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Planning Session 5/13/08



Texas Bond Review Board

Planning Session

Tuesday, May 13, 2008, 3:00 p.m.
Capitol Extension, Room E2.026

1400 N. Congress

Austin, Texas

The Texas Bond Review Board convened a planning session at 3:00 p.m., Tuesday, May 13, 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 3:05 p.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. Board of Regents-University of Houston (UH) System Consolidated Revenue and Refunding Bonds, Series 2008

Representatives present were: Raymond Bartlett, Treasurer, UH; Dilip Anketel, Executive Director, Facilities and Planning, UH; and Drew Masterson, Financial Advisor, First Southwest Company.

Bob Kline summarized the transaction, noting that the University of Houston System (UHS) seeks approval to issue its Board of Regents of the University of Houston System Consolidated Revenue and Refunding Bonds, Series 2008 with maximum total proceeds and par amount of $223,555,000. Including delivery date expenses (cost of issuance, underwriting spread and credit enhancement insurance), the new money totals is $182,160,000 of which the non-TRB is $150,115,000 and the TRB portion totals $32,045,000. The refunding total is $41,395,000.  The UHS Board of Regents approved the bond issuance at its meeting on February 21, 2008. However, the Regional Economic Development & Allied Health Bldg. at UH-Victoria is pending approval by the UHS Board of Regents at its May 15, 2008 meeting. That facility and the East Parking Garage are both scheduled for THECB approval no later than May 21, 2008 after the Regents approve the UH-Victoria project.
UHS currently has $99,624,208 in authorized but unissued TRB.   UHS expects to refund the following: UHS Consolidated Revenue Bonds, Series 1999, $18,855,000 in par amount and UHS Consolidated Revenue Bonds, Series 2002A, $19,875,000 in par amount.  Only those maturities that will result in a 5% or greater NPV savings on a combined basis will be refunded.

Raymond Bartlett noted that the Sugarland project for the $22.9 million and the Mitzi stands alone and under the TRB authorization $1.8 million for the Allied Health and $6.7 million for the Regional Economic Development. We combined those two as it relates to the project. 
Bob Kline asked how those par amounts were chosen in the refunding. Raymond Bartlett replied, based on the information and interest rates reviewed a couple weeks ago, that was the maximum amount of possible refunding. At this point, most of the 99s would be eligible and not the 2002A. The situation will continue to be monitored. 
John Sneed asked if the $10 million in gifts were secured in regards to the Sugarland building.    Raymond Bartlett responded, 90% had been secured in terms of pledge and of that 90%, $9 million has been converted into cash. Approximately 41% or about $3.7 million also has been converted to cash. Another $3 million is subject to construction progress and installment payment that will be due from the George’s foundation. Once the university completed 50% of the construction on the Sugarland project and the next installment from the George Foundation comes for a million, we will be about 62% of the total $10 million needed. There is approximately a million dollars that have not yet been pledged. They are still working very hard to come up with that million. But we will go forward without securing all of the $10 million.
John Sneed noticed that the UH system currently has over $99 million in authorized but unissued TRBS and asked for an explanation.  Raymond Bartlett responded that he was counting the TRBs authorizations from the most recent legislative session of which the $22.9 million is here as well as the $8.9 million. For the UH science laboratory renovation there are $57.6 million remaining and $10.7 million for the Arbor building renovation at UH Clearlake.  And those two will be forth coming in the near term.

John Sneed wanted to know if the housing fees that students will pay on the Calhoun Lofts would cover the debt service and if so, what percentage of those fees will be used for debt service. Raymond Bartlett nodded yes to the first question and continued by saying that in the cash flow analysis it shows that after expenditures there is over time an increase in debt service covered ratio cash flow. In the first few years it is thin, but certainly it is manageable and covered. It will start as time goes on.
 Bob Kline requested that the University notify the Bond Review Board when these Coordinating Board approvals come through.

Raymond Bartlett commented that the University’s goal is to go before their August board and then to the Bond Review Board in September.
IV. EXEMPT – Texas Higher Education Coordinating (HECB) Board State of Texas (General Obligation Bonds) College Student Loan and Refunding Bonds, in one or more Series 2008A
Representatives present were: Dan Weaver, Assistant Commissioner, Student Services, HECB; and Tim Deithloff, Bond Counsel, Vinson & Elkins.

This transaction was on the exempt track with the 4-day review period ending today, May 13, 2008 at 5:00 p.m. It was called in by the Board for further review on certain questions that were proposed by the Board.
Bob Kline asked Dan Weaver to explain the historic default rate of 9.6%. Dan Weaver stated that the rate was computed in a very conservative way, anything that would have defaulted was accounted for, ultimately yielding a higher number such as 9.6%.     Dan Weaver commented that they report a default rate to the LBB every quarter. Historically, the HECB reported a default rate that tended to be about 6.5%-6.7%. However, the HECB converted to a new loan management system last April and were able to more clearly see what the portfolio looked like. HECB had to make some adjustments to that default rate. From a historical perspective, the default rate goes back to 1965 since the inception of the program. Every judgment account or every defaulted loan has gone into this default rate and it essentially sits there and is never rolled off. As a characterization of the default rate you hear, the default rates in the student loan industry is very much a “cohort” default rate. The “cohort default rate” takes a specific set of time to track those students through over a period of eighteen to twenty-four months, thus determining what the default rate is on that specific cohort. The Coordinating Board’s perspective is that every loan that we have ever made we have captured all of that information. So it is very much a cumulative default number as oppose to a default rate. 
Bob Kline asked how does that rate even at the 6.5% - 6.7% compare to other loan programs in other states?   Dan Weaver responded that Texas is unique in that we are one of the very few states that have a loan program like our loan program. There isn’t another state that HECB can compare to except to other loan industry components. These loan industry components are distinctly different than what the Coordinating Board offers.
Tim Deithloff commented that the Coordinating Board is statutorily required to set the interest rates on its loans sufficient to produce a stream of loan repayments to pay all of the principal and interest due on all of the outstanding bonds and to pay all or a portion of the administrative expenses. 
Dan Weaver commented that in terms of uniqueness the federal tax code allows for tax exempt bonds to be issued to finance nonfederal guaranteed loans, in other words state loans, although, it must be a state approved program. The Coordinating Board is the only program that has been approved by the state to make state loans to students.

Ed Robertson asked if the Legislature, ever tweaked the way in which you administer the state loan program; or has it always been the same criteria that you use in order to keep these loans out.   Dan Weaver responded that in 2003 during their Sunset session the Coordinating Board was statutorily limited in making federal loans only to students who were also going to be receiving a state loan. The Coordinating Board couldn’t make a federal loan unless that student was also going to make a state loan. From a historical perspective our federal volume deteriorated many years prior to 2003. By the time 2003 arrived our federal loan volume was very minimal. From a market stand point, HECB has made very few federal loans. Our loan program is 96%-97% state loans. The HECB makes a very small number of federal loans as companion loans to the state loans.
Tim Deithloff added that during the past session, the Legislature made certain amendments to their authorizing legislation that would allow them more flexibility in the form of allowing the Board, provided its outstanding bond resolution permitted, to eliminate a reserve that was required by state statute. In a few years, the Coordinating Board hopes to eliminate that reserve and use it to make additional student loans.

Ed Robertson asked, what is the requirement?. Dan Weaver commented that the requirement is an amount equal to averaging annual debt service on all its outstanding bonds. It is about $41 million.
Bob Kline asked if this financing would provide at least 16,000 new student loans and if HECB had demand for all that?   Dan Weaver said that based on last year’s average and with the lending season just starting we will get a better gage on future demand.  
John Sneed questioned the capacity to issue additional bonds if these bonds would not meet the demand.  Tim Diethloff commented that to issue bonds on a tax exempt basis they must receive PAB allocation, in which they are currently limited to obtaining $75 million before September 1st of every program year. HECB have received that allocation and plan to use that $75 million. They also have the ability to obtain another $50 million in PAB carryforward allocation, if that allocation is available. If the demand is there they believe they can service those additional loans and the Coordinating Board plans to seek that additional allocation. There is a separate limitation in their governing statute that limits the amount of new money bonds that they can issue in a state fiscal year of up to $125 million.   That is new money and that does not apply to refunding. 
Lita Gonzalez asked HECB if they have a target savings for the students since these are tax exempt bonds?    Dan Weaver said they are in the process of doing that right now. Our Financial Advisor, First Southwest, runs a cash flow analysis every May and evaluates our current portfolio and by making recommendations to the Board of the lowest interest rates that can be offered to the students. This will still allow our debt obligations to be met.

Tim Diethloff added that they are required by statute to set a rate sufficient to pay debt service on their bonds and pay all or part of their expenses. It is worth noting that the Coordinating Board always tries to give the lowest interest rates to students. In 2003, the Coordinating Board changed its interest rates on all state loans to 5.1/4 % and did so retroactively so that every student that had a loan outstanding at that time got the benefit of that lower rate. Mr. Diethloff stated that effective October 2007 the Coordinating Board increased its loan rates on two of its state loan programs to 6%. As soon as they receive the cash flow analysis from the outside financial advisor they will be in a position to determine if that rate can be increased or decreased.
Dan Weaver commented that for a long time the highest rate was 9%. The strategy of loan program management has changed dramatically over the last three or four years. The HECB has been more sensitive in the last four years to bridge the gap in such a way that we offer a competitive rate. In turn, students are not penalized necessarily by coming to us to make a loan. In the past, I think the students probably felt like that.

V. EXEMPT - Texas Public Finance Authority Revenue Refunding Bonds, Series 2008

This transaction was approved on the exempt track Tuesday, May 6, 2008.

VI. EXEMPT –  Board of Regents of Texas Tech University System Revenue Financing System Refunding Note, Twelfth Series (2008)

This transaction was withdrawn.

VII. Texas Public Finance Authority (TPFA) State of Texas General Obligation and Refunding Bonds, Series 2008A

Representatives present were: Kimberly Edwards, Executive Director, TPFA; Judith Porras, General Counsel, TPFA; and Jerry McGinty, Deputy CFO, Texas Department of Criminal Justice (TDCJ).
Bob Kline gave a brief summary on the transaction stating that TPFA was seeking approval to issue its State of Texas General Obligation Bonds, Series 2008 with a maximum par and total proceeds 
not to exceed $230,000,000 including the premiums, of which $169,500,000 will be used for a current refunding and up to a maximum of $60,500,000 will be new money.  Proceeds would be used to: (1) finance a current refunding of certain Series of TPFA’s, Series 1998B, State of Texas General Obligation Refunding Bonds; (2) finance $40,000,000 of new projects for the Texas Department of Criminal Justice (TDCJ); (3) finance $20,000,000 of new projects for the Department of Public Safety (DPS); and (4) pay costs of issuance.

Outstanding par for the TPFA State of Texas General Obligation Refunding Bonds, Series 1998B is $222,465,000. The amount to be currently refunded is $169,500,000. The anticipated NPV savings is $7,676,818 or 4.70% of the refunded bonds outstanding.

TDCJ anticipates using approximately $40,000,000 of the proceeds from the issuance for the repair and rehabilitation of various state buildings and facilities.  Texas Department of Public Safety (DPS) anticipates using approximately $20,000,000 of the proceeds out of the $200,000,000 in commercial paper authority granted by the BRB on January 17, 2008 to partially fund new construction or expansion of offices, emergency vehicle operations courses and crime labs.

The LBB has approved the TDCJ and DPS projects in letters dated March 14, 2008 and February 19, 2008, respectively.

TDCJ’s Board authorized its financing with TPFA on January 23, 2008 and DPS’ Commissioners authorized the financing with TPFA on November 29, 2007.   The Texas Public Finance Authority Board gave approval to proceed with the DPS financing as a commercial paper or fixed-rate debt transaction on December 6, 2007 and gave approval to proceed with the TDCJ financing and the current refunding on April 3, 2008.

Since the exact amount of the premium for the issuance is not determinable until pricing, TPFA requests approval of a maximum par amount of $230,000,000 and a maximum underwriter’s discount of $4.50/bond.

BRB approval of this transaction provides TPFA with the authority on behalf of DPS to issue $20,000,000 as fixed-rate, long-term debt out of the $200,000,000 in commercial paper authority granted by the BRB in January, 2008.

Kim Edwards said that the genesis of this transaction was the current refunding, as these bonds were issued in 1998. They were refunding other bonds. Under federal tax law TPFA can only refund them one time on an advance basis. This is a current refunding and the call date is October 1, 2008. As you know from the other applications we have done this biennium, we were given quite a bit of new money authority for agencies under the new general obligation bond authority appropriated by legislature. TPFA has been asking for that approval either as Commercial Paper or fixed rate bonds. When TPFA found out that this transaction was coming up in the summer TPFA looked for the opportunity to add some new money to it to be able to get some efficiencies on the cost of issuance. 
 TDCJ’s request was straight forward. These are every year, each biennium they get a certain amount for renovation repairs. They have a lot facilities state wide. They have a predicable expenditures schedule. So doing this as fixed rate debt is not a difficult decision to make. 
The DPS came before you in January 2008. This is a much larger project consisting of about 10 projects ($200 Million). The $20 million was an arbitrary; we work with them in a lot of details in terms on how quickly they thought they could spend money and how we could maximize the interest earnings, but still need the arbitrage rebate regulations. That is how we came up with the figure $20 million and they have gone and identified which projects would come from that.
Ed Robertson noted that TDCJ is going to cover salaries for in-house construction professionals, asked if those were permanent salaries or would they go away at a certain period of time, and approximately how many personnel is TDCJ talking about. Jerry McGinty responded that they traditionally have received this money for repair and rehabilitation efforts. The salaries are funded out of the bond funds and yes, these salaries will go away. As for personnel, it is about 80 FTEs.
VIII. Texas Public Finance Authority (TPFA) System Midwestern State Revenue Finance System Revenue and Refunding Bonds, Series 2008

Representatives present were: Kimberly Edwards, Executive Director, TPFA and Judith Porras, General Counsel, TPFA.
Bob Kline gave a brief summary saying that The Texas Public Finance Authority (TPFA) is seeking approval to issue its Texas Public Finance Authority Midwestern State University Revenue Financing System (RFS) Revenue and Refunding Bonds, Series 2008 up to a maximum par and not to exceed amount of $41,000,000. The issue will finance construction of a housing project, a new band hall, and additional renovations to the D.L. Ligon Coliseum and refund bonds issued by a Higher Education Authority for the Sunwatcher housing project.

Midwestern State University (MSU) will use $20,743,907 of the RFS bond proceeds for the total construction costs of new, apartment-style student housing that will consist of 114 units containing 264 beds. The design will allow for a 90,000 gross sq. ft. parking lot with approximately 250 spaces. 

Renovations to the D.L. Ligon Coliseum will cost a total of $9,368,000 of which $950,000 will be financed through Revenue Finance System Bonds. 
Bond proceeds will also be used to advance refund all the outstanding debt of the Texas Student Housing Corporation Student Housing Revenue Bonds (Midwestern State University Texas Project), Series 2002 pertaining to Sunwatcher Apartments in the amount of $14,115,000.  As of April 30, TPFA’s analysis indicated the refunding would generate net present value savings of $1,310,785 which represents an NPV savings of 9.29%. 

The Midwestern State University Board approved the bond issuance on April 7, 2008. The THECB approval was granted for the housing project on March 18, 2008 and for the new band hall on March 19, 2008. The THECB is expected to approve the D. L. Ligon Coliseum project and refinancing of the Sunwatcher Apartments debt prior to the May 22, 2008 BRB meeting.  At its May 1, 2008 meeting the TPFA Board approved the University’s Request for Financing for the Revenue and Refunding Bonds.

Kim Edwards commented that this was a four part transaction initiated by the University’s housing study, which is included in tab 2 of the application to identify the need for new student housing. In the evaluation, the University identified some bonds that were issued back in 2002 to finance another apartment facility. At that time the University used a conduit issuer so the debt was not actually on the books. The University had a management operating agreement with the facilities constructed on land owned by the University there is a ground lease. The economic benefits of those kinds of transactions are not in place anymore. The rating agencies account for that debt when they do their analysis and some of the administrative costs are involved in those. We identified those that could be refunded with better interest rates and the transaction grew to a two-part project. As TPFA was working with the University, these other two small projects were identified. Originally, the University had planned to use HEAF funds for those. We talked about it and found that it was not a very cost effective way to a $1.8, $1.9 million dollar bond issue. It would be more cost effective to roll it in under the revenue financing system. The University’s finance team went back and looked at their budget figures to see if they could accommodate that and they felt they could. Those are the four components. We plan to price this in June and we will be doing the other refunding in July.  From the marketing stand point, it is one series of bonds, the revenue financing system. On the refunding of this other bond issue we have to get the conduit issuer to approve certain things.  This is why it is taking a more time and energy.
Kim Edwards continued saying that the last bond issue that TPFA did for the University was in 2007, the tuition revenue bond authorized by the last legislature session. It was a two component transaction, Ligon Coliseum and the Fowler Engineering building. TPFA has done six bond issues for Stephen F. Austin (SFA) in the last four or five years. It is the same story, Universities built dorms in the 1960s and 1970s and now they need a lot of repairs. All of these universities are putting a lot of investment in infrastructure right now. Midwestern and SFA look at their strategic position in terms of their enrollment growth. In regards to the Ligon Coliseum renovations there is no fee associated with the student fees.  This project is underway. 
IX. Texas State Technical College (TSTC) System Revenue Financing System Bonds, Series 2008
Representatives present were: Gary Hendricks, Vice Chancellor for Financial and Administrative Services, TSTC; Jennifer Douglas, Financial Advisor, First Southwest Company; and Thomas K. Spurgeon, Bond Counsel, McCall, Parkhurst & Horton.

Bob Kline noted that the Texas State Technical College (TSTC) was seeking approval to issue its Texas State Technical College System Revenue Finance System (RFS) Bonds, Series 2008 in a par amount of $3,125,520 and a not to exceed amount of $3,182,620. The bonds to be issued are TRB authorized by the third called session of the 79th Legislative Session and the debt-service for which was appropriated in the 80th Legislative Session.  Proceeds from the bonds will be used for the HVAC system replacements at TSTC Waco.

The TSTC Board of Regents approved the transaction at its May 2, 2008 meeting and The Texas Higher Education Coordinating Board is expected to approve the transaction prior to the BRB’s Board meeting on May 22, 2008. The transaction has been structured so that the premium of approximately $57,620 will be utilized to pay the estimated costs of issuance.

Bob Kline asked TPFA if the $2,425,000 senior debt was a prior parity obligation to which Gary Hendricks responded “No” because it was issued in 1992 and it stands ahead of the other bonds.

Tom Spurgeon added that reference to the other outstanding bond issue it was ahead of the revenue financing system put in place in 2002. The first issue was done in 2002 and this will be the second series. The system approved their revenue financing system that pledges all of their revenues to the payment of any bonds issued under that revenue financing system. But we recognized that there was revenue debt outstanding at the time, so any debt issued in the revenue financing system is subordinate to the payment of that 1992 transaction.

X. Texas State Technical College (TSTC) Waco MLPP (Network Equipment Upgrade)

Representatives present were: Gary Hendricks, Vice Chancellor for Financial and Administrative Services, TSTC; Kimberly Edwards, Executive Director, TPFA and Judith Porras, General Counsel, TPFA.
Bob Kline gave a brief summary saying that the Texas State Technical College Waco (TSTC) has a critical need to replace the core network equipment used on a daily basis by more than 5,000 students and employees at its campus.  TSTC is seeking approval to finance the total cost of $1,550,000 for the network equipment through the Texas Public Finance Authority’s (TPFA) Master Lease Purchase Program (MLPP). 

A portion of the network infrastructure at TSTC Waco needs to be upgraded as the existing equipment has reached the end of its useful life. Service agreements are not available on several pieces of equipment and will soon become unavailable on other equipment. Without such agreements the College is vulnerable to failures of critical network equipment. Much of the equipment on the campus is more than 5 years old and is in need of replacement. In addition to enhancing data handling and facility security at the College, the network project is essential to teaching and learning at TSTC Waco.

The total purchase amount of $1,550,000 for the network equipment will be financed through the TPFA’s MLPP with a 5 year term. The estimated interest rate is 5% and administrative fees are 0.5%. The first principal payment is scheduled for August 1, 2009. The total payment, including principal, interest and administrative fee is estimated to be $1,821,300.

Ed Robertson asked and suggested to Gary Hendricks to talk to DIR about any of these purchases that are needed as far as computer equipment services.   Gary Hendricks responded that they work very close with them.

XI. EXEMPT – Texas Department of Housing and Community Affairs (TDHCA) Multifamily Housing Revenue Bonds (West Oaks Senior Village Apartments), Series 2008

Representatives present from TDHCA were Robbye Meyer, Teresa Morales, and Tom Gouris; Elizabeth Rippy, Bond Counsel, Vinson & Elkins; J. C. Howell, Financial Advisor, RBC Capital Markets; Jerry Wright, Underwriter, Citigroup Capital Markets; David Russell and Kim Cash, Borrowers, West Oaks Village Apartments.
The transaction was an exempt issue and was called in by the Board to further discuss and answer questions that were requested prior from the Board.

The transaction has been filed on the exempt track. The alternates did not receive a write-up although the write-up is completed pending any testimony today.
Robbye Meyer gave a brief summary on the transaction saying that it is a 232 unit new construction serving only elderly population in Houston. It will be publicly offered through CD Community Capital. The Department approved this transaction at our Board last week and it is the first transaction that our Board has seen for 2008. This is a variable rate transaction and utilizing a swap agreement between the borrower and the PNC as the swap provider. TDHCA is not a party to that swap agreement. 
Because of the tax credit market and the tax credit pricing TDHCA had not come before the board. From late fall of last year until now our Board has approved ten applications for inducement. We submitted those to the Bond Review Board but the transactions were withdrawn mostly due to the tax credit market. The bond transaction that we are bringing before you includes tax credit equity. It is important to know that 30% of that transaction is due to the tax credit equity and because of the pricing in that market it puts the bond transaction more at risk. TDHCA’s Board reviewed this transaction and approved it as a sound responsible development. TDHCA is requesting $14,000,000 and the tax credit equity in that is $841, 297 based on a ten year annual basis. 
J. C. Howell added that the tax credit market has severely impacted these transactions. Basically, 10% of the equity has been removed from the transaction and that gap has to be taken up somewhere.   On the bond side, however, there is a significantly increase in interest rates on these kind of bonds. As everyone is aware multifamily housing bonds are single asset bonds placing them in a high risk category. The past two or three years the majority of the bonds that have been issued have wound up in tender option bond programs or other secondary market transactions. The market for those secondary market products have disappeared. Therefore, there have not been buyers for this product. We have seen significant buyers of multifamily housing bonds, like Freddie Mac and Fannie Mae, leave the market completely. Freddie Mac is now entering back into the market as a credit enhancer. We will see more of these transactions provided that Freddie Mac continues to provide credit enhancement and that credit enhancement provides for a market for the bonds.
Jerry Wright added that Texas happens to be one of the largest tax credit equity purchasers and purchasers of tax exempt bonds for multifamily affordable housing projects. We have a very strong demand for both affordable multifamily rental properties as well as for market rate rental properties. Because during all this demanding increase we had supply decrease coming, because investors in equity, both affordable housing tax credit equity and equity for market rate properties, have had their demands to their borrowers increase instead of yields for the equity that they targeted at 5% or 4%. Thirty-year yield demands have gone up to 7% and that is what has decreased the amount of equity that has gone into the transactions. We don’t have the equity and the debt that is streaming into the market because of the larger credit concept we have seen throughout the nation and throughout the world. We require developers to have more personal guarantees, to be sure that deals are done correctly. Now with little capital chasing fewer deals we are making sure that those deals are being done appropriately. Should this transaction close it will be the first PAB deal with a 2008 allocation in Texas. The transactions that you are going to see will be done in this structure with a Freddie Mac credit enhancement accompanied with a tax exempt bond deal combined with a swap. This is the most cost effective and most viable method for the developer to access the capital markets today.
Jerry Wright continued saying that the variable rate bonds actually will allow them to use Freddie Mac or Fannie Mae as credit enhancers. These two credit enhancers do not penalize the developer by having call provisions of a fixed rate bond. They don’t penalize them when they take into account the credit charge on the swap. This is why you see a swap transaction, because you have a much greater spread differential than a fixed rate tax exempt bond. In this case, we are probably looking at a savings versus going fixed rate of over 100 basis points on the mortgage. The buyers are typical institutional clients that buy money market funds. There are corporate clients and individual clients that will buy triple A rated bonds such as this. But, because these are weekly variable bonds with a Freddie Mac enhancement and Freddie Mac liquidity the bonds are sold in $100,000 denominations. 
Bob Kline asked TDHCA to advise the Board on the swap agreement and swap enhancement agreement. Jerry Wright said that those transactions seen in the past for affordable housing deals were generally interest rate caps not interest rate swaps. The interest rate hedge on this transaction is an interest rate hedge that is expected to be entered into by the borrower and PNC multifamily capital, who is a tax exempt bond lender on behalf of Freddie Mac as well as the limited partner and the construction lender.   The credit enhancement agreement kicks in once the transaction has moved into the permanent phase or is converted. This gives PNC the ability to charge a lower credit spread to the borrower because Freddie Mac is credit enhancing any obligation that might be under or that PNC might have under the swap. For what ever reason the borrower decide to break the swap and enter into a new obligation or should the borrower not make the payment then PNC would be reimbursed by Freddie Mac for the borrower’s inability to make such a payment.  The swap is pledged back to Freddie Mac and not to the bond trustee, because Freddie Mac is still obligated to make all payments on the bonds.

Jerry Wright continued saying that under swap there are no termination provisions.  The swap itself will be written so that Party A, the borrower, can always terminate the swap. However, party A will have an obligation to the partnership agreement to make sure that the transaction is always hedged appropriately.   You can go from one swap to another or possibly to an interest rate cap if all parties agree. Again, equity investors and lenders want to make sure that they have a more secure loan. It is unlikely that the tax credit investors are going to allow the developer to take their fixed rate swap, to cancel it and go into a variable rate mode. They want to be sure that they have a fixed interest rate for the life of the bonds. We are looking at a mortgage in the low 5% range which is attractive.

J. C. Howell added that it is important to know that payment on the bonds is guaranteed by Freddie Mac. The bond holder is secure by the fact that Freddie Mac is backing payments on the bonds. The borrower is hedging those payments. From the bond holder’s perspective they don’t have any claim on that swap. They are protected by the Fannie Mae guarantee and then the project is protected in interest rate risk by entering into the swap, and that makes the project safer because the developer already knows that he has a fixed interest rate. Freddie Mac bears the borrower’s risk portion.
XII. Private Activity Bond Staff Report  

Rob Latsha presented a follow up report on the proposed changes to the PAB statute. Also it will be send electronically to the Board.
XIII. Date for the next board meeting

The next Board meeting is scheduled for Thursday, May 22, 2008.

XIV. Items for future agendas
The list of future agenda items has been distributed to you.

XV. Report from Executive Director
· The proposal period RFP ended yesterday and the CPA office has committed to us that they reviewed those proposals and will have them ready by next board meeting with recommendations for the RFP.

· The commitment period for the rule changes related to the 6-day period ends on May 25, 2008.  We have received no comments as of today. In the July meeting we will provide staff’s review of any comments that we get. And as for the Board approval at the Board meeting for those new rules to be posted on the Texas Register and after that process the next will be to address the Commercial Paper rules that will happen in the fall.

· Senator West request for cross data for bond insurance for all TRBs issued since 1977 is near completion and we will send that to you and to Senator West’s office later in the week.

· TPFA’s board is considering putting it’s meeting on WEBCAST which they can do for $20.00 an hour and if the Board would like to enter into that kind of a notion for either planning session and/or board meetings.
· We just hired a new Financial Analyst I, Susana Dawn.

XVI. Adjourn
There being no further business, the meeting was adjourned at 4:30 p.m.

