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PROCEEDIL NGS
MR CONINE: Call to order the Finance
Comm ttee neeting for the Texas Departnent of Housing and
Community Affairs on Thursday, April 7. 1t is now close
to ten o' cl ock.
"1l call the roll. Vidal Gonzal ez, the Chair

is not here. Kent Conine is here. Shad Bogany is here.

We've got a couple. That's enough.

kay. Any -- if there is any public comrent,
you need to fill out a witness affirmation form and hand
it to Penny up here. 1've got two or three. And it | ooks

i ke everybody would like to speak on Agenda |tem Nunber
2, so we'll pass on the public cormment and call these
peopl e at the appointed tine.

We'll now go to the action itens, which is the
Presentati on, Discussion and Possi bl e Approval of the
M nutes of Finance Commttee Meeting of February 10.

MR. BOGANY: So noved.

MR. CONINE: There is a notion, and ||
second. Any discussion? Seeing none, all those in favor,
say aye.

(A chorus of ayes.)

MR. CONINE: All opposed?

(No response.)




MR CONINE: Mdtion carries. ltemtw -- we
have sone -- this is the Approval of Criteria and
Met hodol ogy to Recommend the Sel ection of Co-

Seni or Managers in Conjunction with the Sal e of our Single
Fam |y Mortgage Revenue Bonds. And Ms. Carrington, 1'l|
turn it over to you, or at |east ask would you rather here
the public testinmony now? Should we do this now, or
shoul d you gi ve an opening solil oquy.

M5. CARRINGTON: It is your choice, M. Chair.

MR. CONI NE: Wy don't you open the subject up,
and then 1'Il ask for sonme public conment.

M5. CARRI NGTON: Thank you. In 2001, the board
selected 12 investnment banking firns to provide Single
Fam |y bond underwriting services for TDHCA. Six of those
firmse were selected to be single managers, and the board
| ast nonth selected three firnms to provide senior
managenent investnent banking services at the neeting |ast
nont h.

You will renmenber that you went through a
process of reviewing the evaluation criteria, and then
eval uating the senior managers who had worked with the
departnent. And fromthat process, we -- the board
sel ected three senior managers to work on upcom ng bond

i ssues.




In the past, we have had a simlar kind of
process for the selection of co-senior managers. So
actually, what we want to do today is give this conmmttee
a couple of options. And the first option would be to go
t hrough basically the same process we went in selecting
seni or managers, in approving the evaluation tool, and
t hen sel ecting co-senior managers fromthat process.

And option nunber two is what sonme other state
HFAs around the country do do. And that is just to
elimnate the co-senior manager role and have a provision
that the board woul d assign co-seniors on a bond-by-bond
basis, and -- a bond-issue-by-bond-issue basis.

And that as we have investnent bankers that
bring new, innovative ideas to the departnent that are
proposi ng bond i ssues that woul d have tangi bl e econom c
benefit to the departnent, that that would be how the co-
seniors woul d be sel ected, which would open the field up
nmore, as opposed to having a list of co-senior managers.

So we thought nmaybe it was tinme for the
commttee to discuss how we do this on co-seniors. And so
that's what we have in front of you all this norning.

Qobvi ously, what we're | ooking for regardl ess of the
process that we use is firnms who can bring tangible

econom c benefit to the departnent, and firns al so that




are being innovative and creative in their bond finance
busi ness.

MR BOGANY: Does staff have a reconmendati on?

M5. CARRINGTON: W are going to let the
commttee discuss the options and the board di scuss the
opti ons.

MR. CONINE: Let's go ahead and have sone
public comment first.

M5. CARRI NGTON: Either way woul d work for us,
M. Bogany.

MR CONINE: M hunch is this is why we have
sone public coment generated. First I'd |like to cal
Mark O Brien to conme up, please.

MR. O BRIEN. Thank you, M. Chair, M. Bogany,
Edwina -- Ms. Carrington. |I'mMark O Brien with Mrgan

Keegan and Conpany in Dallas. W've had the pleasure and

privilege of serving as -- or selected in 1996 as a co-
senior -- in the co-senior managi ng underwiting group for
TDHCA, and have since been a co-nanager -- seven-and- a-

hal f percent co-nmanager on about siXx year transactions,
from 1997 to 2002, and are al so naned as co-manager on the
current transaction.

| guess what | would say is | would appl aud

Bond Fi nance and Byron's efforts in the -- what you' ve




done to kind of streamine this process a little bit. It
seened |ike kind of a |large, unw el dy group, but | think
the process was good to go through to get perfornmance
results from seni or managers. So what you've done is kind
of narrowed down your field, at least -- | don't know how
far that's intended to go, a year, two years,
indefinitely, | guess, until further review

| think with respect to the co-senior and the
co- manager pool, that would probably al so be a benefici al
thing to not have such a | arge group, but rather a nore-
focused group, for several reasons. A co-manager, oOr CcO-
seni or manager only gets to see TDHCA' s bonds every one to
three years. oviously, there's not that |evel of focus
for our sales group in terns of getting up for and selling
your bonds.

So we think it's a positive process. W think
that some criteria for this is good, too. W think that
what's been put out is a good starting point, and a

beneficial way to look at this in ternms of rank and

criteria.

And in ternms of the two options, | could argue
that flat around, | suppose, in terns of the first one,
obvi ously, gets sone -- gives you sone background for

firms that have been serving you before. The second one




is sort of a case-by-case for innovative ideas.
We do happen to have an innovative idea in

front of you right now So if that happens to produce

tangi ble results, I'mfor nunber two.
But that's all. W thank you for the
opportunity. W thank you for -- we appreciate the Bond

Finance input in this process, and we | ook forward to the
opportunity to continue to serve TDHCA on behal f of nyself
and Morgan Keegan.

MR. CONI NE: Thank you, Mark. Any questions?
Thank you. Dale Lehman?

MR. LEHVAN. Good norning, M. Chairnman.

MR. CONI NE: Good norni ng.

MR LEHVAN: M. Bogany.

MR. BOGANY: Good norni ng.

MR. LEHVAN. Ms. Carrington. Thank you very
much for giving ne the opportunity and Piper Jaffray the
opportunity to speak this norning. 1|, too, want to thank
you all for having us as part of your underwiting team
for the last three or four years.

As you well know, we've had an opportunity to
be seni or manager, co-nanager, and co-seni or managers. So
we believe that we have sone experience and know edge to

tal k about this subject.




One of the things that |I've done, and |

apol ogi ze for bringing this letter in today. | was out of
town Friday and Monday and Tuesday. | got onto the site
and nmade this yesterday. So please, | would have liked to

have got here earlier so you had a chance to review it.

As |'ve done before, | put ny coomments into two
parts, a general overall conment, and then by factor as to
what our thoughts are. As far as the general overal
comments, we believe that a co-senior nmanager's primary
responsibility is to provide significant sales and
mar keti ng support for the departnment's famly -- Single
Fam | y Housi ng bonds.

Qobvi ously, there are several nmjor
qualifications or factors, if you wll, that are necessary
for soneone to performat that level. | think Bond
Fi nance has done a good job of highlighting what those
are. W do have sone comments and slight nodifications in
wei ghi ng recomendations we'd |like to present.

But one of the nobst inportant qualifications
that we feel you need to evaluate is the firms proven
performance with TDHCA' s transactions. | believe nost of
the firnms that's on your underwiting teamtoday have had
an opportunity to serve in one role or another. And you

have a good track record of how we perforned.
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|"ve taken the liberty to put in sone
performance criteria that other state agencies have used
in the past with regard to evaluating a co-senior manager
or a co-manager's perfornmance.

One of those is total nenber orders placed.
Menmbers' orders, as you know, are orders that are pl aced
sonetinmes for staff, or maybe there is the possibility of
an investor in the future.

We believe these are key orders if they' re put
inthe right time. It helps alot if you place these
orders during the early part of the order period, where
there is some need to fill certain areas in the structure.

And today, all these orders are timed, so you
have an idea of when they are placed. If they' re placed
at the end of the order, they're not as inportant, not as
key, because oftentines there is already orders placed in
those maturities.

The second is priority orders. And as you well
know, it's usually very difficult for a co-senior manager
or co-nmanager to get a priority order. |It's been nost of
your buyers will place priority orders with the senior
manager, with the idea being that they have a better
chance of getting those orders filled.

So | believe that if a co-senior manager has
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the opportunity to bring a priority order to the
transaction, that sinply nmeans that he either has a better
relationship with an investor, or has a relationship with
an investor the senior manager doesn't have. And bringing
that order in can do nothing but |ower the borrowi ng costs
f or TDHCA.

Finally, designations -- | think designations
is a key evaluation as to how wel| a co-seni or manager
performs. If they're in the market, they know the
i nvestors, then these investors are going to designate
t hem when t hey have the opportunity to do so.

A firmthat communicates and tal ks to these
investors will have a better chance to get that
designation. And that, again, is a good indication of how
wel |l that firm markets your bonds, and how well they are
regarded in the market pl ace.

So in summary, as far as general coments, we
believe total performance, and/or orders, give you a good
idea as to the performance of a co-senior nanager. | do
agree that innovative ideas are inportant, and | do think
that that's something that should be considered, but the
| ar ger-wei ghed in ny opinion should be the performance on
t he actual sale.

| would Iike to, on the |ast page, just briefly
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go through the factors and give sone general conments. As
far as capital, on factors one and two, certainly | feel
that a firmhas to have enough capital to support a bond
i ssue.

| think, again, based on the size of what
TDHCA' s transactions are, that capital can be maybe
estimated as a mnimum But | certainly agree with the
i nportance, and agree with the 5 percent weight factor for
each of those, whether it's net capital or excess capital.

Sal es and marketing -- again, as | nentioned,
is in my opinion the nost inportant part of a co-nmanager
or co-senior manager's role. As you know, many firns have
both retail and institutional capability. | believe,
especially in housing bonds, there is a smaller market
with regards to sone of these bonds.

And having a good retail presence is very
hel pful, and it's always, when you get a retail order,
it"s usually at a lower interest rate, which again hel ps
your overall borrow ng cost.

So with that in mnd, we recomend that you
| ook at both our firms retail capabilities and
institutional capabilities, evaluate those separately, and
give both of thema weighting factor of 10 percent, again,

because of the inportance of the underwiting.
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As far as factor nunber five, the performance
of TDHCA, as | said before, | think that's the nost
i nportant factor that you can evaluate the actual records
of how wel | sonebody is focused on your transactions, how
wel | they support it through their capital and through
their efforts in marketing.

So | think that should be the key. And | would
actually increase the weighted value of that to 40
per cent .

Wth regards to prior anmount negoti ated singl e-
fam |y bonds, co-senior and co-manager, to ny know edge,
Thonpson does not -- and Thonpson Financial is the -- |
guess the firmthat cal cul ates and keeps track of
everybody who does certain types of transactions with
regards to Single Fam |y housing.

They do not really truly break out co-senior
manager and co- managers' transactions. So | do think it's
i nportant for co-senior managers to have housi ng marketing
experience. So | think this is one way to get an
i ndi cation of how well and how nuch activity they have in
their marketplace. But | think it can be conbined into
one area, and that being a co-manager and giving ful
credit to that co-manager for those three years. And then

that particular itembe given 5 percent.
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And then finally, a -- innovativeness -- as |
said before, | agree with Byron and his group. |I|nnovating
is very key. But -- and | do think that that's sonething

that should be | ooked at. But | think it should be given
a lower weighting of 25 percent, because again, ny feeling
is the key job and role of the senior co-manager is to

mar ket and underwrite the bonds.

So with those comments, obviously I think we
feel that Item-- Action Nunber 1 makes the npbst sense,
because | think you can subjectively now, using these
criteria, rank how your underwiters perforned, and al so
gi ve them an opportunity, based on their performance, to
nove up in the underwiting pool

So again, thank you very much. [|'m open to any
guestions that you m ght have.

MR. CONI NE: Thank you, Dale. Any questions?
| appreciate your testinony.

MR. LEHVAN: Thank you

MR CONINE: Scott Riffle?

MR. RIFFLE: Hello. |I'm Scott Riffle from
George K. Baum Conpany in Denver. | too want to just
t hank the departnment and the board and all the people in
bond finance for allowing us to -- the privilege of

serving as both a co-manager, a co-senior, book runner,
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and sonme little innovative ideas over the years. W' ve
really enjoyed working with you.

| guess we are confortable with either option,
Option 1 or Option 2. But our firmis here to advocate
Option 2. And the purpose of that is that now that the
departnment has decided to go along the track of doing 100
percent SWAP transactions, there is not nuch of a role for
the co-senior or co-nmanager positions in ternms of
mar keti ng the bonds. That would be done primarily by the
seni or manager.

In our firm all along, regardl ess of the
position we hold in an account, we always think of it as
our job to bring innovative ideas to the table. That's
just part of being an investnent banker and serving the
clients. And we'll continue to do that, regardl ess of
what role we serve the departnment in.

But | think that all of the underwiters that
serve you now wi Il be very notivated beyond a book running
seni or manager, because there really isn't nuch of a role
for themunless they do bring innovative ideas. And that
serves our firmvery well.

If the market were to change, and obviously
it's a dynamc thing, and that SWAPs just don't work

anynore, or are not the favored instrunent, then the
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departnment can | ook at the situation again, and then
advocate putting in firns that sell bonds, and sell them
well. And that will also benefit our firmas well.

And so in short, we're here to advocate Option
2. And we're very thankful for the opportunities we've
had over the, | guess, the last four or five years, and

| ook forward to the future with the departnent. Thank

you.

MR. CONINE: Scott, what -- let me ask you a
guestion about this SWAP market that you -- based on
hi story, do you feel like it's going to be around for a

while? O go unfavorable with the increased pressure on
low -- on the low end of rates -- the short-termrates?

MR, RIFFLE: Well, | nean, everybody has an
opinion. And --

MR. CONINE: That's why | asked you.

MR, RIFFLE: -- ny crystal ball works only
about half the tinme. But | would say that when | started
on Wall Street for Dillon Reed [phonetic], which was about
15 years ago, SWAPs was the vogue thing. And we did a |ot
of those, and it was an exciting time. And there was a
period of tinme when they went out of favor.

And now, | go to very few neetings where ny

Wal |l Street counterparts don't pitch SWAPs and thi ngs of
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that nature. But they are working, and it's a structure
that | think provides a |lot of benefit, and that's why our
firmright nowis doing SWAPs, and actually we're keying
up one in GChio now.

So right now, | think that SWAPs provide a | ot
of value. But the Bond Division does a great job of
junpi ng the hurdl es and bei ng prepared for market changes.

And | think that two or three years ago, who woul d have
t hought that Fannie Mae woul dn't buy bonds on every single
deal you bring?

And now we actually had to really work to get
themto the table in the last year we did it. So ny
thought is that there will always be a role for SWAPs, but
if the market changes --

MR. CONINE: So you didn't really have to work
before? 1s that what you're saying?

MR R FFLE: |'msorry?

MR CONINE: You didn't have to work before?

It was really easy? Is that what you' re saying?

MR. RIFFLE: No. This -- ny job was pretty
easy.

MR CONINE: | wanted to clarify this.

MR. RIFFLE: Yes. M job was pretty easy.

MR. CONI NE: Ckay.
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MR. RIFFLE: But no, | think there will always
be a role for SWAPs. And one of the things that's
exciting about the SWAP market is that there is no
barriers to entry. Afirmlike ours, | researched it for
two years, and | have devel oped a SWAP test, and started
doi ng t hem

We were di sappointed that we weren't sel ected
as one of your book runners. And that was |largely due to
the fact that we perforned poorly on the criteria for
SWAPs. But you know, that just notivates our firm nore,
and you know, we'll be there for the next tinme. But
that's half my crystal ball.

MR. CONI NE: Any other questions?

MR. RI FFLE: Thank you.

MR. CONINE: Appreciate it. GCkay. That's al
the public coment that | have. Are you done? | have
sonme nore questions if you're done. |If you' re done,
have sone nore questions.

M5. CARRINGTON: | m ght make one comrent.

MR. CONI NE: Ckay.

M5. CARRINGTON: Then |I'm done, M. Conine.

MR. CONI NE: Ckay.

M5. CARRINGTON: And that is, M. Lehman

referred to it. But behind your action -- your board
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action information, we do have an Exhibit A which is a
proposed qualification sunmmary in the sane fornmat as what
we used on senior managers. But in this case, there are
seven itens that we are recomending to be included in

t hose qualifications.

And of course, M. Lehman's letter did nake
sonme adjustnments to the scoring and to sonme of the
criteria.

MR. CONI NE: Thanks for teeing up nmy question,
whi ch was to ask M. Johnson to conme forward and wal k us
t hrough the chart that | know he spent a |ot of tine on
and possibly to cooment on M. Lehman's letter.

MR. JOHNSON. Byron Johnson, Director, Bond
Finance. |'ll just goitemby item

MR. CONINE: That would be -- however you'd
like to do it.

MR. JOHNSON:. Net Capital and Excess Net
Capital pertain to the financial condition of the firm
The amount of equity available for underwiting
transactions -- we felt this was inportant because, you
know, the firms need to be well-capitalized.

In terns of the weighting -- and you'll notice
there are individual different weights throughout the

grid. W just felt that it was inportant, but not one of
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the nost inportant criteria. But that's sonething
definitely we should take a | ook at.

Nunber of Total Retail Sal espeople and
I nstitutional Municipal Bond Sal espeople -- once again, we
t hought that a firm should have a good presence in the
market. We -- this is in consultation wth our financial
advisor. And we felt that firms should, you know, be able
to denonstrate that they' ve commtted resources for the
di stribution of bonds.

And so we included it, but for TDHCA's specific
outl ook, we didn't think it was one of the nobst inportant
criterias.

| tem Nunmber 4, TDHCA Distribution Results.
This kind of gets to the criteria that Ms. Anderson has
pronot ed, you know, throughout her termon the board. And
that's a performance of the firmon our account. And we
tried to come up with a quantitative neasure, you know,
the actual ability or actual performance on the prior
deal s that they served to the departnent, whether it was
all senior, co-senior, co-manager, we've been tracking
t hat throughout the deal process, and we have that
i nformati on.

G ven the inmportance of that and rel evance of

that to TDHCA, we gave that a greater weight. The prior
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amount of co-senior bonds -- M. Lehman nentioned that
maybe STC doesn't track it. But | bet if you ask any

i nvest nent banker what deals they served as co-senior or
co- manager on, they can probably recite themoff the top
of their heads.

So | think it is sonething that should be
considered, in terns of has -- have other entities --

i ssuers recognized a firmfor, you know, whatever purpose,
and noved themup in the ranks to a co-seni or manager? W
included that. W gave it a 5 percent ranking.

Sanme thing with co-mnaged bonds. The co-
senior role really does -- it is nore of a sales and
marketing role, and it ties in very -- nore closely with
the ability to co-manage bonds, as opposed to maybe, you
know, seni or-mnmanagi ng bonds.

So we included that also. And so itemfive and
six -- once again, we thought they were inportant and
needed to be included but that the departnent should not
focus on them as being the nost inportant criteria.

|t em nunber seven -- innovativeness -- | think
nunber seven and nunber four really get to the heart of
the matter. And that's, you know, if a firmis going to
be pronoted to a higher |evel and be given nore

opportunity for conpensation, what have they done to earn
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that right, and -- you know, as granted by the board?

And the finance teamthought that that was a
very inportant criteria. You know, what has that firm
done in the past, you know, other than maybe com ng and
sayi ng you' ve got a refund, and Well, okay, thank you. W
know we got a refunding. But have they brought in an idea
t hat generated, you know, sone sort of benefit for the
depart nent ?

We have had firns that have come in and brought
in proposals that didn't work out. W've had firns that
have cone in and brought in proposals, and resulted in the
execution and closing of the transaction. So this would
be a neans of further rewarding those firms for taking the
tinme to review our indentures, to review our past deals,
and conme up with ideas.

So you know, in a nutshell, or to summari ze,
Item four and seven clearly are -- at least fromstaff and
finance team s perspective, the nost inportant criteria.
And if we're going to reward firnms and award -- allow t hem
to receive additional conpensation, then there should be
sonme nerit behind it. And that's kind of |ike being the
i deal behind this.

MR. CONINE: A couple of questions --

MR, JOHNSON: Yes, sir.
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MR. CONINE: Do you agree with the previous
testinmony, that in the current SWAP-positive environnent,
that the role of the co-senior is dimnished greatly, and,
therefore, may or may not be even needed?

MR. JOHNSON: The -- in the current
environment, as with the current transaction, the use of
vari abl e rate demand bonds typically requires the use of
maybe one seni or manager. But what we've done is put
together a pool of firms. |If this had been a fixed-rate
transacti on, we woul d have needed that pool of firnms. |
woul d say it does dimnish the roles and ability of those
firms to participate and sell bonds.

What we' ve done, and it's kind of a practice --
policy practice by another State Texas agency in the
housi ng/ nort gage business, is that we reconmend that the
l[tability or the revenues fromthe transaction be split
anong the firnms participating in accordance with their
percentage of liabilities or their percentage of
responsibilities for selling bonds.

So al though they may not have the possibility

of actually getting bonds to sell, they do stil
participate in the pool and they still do get conpensated,
you know, in the event that -- they still wll get

conpensat ed.
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But you know, and as we've always said, we're
using SWAPs as a tenporary neasure to try to conpensate
for market conditions. And when market conditions revert
back to higher rates and a greater spread between taxabl es
and tax-exenpts, we'll probably go on back to, you know,
fixed-rate bonds.

MR. CONINE: How many co-seniors do we
currently have today on approval ?

MR. JOHNSON: Prior to the selection of the
seni or managers, we had three. W had the pool of six
seni or managers and the firns that served as senior
managers reverted to co-seniors and back and forth.

So it was really six firnms that served as co-
seniors, and no nore than three at a tine.

MR. CONINE: So now that we have three co --

MR. JOHNSON. Three seni or nanagers.

MR. CONINE: -- three seniors, what is bond
finance's reconmendati on on the outcone of this particul ar
sel ection process in regards to the nunber of firns?

MR. JOHANSON:  We recommend t hree.

CONI NE:  Just three?

J OHNSON: Yes.

2 3 3

CONINE: So you end up with three and

t hr ee?
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MR. JOHNSON: Three and three. Yes.

MR. CONINE: Ckay. Wiy did we decide to do
differential weighting on this particular selection chart,
and strai ght across-the-board weighting on the senior
manager charts? Can you |let ne know sone of the rationale
t here?

MR. JOHNSON: The senior -- the criteria -- it
was nore difficult to differentiate between what was nore
inmportant at that role at that |evel of performance than
at the co-senior role, which we kind of consider the co-
senior role as discretionary.

It's nore discretionary. |It's not really
required. So there is less of a thin |ine between the
di fferent vari abl es.

MR. CONINE: You know, | had a little gas about
t he seni or nanagers being equally weighted, but in the
end, the horse race was on. The win, place and show was
virtually there. And | didn't want to spend the tine
necessary to go redistribute the weighting.

But here you've already done it, which I think
is inmportant. And | would concur with your decisions.

The one | guess I'd like to talk about is the past history
wi th TDHCA, | guess nunber four?

MR, JOHNSON: Yes.
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MR. CONINE: Again, | guess ny viewdiffers a
little in that you want people around you that have
performed in the past, and consistently have the
departnent's interest in their interest.

On the other hand, | think if a firmwants to
get into the gane, and they neet all the other
gualifications, the fact that they haven't been here in
the past basically, you know, on this chart, it |ooks |like
to me, pretty much rules themout of ever getting in. And
so l'd like to hear your comments about that.

MR. JOHNSON:. | would respond. That does not
rule themout fromever getting in. It is just a matter

of time. And -- but they're in the team They get in

to -- rotate onto the team and they get into the team and
they perform there will be an opportunity for themto
ri se up.

MR. CONINE: We would have to go -- in theory,

we woul d have to go through this process again --

MR JOHNSON: Yes, sir.

MR CONINE: -- to get themto be one of three
CO- seni ors.

MR. JOHANSON:  Yes. This is not forever. W
will be comng back in a period of tine and asking you to

review and either rewite the senior nmanagers, or rewite
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the co-seniors and the co-managers. You know, we've had
t he co-manager pool up and running now for about a year
and a half or two.

MR. CONINE: And how big is it? Refresh ny
nmenory.

MR, JOHNSON: It's all together 15 firmns.

MR CONINE: Fifteen.

MR JOHNSON:. R ght. So I would envision
com ng back next year saying, you know, this is the way
these firnms perfornmed. Maybe the bottomfirnms we need to
nove up over and let sone other firnms get in, and see how
they perform [It's a |ong-term approach.

MR. CONINE: GCkay. And that's good. That's
what we wanted. Do you think 15 co-nmanagers is the right
nunber, based on the experiences you ve had here recently
of selling bonds? O can it be smaller?

MR JOHNSON: Can it be smaller?

MR. CON NE: Should it be smaller? Not can.

Shoul d.

MR, JOHNSON. Ch, okay.

MR CONINE: O should it be larger?

MR JOHNSON: That's where | was headed. It
could be -- it should -- it could be smaller, could be

larger. We -- it's upto-- it'sreally upto -- we think




28

we're at an optimal point, and we've -- you know,
conpared to other state agencies, we do issue -- other
state agencies in Texas -- there are other firnms that have

about the same nunber of firns.

Conpared to other state HFAs, we are one of
the, | guess, larger firms issuing bonds. So to have a
di versity anongst the team and get that nationw de
national diversity, | think, helps the departnent. And I
woul d say a |larger teamwuld be -- the snaller teamat a
| arger pool would be better than a snmaller pool.

MR. CONI NE: You got a question? o ahead.

MR. BOGANY: Yes, |'ve got a couple. Byron, in
regards to the not having -- well, before |I say that,
let's go back to the basics. Define to ne again, and just
hel p ny nenory, what a senior manager is going to do, and
what the co-nmanager's jobs do.

| heard M. Lehman's thoughts, but | wanted to
hear from-- with the new criteria that we've got set up
with a couple that we've chosen, what's the roles of that
senior? Because | heard soneone say that the senior
doesn't do -- the co won't be doing as much marketing as
before, and their job is going to be bringing in nore
i deas and things. So what's that role?

MR. JOHNSON: The seni or managers typically
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structure the cash flow, work on getting the cash flows

approved by the rating agencies, pretty much bringing in
i deas and work on nanagi ng the bond i ssuance process for
t he departnent.

And then their role -- they're the primary firm
responsible for the distribution of those securities. And
if -- and we are in a bad market, they would be the
primary firmthat we would | ook to to underwite the
securities.

So their primary role is to manage the issuance
of the bonds and the structuring and creation of the cash
flows in the program

The co-manager is on board to sell bonds. They
do not manage the transactions. They do not get involved
in the structuring. Their role is to assist the senior
manager with the sale of the bonds.

MR. BOGANY: So they're going to be doing the
mar keti ng side of the bonds?

MR JOHNSON:  Yes.

MR. BOGANY: Now, how does the agencies --
state agencies that elim nated co-nanagers altogether --

MR, JOHNSON:. Co-seni or nanagers.

MR. BOGANY: Co-seni or managers -- who i s doing

the marketing for then? Does that go back to the senior
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now?

MR, JOHNSON. Let ne go back to the first
guestion. You inquired about senior managers and co-
managers. The co-senior manager is in between those two
| evel s. So you have the senior manager, who is running
t he books, nanagi ng the transacti ons.

You have the co-manager that is assisting with
the sale of the bonds. The co-senior manager, which is in
bet ween those two | evel s focuses nore on sales than on
managenent and structure.

MR. BOGANY: Ckay. So states that have
elimnated it altogether -- how do they handl e then?

MR. JOHNSON: They have a seni or nanager and
CO- managers.

MR. BOGANY: Ckay. And the co-nmanagers doing
the marketing --

MR JOHNSON:  Think of the co-senior role as
kind of a glorified co-manager role.

MR. BOGANY: Ckay.

MR. JOHNSON:  You've got three |evels.

MR. BOGANY: Ckay. But do we get innovative
ideas -- are the ones that don't have them-- are they
getting nore innovative ideas and the agencies are nmaking

nore noney just having those two, versus one that we have
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a co-seni or nanager?

| guess if I'"'mgoing to elimnate on how are
those states doing in ideas -- are they making nore noney
than us? Are they having nore innovative ideas than we
have? And that's what ny question woul d be.

MR, JOHNSON:. R ght now | can't answer that in
terms of are they doing better than us or getting nore
ideas. | would say that other firns in other states -- is
that -- you know, whether they're co-senior or co-nanager,
or senior managers, do go in and present ideas. This is
just the neans of rewarding them for keepi ng our account
alive in their anal ysis.

MR. BOGANY: So let's just say we go and we
pi ck senior, which we have, and a co-senior manager, and
then we have a co-manager. GCkay. \Were are the -- and
| " m sonewhat concerned of they weigh the ideas at 35

percent with the distribution results, because ny thoughts

are if I'"'mnewto Texas, |I'mconmng to Texas and |'ve been
successful everywhere else, | just don't see how |I' m goi ng
to get into the gane to play. It may take ne a year to

two years to get in the gane before | can get in Texas to
get done.
And | may have the npbst innovative idea that is

going, but I don't -- | can't get to play, because |
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don't -- 1've never done a project with you guys.

MR. JOHNSON: |If you have an innovative idea,
and our -- we've always pronoted that if a fund cones to
us and has an innovative idea, we will bring it to you and
get your approval and follow through on it.

So the firmwould be able to participate in

that manner. They just would not be role -- serving us in
the role of a senior -- a co-senior manager. But they
will be able to come in, to bring in an idea as they've

done in the past, as George K. Baum has done.

W have the Lehman Brothers come in with an
i dea. Now we have Mdrgan Keegan comng in with an idea.
It's just thinking off the top of nmy head. | could think
of others, but we do give funds the opportunity to be the
seni or manager on ideas they bring to us if they have the
capacity and capability.

MR. BOGANY: M last question -- | guess it's a
| oaded question, is if you were making this decision, do
you feel that we need to elimnate this, or do we go with
the same -- do we go with co-seni or managers?

| nmean, in an ideal world, you know, where
everything is rosy, what would be your recommendati on,
based on you deal with this every day? You know what's

going in -- and | guess, do we have a role for sone




33

people, just to say we've got a role and they're there?
O do -- are we -- or we set some structure up that's
really going to work and benefit this departnent?

MR. JOHNSON: | would see option 2 as being
easier to operate. W would conme to the board and say,
FirmXYZ did this for the departnent. They generated, you
know, $10, $20, $1,000, $1 million. W were able to use
those funds for this program It's very clear that that
fund did sonmething to assist the departnent.

And it wouldn't be, you know, anything like a
Firm XYZ has the best round of golf, or it took us out to
t he best dinner, or whatever like that. It would be
sonmet hing tangi ble and evident to the board that that firm
deserves to be rewarded for working for the departnent.

MR. BOGANY: Ckay.

MR, JOHNSON: So if you're asking staff, staff
woul d say Option 2, | think.

MR. BOGANY: So you think Option 2 would be --
benefit this departnent better than Option 1?

MR JOHNSON: It would be easier to -- it would
benefit the departnent, and it would be easier to
i npl enent .

MR. BOGANY: Ckay.

MR. CONINE: No further questions, M. Johnson.
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Thank you.

MR, JOHNSON. Thank you.

MR CONINE: I'd like to ask our financial
advi sor a question or two, though. |[If he could step to

the podium And please sign a witness affirmation form
since | drug you up here.

MR. MACHAK: |'d be happy to, M. Chairnan.
Gary Machak, RBC Dai n Rauscher, Financial Advisor,

Cor por ati on.

MR. CONINE: Gary, you've participated not only
in this process, but in the -- you know, the senior
manager process. Can you give us your thoughts on the
wei ghting distribution systemwithin this current outline,
and as far as you know, past performance with the agency
and i nnovativeness being, you know, quite subjective, |
guess? Tell us your thoughts.

MR MACHAK: Yes, M. Chairman. | think the --
that again, on this process, that Byron's done a great job
of kind of slicing it up, getting down to the essence of
the different categories. |In terns of the weighting,
al t hough sonme nay di sagree, the innovativeness, | think,
is an inportant part of the transactions that we do.

It's an inportant part because of the markets

are changing very quickly. It's an inportant part,
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because that's what's really saving you a |ot of dollars
on these transactions.

For exanple, the transaction we're doing today.

Though it's corrective, there is not a |ot of opportunity
for those co-managers to sell the bonds, because it's al
going to be done on a short-term basis.

This transaction is going to produce a nortgage
|l oan rate for the citizens of Texas that's going to be 100
to 50 basis points |less than they would have if we did the
cash market transaction, and there were bonds for those
firms to sell and to inprove thensel ves.

So it's a balancing act. | think to sone
extent, excuse the poor analogy, but it's alnost |ike you
have to have a team of underwiters that's alnost |like a
baseball| team You have to have your long relievers, you
have to have your short relievers. You have to have your
firms here that are retail-oriented. You have to have
them that can sell institutional, that have expertise in
SWAPs.

You have to draw on those, depending on the
mar ket conditi ons and dependi ng on the type of transaction
that you're looking at. So -- but in terns of weighting
all those factors, to get back to the essence of your

question, | think the innovativeness is the nost
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i nportant, because that -- in -- | think in a neasurable
way, in the nortgage rate on this transaction, in for

i nstance, producing $1 mllion for the Bootstrap Program
when you | ook at what a basis point is on 25 mllion of
bonds, that may be -- expertise in marketing may be able
to get you on a sale, that adds up to about $25,000 to
maybe $35, 000 over the life of the program

But when you conpare that to an idea that
soneone brings you that produces $1 mllion in cash today,
or saves you 50 basis points to 100 basis points on your
nortgage | oan, that's a big inpact for your operations.
So I'msorry it's long-winded. I'mnot sure if | answered
t he questi on.

MR. CONINE: No, you did. | appreciate that.

MR. BOGANY: | have a question.

MR CONINE: Go ahead.

MR. BOGANY: In regards to the -- who is going
to be marketing these bonds? Let's just say the -- and
Byron may have nentioned it, and it just went over ny
head. But who is going to be marketing these particul ar
bonds if we did away with the co-seni or nanager?

MR. MACHAK: If you do way with the co-senior
manager, the marketing is essentially going to be the

sane. It's going to be -- on a transaction |ike we have
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bei ng consi dered today, because it's all short-term bonds,
it's basically going to be the senior manager. But
everybody on the teamis going to participate in that

sal e.

They are going to get sone credit for being
part of the team On your nore traditional cash-market
structure, the primary people again for marketing it are
t he seni or manager, then woul d be the co-seni or manager,
and then the co-nanagers.

They woul d all have an equal interest in
mar keti ng that, because that's going to be their nmain
source of conpensation. |If they can outsell what their
liability is, or outsell what their participation is,
they're going to nake nore than they expected to make, and
it's going to benefit you.

| mean, sone of the senior managers is --
what's in the corporate world you may call, like, a
speci al bracket. And special brackets, | think,
historically, were put together for |arge transactions
that -- where there were a ot of stocks or bonds to be
sold over -- you know, over a long period of tine. And so
t hey gave special consideration to certain firnms.

There was the managing firns and then there was

t he special bracket firnms, and then all the co-nmanager
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firms. To sone extent, the size of the transaction
det erm nes whet her there should be a co-senior or not,
much |i ke that special bracket-type concept.
MR. BOGANY: One |l ast question. Being our
financi al advi sor, which one would you reconmend to us?
MR. MACHAK: Well, | -- at first 1'd say -- |
will make a -- tell you what ny preference is. But first
I'"d say | think it's inportant, as | said earlier, to keep
a pool of underwiters that you can utilize and you can
draw on their experience for certain situations because of

t he changi ng nature of the market.

But given that, | think nore enphasis should be
pl aced on the innovativeness, because -- and let ne try
to -- and say that even a firmthat is distribution-

oriented and may not say that that should be nore
i nportant, maybe they are -- at sone point in the future
they can conme up with innovative ideas. But they can al so
work on the marketing side to bring an innovation to you.
For instance, they can, for instance, pool a
bunch of investors together and say, You know what? W
can -- if you do a cash-market deal, we can sell these
bonds at |ess than what the market is.
So they're not -- just because you're

enphasi zi ng i nnovati on doesn't nean a firmthat has the
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di stribution capabilities -- performon their distribution
capabilities, can't bring an innovative idea to you
that's' tied to that capacity. And that can save you
noney.

MR. BOGANY: Ckay. So your recommendation is?

MR. MACHAK: M recommendation, mny preference
woul d be Option Nunmber Two.

MR. BOGANY: Option Nunber Two. So it keeps
everybody -- it just seens |like to me Option Nunber Two
keeps a lot nore ideas flowng and --

MR. MACHAK: | think it could -- | think it's a
way to keep your -- keep themon their toes, and keep them
interested in. And | think it's denonstrated that you'l
see cost-saving ideas comng to you, because they know
that there is a potential for a reward there

MR. BOGANY: Ckay. A question that Byron
couldn't answer, but | know you guys probably represent
other state agencies, or at |least attenpt to. \Were do
you find in the other state agencies, the ones that are
doing -- that's gone with Option 2? Are they benefiting
t heir departnents?

Are you seeing those state agencies cone out
wi th, you know, great ideas and they're selling their

bonds -- they're comng up with things that the public
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want and the investors want?

MR. MACHAK: That is correct. W -- | think
you see the direct results like that, at Texas Veteran's
Land Board, at our state, where they have a very simlar
type structure. And those that bring those ideas are
rewarded and able to act on it.

MR. CONINE: You know | -- | guess |I'm having
sonme difficulty with Option 2 in the -- fromthe
st andpoi nt of consistency and transparency, because we set
the criteria up and went through all the gnashing of teeth
for the senior managers. And to be consistent with using
this chart that Byron and Staff have devel oped, to ne, is
a very transparent and consistent process, albeit we now
have different weightings.

But that -- you know, co-senior job is
different froma senior job. And | understand, you know,
t he reasons and rationales behind it. So it seens to ne
like Option 2 takes us back to the dark ages of you know,
we'll just pick one, and no one will know how we got
there, and the golf ganes and the dinners and so forth do
contribute to that. And can you respond to that
mentality?

MR MACHAK: |I'd -- yes, |I'd be happy to

respond to it, because | think as a board nenber, you need
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to -- you know, that's sonmething that you need to be
concer ned about.

From ny perspective as a financial advisor, and
the people that are working day-to-day, it's -- the
transparency -- it's -- it is transparent to us. It is
transparent to us to see the ideas and who is com ng up
with the innovativeness.

On the other end, if you feel nore confortable
with going with strict criteria that's going to choose
your co-senior manager, then that -- there is -- you know,
that's a policy decision that is used by other agencies,
and | think will work fine for us.

MR CONINE: | -- given the board's continued,
| guess, discretion to continue that it -- if sonething
i nnovative conmes out of the park, and one of the six firns
we have is either senior or co-senior, isn't the one that
brought it to the table, you know, we can al ways nmake
exceptions to the rule for a particular firmwho -- at
least in ny mnd, we can make sure we have the discretion
to be able to allow that to continue to bubble up while on
t he, say, standard nortgage revenue bond issuance -- if we
ever get back to a day of standards -- we woul d have the
team and the transparency and the sel ection al ready set.

And as | -- I'ma little nore confortable as a board




42

menber.

MR, MACHAK: Well, | think | see what -- yes,
|"'m-- sort of a mddle ground here, or maybe a hybrid
bet ween the two, because certainly you can say, okay,
| et's choose three co-senior nanagers. But let's not
| eave out the innovativeness. And let's say that anybody
fromyour co-manager teamthat conmes up with an innovation
can al so be placed on a future transaction as a co-senior
manager .

So maybe there is a -- you know, there is a --
it just isn't an either/or. There nmay be a hybrid option
that we can construct and satisfy all your concerns.

MR. CONINE: Well, we can -- | don't think this
nmeeting is the neeting to do that. It wll be at the next
nmeeti ng when we decide really what we're going to do,
assum ng we run themthrough the filter

But | appreciate your thought. | don't have
any nore questions.

MR. BOGANY: | have -- | just have one nore.

So ny firmwas not one of the three that was chosen over
how many it is, and | came up with the innovative idea,
how do | get it in play? | don't neet the distribution
list, but I've surely got 40 percent of innovativeness.

MR. MACHAK: Right.
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MR. BOGANY: So how do | get ny deal to you
guys? Do | have to go through one of your senior -- your
Co-seniors or co-managers to get nmy idea to a buyer? How
does that work?

MR. MACHAK: You would not -- | suspect you
woul d not have to go to a co-senior or a senior to get
that idea. | nmean, we're always open, no matter where
they conme from --

MR. BOGANY: Ckay.

MR CONINE: -- to innovative ideas. And it
woul d just have to be in the -- you know, in the policy of
the board that if soneone cane up with an innovative idea
that put, you know, half a mllion to two mllion, for
exanpl e, or cane up with sonme way to | ower your nortgage
| oan rate, that they then can participate as a co-senior
manager on a transaction, you know, in the future.

Now, they still probably -- depending on how
you constructed it, they still probably wouldn't be part
of the three nenbers that were pernmanently put as -- well,
not permanently, but in this phase, put as senior
managers, but they could be el evated because of that
i nnovati veness.

MR. BOGANY: Ckay. So they could go in -- are

they forced to work with the senior managers and the co-
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managers that we have? So now we've got a senior manager
and a co-manager that didn't conme up with any idea, and
they'Il now conme up with an idea now, and we've got to cut
all those -- those two people in also.

|"mjust trying to figure out how this works.

MR CONINE: | think what | heard Gary
advocating is the board maybe develop a way to let themin
later on, if it was their idea. And if Ford has a better
idea, let themin, let themplay at either the co-senior
or senior position, if and only if they net the
qualifications that a firmhas to neet to play in either
one of those spots. But --

MR. MACHAK: The way this group would, on a
transaction, would be constructed, for instance, would be
you' d have one seni or nanager, one co-nmanager, and
maybe -- I'msorry, one co-senior nmanager, and maybe three
or four co-managers.

One possible way of doing that would be to say
this firmcanme up with an innovative idea. It put noney
in our pocket that we're utilizing in an inportant area.
And the three co-seniors are going to have to weigh the
transaction. W're going to put this firmin as a co-
senior on this transaction. W're going to reward them

for that.
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MR. BOGANY: |I'm-- yes, that's what I'm-- you
know, I want to reward sonebody who has conme up with
i nnovative ideas. So | guess a hybrid. And | do
understand M. Conine's point whol eheartedly. But in this
job 1've learned | don't think everything is set, you
know. Things that should be are not really what they are.

And so -- and | think sone hybrid or cross-
section woul d probably be the best way, because | do
understand his point.

MR. MACHAK: Uh-huh. And I'd -- that's an
important point. | couldn't -- fromyour position, those
are strong considerations, and | agree with those.

MR. BOGANY: Thank you.

MR. CONINE: Any other comrents or questions?
Do | hear a notion?

MR. BOGANY: That's it. M notion for
adj our nnment .

MR. CONINE: No, no, no. No, no, no. W've
got a few other things to do. | was thinking that maybe
we woul d, as a Finance Comm ttee, recomend to the board
t hat we consider doing one or the other.

"1l make the notion that the Finance Conmttee
recommends Option 1, with the additional caveat, if you

will, of looking at the ability to insert a firmfor
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i nnovati veness and creativity into the process after we
make the selection at our next neeting, or whenever it
happens to be.

MR BOGANY: So noved. Second.

MR. CONINE: Second. All in favor, say aye.

(A chorus of ayes.)

MR. CONINE: All opposed? The notion carries.
CARRI NGTON:  C arification, M. Chair.
CONI NE:  Uh- huh

CARRI NGTON:  Exhibit A --

2 9 3 B

CONI NE:  Uh- huh

M5. CARRI NGTON: Wul d that be with the seven
criteria that we have listed with the scoring of the
wei ghting that we have |listed al so?

MR. CONI NE: Yes.

M5. CARRI NGTON:  Thank you.

MR. CONINE: We did not nake any changes there.

M5. CARRI NGTON:  Thank you.

MR. CONINE: Ckay. Item 3, Presentation,
Di scussi on and Possi bl e Approval of Program Modifications
for 2004 Series A and 2004 Series B. M. Carrington?

M5. CARRI NGTON: Thank you, M. Chair. W are
asking for approval of restructuring a single-famly

program It was the 2004 Series A and 2004 Series B




47

Program Program 61.

We issued these bonds with an anount of down
paynent assistance. So sonme of our nortgages were
assisted with down paynent assistance. Sone were not
assisted with downpaynent assistance. And we have
basically -- our | enders have originated the non-targeted
unassi sted funds.

But we have a chunk of about 80 mllion that
has still not been originated. And of course, the
nortgage | oan is higher because it includes the anount of
downpaynent assi stance.

So actually, that dollar figure that has not
been originated on the assisted, both in targeted and non-
targeted is $80,909,057. And what we woul d be proposing
is that we take the anmount that would be going in for the
downpaynent assi stance, and that we actually take those
dol l ars and buy down the interest rate down to 4.99.

So there is actually no additional noney that's
being put in the program It is just utilizing the anount
of downpaynent assistance to nmake these zero-point
nor t gage | oans.

MR. CONI NE: Questions?

MR. BOGANY: | have a question, Ms. Carrington.

M5. CARRI NGTON: Yes, sir.
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MR. BOGANY: And so |I've read this, and |'ma
little slow today. But understanding that there would be
no downpaynment assistance, but the interest rate would be
4.99 -- is that what we're doi ng?

MS. CARRINGTON: That -- this is not correct,
according to M. Johnson.

MR. JOHNSON:. The -- there'll be no downpaynent
assistance. And the interest rate will be 5.5. There
will be zero points to the borrower.

MR. BOGANY: So the borrower would actually --
could get in here with zero points, or have to pay a | oan
origination or participation figure --

MR JOHNSON: Correct. There will be no
di scount fee or origination points to the borrower.

MR BOGANY: \What's the nedian incone -- what's
the inconme nedian for this particular progranf

MR. JOHNSON. For the next 30 days or so, it
wll be 60 percent as required by state law. And then
after, | think, it's May 1, it will be open to up to 115
per cent .

MR. BOGANY: Ckay. So the person would get
4.99 --

MR JOHNSON:  No, 5.5.

MR BOGANY: -- 5.5 with no assistance?
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MR JOHNSON: Correct.

MR. BOGANY: Ckay. But it doesn't cost them
anything to get into the progranf

MR JOHNSON:. Correct.

M5. CARRINGTON: And it doesn't cost us
anything to restructure.

MR. BOGANY: Ckay. So noved.

MR CONINE: Mdtion made to recomend to the
board approval of this nmodification. ['ll second. Any
further discussion? Seeing none, all those in favor, say
aye.

(A chorus of ayes.)

MR. CONINE: All opposed?

(No response.)

MR. CONINE: Mdtion carries. Item4 --

M5. CARRINGTON: For the record, Resolution
Nunber 05-024.

MR. CONI NE: Thank you, Ms. Carrington. |tem
nunber four, Presentation and Possi bl e Approval of Single
Fam |y Mrtgage Revenue Bonds, 2005 Series A (Variable
Rate) for Program 62. Ms. Carrington?

M5. CARRI NGTON: Thank you. This is our new
single famly programfor 2005. And what we are proposing

is the refunding of convertible option bonds in the anount
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of 88 mllion, and al so a refunding of commrercial paper
that would provide a total of 100 mllion in this
transacti on.

It is going to be 100 percent variable rate
demand bonds. The two SWAPs that the agency has done in
the past -- | believe the first one was 30 percent of the
transaction. And the fourth SWAP was -- the second SWAP
was 40 percent of the transaction.

So this is the first tine that we are proposing
a SWAP that would be for 100 percent of the transaction.
And we are targeting, but since we are going to be using
100 percent of variable rate demand bonds that are
interest rates on this particular program we're targeting
bet ween 4.99 and 5. 4.

We did provide you sone information on the
second page of the wite-up. It said if we were not using
this type of derivative product, that our interest rates
woul d be, we believe, sonewhere in the 6-point to 6.25
percent range.

The team for this particular financing is Bear,
Stearns, who is the senior nanager on this particular
transaction, and also the SWAP provider. And George K
Baum is serving as co-senior nmanager. And then on page 3,

we al so have Bank of Anerica Securities, Loop Capital,
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Merrill Lynch and Morgan Keegan.

And below that is a schedule for this
particul ar transaction. Cbviously bond finance and the
agency and our professionals have been working on this for
several nonths. And we are hoping to receive approval
fromthe board today. And we have already been to the
Bond Revi ew Board. Qur pricing windows are in the next
week or so.

MR JOHNSON:  Yes.

M5. CARRI NGTON:  And | ooking at our pre-closing
sonetinme the 19th, 20th part of April. The |ast page for
your information is some supplenmental information on what
t he departnent does still have out there right nowin
nort gage noney that's avail able, because we do still have
sonme noney in other prograns. And we have told you the
rate and how much we actually have out there that is
uncomm tted at this point.

MR. BOGANY: So the interest rates that are in
t he book of just what the variable -- what it may be
between that rate? Am| correct?

MR JOHNSON: Yes, sir.

MR. BOGANY: Now, is down paynent assistance
included in this one too?

MR, JOHNSON: No down paynment assi stance on
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this program
BOGANY: This is just strictly --
JOHNSON:  Unassi st ed.

CARRI NGTON: Unassi st ed.

2 85 3 3

BOGANY:  Unassi st ed.

MR JOHNSON. We're -- ideally -- I'"msorry.
W're trying to target sub-five. And it's becone a little
bit nmore difficult, given the increase in the rates, even

with the SWAP. So we may conbine the SWAP with sone of

our zero percent noney to produce the 4.99 rate. If we do
that, we feel there will be no problemin originating the
f unds.

And this program in conmbination with the
program you just approved the restructuring, wll give us
two offerings for borrowers, a zero-point offering, and a
very lowrate wwth two points

MR. BOGANY: Ckay. So they have an option
whi ch one to go to?

MR JOHNSON:  Yes.

MR. BOGANY: Ckay. So there won't be any down
paynent assistance at all?

MR. JOHNSON: Not on this program

MR. BOGANY: Ckay.

MR JOHNSON. If -- in the suppl enental
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information, Program 59-A, the 15 mllion that's
unal l ocated is assisted, and it's 5.99 or four points of
assi stance. So there is sonme assistance there for folks
who want to recei ve down paynent assi stance.

MR BOGANY: \What's the nedian incone on that?

MR JOHNSON: Up to 80 percent.

MR BOGANY: Up to 80 percent. W can't go
hi gher than that? That's the state?

MR. JOHNSON:. Well, we have the option to go
higher. W just didn't know if that would -- | guess the
departnment' s experience has been that providi ng down
paynment assistance to the AVFIs higher than 80 percent has
been not well-received, maybe.

MR, BOGANY: But you're not using any of the
noney that we've got. W just restructured sonme to add
down paynent assistance. And nobody is using it. That's
why we're restructuring it.

And it seens to nme that when you get into the
60 to 80 percent price range of that person qualifying for
a hone, he's not going to be able to qualify for a hone
anyway at that incone, even with our assistance, because
the prices of homes have gone up

And so it seens |like we need to switch or

change or do sonmething a little bit different to try to
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push this product through and get it out so we're --

MR. JOHNSON: Yes, sir. |I'msorry? |If the
board is willing to approve us going up, you know, to
hi gher AMFIs with the assistance, we'll present that to

you. But at this point, we' ve never presented anything
hi gher than 80 percent to the board.

MR. BOGANY: Well, yes. That would be ny
t hought. We've been doing it the way we've been doing it,
and not originating any noney. And | do believe this has
to do with the 80 percent limt. Because unless you're
going into deep South Texas or deep West Texas, a |lot of
tinmes, you're not going to be -- you're going to need nore
income than that to qualify for a hone with higher taxes,
hi gher insurance, that the honeowner is having to | ook at.

And | just think we ought to raise it from 80
percent. Maybe 100 percent or sonething. Just sonething
alittle bit closer, because if you take that 80 percent
honmebuyer, he can't really qualify for a house a | ot of
times pricing-w se.

MR. CONINE: And maybe we can ask our -- |
can't think of the word, for the research -- the Center
for Research. What is the nane of it?

M5. CARRI NGTON:  Policy and Public Affairs.

MR. CONI NE: Thank you. Thank you very nuch.
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To give us a little white paper on the possibility of

rai sing that up, and what markets it really hits, and what
markets it m ssed, and what the nedian inconme, nedian
price -- honme price is in those respective maybe 13 state
service regions.

You know, rather than just grabbing it out of
m d-air, we can ask for sonme input on that one. And we
can always nodify this stuff, you know, so we can nove
forward

MR, BOGANY: Well, | truly would like to see us
relook at it, if that's what it takes on it, because |I'm
out here, and I'mtelling you, if you had $30,000 worth of
i ncome, and you can be single and you've got a car note of
$300 or $400, you cannot qualify for a hone.

And then if you go and say, Well, 1'Il buy a
condo, then you've got a nmintenance fee of $200. And
that throws you right back out the deal again.

And | just -- we just haven't been able to
originate any of this noney. And so let's take a | ook at
it and see if we can do better.

MR JOHNSON: Yes, sir.

MR. CONINE: Wiy don't you put that on the
agenda to report back the next neeting.

M5. CARRI NGTON: Yes, sir.
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MR CONINE: Do | hear a notion to approve --
or recomend?

MR. BOGANY: So noved.
CONINE:  And I'Il second it.

CARRI NGTON: Resol uti on nunber 05-021.

2 & 3

CONINE: All those in favor, signify by
sayi ng aye.

(A chorus of ayes.)

MR. CONINE: All opposed?

(No response.)

MR. CONINE: Modtion carries. | mght
parenthetically say, |ooking at the suppl enental
i nformati on, Program 56 needs sone innovativeness. It's
sitting there with $125 million sitting there at six-and-
a-quarter. W need sone innovativeness there. So --

| have nothing el se on the Finance Conmttee
agenda. Any other issues from anybody?

M5. CARRINGTON: M. Johnson?

MR. JOHNSON: We do have -- we do need to
substitute the resolution. And the resolution that's in
t he book now, we did not include the co-senior manager,
and here we have it. But we'll take care of that with
Delores. But | just wanted to bring it to your attention.

The only thing that's different is Exhibit A,
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which |isted the nam ng of the firnmns.

MR.

CONI NE: It's the sane resol uti on nunber,

but a different sheet.

MR.

VR.

meet i ng.

VR.

MR.

J OHNSON: Yes.

CONINE: We can do that at the board

JOHNSON: Ckay.

CONI NE: Ckay. The Finance Committee

st ands adj our ned.

(Whereupon, at 11:08 a.m, the neeting was

concl uded.)
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