FINANCE AND BUDGET COMMITTEE     SEPTEMBER 19, 2002
SUBJECT:
REFUNDING OF CERTIFICATES OF PARTICIPATION
ACTION:
REFUND THE CTFC 1992-B CERTIFICATES OF PARTICIPATION

RECOMMENDATION

Authorize the Chief Executive Officer to work with the California Transit Finance Corporation’s (CTFC) financing team to develop the structure and documentation for the refunding of the CTFC 1992-B certificates of participation (COPs), including payments to the CTFC financing team members in accordance with their contractual pricing arrangements as shown in Attachment A.

RATIONALE

As a result of currently low interest rates, MTA has an opportunity to refund all the outstanding COPs, $19.7 million, to achieve debt service interest savings.  By releasing certain cash held by the trustee, the par amount for the refunding issue will be reduced to $6.1 million.  At current interest rates and when the COPs are called prior to their January 1, 2003 payment date, the MTA will realize net present value savings of $450,000.  Savings from the refunding exceed 90% of the call option value.  This is in excess of MTA’s debt policy guideline of 80%.

In 1992 the LACTC entered into a lease agreement related to the issuance by the CTFC of $118 million of certificates of participation secured by a commitment of FTA section 5307 (section 9) and Transportation Development Act (TDA) funds.  The proceeds of the original 1992-B COPs were used to acquire 333 new clean‑air buses.    The CTFC, a non‑profit public benefit corporation, is the conduit issuer of this lease financing.  The CTFC was established in order to assist in the financing of public transit facilities and vehicles in California.  As the conduit issuer, the CTFC maintains its own financing team comprised of underwriters, counsel and financial advisor.  CTFC’s financing team will transact the refunding as a negotiated bond sale as it did for the original issuance in 1992.    

FINANCIAL IMPACT

Funding of the costs of issuance for this refunding were not budgeted for FY03 because the refunding was not anticipated at the time of the budget’s development.  However, the refunding will generate a favorable variance in debt service interest, project 610309, account 51124, in FY03 to offset the unfavorable variance to costs of issuance.

ALTERNATIVES CONSIDERED

MTA could elect to not refund the COPs at this time or defer action until a later Board meeting.  Because the January 1, 2003, principal payment will produce more than half of the refunding savings, it is recommended that MTA immediately authorize the CTFC to have its financing team take action to implement the refunding through a negotiated bond sale with the CTFC’s underwriters.  The financing documents will need to be authorized by the MTA Board at its December 5, 2002 meeting in order to sell and deliver the bonds prior to the January 1, 2003 principal payment date.  

MTA could request CTFC to not use the underwriters on its financing team and instead conduct a competitive bond sale.  The COPs are an issuance of the CTFC which sells all of its obligations by negotiated sale.  This grant secured transaction is much smaller than MTA’s typical sales tax bond and is being sold during a period of potential interest rate volatility.  The issue’s small size and weaker credit structure make it appropriate to use an underwriter in a negotiated sale in order that the underwriter generate investor interest in the obligation prior to the pricing and provide control over the timing of the sale to mitigate interest rate volatility.  The MTA’s financial advisor has advised that the estimated total costs for underwriting and other professional services offered through the CTFC are generally consistent with costs incurred on comparable bond issues.  The MTA’s current financial advisor, Public Financial Management (PFM) is also the CTFC’s current financial advisor.  PFM was also the CTFC’s advisor for the 1992 transaction, but not MTA’s.  For this refunding transaction, PFM has agreed to waive its CTFC related advisory fee.

ATTACHMENTS

A. Schedule of Fees for CTFC Financing Team Members 

Prepared by:
Michael J. Smith, Assistant Treasurer

Terry Matsumoto

Executive Officer, Finance and Treasurer

Roger Snoble

Chief Executive Officer  

ATTACHMENT A

SCHEDULE OF FEES FOR CTFC FINANCING TEAM MEMBERS

	Costs of Issuance
	$/1,000 Bond
	Amount

	Underwriter
	4.59000
	$28,200.00

	Bond Counsel
	2.50000
	15,300.00

	Disclosure Counsel
	2.50000
	15,300.00

	Financial Advisor (Public Financial Management)
	0.00000
	0.00

	Trustee Fees
	0.48980
	3,000.00

	Printing Costs
	1.22449
	7,500.00

	CTFC Fee
	2.50000
	15,300.00

	
	
	

	Total
	
	$84,600.00


These rates were established by CTFC.  The amounts are based on an issuance value of $6,125,000.  Other non-CTFC issuance costs are not included on this schedule.
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