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Texas Bond Review Board

Planning Session

Tuesday, September 11, 2007, 10:00 a.m.

Capitol Extension, Room E2.026

1400 N. Congress
Austin, Texas

The Texas Bond Review Board convened a planning session at 10:00 a.m., Tuesday, September 11, 2007, 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 Lynn Stuck with the Office of the Attorney General, Bond Finance Office staff members and others.
I.
Call to Order
Bob Kline, Executive Director of the Bond Review Board, called the meeting to order at 10:15 a.m. He announced that this was a planning meeting of Board staff to receive and discuss information relative to the applications before the Board. No votes would be taken. 
II. Texas Transportation Commission State Highway Fund First Tier Revenue Bonds, Series 2007

Representatives present were: James Bass, CFO, TxDOT; Jose Hernandez, Debt Management Director, TxDOT; Ron Morrison, Financial Advisor, RBC Capital Markets; Greg Salinas, Bond Counsel, McCall, Parkhurst & Horton.
Mr. Kline outlined that this transaction was presented at the Planning Session on August 8th and was tabled at the Board Meeting’s on August 28th. 

Mr. Sneed asked that the list of projects requested in the letter dated August 27th that would be funded if the additional $300 million was certified by the Comptroller be provided by close of business tomorrow. Ms. Gonzalez noted that the certification is under review. 

Mr. Bass noted that there are funds in the State Highway Fund (SHF) sufficient to cover the debt service for the requested $1.5 billion with or without the $300 million. The SHF request for authorization is with or without the certification. 

In response to a question of whether or not a special meeting would be required, Mr. Bass noted that there are sufficient proceeds to make vendor payments through October. 
III. Texas Transportation Commission State of Texas General Obligation Mobility Fund Bonds (Multiple Series)
Representatives present were: James Bass, CFO, TxDOT; Jose Hernandez, Debt Management Director, TxDOT; Ron Morrison, Financial Advisor, RBC Capital Markets; Greg Salinas, Bond Counsel, McCall, Parkhurst & Horton.
Mr. Kline gave an overview of the proposed issuance. The Texas Transportation Commission is seeking approval to issue its State of Texas General Obligation Mobility Fund Bonds in an aggregate amount not to exceed $2,500,000,000 including premiums if any. The Department anticipates issuing the bonds in one or more issues. The Commission anticipates issuing approximately $1 billion in February 2008 and approximately $1 billion in November 2008.

Proceeds from the bonds will be used to pay or reimburse the State Highway Fund for the costs of constructing, reconstructing, acquiring, and expanding certain state highways and providing participation by the state in the payment of part of the costs of constructing and providing certain publicly owned toll roads and other public transportation projects and costs of issuance. 
The Commission is anticipated to approve the First Amendment to the Master Resolution on September 27, 2007. The Amendment would change the aggregate principal amount outstanding from $4 billion to $6.5 billion.

Mr. Bass added that prior to any bonds being issued from this program, a revenue certification must be completed by the Comptroller’s Office demonstrating a 1.10 debt service coverage in any year. The 1.10 coverage is set by statute. The last certification was received June 1, 2007 and included revenue forecasting for the thirty year period. Working with RBC, the Department used the forecast and took an estimate of what market rates may be in the future to determine the available capacity of the program. The estimates came to a program capacity of approximately $6.5 billion. Even if the Department received the $2.5 billion authority, prior to any issuance the Comptroller’s Office must provide an updated certification. If the forecast of program revenues were to be reduced, the issuance would be constrained by the Comptroller’s revenue certification. 
Ms. Gonzalez noted that the prior issuances were sometimes structured to stay above the 1.10 coverage by paying interest only in the first few years with significant debt service payments in the out years. She asked if such a structure is more expensive for the Department. Mr. Bass replied that in the first three or four years there is a significant revenue stream each year and in 2009 all revenues are committed. From that point on, revenues grow roughly 3%. One of the challenges is fitting the debt service in the early years. With each new fiscal year there is a new year 30 that becomes available for the program. An option available would be to do capital appreciation bonds (CABs) which are more expensive than current interest bonds. The department would look at all the options available. The revenue forecast may have increased such that there might be more capacity in the earlier years so that the Department can actually pay some current interest during those years. Or, there may be the ability to refund some of the existing debt in order to create capacity and avoid issuing the CABs at the tail end. The balancing act occurs when the Department seeks to gain access to those revenues in order to deliver and address the congestion today through this program. 
Mr. Robertson asked about the strength of the dedicated revenue streams. Mr. Bass responded that over the first couple of years the revenue streams that were put into the Mobility Fund were on a temporary basis. Afterwards the revenue is derived from long-standing fees such as vehicle and inspection fees and driver license fees that have a long history of actual receipts over various periods and different economic cycles. The Department feels that the revenue streams are strong with strong performance over time. In addition, the Comptroller’s revenue forecasts are conservative. 
The capacity of the program is growing due to two factors. One is the revenue estimates have continued to grow as the economy and population in the state grow. In addition, simply the passage of time will add new year 30s. When the program started, year 30 of the program was 2035, now year 30 is 2037. Mr. Hernandez noted that as principal is repaid, additional capacity is made available as well. 
Mr. Bass noted that the Department wants to keep a balance in the general revenue account in case there is a year in which the revenues don’t come in as expected. The Department would utilize those funds for debt service prior to calling upon the state’s general obligation commitment. The balance is also used to manage swap payments and exposure to variable-rate risk within the debt portfolio. 
Initial issuance of $1 billion is expected in February or March of 2008 and then another billion would be issued in November or December 2008. There are approximately $5.7 billion worth of active projects to be paid for with Mobility Fund proceeds. Approximately $4 billion has been issued to date, leaving $1.7 billion to be paid. If those funds don’t become available for whatever reason, the Department will have to make drastic adjustments for cash flow management in order to make those payments from other sources. 
Mr. Sneed asked at what point in the process the Department determined that the $1.7 billion would be available. Mr. Bass outlined that each time the Department has received a revenue certification from the Comptroller’s Office, it has recalculated a new capacity figure. Since the revenues are constitutionally dedicated for a specific purpose, the Department is comfortable and aggressive in trying to address the Mobility needs by putting that money to work as quickly as possible, delivering the projects sooner than otherwise. 
Ms. Gonzalez clarified that the Department takes the CPA projections and pours them into future capacity even though they have not been certified. The certification is for the existing debt but not for future debt. Mr. Bass was asked if the Department takes those numbers and contracts out projects. Mr. Bass replied yes. Mr. Sneed clarified that this occurs prior to any approval or official certification that the bond capacity is actually going to be there. 
Mr. Bass explained that the Department takes the total revenue calculations and determines the capacity and then aggressively moves forward. He agreed that yes, the department has moved forward on projects without BRB approval to issue the debt to finance them. If the Department were to wait on approvals, there would be $1.7 billion worth of projects that wouldn’t be worked on today. Their delivery would be delayed by however many months or years required for the financing approvals for a program with constitutionally dedicated revenues for the specific purpose of financing Mobility Fund projects.
Mr. Sneed noted that TxDOT has three primary sources of funds: Fund Six, Mobility Fund bonds and State Highway Fund bonds. Can these funds be used for the same type of projects and does the Department prefer spending money in that order?
Mr. Bass replied that the funds cannot be used for the same type of projects. For example, the Mobility Fund cannot be used for maintenance projects. Mobility projects by the strategic plan and by statute must have an expected useful life without material repair maintenance of least 10 years, so a simple pavement overlying project would not be eligible for the Mobility Fund but would be paid for by traditional pay-as-you-go. Fund 6 could be used for maintaining the system. Highway Fund bond proceeds have more flexibility than Mobility Fund but not as much as the traditional pay–as-you-go Fund 6. For example, traditional pay-as-you-go Fund 6 may pay for salaries, but the Fund has some limitations on its use for regular routine maintenance. Its projects must represent a capital expense.
Mr. Sneed queried what would happen if the $2.5 billion in new bond capacity does not materialize. Mr. Bass explained that the $2.5 billion is an aggregate number. Consider each funding source a bucket. If one of those buckets has more money, the tide rises, if one of them has less it all goes down. The result is that if the $2.5 billion did not materialize and there were commitments to make those ongoing payments, one of the first things the Department would review is the status of commitments against the pay-as–you-go Fund 6. One of the options may be slowing the letting process or postponing the award of contracts in order to have cash available to make payments for the Mobility Fund. There would be a delay of $2.5 billion worth of projects through this process, but the process would also allow for $2.5 billion of Mobility projects accelerated with a zero net impact. When you look at specific projects, some would be accelerated and some would be delayed which would be a challenge from a cash management standpoint.
Mr. Sneed requested the listing of projects to be funded with the remaining $800 million of requested authority as soon as possible. Mr. Bass noted the urgency of the request and explained that it has been passed along to the division. He clarified that the project listing for the $5.7 billion plugged into the system has been provided, including the $1.7 of the current authority requested, and he stated that the Department is currently working on the $800 million difference. 
IV. University of Houston System Tuition Revenue Bonds


Representative present was Raymond Bartlett, Treasurer, UH.

Mr. Kline outlined that the University of Houston System is seeking approval for authorized but unissued Tuition Revenue Bonds (TRBs) in an amount of $99,624,208. Of the five projects requested, four are to be fully funded with TRB authority (science lab renovation, UH Main Campus; Arbor Building, UH Clear Lake; regional economic development building, UH Victoria; allied health facilities, UH Victoria). The fifth project is the academic building at UH Sugar Land. This project has an estimated total cost of $35 million of which the authorized TRB contribution is $22.9 million, and the remaining cost of the project is to be funded by gifts and donations and HEAF funding. 
Mr. Bartlett noted that the Sugar Land project is a 145,000 square foot facility that is scheduled to start in the latter part of this month. Of the $10 million in gifts, $9 million has been committed. Fundraising is underway for the additional $1 million. Wharton County Junior College is responsible for providing funds for furniture and equipment. The science renovation project at the UH is scheduled to begin in September and will update and renovate a variety of buildings, many of which are 30 years or older. 
Mr. Sneed requested a list of the local economic development entities that will be part of the facility in Victoria. Mr. Bartlett indicated that he would obtain and forward that information to the board. 
V. Texas A&M University System Tuition Revenue Bonds
Representative present was Greg Anderson, Vice Chancellor and Treasurer, Texas A&M University System.

The Texas A&M University System is seeking approval for authorized but unissued TRBs for a total amount of $206,734,000. Total projects costs are $214,896,000 with an additional $8,162,000 of projects costs to be funded through other sources. Five projects will be funded with tuition revenue bonds and the remaining with HEAF funds.


Mr. Anderson noted that there are seven projects on six campuses and three are for new campuses for our system entities. 
VI. Texas State Affordable Housing Corporation (TSAHC) Single Family Mortgage Revenue Bond Program Series 2007D
Representatives present were David Long, President and Paige Galloway, Single Family Program Manager from TSAHC; Gary Machak, Underwriter, RBC Dain Rauscher.
Mr. Kline provided an overview of the proposed issue. TSAHC is seeking approval to issue its Single Family Mortgage Revenue Bonds Series 2007D for the Home Sweet Texas Loan program with a maximum par amount of $23,510,000. The proceeds will provide low income individuals and families earning at or below 80% of AMFI who are first-time buyers with a competitive mortgage rate and up to 5% of down payment and closing cost assistance.

Mr. Long outlined that this is an additional allocation for the Home Sweet Texas Loan program. The Corporation had expected to fully originate the prior series within the first four months after it was released last October. Unfortunately some pipeline management delays had to be corrected, and TSAHC now estimates that the prior proceeds will be fully utilized by the end of next month. Many borrowers from the other programs are eligible under this program of 80% AMFI and below. 

Mr. Long noted that as a result of legislation passed in the past session, the Corporation’s allocation changed from $25 million per program to a percentage of the total available under the cap for single family. 
Mr. Robertson asked if the funds were targeted for any particular area of the state. Mr. Long replied that the programs are on a first–come, first-served basis. Over the past year, most of the placements were in Abilene, Houston and then San Angelo. Houston has been a significant demand area for this product. Mr. Sneed asked if loans have been made south of San Antonio. Mr. Long noted that they would use the lender’s training program to encourage placement in those areas. 
Ms. Galloway stated that the average loan amount is $101,000. Closing costs would represent 5 to 6% of that, or approximately $5,000 to $6,000 including a down payment of $1,500 to $2,000.

VII. The University of Texas System Tuition Revenue Bonds
Representative present was Phillip Aldridge, Associate Vice Chancellor for Finance.
The University of Texas is seeking approval for authorized but unissued TRBs for a total amount of $638,647,000. The BRB approved eighteen TRB projects for the System totaling $846,396,000 in September 2006. Of those projects, three have had debt issued and the debt service for each has come from other available funds. 
Mr. Aldridge noted that a significant amount of other funding is being used to fund these fifteen projects across the twelve campuses.
VIII. Texas Public Finance Authority (TPFA) Building Revenue Refunding Bonds (Texas Department of Criminal Justice Projects) Series 2007
Representatives present were Kimberly Edwards, Executive Director and Judith Porras, General Counsel, TPFA; and Charles Marsh, CFO, TDCJ.
Texas Public Finance Authority (TPFA) seeks approval of its Texas Public Finance Authority Building Revenue Refunding Bonds (Texas Department of Criminal Justice projects) Series 2007 with maximum proceeds not to exceed $47,000,000 including premiums if any. The bonds will be used to finance a current refunding of the Authority’s outstanding Building Revenue Bonds (Texas Department of Criminal Justice Refunding Projects), Series 1998A. The Authority’s Board provided approval to proceed with the refunding on June 7, 2007 and adopted the bond resolution on September 6, 2007.

Ms. Edwards noted that this is a refunding of bonds issued ten years ago. The bonds have a 10-year call in February. Under the tax law, if the call is closed within 90 days of that call date, it is defined as a current refunding. The legal pledge is lease revenue subject to appropriation by the legislature. The market is looking good right now and pricing is expected in October with closing in early November. Estimated savings is 2.51%, saving approximately $175,000 from general revenue. 
The tax law prohibits multiple advance refundings. Tax-exempt issuers can only advance refund bonds one time, and the IRS makes a distinction between an advance refunding and a current refunding. With an advance refunding proceeds are placed in escrow, and the escrow pays the debt service on the old bonds until the call date. An advance refunding may be done three or five years in advance of the call date. The escrow sits in an account with both series of bonds overlapping and outstanding at the same time. With a current refunding the escrow is only in place 90 days. Both series of bonds are outstanding for only that 90 day period. 
IX. Texas Public Finance Authority State of Texas General Obligation Commercial Paper Notes,  Series 2002A
Representatives present were Kimberly Edwards, Executive Director and Judith Porras, General Counsel, TPFA; David Barker, Deputy Executive Director  of Facilities, TFC; Stan Korn, Budget Analyst, TFC; and Charles Marsh, CFO, TDCJ.
Mr. Kline provided a brief overview of the transaction. The transaction was amended last week and is proposed to be Texas Public Finance Authority State of Texas General Obligation Bonds, Series 2007 Texas Department of Criminal Justice and Texas Facilities Commission. TPFA is seeking approval is issued its State of Texas General Obligation Bonds, Series 2007 with a total maximum par not to exceed $102,000,000 and total proceeds not to exceed $102,000,000, including premiums if any, to finance project costs for the Texas Department of Criminal Justice (TDCJ) and the Texas Facilities Commission (TFC), formerly the Texas Building and Procurement Commission, in the aggregate amounts of $50,400,000 and $50,027,700, respectively.
The Legislative Budge Board has approved the TDCJ projects in a letter dated August 23, 2007 and is expected to approve the TFC projects before the BRB Board meeting on September 20. 
TDCJ’s Board authorized its financing with TPFA on July 13, 2007, and TBPC’s Commissioners authorized the financing with TPFA on July 18, 2007. TPFA’s Board approved the financing requests of TDCJ and TFC and authorized the bond sale on August 2, 2007. TPFA is expected to adopt the final bond resolution on October 4, 2007. There will be no swap associated with this transaction.

Ms. Edwards noted that the 80th Legislature appropriated bond proceeds to the Texas Building and Procurement Commission for $50,027,700 for critical deferred maintenance, asbestos abatement and other facility improvements. Similarly, the TDCJ was appropriated $50,400,000 for repair and rehabilitation of facilities and the repair of the hospital facility in Galveston. Normally these requests are handled with commercial paper. Each agency’s project needs were evaluated and when current interest rates were reviewed, TPFA realized it may be more beneficial to all to issue the bonds combined as one, single fixed-rate transaction. The primary driver for this determination is federal tax law regulations regarding arbitrage rebate compliance. 
Mr. Marsh outlined the TDCJ projects as a continuation of the major maintenance and repair program over the last several years. The majority of these funds, estimated at $27 million will be used for roof repairs. 

Mr. Barker outlined that the TFC proceeds would be used on more than 20 projects with the majority for fire protection, HVAC, energy management projects, elevator repairs and other mechanical and electrical systems. TBPC completed a comprehensive review of its facilities last fall prior to the session. Many major, critical projects were developed but those submitted are the priorities. Ms. Edwards noted that as general obligation bonds, agencies have the flexibility to substitute projects as more critical needs are identified. In addition, an Article 9 Rider appropriates the interest earnings on the bond proceeds to the agencies for projects to supplement any current or add additional projects. 
X. Texas State Technical College (TSTC) West Texas Lease Purchase for Equipment (Wind Turbine Project)

Representatives present were Paul Woodfin, Vice President-Financial Services, TSTC West Texas and Dr. Gary Hendricks, Vice Chancellor-Administrative & Financial Services, TSTC System.

Mr. Kline provided an overview of the proposed lease purchase. TSTC West Texas is seeking approval to finance $2,200,000 for the purchase of one wind turbine through the Texas Public Finance Authority Master Lease Purchase Program (MLPP). This project will provide an operable wind turbine in order to provide hands-on laboratory experience for the students. The turbine will be purchased for instructional use, but TSTC estimates that it will be located in an area where it can generate electric power 80–90% of the time. The energy produced will be sold on the market with the proceeds to be used for program operational expenses and to offset debt service requirements.
The TSTC Board of Regents has a standing resolution signed on February 8, 2002 authorizing the Chancellor or his designee to use the MLPP with a 15 year term and approved the purchase and financing of the wind turbine on September 4, 2007 with Executive Action #02-07.

Mr. Woodfin noted that the program began this past summer and has 70 students enrolled for the fall semester. The turbine program will provide real hands-on experience. He noted that while not being used for instruction, the turbine would generate income from the sale of electricity. These proceeds will be able to assist with the lease purchase payments. 

The typical turnkey price for a turbine includes the purchase price of around $2.5 million and an additional $500,000 of installation costs. Currently, a vendor is willing to sell and install the turbine for $2.2 million. An RFP is currently outstanding to ensure that the $2.3 million is the best price. Mr. Woodfin noted that there are three major manufacturers of turbines, and the long-term goal of the program would be to purchase one from each manufacturer to provide the students with hands-on experience with all of the technologies in the field. 
In response to a question from Mr. Sneed, Mr. Woodfin outlined the opportunities for the students. Over the past 2 years the actual wind turbine population has spiked up dramatically because with now over 5,000 turbines working within a 100-mile radius of the school. The industry has told the program administrators that there should be one technician for every 15 turbines on-site 24/7 to ensure operations. Starting salaries are in the high $30,000’s per year, which, with west Texas’ low cost of living is a very good salary.

Mr. Woodfin further noted that there is a financing opportunity with the Federal “Clean Renewal Energy Bond Program”. Offered once every two or three years, the program provides selected applicants with $1 million financed with the bond holders receiving tax credits instead of interest payments. Basically, the cost would be the principal repayment and no interest costs. TSTC will know in October if it has been selected. The school plans to finance the entire turbine project with the TPFA MLPP program, and if selected for the federal program, to prepay $1 million dollars of the MLPP financing. 
XI. 
Memorandum of Understanding with the Texas Department of Housing and Community Affairs as required under Texas Government Code §2306.358

Mr. Kline noted that the Alternates have received a copy of the statutorily required Memorandum of Understanding (MOU). The MOU had been amended with Attorney General staff’s recommendations and would go before the TDHCA board on Thursday. If approved by the Department’s Board, it would be recommended for board action at the upcoming meeting. Staff noted that the annual review of the MOU has been placed on the calendar and that the alternates would be reviewing it every August. 

XII. Request for Proposal for Advisor for Interest Rate Management Agreement Policy

Mr. Kline stated that the Alternates have received a memo outlining the need for an advisor to assist with the development of an interest rate management agreement policy. The agency would follow standard state-mandated request for proposal procedures. Ms. Gonzalez asked if there was a requested maximum authority amount. Mr. Kline noted that no limit would be set and that staff expected to receive proposals with a wide range of suggested services and related costs. The services suggested would be prioritized on the basis of importance and cost effectiveness. The process would enable staff to negotiate the most important services on the most cost effective basis. The Board would then have the opportunity to review the proposed contract pursuant to the state mandates for RFPs.
XIII.
Public Comments
There were no public comments.

XIV. Date of Next Board Meeting 
The Board will meet next on September 20, 2007 at 10:00 am in room E2.026.
XV.
Items for future agenda 

Three transactions from TPFA

TxDOT Central Texas Turnpike System

XVI. Report from Executive Director

Staff continues to work with AG’s Office on recommended changes to the Texas Administrative Code for both Chapters 181 and 190.

XVII.
Adjourn
There being no further business, the meeting was adjourned at 12:02 p.m.

