCall, Parkhurst & Horton, L.L.P., issuer disclosure counsel.    

The expected closing date was July 25, 2001, prior to the expiration of the reservation for Private Activity Bond Allocation on July 31, 2001.

Joseph Kemp is the principal of Cobb Park Townhomes, L.P., the sole general partner of which is Cobb Park G.P. L.L.C., a Texas corporation. The principal had five properties that were being monitored by TDHCA, following receipt of a nine percent tax credit for each property.  

Only one property was old enough to have received a compliance review, with construction beginning in 1997.  The compliance score was zero.  

Mr. Kemp had served as a board member of the TDHCA from 1991-1997 (6 years and 8 months). 

A tenant services plan that would conform to the TDHCA’s program guidelines would be provided by the borrower upon lease-up. 

Mr. Roberts asked if there was any known opposition to the proposed project.  Mr. Onion stated that none was known.  He noted that a TEFRA hearing for this project was held on June 7, 2001. A transcript was provided with the application.  There were three attendees, including the developer and an aide to Congressman Mike Frost.

UPON MOTION BY WAYNE ROBERTS AND SECOND BY MIKE MORRISSEY, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF THE TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS MULTIFAMILY HOUSING REVENUE BONDS (COBB PARK), SERIES 2001, IN AN AMOUNT NOT TO EXCEED $7,785,000, AS OUTLINED IN THE APPLICATION DATED JULY 3, 2001, AND AS SUPPLEMENTED JULY 16, 2001.

Mr. Roberts instructed the clerk to hold the motion open to allow Ms. Gonzalez the opportunity to register her vote upon arrival.  Ms. Gonzalez voted in favor.

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: Henry Flores, President; Daniel Owen, Vice President; and others.

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 $98,500,000. 

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 eight 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 application was discussed in detail at the planning session on June 12 and at Board meetings that were held on June 21 and June 29.

The meeting was recessed at 10:30 a.m. and reconvened at 10:35 a.m.

A motion for approval of the proposed transaction was made by Wayne Roberts.  There being no second, the motion failed.

Mr. Roberts stated that the Corporation would be eligible to reapply for consideration at a future time.

Other Business

Mr. Roberts recognized Danette Rich, budget analyst with the Office of the Governor.  He acknowledged her professional attributes and substantial contributions to the Governor’s Budget Office and the Bond Review Board.  Ms. Rich was leaving Texas to work in the administration of President George W. Bush.  

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

Approval for publication of proposed amendments to rules — Title 34 Public Finance, Part IX Texas Bond Review Board, Chapter 181, Subchapter A and Chapter 190

Mr. Roberts received confirmation from Mr. Thomassen that the Board had time to delay rule review and publication of amendments until August.  

Discussion followed regarding scheduling conflicts for the regular August meeting dates.  Staff was instructed to move the August 9 planning session to August 17 and to distribute materials in accordance with the usual August 9 schedule.  

It was determined that a board meeting would need to be called for August 17 in order to timely address proposed amendments to the rules for the private activity bond allocation program.  Mr. Roberts asked that an executive session be included in that agenda for the purpose of personnel evaluation of the executive director.

Report from the Executive Director

Mr. Buie stated that the TDHCA planned to file a single-family housing bond application in August.  Matt Pogor with the TDHCA; Gary Machak with Dain Rauscher, Inc., financial advisor; and Michael Toth with Salomon Smith Barney, underwriter, were present to provide preview information about the planned application.

Mr. Pogor explained that the TDHCA faces dramatically different market conditions from its three previous single-family bond transactions.  The financing team was considering several options to effectively meet its goals.   

Mr. Toth said changes in the yield curve had caused the TDHCA to incur negative arbitrage on its bond proceeds prior to using them to fund mortgages.  The negative arbitrage represents an additional cost of $1 million to the TDHCA and reduces its earnings by a like amount. 

Short-term investment rates had declined sharply while long-term rates had changed only slightly, causing the investment rate to be lower than the cost of loans.  

Mr. Toth noted that the security of the bonds is not threatened.  However, the TDHCA wants to ensure a shorter period of origination to reduce the negative arbitrage for a period of 8 to 12 months and then “warehouse” the remaining authority.  The warehoused bond authority could later be restructured and used to fund mortgages.

Mr. Toth discussed additional options to optimize the TDHCA’s single-family loan programs.  Premium bonds would enable funding of down payment assistance without use of the TDHCA’s surplus funds.  Refunding of Series 1988A/1989A issues could result in moderating increased borrowing costs for the down payment assistance program.  Convertible option bonds and a note optimization structure would fund negative arbitrage and “yield drift.”

Mr. Machak discussed the structure of the future 3-part transaction that would address three tax plans.  Series A, B, and C would be long-term issue; Series D and E would be warehouse and/or small long-term issue; and part 3 would convert the warehouse bonds into long-term bonds in 2002.  Parts 1 and 2 would close in mid-October, 2001.  

Mr. Machak noted that the single-family programs are most affected by the differences in long-term vs. short-term earnings.  He said there are not serious operational problems at the agency level.  

Ms. Lemon asked whether the earnings are used for administration/salaries or for loans.   Mr. Toth said some revenues are used for administrative expenses at the agency.

Mr. Machak added that older agencies usually have substantial reserves, but it is important to help build up the reserves.  SWAPS might also be considered as a future option. 

Mr. Toth responded to a statement from Ms. Gonzalez related to use of commercial paper or tranches.  He noted that the loan commitment is for 30 years and the TDHCA needs to match the loan rate for that period of time.  Commercial paper could be used initially, then fixed out, but there could be risks.  Tranches could also subject to problems for the types of loan programs utilized by the TDHCA.  

Mr. Machak stated that most loan programs for state agencies use some type of warehouse program to allow the agency to keep rates fresh.

Ms. Lemon complimented the representatives on the handout information provided and expressed appreciation for the advance knowledge.  She asked that additional narrative be provided about the transaction.

Mr. Roberts and Mr. Morrissey agreed with Ms. Lemon’s comments, noting that more detail would be helpful in order to communicate with principals during the short time period between the August planning session and board meetings.  

 Mr. Buie reported that the agency’s budget would be impacted by a legislative mandate for internal audits for all agencies as outlined in H.B. 609 (77th Legislature).  He noted that staff was participating in a study by the Small State Agency Task Force in efforts to determine how to meet the mandate and minimize the costs.

Mr. Roberts said he was very familiar with the legislation and the Governor’s Budget Office was well aware of the costs, but had been and continued to be fully supportive of the perceived need for internal audits.  It was known during the session that there could be an impact on the FTE cap, whether by agencies hiring staff or contracting.  The Governor’s Budget Office and the Legislative Budget Board were reviewing cooperative efforts.  In addition, the State Auditor had been looking at options for the required risk assessment.  

Mr. Buie said he would be away from the office on vacation from August 22 through August 27.  

There being no further business, the meeting was adjourned at 11:12 a.m.







Respectfully submitted,







Wayne Roberts







Chair

AGENDA
Texas Bond Review Board

Thursday, July 19, 2001, 10:00 a.m.

State Capitol Extension,  Room E2.026

1400 North Congress

Austin, TX

I.
Call to Order

II.
Consideration of Proposed Issues

A. Texas Woman's University — Lease purchase financing of performance-based energy efficiency contract

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

C. 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 

III.
Other Business

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

B. Approval for publication of proposed amendments to rules — Title 34 Public Finance, Part IX Texas Bond Review Board, Chapter 181, Subchapter A and Chapter 190

C. Report from Executive Director

IV.
Adjourn


