



COMMONWEALTH OF VIRGINIA
VIRGINIA PUBLIC BUILDING AUTHORITY
Board of Directors Meeting
June 7, 2012
11:00 a.m.
5th Floor Conference Room
James Monroe Building
101 North 14th Street, 
Richmond, Virginia

Members Present:	Sarah B. Williams, Chair 
			Manju Ganeriwala		
			James H. Flinchum
			F. Dudley Fulton
			Robert C. Maddux
			John A. Mahone
			David A. Von Moll

					
Others Present:	Tracy L. Clemons, Sr. 	Department of Treasury
			Sherwanda Cawthorn		Department of Treasury	
			Donald Ferguson		Office of the Attorney General
			Megan Gilliland		Christian & Barton, L.L.P
			Melissa Palmer		Department of the Treasury
			Janet Lee (via telephone)	Public Resources Advisory Group
			
			
CALL TO ORDER 

With a quorum present, the Chair, Mrs. Williams, called the meeting to order at 11:02 a.m.

PUBLIC COMMENT 

There was no public comment.


APPROVAL OF MINUTES

[bookmark: OLE_LINK4][bookmark: OLE_LINK5]The Chair asked for a motion to approve the minutes from the September 14, 2011 meeting of the Virginia Public Building Authority. Mr. Flinchum had one change to the minutes, and then made a motion to approve the minutes of the September 14, 2011 meeting.  The motion was seconded by Mr. Maddux and unanimously approved by the Board members present.

FINANCING SUMMARY FOR VPBA PUBLIC FACILITIES REVENUE AND REFUNDING BONDS, SERIES 2012A

Mr. Clemons reviewed the final financing summary for the $72.4 million, Series 2012A Refunding Bonds issued in February 2012. At the September 2011 meeting, the Board approved a new money issue and a potential refunding. Mr. Clemons said the Board approved delaying the refunding until market conditions decreased the escrows negative arbitrage. At that time, although present value savings totaled $3.7 million (4%), there was significant negative arbitrage in the defeasance escrow of $5.4M. The Board allowed staff to defer issuance, if necessary upon recommendation of Financial Advisor and Bond Counsel as market considerations dictated. Mr. Clemons stated that at the beginning of the year conditions were aligned such that the Authority was able to significantly reduce the negative arbitrage. On February 8, 2012 the authority received bids from 13 bidders with the winning TIC of 1.7362% from RBC Capital Markets and a second place bid of 1.80%. The savings totaled $9.8 million of net present savings and a 12.34% present value ratio against the refunded bonds, with negative arbitrage reduced to just a little more than $3M.  Mr. Clemons stated that we had a magnificent sale and we appreciate the advice of counsel and the option the Board gave staff to defer to a more prudent time. Ms. Williams, thanked staff for doing such a great job with the refunding; saying that it turned out to be a real win for the Commonwealth. 

Mr. Flinchum said that with the range of bids averaging from 1.73% to 2.08 %, it seemed like the 35 basis point spread from the low to high bid was large. Mr. Clemons said that spreads vary but he thought the spread was tight. Ms. Ganeriwala said that generally the first 3 to 4 bids are more on top of each other. Ms. Lee added that spread differential is consistent to what has been seen in the past. She stated that it was unusual to have 13 bids for VPBA, but due to the attractive size it was received well in the market. She thought it was an excellent result for the authority. 

[bookmark: OLE_LINK2][bookmark: OLE_LINK3]VIRGINIA PUBLIC BUILDING AUTHORITY PROJECT UPDATE

Ms. Williams asked Mr. Clemons to update the Board on the Authority’s projects approved by the 2012 Legislature. Mr. Clemons referred members to the 3 page handout (Exhibit 1) that laid out the various projects currently expected to be authorized in the re-enrolled budget bill that is before the Governor for signature.   Exhibit A laid out the projects that have received specific VPBA authority. Mr. Clemons further explained that the first two projects are the state’s share of regional jail costs. The third item represented a transfer of the existing authority for a new correctional center for women project which is being created using authorization not needed by existing projects listed. (with details in Exhibit B)  

Ms. Williams ask if the listing of new projects was smaller than those seen in the past. Mr. Clemons confirmed and said that the administration and legislature were limiting the amount of new debt authorizations at present time to preserve debt capacity. 

Mr. Mahone asked what flexibility remained in the State’s debt capacity model. Mr. Clemons explained that although the most recent report (December 2011) had a slight rise in capacity, the Legislature and Administration are still continuing to hold the line on new authorization so that as revenues recover, capacity will improve. Ms. Ganeriwala further explained that due to declining revenue growth, the capacity has been running low over the past few years and was very close to hitting the State’s 5% debt ceiling.  Current capacity of approximately $300 to $400 million is less than past years when capacity was from $600 and $800 million. The Administration is purposely not authorizing projects because the Governor and the General Assembly do not wish to cross that line.

Mr. Flinchum asked if after the list is approved by the legislature, whether we are obligated to issue the amount. Mr. Clemons said that we are expected to issue amounts authorized for bond funding but not obligated.  Mr. Flinchum also asked if we would issue bonds to pay for corrections and has this been done this before? Mr. Clemons affirmed and explained that the first three items listed were standard items. The remaining items were capital maintenance reserve costs; a relatively new development over the last few years. He further clarified that capital maintenance reserve differed from ordinary operating maintenance reserve. Capital Maintenance Projects are controlled by the Department of Planning and Budget and the capital outlay process of the Commonwealth. The allocation of funds are specifically managed for capital maintenance reserve projects that fit that definition. Mr. Flinchum asked if the VPBA is the only authority that issues bonds for these types of projects i.e. Corrections. Mr. Clemons said yes, though the Commonwealth’s General Obligation Bonds (rated AAA); could finance such projects, however to date all correction projects have been funded by VPBA bonds. 

Ms. Ganeriwala added that the only additional state agencies that can issue their own bonds are, The Commonwealth Transportation Board (transportation debt) and the Virginia Port Authority (port debt). The rest of state government debt is issued either with General Obligation Bonds via Treasury Board authorization; the College Building Authority or the Public Building Authority.  Mr. Maddux asked in the last few years have there been difficulty in selling bonds. Mr. Clemons said no, with the exception of the 2008 meltdown. He continued that Virginia bonds remain highly regarded in the market and we have had no problems selling. 

Mr. Fulton asked whether the reserves are only used for the maintenance of existing facilities not new construction. Ms. Ganeriwala said that there has been a recent change because of the revenue declining so drastically. The Commonwealth is now using bonds for capital maintenance reserve where in prior years; Virginia used cash on a pay-as-you-go basis for maintenance reserve. 

Mr. Clemons then directed the Board to final Exhibit 3 that showed additional projects authorized for VPBA funding.  The $73.3M of authorization includes 20 VPBA projects that will be shared under blanket authorization along with 16 higher educational projects that will be funded through the College Building Authority. Ms. Williams asked if this has been done before. Mr. Clemons confirmed that this has been done in the last few budget cycles. Ms. Ganeriwala clarified that the Secretary of Finance and the Department of Planning and Budget would determine the amounts not Treasury. Mr. Flinchum then asked for clarification on construction costs verses maintenance costs. Mr. Clemons explained that it is construction cost for these (Exhibit A) projects. 


Mr. Flinchum asked what projects the Virginia College Building Authority finances. Mr. Clemons explained that it finances higher education facilities. 


UPDATE ON VARIABLE RATE PROGRAM

Mr. Clemons directed the Board the Variable Rate handout that summarized the full report distributed in the Board package.  Ms. Lee of Public Resources Advisory Group (“PRAG”) provided highlights of the report contained in the summary (Exhibit 2). She began with a background and a review of the summary statistics on the variable rate issue, then proceeded with the range of rates from the maximum interest rate of 8% in 2008  to  January 2012’s all time low of .07%. On average the spread has been 1.78% over SIFMA since 2005. Mr. Mahone asked what was happening in the market that drove the rate down so low.  Ms. Lee responded that we generally see lower rates at the beginning of the year on the tax-exempt side and as we get close to the April 15th deadline we generally see an increase in rates. Ms. Lee emphasized that there is continued demand for well structured variable rate demand bonds with strong liquidity banks like we now have with Wells Fargo. Wells Fargo is currently rated Aa3/AA-/AA-long-term and short-term ratings of P-1/A-1+/F1t, resulting in stable interest rates. Since the Authority replaced Dexia with Wells Fargo on August 1, 2011, the Authority has seen stability in its weekly interest rate resets. Ms. Lee concluded her review of the history of the authority’s rates and its comparison to other variable rate issuers. 

Ms. Lee then directed the Board to the comparison of a hypothetical fixed rate compared with the variable rate issue, assuming issuance on the same date in 2005. The Authority has saved approximately $7,774,432 in debt service from December 7, 2005 through May 1, 2012.  Ms. Lee acknowledged the variable rate issue as meeting the Authority’s primary objectives to (i) reduce its debt service costs and (ii) diversify its debt portfolio slightly. The total amount of variable rate debt is a very small, with Building Authority and the College Authority totaling 1.5 % of the Commonwealth’s debt. She added that by having the Wells Fargo liquidity in place, the VRDB program should continue perform in a satisfactory manner. They do not believe an exit strategy is warranted at this time.  It is expected that there will be continued demand for highly rated, well-structured VRDB’s like those of the Authority. However, the short-term market will continue to be monitored. 

Ms. Williams thanked Ms. Lee for the presentation.

Ms. Ganeriwala asked about the amount of outstanding variable debt for VPBA. Ms. Lee and Mr. Clemons concurred that it is $50 million in outstanding variable rate debt. Ms. Ganeriwala also asked why the College Building rate spread to SIFMA was better than VPBA? Ms. Lee said VCBA is in a daily mode which means the interest rate is reset daily and usually a differential between the weekly rate of VBPA is up to five basis points. Ms. Ganeriwala then stated that the College Building Authority is enjoying the benefit of the daily reset in the current interest rate environment. Ms. Lee commented that likewise, if there was market volatility you would see it more in the VCBA’s daily rates.

Mr. Fulton stated that upon listening to Mr. Bernanke that morning, it was confirmed that the country is still in a very low rate environment that may continue through 2014. Mr. Fulton questioned what would be a good fixed rate and for what term, in context of a low rate environment expected for the next two years and possibly increasing for 5 to 7 years after that.  Mr. Clemons declined to speculate on future rates but provided an example of a recent bond issue. The VPSA which recently sold a series of equipment notes that came in at 0.90% fixed rate for a five year period.  Ms. Lee added that the Virginia Transportation Board recently sold a $600 million transaction, with a 25 year term and TIC of 3.37%. Ms. Lee said Mr. Fulton raised a valid point and that they are constantly looking at historical lows on the fixed rate side. But from the authority’s perspective, since we switched to Wells Fargo liquidity, the rates have not exceeded 0.26 %. Ms. Williams asked when we would consider changing from a variable to fixed rate. Mr. Clemons replied that when short-term rates begin increasing and it no longer remains beneficial for us to have variable rate bonds, the Authority will immediately switch to a fixed rate by refunding this 2005D series. Ms. Williams noted that Market disruption has been the biggest cost in the variable rate program. Ms. Lee agreed and stated that the current rate in the variable rate bond is better than equivalent of the 1 year .05 treasury.

Mr. Clemons thanked Ms. Lee for the report.



ONE YEAR EXTENSION OPTION FOR FINANCIAL ADVISORY CONTRACT


Mr. Clemons proceeded with the last action item; the Board’s consideration of exercising the last extension to the Financial Advisory contract. PRAG currently serves as primary advisor and Public Financial Management (“PFM’) in Arlington, is the Authority’s secondary advisor. PFM provides the regional jail program analysis and also rotated in for financial advisory services for one 2011 bond deal during the contract period. Mr. Mahone asked how long have the original contracts been in effect and how long they will be extended with today’s approval? Mr. Clemons stated that the initial contract is for 3 years with two 1 year extensions and we have used one of 1 year extension.  Mr. Clemons stated that staff is extremely pleased with and has been well served by both advisors and recommends that the Board approve the final l year extension. Mr. Flinchum asked Mr. Clemons to give a more detailed explanation of the process. Mr. Clemons said the Treasury will submit a Request for Proposal (“RFP”) for services to the entire independent financial advisor community.  The recipients will respond with terms for services that we have requested. Staff will evaluate all and short list the proposals and the Board will have the opportunity to will hear presentations of the short list candidates and interview each of the candidates. 

Mr. Maddux asked about the increase in fees. Mr. Clemons responded that during this contract period, the fees remained constant for the entire term of the contract. Mr. Flinchum asked if the two firms ever work together. Mr. Clemons responded that he was not aware of them working together on any Commonwealth transaction. The motion was made by Mr. Flinchum and seconded by Mrs. Ganeriwala with unanimous approval by the Board members to extend the current contracts for the 1 year extension.

OTHER BUSINESS AND ADJOURNMENT

Ms. Williams welcomed Ms. Gilliland back to the meetings following being out on leave.  Mr. Clemons prior adjournment commended Ms. Williams on her tenure with the Board and the exemplary fashion that she led the Board as Chairman.  He expressed that she would be missed when her term expires on June 30, 2012.

Having no other business to be brought before the Board, the meeting was adjourned at 11:58 p.m.

Respectfully submitted,
Tracy L. Clemons, Sr.
Assistant Secretary/Treasurer #2
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