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ATTORNEYS AT LAW





MEMORANDUM


from


Cliff Blount

(512) 807-2454

Fax (512) 474-1901


E-mail: blount@namanhowell.com

TO:

Fort Bend County Commissioner’s Court
DATE:
July 24, 2012
RE:

Lutheran Social Services of the South, Inc./ Krause Children’s Treatment Center, Katy, Texas

The purpose of this memo is to request the approval by Fort Bend County of a tax exempt bond financing for Lutheran Social Services of the South, Inc. (“Lutheran Social Services” or the “Borrower”) for its Krause Children’s Treatment Center in Katy.  
The bonds are proposed to be issued by HFDC of Central Texas, Inc. (the “Issuer”) to refinance facilities of Lutheran Social Services in 7 locations around Texas (the other locations are Austin, Brenham, Canyon Lake, Corpus Christi, Denton, and Victoria).  The bonds will not constitute a liability of Fort Bend County or Katy and neither the County or the City are responsible for any expenses related to the bond issue, but an approval is required under the Internal Revenue Code for the transaction to go forward.  Fort Bend County approved the original bond issuance in 2004 and a copy of that resolution is enclosed.  
The Borrower:


Lutheran Social Services is a Texas nonprofit corporation exempt from federal income taxes.  This allows the Borrower to refinance the Krause Children’s Treatment Center as well as its other facilities (the “Project”), with tax exempt bonds (lowering the interest rate on its borrowing).

The Financing:


The Borrower proposes to finance the Project through the issuance of up to $24,000,000 of HFDC of Central Texas, Inc. Revenue Bonds (Lutheran Social Services of the South Obligated Group Project), Series 2012.  Under the terms of the financing documents, all liability to repay the bonds falls on the Borrower.  The Issuer has limited liability in regard to the bonds, with that liability being limited solely to payments first furnished to the Issuer by the Borrower.  The Borrower anticipates an interest rate savings through the use of tax exempt bonds that will allow it to borrow at a substantially lower rate of interest than if it borrowed through a conventional bank loan.
Approval by Fort Bend County:


The County’s approval is required by a provision in the Internal Revenue Code, Section 147(f).  That section of the Code requires that a public hearing be held in connection with the issuance of the bonds both in Hubbard (where the bonds will be issued) and in all of the locations where the financed facilities are located.  After the hearing, the bond issue must be approved by the mayor and/or city council of Hubbard and the County Judge and/or Commissioners Court of Fort Bend County as well as the other jurisdictions which contain facilities.

Notice of the public hearing must be published in a newspaper at least 14 days before the hearing is conducted.  The public hearing can be conducted by anyone designated by the Issuer.  There is wide flexibility on how the public hearing is conducted so long as it occurs before the County’s approval is given.  As we discussed, I will arrange to hold the hearing at the facility and provide minutes of the hearing to the Commissioner’s Court.

With regard to the public approval, the law requires that approval be given by both the “issuer” jurisdiction (Hubbard) and by the “host” jurisdiction (Fort Bend County, for this facility).  The law further requires that the approval be given by the “applicable elected representative” of each of these jurisdictions, being either (1) the mayor if elected at large; (2) the full city council; (3) the County Judge or (4) the full Commissioner’s Court.  We are at your discretion as to how this is handled.


While not required by state law for this financing as there will be no new construction for the facilities in Fort Bend County, we are also asking that the financing be approved pursuant to the Health Facilities Development Act.
Impact on Fort Bend County:

The bonds will have no effect on Fort Bend County.  The bonds are not a liability of the County but only of Lutheran Social Services and, to a limited extent, the Issuer.  The documents prepared in connection with the issuance of the bonds will make that expressly clear.


I would be happy to speak with you about this memo and begin to schedule the public hearing and the further approval of the County at your convenience.


Enclosed with this memo is a form of Notice for the public hearing which we will need to publish at least 14 days prior to the hearing.  Also attached is a form of Resolution for the County and a copy of the resolution adopted in 2004.

Thank you very much for your assistance.
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