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FINANCE AND BUDGET COMMITTEE

JUNE 19, 2003

SUBJECT:
BENEFIT ASSESSMENT DISTRICT A1 LEVIES
ACTION:
ADOPT A RESOLUTION AUTHORIZING THE DEFEASANCE OF A PORTION OF THE SPECIAL BENEFIT ASSESSMENT DISTRICT A1 REVENUE BONDS, SERIES 1992-A

RECOMMENDATION

Adopt a resolution authorizing the Chief Executive Officer and other Authorized Officers under the resolution to annually transfer amounts from the Surplus Account of the A1 Bonds to a defeasance account held by the bond trustee to retire a portion of the outstanding bonds.

ISSUE

The original finance plan for the 1992 A1 bonds anticipated that monies from the Surplus Account would be used to retire bonds and lower debt service to keep the levy from approaching its $0.42 per square foot maximum.  The currently proposed action is necessary to manage the levy down to a lower level, as well as to provide relief to the taxpayers.

This action will reduce the annual levy by different amounts in each year it is implemented, currently planned for FY 2003-04 through FY 2006-07.  In FY2007‑08 there will be an offsetting increase in the levy to pay debt service on bonds for which the Surplus Account was originally intended to provide funding.   MTA is implementing this action to partially mitigate a large increase in the levy that will otherwise take effect beginning in FY 2003-04.  

POLICY IMPLICATIONS

Adoption of the authorizing resolution will enable MTA to manage the levy rate to mitigate some of the increases that will otherwise occur beginning in  FY2003‑04.  The mitigation should result in smaller levy increases in the initial fiscal periods, moving some of the tax burden for property owners out to FY2007-08, when the levy will be increased as a result of the mitigation for earlier periods.

ALTERNATIVES CONSIDERED

MTA could elect to not authorize the defeasance of the bonds.  Without the defeasance, the levy would be approximately $0.41.  With the recommended defeasance this year’s levy would be about $0.03 less thereby reducing the burden on the current property owners.  

FINANCIAL IMPACT

The budgetary costs of implementing this action are estimated to be less than $10,000.  The expenses will be funded from the Surplus Fund of the Bonds.  These costs were not separately budgeted in either FY03 of FY04 because these actions are considered part of the general administration of the bonds.

BACKGROUND

In 1997 and 1998 the MTA Board adopted resolutions that authorized staff to take various actions to manage the amount of the levy.  In 1997 the Board authorized the use of amounts in the Surplus Account to purchase bonds in the secondary market in order to reduce debt service and thereby lower the levy.  This action was not implemented due to deteriorating market conditions related to the purchase of the bonds.  In 1998, the Board authorized staff to obtain a surety policy in order to release $15 million from the Debt Service Reserve Fund to be used to subsidize the levy requirement, lowering the levy for a period of 5 years.  The 5-year subsidy was implemented and will conclude on September 1, 2003.  
NEXT STEPS

Following adoption of the resolution the bond trustee will establish a defeasance account.   Funds will be moved annually from the surplus Account into the defeasance account and U.S. Treasury securities will be purchased to fund the interest and principal payments to the maturity of the various defeased bonds.

A separate complementary action will be presented to the Board for consideration at the July Board meeting.  That action will propose to lower levies for the A1 district in FY2003-04 through FY2007-08 with an offsetting levy increase in FY2008‑09.

ATTACHMENT

A.  Authorizing Resolution

Prepared by:
Michael J. Smith, Assistant Treasurer

Terry Matsumoto

Executive Officer, Finance and Treasurer

Roger Snoble

Chief Executive Officer

Attachment A

RESOLUTION OF THE BOARD OF DIRECTORS OF THE LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY AUTHORIZING EXPENDITURE OF FUNDS ON DEPOSIT IN THE SURPLUS FUND UNDER THE INDENTURE AND THE DEFEASANCE OF CERTAIN SPECIAL BENEFIT ASSESSMENT DISTRICT A1 REVENUE BONDS, SERIES 1992-A AND AUTHORIZING THE EXECUTION OF NECESSARY DOCUMENTS AND CERTIFICATES AND RELATED ACTIONS

WHEREAS, in accordance with Chapter 12, Part 3, Division 10 (commencing with Section 33000) of the California Public Utilities Code (the “Act”), the Board of Directors of the Southern California Rapid Transit District (the “District”) formed Special Benefit District No. A1 of the Southern California Rapid Transit District;

WHEREAS, pursuant to the Act and an Indenture, dated as of October 1, 1992, by and between the Southern California Rapid Transit District (the “District”) and Meridian Trust Company of California, as trustee, as amended and supplemented by the First Supplemental Indenture, dated as of January 1, 1998, by and between the Los Angeles County Metropolitan Transportation Authority (the “Authority” as successor to the District) and BNY Western Trust Company, as successor trustee (the “Trustee”), and the Second Supplemental Indenture, dated as of August 1, 2001, by and between the Authority and the Trustee (as so amended and supplemented, the “Indenture”), the District issued its Special Benefit Assessment District A1 Revenue Bonds, Series 1992-A (the “Series 1992-A Bonds”) in the aggregate principal amount of $154,055,000, and thereafter the Authority issued its Special Benefit Assessment District A1 Revenue Refunding Bonds, Series 2001-A (the “Series 2001-A Bonds”), in the aggregate principal amount of $42,465,000 (all capitalized terms used in these recitals shall have the meanings ascribed thereto in the Indenture);

WHEREAS, the payment of the principal of and interest on the Series 1992-A Bonds and the 2001-A Bonds, each as and when due is insured by a financial guaranty insurance policy issued by Ambac Assurance Corporation (the “Bond Insurer”);

WHEREAS, in accordance with the Indenture, the Trustee maintains a Surplus Account, wherein funds on deposit can be withdrawn by the Authority solely for the following purposes:  (1) payment of Administrative Costs, (ii) refunds of Assessments resulting from successful appeals by property owners in the Assessment District, (iii) payments of amounts which must be refunded to the County for any overpayment of Assessments, (iv) any other purposes authorized in writing by the Bond Insurer; and (v) to the extent amounts on deposit in the Surplus Account, together with amounts on deposit in the Reserve Account exceed the maximum amount of Annual Debt Service for the current or any future Bond Year, the Authority may apply such funds to the purchase of Bonds on the open market or redeem Bonds in accordance with the Indenture;

WHEREAS, the Surplus Account has been since September 1, 1993, and currently is, funded with Revenues available for debt service that is in excess of the debt service requirements;

WHEREAS, as of the date hereof, funds on deposit under the Indenture include a $1,146,000 balance in the Reserve Account (in addition to a Surety Policy with a $15,000,000 par amount), and a $16,588,000 balance in the Surplus Account;
WHEREAS, the Authority desires, with the consent of the Bond Insurer to transfer and irrevocably deposit an amount not to exceed $6,000,000 annually in Fiscal Years 2002-03 through 2006-07, from amounts then currently on deposit in the Surplus Account, to an escrow account to be established for the defeasance during each of such Fiscal Years of a portion of the Series 1992-A Bonds, in accordance with the Indenture;

WHEREAS, the funds to pay the principal of and interest on a portion during each of such Fiscal Years of a portion of the Series 1992-A Bonds will be applied to such purpose pursuant to an Escrow Agreement, by and between the Authority and BNY Western Trust Company, as escrow bank (such Escrow Agreement, in the form presented to this meeting, with such changes, insertions and omissions as are made pursuant to this Resolution, being referred to herein as the “Escrow Agreement”); and

WHEREAS, the Authority has determined that the annual defeasance as authorized under this Resolution of a portion of its Series 1992-A Bonds would reduce the levy of assessments on assessable property within the Assessment District A1 for Fiscal Years 2003-04 through 2006-07 with an offsetting increase in Fiscal Year 2007-08;

NOW, THEREFORE, BE IT RESOLVED, by The Board of Directors of The Los Angeles County Metropolitan Transportation Authority, as follows:

Section 1.  All of the recitals herein contained are true and correct and the Authority so finds.

Section 2.  Subject to the terms of the Escrow Agreement under Section 3 hereof, and the consent of the Bond Insurer, the transfer and deposit of an amount not to exceed $6,000,000 annually in Fiscal Years 2002-03 through 2006-07, from amounts then currently on deposit in the Surplus Account, in an escrow account for the defeasance of a portion of the Series 1992-A Bonds in accordance with the Indenture, is hereby authorized and approved;

Section 3.  The proposed form of Escrow Agreement by and between the Authority and BNY Western Trust Company, as escrow bank presented to this meeting is hereby approved.  The Chair of the Board, or such other member of the Board as the Chair may designate, the Chief Executive Officer of the Authority, Chief Financial Officer, the Deputy Chief Executive Officer of the Authority and the Executive Officer, Finance and Treasurer of the Authority, or such other officer of the Authority as the Chief Executive Officer of the Authority may designate (the “Authorized Officers”), each acting alone, are hereby authorized and directed, for and in the name and on behalf of the Authority, to execute and deliver an escrow agreement in substantially said form, with such additions thereto or changes therein as such Authorized Officers may require or approve, such approval to be conclusively evidenced by the execution and delivery thereof (as finally executed, the “Escrow Agreement”).

Section 4.  The Authorized Officers are each hereby authorized and directed to solicit the consent of the Bond Insurer and credit rating agencies as appropriate or necessary and to evidence such consent as the Authorized Officers, with the advice of Authority Counsel, may require and approve.

Section 5.  The Authorized Officers and the Executive Officer, Regional Transportation Planning and Development are, and each of them acting alone is hereby authorized to set the assessment rates on each square foot of assessable property in Assessment District A1 as follows: (1) at a level sufficient to collect amounts at least equal to those required to comply with Section 5.03(a) of the Indenture, and (2) from time to time, as necessary to fully comply with the reserve requirements of the Indenture, vary the assessment rate.

Section 6.  The officers, employees and agents of the Authority are hereby authorized and directed, jointly and severally, to do any and all things which they may deem necessary or advisable in order to consummate the transactions herein authorized and otherwise to carry out, give effect to and comply with the terms and intent of this Resolution.

Section 7.  All actions heretofore taken by the officers, employees and agents of the Authority with respect to the transactions set forth above are hereby approved, confirmed and ratified.

Section 8.  This Resolution shall take effect immediately upon its adoption.

