FINANCE AND BUDGET COMMITTEE

JUNE 19, 2003

SUBJECT:
BOND REFUNDING
ACTION:
APPOINT FINANCING TEAM TO TRANSACT A NEGOTIATED SALE OF REFUNDING BONDS

RECOMMENDATION

Authorize the Chief Executive Officer to appoint Citigroup Global Markets, Inc. (previously Salomon Smith Barney) as the senior managing underwriter, with co-managers Goldman Sachs & Co., E. J. De La Rosa & Co., and Backstrom McCarley Berry & Co. to price and deliver the General Revenue Refunding Bonds, Series 2003‑A in a negotiated bond sale.

RATIONALE

The 1990 COPs were issued to provide funding for projected worker’s compensation claims liability of the Southern California Rapid Transit District, an operational expense.  As a result of currently low interest rates, MTA has an opportunity to refund up to $89 million of the outstanding general revenue 1990 certificates of participation (COPs) to achieve debt service interest savings.  If interest rates remain at today’s levels through the date the bonds are sold, the MTA will realize net present value savings in excess of $7 million.  Savings from the refunding of the 1990 COPs will exceed 80% of the bonds’ call option value as required by the MTA’s debt policy.  

The refunding bonds will be issued as taxable obligations in order to comply with current tax law and other legal constraints that limit MTA’s ability to issue tax-exempt obligations to provide long-term funding for purposes other than capital expenditures.    

Through an RFP process conducted by the MTA’s financial advisor, Public Financial Management, Citigroup is recommended to lead the team based on the recent experience of its local investment bankers in structuring and selling taxable municipal bonds and the demonstrated experience of Citigroup’s sales and trading departments in the taxable municipal bond market.  Goldman Sachs and E. J. De La Rosa are recommend to provide complimentary expertise in structuring, marketing and distribution.  Backstrom McCarley Berry & Co. is included to add a minority and small business component to the team and to support distribution. Attachment A provides summary information related to the selection of underwriters.

 FINANCIAL IMPACT

The costs of issuance for this refunding were not budgeted for FY04 because it was not know at the time of the budget’s development whether the refunding would be completed.  However, the refunding will generate a favorable variance in debt service interest, project 610309, account 51124, in FY04 to offset the unfavorable variance to costs of issuance.

ALTERNATIVES CONSIDERED

1. Issue tax-exempt fixed rate bonds – Due to changes in State law since the COPs were originally issued, MTA would have to take an aggressive tax position in order to issue the bonds on a tax-exempt basis.  In light of the current narrow spreads between taxable and tax-exempt rates, the potential incremental savings would not justify the aggressive tax position.

2. Issue variable rate taxable bonds – This alternative would yield a substantially higher amount of present value savings if interest rates were to remain at the current low levels through 2010, the final maturity.  Use of the variable rate approach is not recommended due to the risk that future interest rates could rise above the fixed rate that is available now.

3. Use available operating eligible cash fund balances to fund the retirement of the bonds  - This alternative is attractive now due to the low interest earnings on invested cash.  If investment interest rates return to historical averages, the present value savings approximates the recommended taxable fixed rate refunding.  Additionally, Since these cash balances are already programmed for use in future projects and programs, those projects might have to be delayed or programmed service levels would have to be cut. 

4. Issue the bonds through a competitive sale - MTA has never participated in the taxable municipal market so those buyers are not familiar with MTA and its credit background.   The reason that MTA is selling on a taxable basis will have to be explained as the bonds are  marketed to investors.  This pre-marketing should increase interest in the bonds that will help maximize the sale price and minimize the interest expense.  MTA’s financial and legal advisors recommend the negotiated approach.

ATTACHMENT

A.  Summary of Underwriter Selection

Prepared by:
Michael J. Smith, Assistant Treasurer

Terry Matsumoto

Executive Officer, Finance and Treasurer

Roger Snoble

Chief Executive Officer

Attachment A 

Summary of Underwriter Selection

Refunding of the General Revenue 1990 

Workers Compensation Certificates of Participation

Recommended Firms:
Citigroup Global Markets, Inc. (Senior Manager)


Goldman Sachs & Co., Inc. (Co-manager)


E. J. De La Rosa & Co. (Co-manager)


Backstrom McCarley Berry & Co. (Co-manager)

Proposed Price:
$2.87 / $1,000 of bonds, plus expenses (rate may vary slightly)

RFP Issued:
April 14, 2003

RFPs Mailed:
19

Proposals Received:
12

Proposals Due:
April 28, 2003

Evaluation Method:
Best Value

Proposing Firms:
Backstrom McCarley Berry & Co.


Banc of America Securities


Bear Stearns & Co.


Citigroup Global Markets


E. J. De La Rosa & Co.


First Albany Corp.


Goldman Sachs & Co.


Lehman Brothers, Inc.


M. R. Beal & Co.


Samuel A. Ramirez & Co.


Siebert Brandford Shank & Co.


UBS PaineWebber

Attachment B 

History of Underwriter Selection

Refunding of the General Revenue 1990 

Workers Compensation Certificates of Participation

A. Background on Selected Firm 

Citigroup Global Markets, formerly known as Salomon Smith Barney, is the investment banking arm of Citigroup, the largest diversified financial services firm in the world.  Citigroup’s investment banking and bond trading operations are headquartered in New York city.  Citigroup has three investment banking offices in California, located in Los Angeles, San Francisco, and Sacramento.  

B. Selection Background
This was a negotiated selection process to identify a financing strategy and select an underwriting team to refund or otherwise derive value from the General Revenue 1990 Workers Compensation Certificates of Participation, originally issued by the Southern California Rapid Transit District.  Selection of the senior manager was made based on proposal responses and negotiation with firms in the competitive range, by ranking each according to the selection criteria.  Factors related to recent and direct experience of the relevant investment bankers, analysts and bond traders was heavily weighted, with price less heavily weighted.  As a result, due to the higher scores for experience and financing approach attained by Citigroup, is recommended to serve as the senior managing underwriter.  The firms Goldman Sachs & Co., and E. J. De La Rosa & Co., are recommended to serve as co‑managers based upon their complementary skills and capabilities relative to the identified financing strategy and recommended senior managing underwriter.  The firm of Backstrom McCarley Berry & Co. is recommended to serve as a co‑manager to provide distribution support and add a minority and small business firm to the team. 

C. Evaluation of Proposals
Twelve proposals were received and evaluated in accordance with the guidelines and criteria established in the RFP.  

Based on the review of the proposals, Citigroup was the only firm included in the competitive range based on its superior scores for experience and financing approach.

D. Cost/Price Analysis Explanation
The proposed pricing was determined to be fair and reasonable based upon competition and ranking relative to the other proposers.

Sale of Currency Contract
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