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Minutes

Texas Bond Review Board 

Thursday, December 19, 2002, 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, December 19, 2002, in Room E2.026 of the Capitol Extension in Austin, Texas.  Present were: Ed Robertson, Alternate for Governor Rick Perry; Leslie Lemon, Alternate for Speaker Pete Laney; Melissa Guthrie, Alternate for Lt. Governor Bill Ratliff; and Mike Doyle, 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.

Ed Robertson, as Chair, called the meeting to order at 10:03 a.m.  A quorum was present.  A copy of the agenda is attached to these minutes.
UPON MOTION BY MELISSA GUTHRIE AND SECOND BY MIKE DOYLE, MINUTES OF THE MEETING THAT WAS HELD ON NOVEMBER 21, 2002, WERE APPROVED AS SUBMITTED.
Mr. Robertson referred to the Board’s planning session that was held on December 10, 2002, where all applications had been presented and discussed.  Jim Buie, Executive Director, presented a brief summary of each of the applications pending before the Board.
Texas Aircraft Pooling Board (APB) – lease purchase of aircraft

Representatives present were: Jerry Daniels, Executive Director; and Tom Camp, Administrative Officer.
 

The APB requested approval for the lease purchase of two aircraft with an estimated purchase price of $3,475,000, and a total cost, including administrative fees and finance charges, of $4,646,351. The acquisition would be financed through the Texas Public Finance Authority’s Master Lease Purchase Program. The aircraft to be acquired would be a new Cessna 208 and a four year old or newer King Air C90B that would replace two 1983 Cessna 425s.  Acquisition of the aircraft would represent the second phase of the APB’s capital improvements program. 

The airplanes to be replaced are each approximately twenty years old and are near or have reached the end of their useful, safe life. They require extensive maintenance and the Cessna 425 is no longer manufactured. These aircraft also do not have current navigational systems and could present potential safety issues in transporting state officials and employees on state business.

The APB’s application relied upon authorization as outlined in Article I, Rider 1 of the 2001 General Appropriations Act (77th Legislature), as well as in Chapter 2205.032 of the Texas Government Code. Capital Budget Rider 1 specifies $1.4 million for aircraft acquisition.

The APB had received approval for the proposed acquisition from the Legislative Budget Board and was waiting for approval from the Governor's Office.

APB planned to sell the retired aircraft for an estimated $960,000, with the proceeds being used to reduce the principal owed TPFA. Based upon this premise, lease-purchase debt service will not exceed $1.4 million per biennium. In addition, the APB’s budget at its current level would not need to be increased in subsequent years to make lease payments; other sources of funds are not available.

Ms. Guthrie moved approval of the lease purchase by the Texas Aircraft Pooling Board of two aircraft as described in the application dated December 4, 2002, and supplemented December 10, 2002, in an estimated amount not to exceed $3,475,000, with a total cost, including administrative fees and finance charges, not to exceed $4,646,351 with financing to be provided through the Texas Public Finance Authority’s Master Lease Purchase, contingent upon approval of the Governor’s Office.

The motion failed for lack of a second.

Mr. Robertson announced that agenda item III.E. (Texas Department of Housing and Community Affairs) would be taken out of order.

Texas Department of Housing and Community Affairs (TDHCA)  – Variable Rate Demand Multifamily Housing Revenue Refunding Bonds (NHP Foundation – Asmara Project)

Representatives present were: Robert Onion and Stephen Apple with TDHCA; Gary Machak with Dain Rauscher, Inc., financial advisor; Elizabeth Rippy with Vinson & Elkins, bond counsel;  Anthony Snell with J.P. Morgan, underwriter; and Ghebre Mehreteab with NHP Foundation (borrower).

The Texas Department of Housing and Community Affairs requested authority to issue Multifamily Housing Revenue Bonds, (NHP Foundation-Asmara Project) Series 2002 in an amount not to exceed $31,500,000.

The proceeds of the bonds would be used to fund a mortgage loan to Asmara Affordable Housing, Inc, a Texas nonprofit corporation, to refund TDHCA’s outstanding Multifamily Mortgage Revenue Bonds (NHP Foundation-Asmara Project), Series 1996, to finance capital improvements and repairs to nine (9) apartment projects local throughout Texas.  These projects were originally acquired with proceeds from the Series 1996 bonds.  

For bond covenant purposes, 20 percent of the units (339) in the project would be restricted to individuals or families earning not more than 50 percent of the area median income.  Five percent of the units in the project would be set aside on a priority basis for persons with special needs.   The rental rates on 20 percent of the units would be restricted to a maximum rent that would not exceed 30 percent of the income, adjusted for family size, of 50 percent of the area median income (AMFI).

In the original 1996 transaction, the borrower had agreed to fund $90,000 in tenant services per year.  In the proposed transaction, the borrower agreed to increase the minimum amount of tenant services to $240,000 per year, payable from surplus cash. 

The borrower would enter into an interest rate swap agreement with J.P. Morgan whereby the borrower would pay J.P Morgan a fixed rate of interest to be determined at the time of pricing.  In exchange, J.P. Morgan would pay the borrower a variable rate of interest based on the BMA index.  The borrower would make variable rate payments on the mortgage loan with the payments received from J.P. Morgan.  

Freddie Mac would provide credit enhancement facility for the mortgage loan.  The required payments under the mortgage loan would be secured by guaranteed payments under a direct-pay Credit Enhancement Agreement, between Freddie Mac and the Trustee.

The original Series 1996 bonds were not credit enhanced and were initially rated “A” by Standard and Poor’s.  The aggregate interest rate on the 1996 transaction was 6.362 percent.  The proposed refunding with credit enhancement by Freddie Mac would provide the transaction with an “AAA” rating and an initial anticipated interest rate of approximately 4.69 percent.  The  TDHCA approved this project at their December 17th board meeting. 

The TDHCA would act as a conduit issuer and as such the bonds do not create an obligation, debt or liability of the state.  The only funds pledged by the TDHCA to the payment of the bonds are the revenues from the financing carried out through the issuance of the bonds.
Consultants for the proposed issue were:  Vinson & Elkins, L.L.P., bond counsel; Dain Rauscher, Inc., financial advisor; Wells Fargo Bank, Texas, NA, bond trustee; J.P. Morgan, underwriter; and McCall, Parkhurst & Horton, L.L.P., issuer’s disclosure counsel.

The proposed date of sale was December 23, with closing on December 27, 2002.
Asmara Affordable Housing, Inc. is a Texas non-profit corporation, the sole member of which is the NHP Foundation.  The board of directors and officers of The NHP Foundation are Ghebre Mehreteab, President, Treasurer and Director, John Hoffer, Vice President and Director, Joseph Wiedorfer, Vice President, Secretary and Director, Carol Young, Director, and Katie Harris, Director.
The NHP Foundation currently owns 43 affordable housing communities nation wide, in 14 states totaling approximately 8,500 units.  
Asmara Affordable Housing was certified as a Texas Community Housing Development Organization (CHDO) by TDHCA on April 22, 2002.  As a CHDO, the applicant has the ability to 100 percent abate all property taxes.  

Asmara applied and received exemption of ad valorem taxes from the Dallas County Appraisal District on June 26, 2002.  Exemption covers all of the Dallas properties. The Denton County Appraisal District approved the ad valorem exemption for property taxes (Player’s Club Apts) on July 1, 2002, effective beginning January 1, 2002. Asmara applied and received an exemption from Harris County Appraisal District on November 5, 2001 (Oakbrook Apts). Tarrant County Appraisal District approved Asmara’s exemption request on August 6, 2002 effective January 1, 2002.
Because Asmara has already invoked their CHDO status, total loss of property tax revenues to local taxing jurisdictions will be at least $851,700 based on 2001 real estate taxes paid.   It will become necessary to utilize general revenues of the state to fill the gap in the school funding formula.
Mr. Onion reported that the application had been approved unanimously by the board of TDHCA on December 17.  

The Chair called for a motion.  No motion was forthcoming.

Mr. Thomassen clarified that, under Bond Review Board rules, the application would remain pending until the earlier of 45 days or immediately following the next board meeting.  

It was noted that the next board meeting would take place on January 9 and the application would be placed on that agenda.

Texas Higher Education Coordinating Board (HECB) – State of Texas Variable Rate Refunding College Student Loan Bonds, Series 2003A

Representatives present were: Lois Hollis, Assistant Commissioner for Student Services; and Mary Williams with First Southwest Company, financial advisor.

The HECB requested approval for issuance of $178,190,000 to be issued in one or more series.  Proceeds of the new money component ($75,000,000) would be used together with other funds of the to provide funds for the Hinson-Hazlewood Loan Program which provides low interest rate loans to students seeking an undergraduate and/or graduate education.  The new money bonds are considered “private activity bonds” as defined by the Internal Revenue Code of 1986.  The Texas Higher Education Coordinating Board anticipated receiving a private activity bond allocation from the Bond Review Board in January, 2003.
Proceeds of the refunding bonds would be used to refund the Board’s College Student Loan Bonds, Series 1989, Series 1992 and Series 1993 in an outstanding amount of $103,190,000.  
The bonds are general obligations of the state of Texas.  Historically, the repayment of student loans and investment interest has been sufficient to meet the debt service and reserve requirements without drawing funds from the state’s general revenue fund. 

The bonds would be sold through a negotiated sale during the week of February 17, 2003.  

Consultants for the proposed issue were: McCall, Parkhurst & Horton, L.L.P., bond counsel; First Southwest Company, financial advisor; Bear, Stearns & Co., Inc., senior manager; Vinson & Elkins, L.L.P., underwriter’s counsel; Bank One, NA, paying agent; and Landesbank Hessen-Thueringen Girozentrale (Helaba), liquidity provider.

First Southwest Company would act as a Remarketing Agent for the bonds at an annual fee of 0.08 percent of the aggregate principal amount of bonds outstanding in the annual term interest rate mode, payable quarterly in arrears.  Helaba would provide a Standby Bond Purchase Agreement to purchase bonds which are not remarketed.

UPON MOTION BY MELISSA GUTHRIE AND SECOND BY MIKE DOYLE, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF TEXAS HIGHER EDUCATION COORDINATING BOARD STATE OF TEXAS VARIABLE RATE REFUNDING COLLEGE STUDENT LOAN BONDS, SERIES 2003, IN AN AMOUNT NOT TO EXCEED $178,190,000 TO BE ISSUED IN ONE OR MORE SERIES, WITH COSTS OF ISSUANCE NOT TO EXCEED $900,000, AND UNDERWRITER’S SPREAD NOT TO EXCEED $1.20 PER $1,000, AS OUTLINED IN THE APPLICATION DATED DECEMBER 9, 2002.

Texas Water Development Board (TWDB) - State Revolving Fund Senior Lien Revenue Bonds, Program Series 2003

Representatives present were: Nancy Marstiller, Director of Debt Management; and George Janning with First Southwest Company, financial advisor.

The Texas Water Development Board requested approval for issuance of State Revolving Fund, Senior Lien Revenue Bonds, Program Series 2003 in an amount not to exceed $400,000,000.
Proceeds of the issue would be used to provide funding for the State Revolving Fund to make loans to political subdivisions for the construction or improvement of sewer treatment facilities, including treatment plants and collection lines, fund a reserve account for the Senior Lien bonds, and pay costs of issuance.

The TWDB provides financial assistance to political subdivisions by purchasing political subdivision bonds issued for the purpose of constructing wastewater treatment projects pursuant to the State Revolving Fund Act. The SRF is in its fifteenth year of operation and receives funds from the Environmental Protection Agency and state bond proceeds.  The state’s share of funding to establish the SRF has been funded through the issuance of several series of the state’s general obligation bonds and the issuance of senior (fixed rates) and subordinate (variable rates) lien revenue bonds.  

Loans are made at interest rates below comparable market rates of interest at the time of loan closing.  Two rates are currently in effect based on the political subdivision’s rating:  (1) a rate of .7 percent below the rate the political subdivision would otherwise pay if their debt were sold in the market, and (2) a rate of 1.2 percent below what the political subdivision would otherwise pay in the market.  The second rate is available only to participants who meet stricter standards for loans from the annual grant program.
The TWDB anticipated selling the issue in one or more installments, through a negotiated sale as fixed-rate, tax-exempt securities that would mature serially. The first tranche, $150,000,000, was expected to be issued in April, 2003. The TWDB estimated that the full $400,000,000 would be issued during fiscal year 2003.  Future installments would be based on loan demand and market conditions. The SRF is currently rated AAA by Standard & Poor’s, Fitch IBCA, and Moody’s.   
The bonds are revenue bonds and would be special obligations of the TWDB, primarily payable from principal and interest on acquired obligations of participating political subdivisions.  The bonds do not constitute indebtedness of the state.

Consultants for the proposed issue were:  Andrews and Kurth, L.L.P., bond counsel; First Southwest Company, financial advisor; Morgan Stanley, senior managing underwriter; and McCall, Parkhurst & Horton, L.L.P., underwriter’s counsel.

Ms. Marstiller reported that the board of the TWDB had approved the issuance of $400 million at its meeting on December 11, 2002.

UPON MOTION BY MELISSA GUTHRIE AND SECOND BY MIKE DOYLE, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF TEXAS WATER DEVELOPMENT BOARD STATE REVOLVING FUND SENIOR LIEN REVENUE BONDS, PROGRAM SERIES 2003, IN AN AGGREGATE AMOUNT NOT TO EXCEED $400,000,000, WITH ISSUANCE COSTS NOT TO EXCEED $844,500, AND TOTAL UNDERWRITERS’ SPREAD NOT TO EXCEED $2,266,264, OR $6.13 PER $1,000, AS OUTLINED IN THE APPLICATION DATED DECEMBER 4, 2002, AND AS SUPPLEMENTED DECEMBER 10, 2002.
Texas Water Development Board (TWDB) – State Revolving Fund Subordinate Lien Revenue Bonds (Variable Rate Refunding), Series 2003

Representatives present were: Nancy Marstiller, Director of Debt Management; Gerald Slater, Director of Portfolio Management; and George Janning with First Southwest Company, financial advisor.

The Texas Water Development Board requested approval for issuance of State Revolving Fund Subordinate Lien Revenue Bonds, (Variable Rate Refunding), Series 2003 in an amount not to exceed an aggregate amount of $200,000,000.
Proceeds would be used to provide funds to refund State Revolving Fund Senior Lien Revenue Bonds, Series 1992 and State Revolving Fund Variable Rate Demand Bonds, Series 1992A, and pay costs of issuance.

In 1992, the TWDB issued $50,000,000 subordinate lien revenue bonds – the only variable rate bonds issued in the SRF program.    As of August 31, 2002 the SRF had $1,493,025,000 outstanding bonds. The proposed issue would expand the existing subordinate lien revenue bond program.  Preliminary analysis indicated a potential net present value savings of more than $13.2 million (9.76 percent).

Ms. Marstiller reported that the board of the TWDB had approved an issuance amount not to exceed $200 million at its December 11, 2002 meeting. 
UPON MOTION BY MELISSA GUTHRIE AND SECOND BY MIKE DOYLE, THE TEXAS BOND REVIEW BOARD APPROVED THE ISSUANCE OF TEXAS WATER DEVELOPMENT BOARD STATE REVOLVING FUND SUBORDINATE LIEN REVENUE BONDS (VARIABLE RATE REFUNDING), SERIES 2003, IN AN AGGREGATE AMOUNT NOT TO EXCEED $200,000,000, WITH ISSUANCE COSTS NOT TO EXCEED $534,250, AND UNDERWRITER’S SPREAD NOT TO EXCEED $2.91 PER $1,000, AS OUTLINED IN THE  APPLICATION DATED DECEMBER 4, 2002, AND AS SUPPLEMENTED DECEMBER 6, 2002.
Other Business
Debt Issuers Guidelines
Mr. Buie expressed appreciation to issuers and others who had participated and provided assistance in drafting the guidelines.  A copy of the most recent draft would be sent to all issuers again.  He suggested that Alternates review the guidelines for possible consideration and approval on January 9.  

Ms. Lemon suggested that approval be postponed until new principals and staff could be allowed time to fully participate.  Alternates were in agreement.

Report from Executive Director
A final draft of the Annual Report was distributed for review.  Mr. Buie called attention to Chapter 3 of the report which discussed outstanding debt.
Ms. Guthrie pointed out the many attributes of Ms. Leslie Lemon during her service to the state of Texas and highlighted Ms. Lemon’s contributions as an Alternate to the Bond Review Board.  
There being no further business, the meeting was adjourned at 10:35 a.m.






Respectfully submitted,







Ed Robertson






Chair

AGENDA
Texas Bond Review Board

Thursday, December 19, 2002, 10:00 a.m.

State Capitol Extension,  Room E2.026

1400 North Congress

Austin, TX

I. Call to Order 
II.
Approval of Minutes

III.
Consideration of Proposed Issues

A.
Texas Aircraft Pooling Board – lease purchase of aircraft

B. Texas Higher Education Coordinating Board – State of Texas Variable Rate Refunding College Student Loan Bonds, Series 2003A

C. Texas Water Development Board – State Revolving Fund Senior Lien Revenue Bonds, Program Series 2003

D. Texas Water Development Board – State Revolving Fund Subordinate Lien Revenue Bonds (Variable Rate Refunding), Series 2003

E. Texas Department of Housing and Community Affairs – Variable Rate Demand Multifamily Housing Revenue Refunding Bonds (NHP Foundation – Asmara Project)

IV.
Other Business
A.
Report from Executive Director
B.
Review and possible approval of debt issuer’s guidelines
V.
Adjourn


