MINUTESOF THE MEETING OF THE
BOARD OF DIRECTORSOF THE
TEXASPUBLIC FINANCE AUTHORITY
July 17, 2001

TheBoard of Directors (the"Board") of the Texas Public Finance Authority (the"Authority™) convened
in open meeting, notice duly posted pursuant to law (acopy of which noticeisattached hereto as Exhibit
"A") a 2:00 P.M., Tuesday, July 17, 2001, William P. Clements Building, Committee Room 5, 300 W.
15" Street, Austin, Texas. Present were: Mr. Dan Branch, Chairman, Mr. Dan Serna, Vice-Chairman;
Ms. Cynthia Meyer, Secretary; Mr. John Kerr, Board Member, and Mr. H.L. Bert Mijares, Board
Member.

Representing the Authority's staff were: Ms. Kimberly Edwards, Executive Director; Ms. Judith Porras,
General Counsel; John Hernandez, Deputy Director, Ms. Paula Hatfield and Ms. Donna Richardson.

Present in their designated capacitieswere the following persons. Michadl Bartolotta, First Southwest
Company; Kay Watson, Walton Johnson & Company; JodieL . Jiles, Bear Stearns, Barron Wallace and
John Hill, ., Vinson & Elkins; Andy Bynam, Sdomon Smith Barney; Katherine Closmann, Jarry Kyleand
Bob Callie, Andrews & Kurth; Art Moraes and Curt Shelmire, Morgan Stanley; Curtis Flowers, Loop
Capitd Markets; Alison Brisco, Lehman Brothers, Richard Ramirez, David White, Don Henderson, JP
Morgan; Zelma Smith, Legislative Budget Board; Suzanne Hickey, Jackson Securities.

Item 1. Call toorder.

Mr. Branch called the meeting to order at 2:15 P.M.

Item 2. Approval of minutes of the March 20, 2001 Board meeting.

Mr. Branch asked if therewere any correctionsor additionsto the minutes of the Board meeting of March

20, 2001. Therebeing none, Mr. Sernamoved to approvethe minutes. Ms. Meyer seconded the motion.
The motion passed unanimously.



Item 3. Report on pricing and sale of Texas Public Finance Authority General Obligation
Refunding Bonds, Series 2001-A.

Ms. Edwards stated representatives from Morgan Stanley Dean Witter were present to provide apost sale
analysis of the GO Refunding completed in April.

Mr. Curt Shelmireand Mr. Art Moraes, Morgan Stanley Dean Witter, on behdf of the Underwriting Team
members, reported that on April 3 TPFA issued gpproximately $319 million of GO Refunding Bonds; the
find par amount of the Authority’ stransaction totaled $318,921.221.65, comprised of $286,015,000 of
current interest serial bonds and $32,906,221.65 of capital appreciation bonds. The Authority refunded
$320.93 million in outstanding GO Bonds, achieving $9.68 million in net present vaue savings (or 3.01%
of refunded par) and $10.1 million in gross savings. The savings threshold passed the 3% minimum,
established by the Board. Thetrueinterest cost was 4.40%, and both the arbitrage yield and escrow yidd
were4.29%, indicating that therewas not any negative arbitrage. Thefinanceteam had chosentolockin
SLG rates prior to thefinancing, which proved to be agood decison aswell. Cost of issuance per bond
was 48 centsand the overal underwriting discount was $4.98. Mr. Shemirea so remarked that about hal f
of the$10.1 million of gross savingswas distributed over the next couple of fiscal years, with thebalance
of the savingsthen distributed equally throughout the remainder of the refunding issue, so that the State
could accomplish some of its budget objectives over the next biennium. Mr. Shelmire concluded by
pointing out that interest rates have not been as favorable since the April bond sale and so the Authority
wasabletolock inratesat avery good level and have asuccessful refunding. Mr. Moraesreviewed the
orders, alotments, designations and allocation of the management fee.

Ms. Edwards reminded the Board that a different approach of alocating the management fee was utilized
by the TPFA staff, itsFinancial Advisors, and thepricing committee members. The Authority madethe
allocation to each syndicate member based on participation in termsof their orders and their effort in
helping to achieve TPFA’s goals.

Mr. Sernainquired about whether all the member firms were pleased with their allotments and fee
allocations and thiswas affirmed. He also inquired about the new avenue allowing for remote, online
monitoring of how orderscamein during theorder period. Ms. Edwardsreported that it worked very well.
Sheremarked that it was aredly good combination to have the financial advisors, Judith and two board
membersin New Y ork for monitoring and John Hernandez and hersdlf in the TPFA offices, watching the
process online and being accessible by phone, if necessary.

Mr. Branch noted that the Authority had been ableto ddliver some savings (60% of it in thefirst two years)
that washelpful to the Legidature. Ms. Edwards agreed that taking larger increments of savingsinfiscal
years 02 and 03 did provide somerelief in the budgetary process.

Ms. Edwards commended the Morgan Stanley staff for their extensive financial analysis. Mr. Kerr also
suggested that staff write to the Attorney Generd’ s office and report how effectively we have been able
to price bonds under the new statutory procedure which permits amore flexible pricing schedule. Mr.



Branch extended the Board’ sthanksto al membersof the financing team for their work on thisrefinancing
effort.

Item 4. Review of 77" L egislative Session.

Ms. Edwardsfirst reviewed the Authority’ s section of the appropriations bill, pointing out that the total
appropriation for agency operations did not change from the last biennium; that the Authority was paid
primarily out of genera revenue, rather than bond proceeds, and that the Authority had been successful in
getting an increase in the cap on the Executive Director’ s salary.

Shereported on HB3064 and the companion HJR 97, a congtitutional amendment authorizing TPFA to
issue $850 million of GO bonds. Reps. Rob Junell and Tamidge Heflin, worked with about 13 different
agenciestoidentify their capita needsprimarily for deferred maintenance and repair and rehabilitation over
a10year time-frame. Ultimately, they narrowed the requests down to thefirst 6 years, which resulted in
the $850 millionfigure. The FY 02-3 AppropriationsBill, SB1, authorized about $41 million of GO Bonds
inthefirst year and $237 millionin the second year of the biennium. The other GO Bond bill that passed
was SB 1296/HJR37 providing for highway congtruction of county roadwaysin the Coloniasarea. Mr.
Mijaresinquired whether the language on the ball ot woul d show alocation to specific agenciesor would
be presented asalump sum. Ms. Porrasanswered that the question on the ballot would be presented as
a lump sum of $850 million.

Ms. Edwards reviewed other legidation authorizing the issuance of bonds by TPFA. Shereported that
approximately $236,061,080 revenue bonds were in the appropriations bill. In addition, bonds were
authorized by HB6 on charter schools, SB1839 on nursing home reform, and SB1173 on the Nimitz
Museum. The gppropriationshill dsoincluded provisionsto issue revenue bondsfor the Generd Services
Commission, TexasMilitary Facilities Commission, Texas Department of Agriculture, Parksand Wildlife
Department and Department of Human Services. TPFA was aso authorized by HB658 to issuetuition
revenue bondsfor Midwestern State University, Stephen F. Austin State University and Texas Southern
University.

Mr. Branch asked if the Joint Underwriting Association, in SB1839, was created by the State, as an
insurance“ back-stop”. Ms. Porrasreported that yes, it was; it was created in 1975 to provide medical
mal practiceinsurancefor phys ciansand other hedlth care providers, and under SB1839, isto beaninsurer
of last resort for nursing homes.

Ms. Edwards reported that the Authority’ s anticipated workload could be as much as4 or 5 bond issues
thisfal. Onthe GO side, the Authority would issue about $455 million, assuming the Colonia Roadways
bonds are approved by the voters, or about $278 without the Colonia Roadways Bonds. Onthe revenue
side, about $215 million is authorized and about half of that is the tuition revenue bond issues.

Ms. Porras also reported on SB311 relating to the General Services Commission and the $16 million
appropriated for it. Under SB311, the GSC is changed to the Texas Procurement and Building
Commission, but the authorization for the financings and lease payments are continued to the successor
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agency. Additional changesto GSC included transferring telecommunications to the Department of
I nformation Resources and changing how the Commission is appointed, to give more direct oversight to
the Legidature. Mr. Branch requested an update on the GSC and its transition to be given at the next
board meeting.

Ms. Porrasreviewed other legidation that did not authorize bonds, but affected TPFA. HB 2153, TPFA’S
“clean-up” bill requires our Board to have 7 members. HB 609, a state administrative type law, requires
TPFA to have an internal audit function effective September 1.

Item 5. Discussion of Commercial Paper programs and other debt management policies.

Ms. Edwards reported that staff had met with Financid Advisors and contacted other states and therating
agenciesto develop some broad debt management policiesfor the Board’ sconsideration. Thesepolicies
areintended to serve asguidelines and to articulate in writing the Authority’ s practi ces regarding debt
management over the past few years. Inaddition, they should provide context for the discussion regarding
the commercia paper programs. Discussion ensued. Shereviewed the materias provided in the Board
packet on the State’ s current outstanding debt and discussed the amount of variable rate debt.

Mr. Bartolottanoted that rating agencieswill not provide a hard and fast recommendation for outstanding
debt in variablerate mode. Thetarget of 20% is a salf-imposed guideline appropriate for the maximum
for the State. Mr. Kerr asked if it made senseto look at thetotal percentage of variablerate debt, thetotal
debt for the State, but al so the asset/liability match. Ms. Edwards concurred. Discussion ensued and the
Board reached a consensusto defer action on the debt management policies until the next Board mesting.

Discussion then turned to the staff’ s recommendation regarding the existing and new commercia paper
programs and the RFP processto implement the recommended changes. Mr. Serna pointed out that the
Authority should not issue an RFP unlessthe Authority truly intended to make achange. Discussion
continued regarding the dealer contract with Goldman Sachs on the MLLP CP program. Mr. Serna
pointed out that the terms of the existing contract are favorable. Mr. Bartolotta commented that,
redidticaly, it would bedifficult for the Authority staff to set up anew program and implement changeson
both CP programsdl| at the sametime. The Board reached a consensusto defer changing the MLLP CP
program or including it in an RFP for CP dealers until alater date.

Mr. Sernamade a motion to accept Staff’ s recommendation, except for the MLLP CP program. Ms.
Edwards restated the staff recommendation:
(2) to convert the GO CP program to another form of variable rate financing
by issuing multi-modal variablerate demand bondsto execute acurrent refunding of
the existing GO CP, and use the multi-modal feature to achieve the Authority’s
variablerate target, by converting aportion to fixed rate as and when appropriate;
(2) cresteanew GO CP program to fund any new constitutiona authorization
if approved by votersin November, and to fund the remaining $47.8 appropriated
but unissued debt under theexisting authorization. The new program could total up



to $1.1 billion; however, wewould only obtainliquidity, TPFA approval and BRB
approval for theamount appropriated in theinitial biennium, approximately $325-
500 million.

(3) Issue one RFP, excluding the CP dealer for the MLLP CP program.

Ms. Meyer seconded the motion. Mr. Kerr requested a clarification that this motion would also include
the staff recommendation with respect to the underwriting pool to beincorporated inthissame RFP. Mr.
Branch affirmed that the RFP would address (1) VRDB dedler for existing GO CP, (2) CP dedler for the
new CP program (contingent on voter approval), and (3) TPFA FY 2002-03 Underwriting Pool. The
motion passed.

Item 6. Other Business. Staff Report; Discussion of Request for Proposal process for
Financial Adviser and Bond Counsel.

Discussion ensued about TPFA’ santicipated fall workload, possible new Board memberstransition, the
RFP processfor Financial Advisor and Bond Counsdl contracts. Ms. Edwardsand Ms. Porras stated that
the existing Financial Advisor and Bond Counsel contracts contained provisionsto extend them beyond
the August 31 termination date, and recommended that the Authority do so. Mr. Kerr stated hewasin
favor of exercising theoption of extending the current Financial Advisors contractsfor aperiod of lessthan
the oneyear full term, but long enoughto handle TPFA’ sworkload should the $850 million referendum
passin the November election. The Board discussed that the current procedure for selecting alaw firm
could be continued also to cover required work before new RFPs can be processed. The other Board
members agreed.

Ms. Edwardsreported that the Empl oyee Assi stance Program, which was presented to the Board severa
months ago, had been implemented and personnel policies modified, as requested.

Mr. Branch inquired whether the Authority had any positionsopen. Ms. Edwardsreported therewereno
staff openings. Sheintroduced PaulaHatfield asthe replacement for Jeanine Barron who retired in June.
The Board extended best wishes to Jeanine Barron.

Item 7. Adjourn.

The meeting adjourned at 4:15 P.M.

CynthiaL. Meyer

Secretary, Board of Directors
ATTACHMENT
Posting Notice - Exhibit “A”



