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PROCEEDIL NGS

MR. GONZALEZ: We'll call the Finance Conmttee
neeting to order. W'Il start off with the roll call

Shadri ck Bogany?

MR, BOGANY: Here.

MR GONZALEZ: Kent Conine is absent, and Vidal
Gonzal ez is present.

We'll start off with the Prospective Single
Fam |y Mortgage Revenue Bond |ssues and Prograns for 2006,
and we need approval of Prospective Single Famly Mortgage
Revenue Bond |ssues and Prograns for 2006.

MR. DALLY: I'magoing to call up M. Johnson to
go ahead and wal k the board through this prospective
pr oposal .

MR. JOHNSON. Good norning. Byron Johnson,
di rector of Bond Fi nance.

First on the agenda is approval of a plan for
t he i ssuance of bonds and tax credits for 2006. This was
put together primarily to give you an overvi ew of Bond
Fi nance' s recommendations for the comng year in terns of
timng and anounts. The anounts may change, but once
again, this is just a planning tool, and we wanted to show
you i n advance what we were thinking about, and
particularly for the rotation of the senior managers and
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t he co-managers. As you know, we've always rotated those
groups throughout the process.

| had planned for GCiti Goup Investnment Banking
to give you an overvi ew of econom c conditions and bond
mar ket conditions, and they should be here shortly, but we
can nove forward w thout that.

As you can see, we've had a | ot of success with
our recent prograns with the unassisted funds. Program
61, we reserved about $81 million in a little over two
nmonths. Al of those funds have been reserved. 2004-C
and D, we reserved $56 nillion in about three nonths, and
2005- A was, again, $80 mllion in a little over four
months. So right now we do not have any funds avail abl e
for lending, and we're in the process of putting together
a transaction.

And what I'd like to do, at your pleasure, is
ask Any Bartoletti fromGCti Goup dobal Mrkets to cone
up and give you an overview of current conditions and
what not in the bond markets.

MR GONZALEZ: @G eat.

M5. BARTOLETTI: Good norning. How are you?

MR, GONZALEZ: Good norning. Fine.

M5. BARTOLETTI: Wsat I'd like to do is just
take a few mnutes to give you an update on the current

ON THE RECORD REPORTI NG
(512) 450- 0342




mar ket and the state of the market, especially as it
relates to single fam |y housing.

So if you turn to the first page, sonething we
had tal ked about over the | ast couple of years in the
state HFA arena is what we call the perfect storm \Wat
that nmeans is the confluence of market events that really
meant very high rates of prepaynent over the |ast few
years which neant very high negative arbitrage so it was
difficult to do a bond issue and get those funds
originated w thout experiencing what we call negative arb
whi ch neans very |ow rates of investnment on that noney
whi ch neant sone difficult tinmes for the HFA and then al so
a very narrow spread between conventional nortgage rates
and the rate you could product by doing an all fixed rate
fi nanci ng.

The good news is sone of those conditions have
changed significantly over the last year, and I'd like to
talk to you a little bit about that and how it rel ates
specifically to TDHCA s program

The one negative, however, in this nmarket is
the nortgage market is a little nore conpetitive than it
has been in the past. You're seeing much nore in terns of
interest-only |loans and hybrid | oans from conpetitors, and
that's making it a little nore difficult for HFAs across
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the country to conpete. One great thing that Texas has
done in particular -- we heard fromByron just at a
conference recently -- one of the commercials that was

pl ayed over the radio and he played it for folks at the
conference, and things like that to really reach out and
reach buyers across the state |I think is wonderful and
that will really help get the word out there about the
programin the face of the conpetitiveness in the market.

Turning to page 2, what you've seen over the
| ast year, since about May of '04, is that the Fed has
rai sed rates consecutively 14 tinmes. W're expecting one
nore rate increase, and then we just |earned | ast week
we' re expecting possibly one nore to 5 percent but we
think that's going to wait until about the third quarter
this year, and that's because econom ¢ nunbers that have
conme in have been a little different than expected and the
bond market rallied | ast week. So we'll see it go to 4.75
in the next few weeks, but then after that | think it's
going to be a little longer possibly before it hits 5
per cent .

Now, with that you' ve seen taxable short term
rates pretty nmuch rise along the sane line. The red line
is the Fed funds rate on this chart, the blue line is one
month LIBOR which is the taxable rate, and as you can see,
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t hey' ve gone on up pretty nmuch on part with each other.
The green line, however, is BMA, and that's a tax exenpt

i ndex, tax exenpt short termindex. Wat you know here is
that that tax exenpt index has gone up but not nearly as

much as the taxable index, and that is good news for our

market, and |I'Il talk about the inplications of that in a
little bit.

| f you turn the page, you'll see that on the
Il ong end of the curve, ten year treasuries are still at

historic lows; they're as | ow as they've been in about 40
years. Now, it's a little difficult to tell, but they
have cone up slightly recently with the increase in short
termrates, but the increase hasn't been nearly as nuch as
it has been on the short side. So that has sone
i mplications for our market.

On the next page what |'mgoing to show you is
a taxable treasury yield curve, and this really graphs
rates fromthe very short end to the very long end, and
this is on the taxable side. |It's very interesting to
note the red line, howflat that curve is. | nean, it's
pretty nmuch unbelievable, and actually, the rate on the
one-year treasury is higher than the rate on the 30-year
treasury. So that yield curve is actually slightly
inverted. If you conpare that where we were to the end of
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04 which is the green line, you'll see that that curve
has flattened very considerably.

On the tax exenpt side, however, on the next
page, page 5, the tax exenpt market has flattened nore
slowy, and that's good news for our market. |t neans
there's still some advantage to doing serial bonds, to
doing things |i ke PAC bonds that you've done in the past
in your program and it nmeans you're still going to get
sonme benefit fromthe shorter bonds on that side. Again,
you'll see the red line is the curve fromrecently, it's
very current, and the curve fromend of '04 is the green
l[ine. Now, you'll see the curve has flattened but not
nearly as nmuch as it had on the taxabl e side.

So what does this nmean for HFAs, for you in
particular and for TDHCA's progran? The first thing |
menti oned before was negative arbitrage. Negative
arbitrage in this market is virtually elimnated, and you
can see that in the graph on page 6. The red line is the
six-nmonth treasury rate, and that's a good proxy for if
you took a bond deal today and took those nonies and
invested themin a short termrate until you were able to
get the nortgages out to individuals, that's a pretty good
proxy for what that would be.

The blue line is an estimated all fixed rate
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housi ng bond deals, and you'll see today they're about the
sanme place which nmeans no negative arbitrage. That's
great for this market. It neans you can do a bond dea

and not worry about having to | ose funds over the initial
time period of that program

Anot her very positive thing today is that the
spread between conventional nortgage rates that banks are
doing and the nortgage rates funded by a fixed rate tax
exenpt program have increased. You'll see back in '03 we
were actually at a negative spread. So if you did an al
fixed rate bond deal back in 2003, chances are that you
were not able to get a rate that was bel ow what banks were
offering the state. That's a part of the reason you had
to | ook at doing interest rates swaps, things |like that,
to make the program nore conpetitive.

Today we've seen the trend cone back a little
bit; with the increase in long termrates and short term
rates, you finally see that trended back a little bit and
we're finally getting sone spread with the fixed rate
deal. There still wll be sone advantages to doi ng swaps
and helping |lower that nore, but it is definitely a
positive trend and the way we want to see things going.

Anot her interesting thing for single famly
housing is that because the L-curve is so flat today,
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doing forward swaps is nuch nore attractive, and that's
what this curve on page 8 shows. And this just graphs
prem unms on forward swaps, and what | nean by a forward
swap is a swap you would enter into today but it's not
affected until say a year fromnow That could be good
for a programif you think it's going to take six nonths
for you to originate your nortgages. Maybe you don't want
the swap to start imedi ately, maybe you want to give it a
little tinme before it starts. And the good thing today is
if you do a year forward swap, it's only going to cost a
basi s point, whereas, it's been as high as 25 basis points
just in the last few years. So this is a trend that

think you'll see nore forward swaps in HFA progranms goi ng
forward

Finally, sone additional inplications,

particularly relating to bond issues. PACs -- and this is
really for issuers who cross-call -- aren't quite as
efficient, however, | don't think that's going to be the

case for the Texas program W typically do prem um PACs
and we do those to raise funds for down paynent
assi stance, and actually, prem um PACs have becone very
conpetitive.

We priced one just a few weeks ago and it was
spread at 65 basis points to a conparable average life on
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the traditional municipal curve that we |ook at. Just a
year ago, year and a half ago, it was spread at 100 basis
points. So the market for that bond is |ooking very good
and it's becomng very conpetitive, and | think you'll see
HFAs using those quite a bit, and it's a great way to

rai se noney for down paynent assistance throughout the

st at e.

Anot her thing we've seen is increased

participation by insurance conpanies. That's also great.
You know, Freddie Mac has been driving the | ong end of
the market for a while with the absence of Fannie Mae, and
to the extent we can bring in nore buyers, it's only a
positive and it's going to have a very good effect on the
price of housing bonds going forward.

Just on a deal we did, we had three insurance
conpani es participate and it really hel ped | ower our cost
of funds. In fact, we were able to bring Met Life in on
the long termbond. Even though we had Freddie there, Met
Life cane and said, W're going to 5 basis points through
Freddie. And that's going to be a great trend going
forward if that continues.

Finally, this isn't sonething, | don't think
so relevant to the agency's program but sone agenci es can
realize value by term nating sone existing swaps because
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sone of the earlier maturities, with the increase in short
termrates, now do have inherent value. This is sonething
that Cal HFA did to bring their programnore in |ine
because they've had very high prepaynents over the | ast
few years. | think that's something that's not
necessarily going to affect the agency's program because
all of the swaps that the agency has effected had options
to cancel those swaps which | think was very good and you
recei ved very good advice on that. Sone of Cal's ol der
swaps did not have those options, so they have been
experiencing a little bit of a msmatch in their
anortization, whereas | don't think the agency has that

i ssue.

That's really it. Are there any questions?

MR. GONZALEZ: Any questions?

MR. BOGANY: No.

MR, GONZALEZ: Very good presentation. W
appreciate all your work.

M5. BARTOLETTI: Thank you.

MR, JOHNSON. So with that being said, | would
like to take a nonent to go over this page with you. This
is just, once again, a planning schedule, subject to
change conti ngent upon the anmounts we issue, the nmarket
conditions. W' re right now working on the next
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transaction, we hope to close that in June of '06, that
will be approximately $120-, $130 million in size in terns
of | endabl e proceeds. W may al so attach, as you'll see
later in the program a refunding.

We're al so working on a nortgage credit
certificate program the 2006 MCC program

MR. BOGANY: |Is that over?

MR, JOHNSON:. We have one that's in progress
but we anticipate that the authority will be used up by
July or August, so that's why we're going to try to
rel ease this one in July to maintain a continuous supply
of those certificates.

And t hen, depending upon the type of structure
we select and the interest rates and the market and how
fast we use our bond proceeds, we nay conme back to you
also in July or August and recommend noving forward with
anot her bond transaction this year. The idea is to always
keep funds avail able for the marketpl ace.

And then after that we'll nove into 2007, and
right now all we knowis really that Bear Stearns wll| be
up in the rotation to do the transaction but we don't have
amounts or the co-nanager's teamto reconmend at this
time.

And 1'lI1 be happy to answer any questions you
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may have about this item

MR. BOGANY: Series A, have we already used
that, Series A 2006? |s that and B the sane?

MR, JOHNSON. No. Once again, these are just
estimates and the funds will not be available until June
of '06. R ght now we do not have any | endabl e proceeds
avai |l abl e, we've used all of our |endable proceeds. At
the end of last year we had, if you recall, $75 mllion in
assisted funds, or 550 with four points of assistance,
begi nni ng of Septenber, and we are anticipating comng to
you in Decenber to request a buy-down of those funds to
499. However, the market rates increased from about --
we're tal king taxable rates -- increased from about 4
percent in Septenber to 4.60/4.62 in Novenber, and that 60
basi s point nove hel ped originate those funds in a little
over three nonths. So we kind of got, for lack of a
better word, sidesw ped by the market, and all of those
funds, $75 mllion, were fully reserved by the end of
January, so that's why we're comng to market with this
next deal, or proposing to conme to market with the next
deal which you'll see later in the package.

MR. BOGANY: So at this point in time right
here, we have no funds to | end.

MR. JOHNSON: Just whatever we get fromfall out
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where the borrower will cone in and nake a reservation and
for whatever reason cancel the loan. W have sone of that
occurring, but that's a very nom nal anount.

MR. GONZALEZ: Any ot her questions?

MR, BOGANY:  No.

MR. GONZALEZ: Shad, do we want to entertain a
noti on?

MR. BOGANY: To approve the investnent policy?

MR. GONZALEZ: To approve the single famly.

MR. JOHNSON: Prospective Single Fam |y
Mort gage Revenue Bond | ssues.

MR BOGANY: So noved.

MR GONZALEZ: 1'Il second it. Al those in
favor?

(A chorus of ayes.)

MR, GONZALEZ: All opposed?

(No response.)

MR. GONZALEZ: Motion carries.

MR JOHNSON: Item B is Prelimnary Approval of
Single Fam |y Mrtgage Revenue Bonds, 2006 Series A and
2006 Series B.

This is the next deal we're actually working
on. It's not the B you saw in the previous exanple but it
represents just a different conponent of the first
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transacti on.

As you know, in the past we've cone to you and
the past three or four prograns we've used portions of the
deal s structured using interest rate swaps. W may cone
to you in a nonth or so -- I'mthinking May -- to request
approval of the next transaction.

On page 2 of this itemyou' |l see three
di fferent scenarios presented. The first is 100 percent
fixed rate bonds. This represents the traditional
structure that has been used by the departnment when the
bond mar ket was receptive or conducive to that type of
structure.

Scenario nunber 2 is 100 percent fixed rate
bonds and refundi ng bonds. In this structure we have 100
percent fixed rate long termbonds, and also we're
refundi ng an ol d issue.

The third scenario presents 60 percent fixed
and 40 percent variable rate bonds conbined with the
refunding. What the refunding does is give you about a 20
basis point pickup in terns of |owering the nortgage rate,
and then by adding a swap on top of that, you will pick up
about 50 basis points in ternms of the nortgage rate on the
unassisted rate. So we're |ooking at 5.58 versus a 5. 07.
For reference purposes, current market rates FHA with two
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points is about 5.75.

So as | was stating earlier, we have used on
our first transaction in 2004, fixed rate bonds and 30
percent variable rate bonds wth a swap, our second
transaction was 40 percent variable rate bonds with a
swap, and as you may recall, our last transaction included
100 percent variable rate bonds and a swap.

We didn't reflect that structure, the 100
percent variable rate bonds at this tine because the
mar ket rates have noved up and the swap or the hedge used
to mnimze interest rate risk is not producing the sane
savings that it did a year ago. So at this tinme, we have
not presented this scenario.

O course, over the course of the next two

nmont hs, as you know, the market can nove up, the narket

can nove down. |If we see that it does produce a benefit,
we wll bring it back to you as another option. But given
current market conditions, as illustrated and expl ai ned by

Citi Goup, we deviated fromour normal course of business
in ternms of bringing just one recomendati on and we want
to show you what the inpact would be anongst a spectrum of
choi ces.

So at this tinme, Bond Finance woul d probably
pursue structure scenario nunber 3 because we feel we want
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to produce the | owest overall rate. Wile we understand
there are risks associated with variable rate bonds and

t he swaps, but we also feel that we understand those risks
and we're building systens and controls to nanage those
risks. But it's really your decision as to what |evel of
interest rates you think are appropriate that we should be
achieving with the next bond transaction.

MR. BOGANY: Staff is recommendi ng nunber 37

MR JOHNSON:  Nunber 3.

MR. BOGANY: So nove.

MR. GONZALEZ: W have a notion to approve
staff's recommendation for the nunber 3 scenario. Al
t hose in favor?

(A chorus of ayes.)

MR. GONZALEZ: Qpposed?

(No response.)

MR GONZALEZ: Mbtion carries.

MR, JOHNSON. And if nmarket conditions change
drastically, we'll cone back with yet another
recommrendati on that woul d be nore beneficial for the
departnment. O if we see scenario nunber 3 is not
appropriate, we'll conme back with a different
recommendat i on.

Iltem C is Approval of Resolution Amendnent for
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Single Fam |y Mrtgage Revenue Bonds 2004 Series A and
2004 Series B. Last year we canme to you and obtai ned
approval to offer zero point nortgages under our 2004
program \Wat we realized was that we did not clarify in
that resolution that the trustee could al so purchase

assi sted | oans and unassisted |loans in addition to the
zero point |oans.

So what we've done here is presented you with a
resolution that amends |ast year's resolution just to
clarify that point, and all we're saying is that the
trustee has authority to purchase three different types of
| oans: unassisted | oans, assisted | oans, and zero point
| oans. And the programis fully originated and this is
nmore of a technical point issue.

MR BOGANY: So noved.

MR, GONZALEZ: W have a notion to approve the
recommendation. This is Approval of Resol ution Anendnent
for Single Fam |y Mortgage Revenue Bonds 2004 Series A and
2004 Series B, Program61. All those in favor?

(A chorus of ayes.)

MR. GONZALEZ: All opposed?

(No response.)

MR GONZALEZ: Mbtion carries.

MR. JOHNSON: Item D is the Approval of the
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| nvest nent Policy.

MR. GONZALEZ: That's what Shad was waiting
for.

MR. BOGANY: | was nuch ahead of tine.

(CGeneral |aughter.)

MR. JOHNSON: As you know, the departnent is
requi red by the Public Funds Investnent Act of the Texas
Code to maintain an investnent policy, and besides the
requirenent to do it, it also is just a good policy to do
so and it's a good internal control neasure. Every year
we bring the investnent policy to you for your review and
aut hori zation, and that's what we're presenting to you
t oday.

Attached to your package you have a copy of the
i nvest ment agreenent, a black-line version, and the only
significant changes since the |ast version of the
i nvestment policy has been to provide for the purchase of
certificates of deposit as an authorized investnent,
whet her or not the institution is based on Texas. And
that's the only change that was nade to the Code itself
t hrough | egislation, so we're adopting that |anguage in
our policy.

We al so nmade a change in terns of the
definition of the investnent officer. Previously it was
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the chief of Agency Administration and the director of
Bond Finance. Currently we're proposing, we've included,
we've revised it to say the director of Bond Fi nance and
the director of Financial Adm nistration.

So those are really the only two changes ot her
t han dates and what not .

MR. BOGANY: W nove that we adopt the
i nvest ment policy.

MR. GONZALEZ: Second the notion. Al those in
favor?

(A chorus of ayes.)

MR, GONZALEZ: All opposed?

(No response.)

MR. GONZALEZ: Motion carries.

MR. JOHNSON: The next item ItemE, is
Approval of Loan Star Mdyrtgage ProgramInterest Rate
Reset .

As you know, starting |ast Septenber we offered
a new product called the Texas Loan Star Mortgage Program
This programoffers up to 8 percent of assistance and it
uses conventional |oans provided by Fannie Mae. W have
experienced a low volunme in terns of origination of these
| oans, and Eric's group has conducted nunerous marketing
exercises in conjunction with G tiMrtgage, and just
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talking with sone participants in the market and what not,
we believe that our rate may be a little bit high.

So what we're proposing to do is cut our fee
froma full basis point per loan to 40 basis points per
|l oan and Citi Mortgage has offered to elimnate their 20
basis points in ternms of their admnistration fee. They
still receive revenue fromservicing the |oan just as any
ot her servicer or |oan adm nistrator would do, but this is
pretty nmuch they've cut out all of their increnental
incone in terns of the program and we've cut out 60
percent of our revenue.

We're hoping that this reduction in our fees --
whi ch woul d reduce the programrate by about 25 basis
points -- would nmake the programa little bit nore
attracti ve.

MR. BOGANY: So what would the rate be? It
woul d be 6. 3757

MR, JOHNSON: It fluctuates daily but it should
be in that range, about six and three-eighths.

MR. BOGANY: What is it now?

MR JOHNSON. Six fifty to six seventy-five.

So whatever the rate is now, it should cone down by about
25 basi s points.
MR. BOGANY: Well, | personally believe that
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the reason this program has not taken off is not the
interest rate. You know, you go to a closing and you have
ten of them |'m al nbst guaranteei ng you nost of the
peopl e are around 6-1/2, in that rate, at |east the
closings | go to.

| would venture to say it's still going to be
mar keti ng, and even if you |lowered the rate, it's still
not going to make it unless you get out there and market
it. Alnost every contract that | see froma first tine
honmebuyer, the buyer is asking for 6 percent and cl osing
costs. Now, in Houston we're not seeing sellers willing
to pay that because our market is so bal anced.

But | truly believe the reason that this
programis not off the ground is because of |ack of
marketing, it's lack of people knowing it's even out
there. Because everybody is asking for closing costs, so
that tells nme it's a need for the product, it's just
getting it out to the right people. And | just think with
the noney that G tiBank has invested in this, that they
need to really wench it up on the marketing side of it
because nobody knows about it.

"' mgoing to be teaching a class Wednesday with
the Realtors down in Houston about different prograns, and
|"'mgoing to nention it, but I"'mjust telling you if you
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ask the lenders that | deal with, nost of them never even
mention it. Sonme of themare on this program signed up,
| go to themwth clients, Ch, didn't even think about
that. I'mtelling you it is a lender |ack of know edge
program

You could lower it to 5.99 and |I'mjust saying
if you don't market it, nobody is going to know. And I
appl aud you and Citi for trying to make sone adjustnents
to get it out, but it's like you come out with this great
mousetrap and all of a sudden nobody is using it, so you
switch to cheese without |ooking back, well, what can we
do nore to market this program

MR. JOHNSON: To respond to the marketing
aspect of this program | asked Craig Ferguson from
Citi Mortgage to be here, and he's present and he can tel
you about some of the marketing efforts that they have
conducted recently. | don't knowif Eric is here -- M.
Pi ke is not here yet.

MR. BOGANY: |I'msharing with you that |'m out
in the market, |I'mwhere the tire neets the road, and |
never hear anybody nention it, so whatever is going on.
To me, it ought to at |east cone through the sources that
| use, and | net with sone people the other day at Wlls
Fargo, and | don't know if they're one of the people
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signed up, but she didn't even think about it.

And | think one of the things from your
CitiGoup person here earlier it's so conpetitive out
there, and | think a ot of these banks, a lot of the
nort gage conpani es and brokers are using their own
product, but it's not, in ny opinion, as good as your
pr oduct .

MR, FERGUSON. Good norning. Craig Ferguson
with GitiMrtgage.

Just to, | guess, elaborate nore on what M.
Johnson has been saying, and yes, Any's point, the
conpetitive market out there is, | think, one of the
bi ggest aspects of why nost |enders don't know of this
product. And this isn't a first time honebuyer bond
programthat's been around for a long tine that Texas
Departnent of Housing can issue at a low rate and start
originating, and much like a |l ot of the |ocal Texas deals
here can do the sane thing, even in your area, Fort Bend
and Houst on.

There are a couple of things wwth this program

It started Septenber, it's six nonths old, it's not that

old for a new product in Texas. The first tine Texas has
ever seen a 105 percent nortgage -- that's a nortgage that
goes above the 100 percent, the 5 percent is allow ng for
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the cl osing cost assistance, very newto |enders in Texas.

What's also quite newis the whole idea of the
My Community Mortgage. Fannie Mae is really trying to get
this product out there, but the product itself is probably
| ess than two years old, so a lot of the |enders we dea
with, first of all, what's a My Community Mrtgage, and
second of all, Ww, 105 percent, we're not even sure we
can do that. And so it's our job to get out there.

We've got probably in Texas, let's say, 12
account executives with GCtiMrtgage in different regions
of Texas pushing this product to the | enders who have 50
mllion other products they're |ooking at. So the
mar keti ng aspect is how do you get to the consuner, and
that's where we have been working a ot with Eric. And
we've got a marketing departnent in California that has
probably called 50 newspapers, got a press rel ease re-
rel eased as an update into nost of the newspapers in the
state.

We're going to kick off a billboard in San
Antonio the end of this nonth, just to see how that works.

W're going to have it out there for a nonth, see if that
pi cks up any.

MR. BOGANY: Why aren't you doing it in
Houst on?
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MR. FERGUSON: Well, because we figure San
Ant oni o woul d be a ki ckoff.

MR. BOGANY: |'mjust nessing with you.

MR. FERGUSON: Then we'll go to Houston if it
wor Ks.

MR. BOGANY: Ckay.

(CGeneral |aughter.)

MR. FERGUSON: We've got real Realtor flyers
out there, at M. Bogany's request. Realtors aren't the
friendliest people in the world. A lot of |enders want to
get Realtors into their shop. It's difficult getting
Real tors interested

MR. JOHNSON. M. Bogany is a Realtor.

MR. FERGUSON: | know, that's why |I'm saying
t hat .

(CGeneral |aughter.)

MR. FERGUSON: But from a | endi ng perspective,
as you know, nortgage |enders want you, they want you to
bring your product to them so you're the one we're
seeking. Mich like CtiMrtgage, we've got a bunch of
Realtor flyers. It's quite difficult to even get into a
Real tor meeting because there's a lot of lenders trying to
get into the Realtor neeting to push their product.

MR, BOGANY: Well, | will make a suggestion to
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you on the Realtor side. |If you call nme and tell ne which
nmeeting you're trying to get into, I will make that phone
call for you

MR. FERGUSON: And we've heard not hing
unfriendly fromyou, you' ve been a great help.

MR. GONZALEZ: Excuse ne. In San Antoni 0?

MR. BOGANY: | know some Realtors in San
Ant oni o too.

But et me tell you who drives the nmarket. The
Realtors really drive the market, it's not the lenders, it
is really the Realtors who drive because we are the first
poi nt of contact with the buyer, and if we don't know
what's going on with this product -- like | said, the
nmeeting that I've got Wednesday where we're doi ng the
traveling, it's the conbination of TAR Texas Associ ation
of Realtors and TDHCA, that partnership that we' ve been
wor ki ng on, where we should be in big fold there handi ng
out flyers and things of that nature.

| think the consuner, if you go after the
consuner, it's awareness, but they're going to listen to
what their |l ender and what their Realtor tells themto do,
and | venture to say what | would do on the new hone
mar ket -- because | know in the Houston area the new hone
market is really driving quite a bit -- what | would be
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doing is targeting those |arge builders |ike the Lennars,
the KBs, the ones that are doing huge volunme that's got to
do a bunch of numbers for the stock market, those are the
ones | would go in to and say, Hey, can | get an

appoi ntment with your nortgage operation and so on. |
mentioned to Ryland Hones about this particul ar product,
and they had not heard of it and they're doing a | ot of
busi ness.

And if I"mgoing to go to the Realtors, |I'm
going to hit the big offices first. 1'mgoing to go to
the ones that have got the nost Realtors and try to get
meetings in that end. | just don't think you guys got
enough street soldiers to help you in this process.

Now, $383 nove-in, total nove-in, $383, but al
they' re doing is using neighborhood goal and the FHA, and
mar ki ng that house up. If you conme in, they're going to
take that noney out of it.

It just |ooks |ike when we're beating our head
agai nst the wall, we need to wench it up a little bit
hi gher because | think you can reach that market.

Byron, Eric is not here, but do you know if we
have this product on the Texas Associ ation of Realtors
website? Because you know we have this website of
af f or dabl e housi ng prograns.
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MR JOHNSON: That | don't know.

MR. GONZALEZ: The one |'maware of is the
First Time Honebuyer Programis on there.

MR. BOGANY: But | don't think this programis
t here, and because it's statew de, it would be there. And
even going after sonme of the lenders |like Wlls Fargo or
Countrywi de, sonme of the big guys, and asking themto push
this product, and | don't know if they're not doing it
because it's Citi Mortgage or not.

But a ot of the nortgage brokers who are out
in the market don't have a first time honebuyer program
so they typically come to the seller and ask for 6 percent
cl osing costs because they don't have a product. And
maybe we' ve been going after the Wells Fargo and the
Countrywide and they're really not interested in pushing
it, and maybe we need to target the Mrtgage Bankers
Associ ation or the brokers who don't have a product at al
that could use this.

" mjust saying maybe shifting the focus, but I
truly believe it's going to be a Realtor-type deal, a
bui |l der-type deal because those guys are using closing
costs and stuff as an opportunity to cone in.

MR. FERGUSON: And you're right, the CeTex, the
D.R Horton -- | was going to say the Hone 1-2-3, but
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they're not a builder -- those two builders in particular
are probably one of the biggest advocates of this program

CeTex has been slow getting started but they're trying to
get it on their system because the 105 percent nortgage in
general, just to have that on their systemal so takes a
bit of work.

Just to go back to Byron's, | guess, request, a
very good point. | don't knowif the interest rate is
what is driving it away, but what we've heard, if you're a
nort gage | ender and you' ve got 20 different sheets of
interest rates out there -- and this is a nmarket daily
price program-- our rates are slightly higher, probably
25 basis points or slightly less than that higher.

| think the idea behind this is let's get it
down to where nmarket is so we're right on par with
Countrywi de and even CitMrtgage's regul ar correspondent
group, and even if that's just for four nonths, just to
say, Look, we've got the exact same program now get you
used to doing it -- because a |lot of those just haven't
done the | oan, they haven't done the My Community
Mort gage, they haven't done the 105 percent | oan.

And it's not really an interest rate reset,
it'"s really a price adjustnment set that you can change any
tinme you want after. It's kind of are you going to get 80
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basis points on no |loans or 40 basis points on 100 | oans,
for that matter.

But it's not a permanent thing. | think the
idea was let's see if we can kick-start this, if it works
then we can nmaybe go back and put our fees back in place.

So | think that was the idea behind that.

MR. GONZALEZ: | have one ot her suggestion for
Cti Mortgage and Byron is contacting Texas | ndependent
Bank out of Dallas which is a banker's bank, a
correspondent bank as such, and a |lot of the conmunity
banks in the state of Texas and surroundi ng areas use them
as correspondents. And |'d suggest that we |et them know
about our programso that they can put it on the rate
sheets that they provide on a daily basis for all the
banks in Texas and the surrounding areas. And if you need
any help, | can give you a contact and everything there
wi th the nortgage departnent.

MR, JOHNSON. Ckay.

MR. BOGANY: And | would truly go after the
buil ders big tinme, because their nortgage conpanies,
everybody knows if you go through the builder's nortgage
conpany you pay a higher rate. So right off the bat the
client is going to be nore knowing that that's going to
happen, so then instead of nme using sonme of the incentive
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nmoney on ny loan, | can use it in making ny house nicer.
So | would really try to go after the builders and sel
it, especially the KBs and sone of themthat are so
controlling, Lennar, they alnpbst force you to use their
nort gage conpany. | would go for the hone run with those
guys because they're doing the nore of the volunme of the
busi ness.

MR FERGUSON: And Lennar is Anmerican Hone
Mort gage, | think.

MR. BOGANY: It's Universal.

MR. FERGUSON: All right. And any hel p you can
get us with the Realtor market.

MR. BOGANY: Just |let ne know where you want to
go. Even in San Antonio | can nake a call.

(CGeneral |aughter.)

MR, FERGUSON:. Thank you.

MR. JOHNSON: And Shadrick, you said the Texas
Real tor website?

MR. BOGANY: Yes. W have a partnership with
Texas Departnent of Housing where we try to put all your
prograns on and try to pronote it through the Realtors,
but I"'mwlling to bet this one may not be on that
program We're teaching this class, we'll give the
Real tors MCC about affordabl e housing and about the
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different prograns, so if | could at |least get a flyer for
Wednesday, | would truly nention it. And actually, |
think Eric may be at that neeting, so maybe Eric, just
make sure he brings it up.

MR JOHNSON: 1'Ill talk to Eric before this
afternoon and I'll let you know whether it's on there or
not .

MR. BOGANY: All right.

MR. GONZALEZ: Do you we have a notion for the
Approval of the Loan Star Mortgage ProgramInterest Rate
Reset ?

MR BOGANY: So noved.

MR GONZALEZ: Second. Al those in favor?

(A chorus of ayes.)

MR. GONZALEZ: All opposed?

(No response.)

MR GONZALEZ: Mbtion carries.

W'll go toitemF.

MR. JOHNSON:. Approval of 2006 Mdrtgage Credit
Certificate Program

W' ve executed or offered three prograns
recently: 2003, 2005 and 2005-A. You can see there with
the first table that, in essence, all three prograns are
fully originated. The bal ances that remain are conprised
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primarily of reservations for targeted areas, so
essentially 2005-A we have about $1.4 nillion that's
avai l abl e for non-targeted areas.

So we're comng to you, as illustrated on the
chart previously, to start structuring this, getting the
docunents together, so that we can have our public notice
and make this program available in June or July. And it
woul d be another $15 million in authority and we've had
very good success with it on a statew de basis.

MR. BOGANY: Can we nove sone of the noney out
of the targeted areas back into the regular market if it's
not bei ng used?

MR. JOHNSON:. Only after one year, and the 2005
programis approaching that expiration date.

MR. BOGANY: | would recomend approval of
staff's suggestion on the 2006 Mortgage Credit Certificate
Program

MR. GONZALEZ: | second the notion. All those
in favor?

(A chorus of ayes.)

MR. GONZALEZ: All opposed?

(No response.)

MR. GONZALEZ: Motion carries for Approval of
2006 Mortgage Credit Certificate Program
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MR. JOHNSON:. Those are all of ny agenda itens.
Thank you very nuch.

MR. GONZALEZ: Thank you.

MR, GONZALEZ: Item G Approval of Asset
Managenment Oversight Agreenent with Texas State Affordable
Housi ng Cor porati on.

MR, DALLY: At this tine | recognize Tom Gouri s
to make a presentation on this.

MR GOURIS: Good norning. M nane is Tom
Gouris, director of Real Estate Analysis for the
depart nment.

This is a request to nove forward to contract
t he asset oversight functions of the departnent, or at
| east the majority of them wth Texas State Affordable
Housi ng Corporation. The agreenent that we will get out
of this will provide us the opportunity to continue to
oversee the activities that are going on at our multi-
famly bond transactions.

TSAHC has been doing the oversight for about 42
exi sting properties that we've had in the portfolio that
cane into the portfolio prior to April of 2003. At that
point we decided to take that responsibility and nake a
new fresh determ nati on on who should be helping us with
t hat oversight, and we've gone out with an RFP and have
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come back with several potential providers. However, of
the four nost qualified providers, TSAHC has shown us that
they have the ability and the best capability to continue
to operate for us.

So for those 47 properties and any ot her
properties that we take on in the near future until this
contract is changed, we would reconmmend that we contract
with TSAHC to do that oversight work.

Two of the features that | want to tal k about
about the contract is that we will have a $25 starting fee
per unit, and we will be reinbursed $3 of that fee to fund
our oversight of the oversight.

The second feature that I'd |ike to point out
is that originally we were tal king about a three- or five-
year contract and then a renewal or go through the RFP
process again. W've worked through that so that now
we' re tal king about a six-nonth wi ndow in which either
party can termnate the contract, so if we want to go out
and bring this in-house down the road, or if we want to
find anot her asset oversight vendor, we can go out and bid
that out and within six nonths term nate this contract and
nove forward with another one.

Any questions?

MR, DALLY: Do you want to summari ze that
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recomendati on down at the bottonf

MR GOURIS: Sure. So what we're asking the
board to do is we're recomendi ng the authorization of the
executive director to enter into and conpl ete
negoti ations, finalize and execute an agreenent to provide
asset oversight services.

MR. BOGANY: So noved.

MR. GONZALEZ: We have a notion and a second.
Al'l those in favor?

(A chorus of ayes.)

MR. GONZALEZ: All opposed?

(No response.)

MR. GONZALEZ: Motion carries for the board to
aut horize the executive director to enter into
negoti ations, finalize and execute an agreenent to provide
asset oversight services.

Any other itens? |If not, I'll entertain a
notion to adjourn.

MR. BOGANY: So noved.

MR. GONZALEZ: Second. All those in favor?

(A chorus of ayes.)

MR. GONZALEZ: Motion carries. This concludes
our Finance Conmittee neeting.

(Wher eupon, at 9:49 a.m, the neeting was
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