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SUBJECT: REFUNDING OF PROP C BONDS

FINANCE AND BUDGET COMMITTEE
SEPI'EMBER 18,2003

ACTION: ADOPT RESOCLUTION AUTHORIZING ISSUANCE OF
AUCTION RATE SECURITIES AND USE OF AN INTEREST
RATE SWAP

RECOMMENDATION

Adopt a reso.tion authonizing the Chief Executive Officer to price and deliver up to
$405 million of auction rate securities as the Proposition C Second Senior 2003-B
refunding boads, in one or more series of auction rate securities to be issued to refund
portions of the Prup C 1993-B and 19935-A bunds, and to enter inlo one or more
related interest rate swaps, and to approve documents on fite with the Board Secretary
for a negotiated bond sale and competitive swap provider selection. (Attachment A}.
{Requires separate, simple majority Board vote.)

RATIONALE

Curent low interest rates arc providing MTA the opportunity to refund up to S368
million of bonds consisting of portions of the outstanding Prop C 1993-B serics bonds
and Prop C 1995-A series bonds to achieve debt service interest savings. In August
2003, the Board approved appointment of Bear Stearns and Lehman Brothers as
underwriters and remarketing agents for these variable rate bonds. In July 2003, the
Board approved the sale of fixed rate refunding bonds via competitive sale. However,
duc to the recent rise in interest rates, 1ssuance of a fixed interest ratc bonds is not
projected to meet Deht Policy refunding guidelines.

In this same higher interest rate environment, use of the recommended London
Interbark Offering Rate (LIBOR) indexed inlerest rate swap sirategy is projected to
geacrate savings of as much as $22 miliion ifall $368 million of bonds mect the Debt
Policy refunding guidelines. The swap(s) would be entered into in accordance with
the Interest Rate Swap Policy adopted by the Board in June 2003.

FINANCIAL IMPACT

The cosls of issuance for this refunding were not budgeted for FY04 because the
refunding was not anticipated at the time of the budgcet’s development. However, the
refunding will generete a favorable variance in debt service interest, project 610311,
account 51124, in FY04 to offset the unfavorable variance to coste of issnance.
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ALTERNATIVES CONSIDERED

Alternatives considered include:

A, Issuing fixed rale bonds to accomplish the refunding. This altemmative is not
rccommended because in the current interest rate environment, issuance of a Jxced rate
bond will not lower the interest rate sufficiently to mect the Debt Policy refunding
guidelines.

R Deferring the refunding to a later date. This altemative is nat recommended due to the
risk that interest rates may continue to rise and potential savings will be lost.

C.  Other financing techniques have also been considered, such as the use of a cost of funds
swap or a BMA indexed swap. The BMA :ndex is the Bond Market Associalion floaling
rale index, an index o municipal floating rate securities. They are not recommended
because the recommended LIBOR financing provides a better overall financial benefit.

ATTACHMENTS

A. Authorizing Resolution
B. Transaction Explanation
C. Swap Presentation
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arcd by:  Mich: . Smith, Assistant Treasurer

Q)

Terr M Lsumoto
Excc e Officer, Finance and Treasurer

N\

R{‘J/ger Snobl
Chiel Executlve Oflicer
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ATTACHMENT A

RESOLUTION OF THE LOS ANGELES COUNTY
METROPOLITAN TRANSPORTATION AUTHORITY
AUTHORIZING THE ISSUANCE AND SALE OF ONE OR
MORE SERIES AND/OR SUBSERIES OF ITS MULTI-MODAL
PROPOSITION C SALES TAX REVENUE REFUNDING BONDS,
SECOND SENIOR BONDS AND APPROVING OTHER RELATED MATTERS

(PROPOSITION C SALES TAX)

WHEREAS, the Los Angeles County Metropolitan Transportation Authority (the
“MTA’), as successor to the Los Angeles County Transportation Commission (the
“Commission”), is authorized, under Chapter 5 of Division 12 of the California Public Ultilitics
Code {the “Act”), to issuc bonds to finance and refinance the acquisition, construction or
rehabilitation of facilities to be used as part of a countywide transit syslem; and

WHEREAS, pursuant to the provisions of Section 1303350 of the California Public
Utilities Code, the Commission was authorized to adopt a rctail transactions and use tax
ordinance applicablz in the incorporated and unincorporated territory of the County of Los
Angeles (the “County™) subject to the approval by the voters of the County; and

WHEREAS, the Commission, by Ordinance No. 49 adopted on August 28, 1990
(“Ordinance No. 497), imposed a ¥ of 1% retail transactions and use tax upon retail sales of
tangible personal property and upon the storage, use or other consumption of tangible personal
property in the County, the proceeds of the tax to be uscd for public transit purpoeses (the
“Proposition C Tax™), and such tax was approved oy the clectors of the County on November 6,
1990; and

WHEREAS. the reverues received by the MTA from the imposition of the transactions
and use tax are, by statute, directed to be used for public transit purposcs, which purposes
include a pledge of such tax to secure any bonds issued pursuant to the Act and include the
paymenis ar provision for the payment of the principal, any premium and interest on the bonds
and the ¢costs of issuance of the bonds; and

WHEREAS, thc MTA is planning and engineering a Countywidc rail, bus and highway
ransit svstem (the “Rail, Bus and Highway Transit System”) to serve the County and has
commericcd construction of portions of the Rail, Bus and Highway Transit System; and

WHEREAS, to facilitate the development and construction of the Rail, Bus and Highway
Trarsit System, the MTA, as authorized by the Act, pursuant to the terms of a Trust Agreement,
dated as of October 1, 1992, as amended and supplemented (the “Trust Agreement™), by and
between the Commission, as predecessor to the MTA, and Bank of Amernica National Trust and
Savings Association, the predecessor irustee to U.S. Bank Trust National Association, as
succeeded by merger by U.S. Bank National Association (the “Trustce™), issued $516,835,000 of
its Proposition C Sales Tax Revenue Bonds, Second Senior Bonds, Series 1992-A (the “Series
1992-A Bonds’} pursuant to a First Supplemental Trust Agreement, dated as of October 1, 1992,
by and betwcen the Commission, as predecessor to the MTA, and tae Trustce; issued
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$204,095,000 of its Proposilion C Sales Tax Revenue Refunding Bonds, Second Senior Bands,
Series 1993-A (the “Serics 1993-A Bonds™) pursuant to a Third Supplemental Trust Agreemcnt,
dated as of June 1, 1993, by and between the MTA and the Trustee; issued $312,350,000 of its
Proposition C Sales Tax Revenue Bonds, Sccond Senior Bonds, Series 1993-B (the “Senes
1993-B Boncs™) pursuant to a Fourth Supplemental Trus: Agreement, dated as of November 15,
1993, by and between the MTA and the Trustee; issued $250,000,000 of its Proposition C Sales
Tax Revenue Bonds, Second Senior Bonds, Series 1995-A (the “Series 1995-A Bonds”) pursuant
to a Fifth Supplemental Trust Agreement dated as of June 1, 1995, by and between the MTA and
the Trustee; issued $219,710,000 of its Proposition C Sales Tax Revenue Refunding Ronds,
Second Senior Bonds, Series 1998-A (the “Serics 1998-A Bonds”) pursuant to a Sixth
Supplemental Trust Agreement, dated as of March 1, 1998, by and between the MTA and the
Trustee; issued $124,805,000 of its Proposizion C Sales Tax Revenuc Bonds, Second Senior
Bonds, Series 1999-A (thc ““Series 1999-A Bonds™) pursuanl to a Seventh Supplemental Trust
Agreement, dated as of February 1, 1999, by and between the MTA and the Trustee; issued
$161,995,000 ot its Propesition C Sales Tax Revenue Bonds, Second Scnior Bonds, Series 2000-
A (the “Series 2000-A Bonds™) pursuant 10 a Eighth Supplemental Trust Agreement dated as of
November 1, 2000, by and between the MTA and the Trustee; and issucd 594,840,000 of its
Proposition C Sales Tax Revenue Refunding Bonds, Second Senior Bonds, Series 2003-A (the
“Series 2003-A Bonds”™) pursuant to a Ninth Supplemental Trust Agreement dated as of March 1,
2003, by and between the MTA and the Trustee (collectively, the “Prior Bonds™); and

WHEREAS, the MTA has pledged the Proposition C Tax (less the 20% local allocation
and tae State Board of Equalization’s costs of administering such tax) to secure the Prior Bonds;
and

WHEREAS, the MTA now desires to provide for the issuance of one or more serics or
sabserics from time to time of its Propesition C Sales Tax Revenue Refunding Bonds, Sccond
Senior Bonds (the “Refunding Bonds™) (a) (o refund all or a portion of the outstanding Series
1993-B Bonds and the Series 1995-A Bonds; (b) to fund or make provision for one or morc
reserve lunds, if necessary, for the Refunding Bonds; and (¢) to pay certain costs related thercto;
and

WHEREAS, on July 24, 2003 the MTA adopted “RESOLUTION OF TEE LOS
ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY
AUTHORIZING THE ISSUANCE AND SALE OF ONE OR MORE SERIES OF ITS
PROPOSITION C SALES TAX REVENUE REFUNDING BONDS, SECOND SENIOR
BONDS AND APPROVING OTHER RELATED MATTERS (PROPOSITION O SALES
TAX)” (the “Fixed-Rate Resclution”); and

WIILEREAS, the TIixed-Rate Reso.ution authorized staff of the MTA to proceed with the
refunding of all or a porttion of the outstanding Series 1993-B Bonds and the Series 1995-A
Bonds through the issuance of the Refunding Bonds as fixed-rate obligations; and

WHEREAS, the MTA has determined that it is in its best financial interest to have the
flexibility to refund all or a portion of the outstanding Series 1993-B Bonds and the Series 1995-
A Bonds through the issuance of the Refunding Bonds as multi-modal obligations (including, but
not limited to, auction rate obligations) and/or as well as fixed-rate obligations; and
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WHEREAS, if the Refunding Bonds are issued as variable intersst rate obligations, in
order to fix the ratc of interest payable by the MTA on the Refunding Bonds, the MTA desires to
enter into one or mare interest rate swap agreements with one or more swap providers, wherein
such swap provider(s) will agree to pay to thc MTA a sum calculated at a variable interest rate
and the MTA will agree to pav a sum calculated at a fixed inlerest ratc to the swap provider(s);
and

WHEREAS, there have been presented to the MTA forms of the following docurents:

(a) a Supplemental Trust Agreement (the “Supplemental Trust Agreement™)
hy and hetween the MTA ard the Trustee, the form of which will be used in connection
with the issuance of each series and/or subserics of the Refunding Bonds;

(b} an BEscrow Agreement (the “Escrow Agreement”) by and among the MTA,
the Trustee and U.S. Bank National Association, acting as escrow agent, the form of
which will be used in conncction with the refunding and defeasance ol all or a portion of
the outstanding Series 1993-B Bonds and the Series 1995-A Bonds;

(c) 4 Preliminary Official Statement (the “Prcliminary Official Statement”),
the form of which will be used in connection with the sale of each series and/or subseries
of the Refunding Bonds, which describes the Refunding Bonds, the MTA and its
opecrations;

(d) a Broker-Dealer Agreement (the “Broker-Dealer Agreement”) by and
among the MTA, the auction agent and the broker-dealer, the form of which will be used
in connection with the auctioning of cach series ands/or subseries of Refunding Bonds
from time to time;

(e) an Auction Agreement (the “Auction Agrecment”) by and among the
MTA, the anction agent and the broker-dealer, the form of which will be used in
connection with the auctioning of each series andior subseries of Refunding Bonds from
time to time;

(D) a bond purchasc agreement (the “Purchase Contrac™) to be dated the date
of the sale of each series and/or subseries of the Refunding Bonds, between the
applicable underwriter{s} of the respective series and/or subseries of the Refunding
Bonds and the MTA, the form of which wil. be used in connection with the sale of each
series and/or subseries of the Refunding Bonds;

(g) an Interest Rate Swap Agreement (the “Swap Agreement”) the [orm of
which will be used in commection with the swapping of the variable interest ratc on each
scrics and/or subserics of the Refunding Bonds 1o a [ixed rale interest; and

(h)  a Continuing Disclosure Certificate by the MTA, the form of which will
be used in connection with the issuance of cach series and/or subseries of the Refunding
Bonds, in order to assist the underwriter(s) of each series and/or subscries of Refunding
Bonds in complying with Securitizs and Exchange Commission Rule 15¢2-12(b)(5} (the
“Continuing Disclosure Certilicate™).
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WHERFEAS, the MTA has heen advised by its Bond Counsel that such documents are in
appropriate form, and the MTA hereby acknowledges that said documents will be mod:fied and
amended to reflect the various details applicable fo each series and/or subseries of Refunding
Bonds and said documents are subject to compiletion to reflect the results of the sale or sales,
from time to time, of each series and/or subseries of Refunding Bonds; and

WHEREAS, the MTA has determined that it is in the best interests of the public
transportation needs of the County to provide for the issuance and sale of one or more scrics
and/or subseries of the Refunding Bonds, from time to time, to refund all or a portion of the
outstanding Serigs 1993-B Bouds and Series 1995-A Bonds; and

WHEREAS, the Proposition C Tax, less the 20% allocated to local jurisdictions and less
the costs of the State Board of Equalizarion for administering the Proposition C Tax, is hercin
referred to as the “Pledged Taxes™; and

WHEREAS, terms uscd in this Resolution and not otherwise defined herein shall have
the meanings assignad to them in the Trust Agreement or the Supplemental Trust Agreement;

NOW, THEREFORE, BE 1T RESOLVED BY THE LOS ANGELES COUNTY
METROPOLITAN TRANSPORTATION AUTHORITY, AS FOLLOWS:

Section 1. Findings. The MTA hercby finds and determines that:

(a) The issuance of one or more series and/or subserics from time to time of
the Refunding Bonds to refinance a portion of the development and construction of the
Rail, Bus and Highway Transit System by refunding all or a portion of the outsianding
Series 1993-B Bonds and Series 1995-A Bonds, to fund or provide for one or morc
reserve funds, if necessary, and pay certain costs related thereto is in the public interest.

(b)  Under the provisions of Ordinance No. 49, all of the Pledged Taxes are
revenues of the MTA available for rail, bus and highway transit purposes and are
available to ¢ and are, by the terms of the resolutions and the Trust Agreement under
which the Prior Bonds were issued, pledged to secure the Prior Bonds and arc pledged to
secure the Refunding Bonds, and, by this Resolution, such pledge is reaffirmed.

{c) The provisions contained in the Trust Agreement, as previously amended
and supplemented, and in the form of the Supplemental Trust Agreement are reasonable
and proper for the sccurity of the holders of sach series and/or subseries of the Refunding
Bonds.

Section 2. Issuance of Refunding Bonds; lerms of Refunding Bonds. For the
purpeses of refunding all or a portion of the outstanding Series 1993-B Bonds and the Series
1995-A Bonds, funding or providing for a portion of the Reserve Fund, if necessary, established
under the Trust Agreement and paying certain costs related therelo, the MTA hereby authorizes
the issuance of one or more series and/or subscrics of its Proposition C Sales Tax Revenue
Refunding Bonds, Second Senjor Bonds, from time to time or al the same time. The total
aggregate principal amount of Refunding Bonds issusd from time to time under this Resolution
(whether in one series or multiple series and/or subseries) shall not exceed (a) the lesser of
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S405,000,000 (in the aggrepate) or $405,000,000 (in the aggregate) minus the total principal
amount of bunds issued pursuant to the Fixed-Rate Resolution, (b) plus the amount of any
original :ssue premium at which each series and/or subserics of the Refunding Bonds may be
sold. The Chair of the M T'A, any Vice Chair of the M'TA, the Chiet Executive Officer (“CEO™)
of the MTA, any Deputy Chicf Executive Officer of the MTA, the Chiel Financial Officer of the
MTA, the Executive Officer, Finance of the MTA, the Treasurcr of the MTA and any written
designee of the CEO, or any of them (each 4 “Designaied Oflicer”), acling in accordance with
this Section 2, arc each hereby authorized to determine the actual aggregate principal amount of
gach series and/or suhseries of Refinding Ronds to be issued from time to time (not in excess of
the maximum amount set forth above) and to direct the cxecution and authentication of each
series and/or subserieg of Refunding Bonds in such amounts. Such direction shall be conclusive
as 1o the principal amounts hercby anthorized. Each series and/or subseries of Refunding Bonds
shall be in fully registered form and may be issued as Book-Entry Bonds as provided in the form
of the Supplemental Trust Agreement. Payment of principal of, interest on and premium, if any,
on each series and/or subseries of Refunding Bonds shall be made at the place or places and in
the manner provided in each applicable Supplemental Trust Agreement.

Each series and/or subseries of Refunding Bonds shall be issued as current interest bonds
and shall be initially available in denominations of $23,000 and intcgral multiples thereof, or
such other denominations as may be authorized by a Designated Officer. Each series and/or
subseries of Refunding Bonds shall, when issued, be in the aggregate principal amounts and
serial and/or term maturitics and be dated as provided in the final form or forms of the applicable
Supplemental Trust Agreement. Each scries and/or subscrics of Refunding Bonds shall initially
bear interest at a variable ratc as deseribed in the final form or forms of the applicabic
Supplemental Trust Agrcement but in any event not in excess of twelve percent (12%]) per
annum, I[nterest on the Refunding Bonds shall be paid on the dates set forth in the final form or
[orms of the applicable Supplemental Trust Agreement. The Refunding Bonds shall be sold in a
manner >y which the interest thereon is excludable from gross income under the Code, Each
series and/or subserics of Refunding Bonds shall be subject to redemption at the option of the
MTA cn such {erms and conditions as shall be set {orth in each applicable Supplemental ‘L'rust
Agreement. The Refunding Bonds which are term bonds shall also be subject to mandatory
sinking fund redemp:ion as shall be set forth in the applicabic Supplemental Trust Agreement.

Execution and delivery of each Supplemental Trust Agreement, which document(s)
contain the maturities and interest rate modes within parameters set forth in this Resolution, shall
constitute conclusive evidence of the MTAs approval of such maturitics and intercst rate modes
lor each series and/or subseries of Refunding Bonds.

Section 3. Pledge of Pledged Taxes. The Pledged Taxes are hereby irrevocably pledzed
in accordance with the terms of the Tst Agreement o secure the Prior Bonds, each series
and/or subseries of Refunding Bonds, and any additional bonds which may subsequently be
issued under and secured by the terms of the Trust Agreement. Except for the Prior Bonds, the
MTA hereby confinns that it has not previously granted any prior or parity intercst in such
Pledged Taxes, and the MTA hereby agrees that, except as permitted by the Trust Agreement (as
amended in accordance with its terms), it will not, &s long as any of the Refunding Bonds remain
outstanding, grant or attempt to grant any prior or parity pledge, lien or other interest in the
Pledged Taxces to scecurc any other obligalions of the MTA.
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Section 4. Special Obligations. The Refunding Bonds shall be special obligations of
the MTA secured by and payable from ‘he Pledged Taxes and from the funds and accounts held
by the Trustee under the Trust Agreement. The Refunding Bonds shall also be secured by and be
paid from such other sources as the MTA may hercafter provide.

Section 5. Forms of Refunding Bonds. The Refunding Bonds and the Trustee’s
Certificatc of Authentication to appear thercon shall be in substantially the forms set forth in the
Exhibits to the applicable Supplemental Trust Agreement, with such necessary or appropnate
variations, omissions and insertions as permitted or requircd by the Trust Agreement or each
Supplemental Trust Agreement or as appropriate to adequately reflect the terms of each such
ser:es and/or subseries of Refunding Bonds and the abligation representad therehy.

Section 6. Execution of Refunding Bonds., Each of the Refunding Bonds shall be
executed on behalf of the MTA by any Designated Officer and any such execution may be by
manual or facsimile signature, and cach bond shall be authenticated by the endorscment of the
Trustee or an agent of the Trustee. Anv facsimile signature of such Designated Officer(s) shall
have the same foree and cffect as if such officer(s) had manually signed cach of such Refunding
Bonds.

Section 7. Approval of Documents; Authorization for Execution. The form, terms
and provisions of the Supplemental Trust Agreement and the Escrow Agreement, as presented at
this meeting, within the parameters set [orth in this Resolution are i all respects approved, and
any Designated Officer, any one or more thereof, are hereby authorized empowered and directed
to execute, acknowledge and deliver from time to time each applicable Supplemental Trust
Agreement and each applicable Escrow Agreement for the respective series and/or subscrics of
Refunding Bonds, including counterparts thereof, in the name of and on behalf of tha MTA.
Each Supplemental Trust Agreement and each Escrow Agreement, as exceuted and delivered,
shall be in substantially the forms now before this meeting anc hereby approved, or with such
changes therein as shall be approved by the hereinabove specified officer or officers of the MTA
executing the samne; the execution thereol shall constitute conclusive evidence of the MTA’s
approval of any and all changes or revisions therein from the form of the Supplemental Trust
Agreement and the Escrow Agreement now before this meeting; and from and after the
execution and delivery of each Supplemental Trust Agreement and each Escrow Agreement, the
officers, agents and employees of the MTA are hereby authorized, empowered and directed to do
all such acts and things and to ¢xccute all such documents as may be necessary to carry out and
comply with the provisions of each Supplemental Trust Agreement and each Escrow Agreement.

Section 8. Sale of Refunding Bonds,

(a) The MTA hereby authorizes the sale of each series and/or subseries of the
Refunding Bonds through a private, negotiated sale to Bear, Steams & Co. Inc. and
Lehman Brothers [nc. {collectively, the “Underwriters™). In connection therewith, the
MTA herchby approves the form of the Preliminary Official Statement (the “Preliminary
Official Statement™) presented at this meeting and authorizes the Underwriters to
distribute (via written format and/or through electronic means} the Preliminary Official
Statement to market the Refunding Bonds from time to time, with such additions,
deletions and changes as the Designated Officers, or any of them, deemed to he
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appropriate for the specific series and/ar subscries of Refunding Ronds for which such
Preliminary Official Statement is being distributed. The Underwrilers arce hereby further
authorized to distribute (via written format and/or through electronic means) copies of the
MIA’s most recent annual audited financial statements and such other financial
statements of the MTA as any Designated Officer, any one or more thereof, shall
approve. Each Preliminary Official Statement shall be circulated for use in selling sach
series and/or subseries of Refunding Bonds at such time or times as 2 Desiguated Olflicer
{(after consultation with the MTA’s financial advisor and Bond Counsel and such other
advisors as the Designated Officer belicves to be usefil) shall determine that each
Preliminary Official Statement 1s substantially final within the meaning of Rule 15¢2-12
promulgated under the Securities Exchange Act of 1934, as amended, said dstermination
to be conclusively evidenced by a certificate signed by the Designated Officer to such
effect, and any such action previously taken is hereby confirmed, ratified and approved.

(b) Each scrics and/or subscries of the Refunding Bonds, if sold to the
Underwriters from time to time, shall be sold subject to an underwriters’ discount
(excluding eriginal issue discount and premium) not to cxceed $2.50 per 51000 of
arincipal amount of each series and/or subseries of the Refunding Bonds and subject to
the terms and conditions set forth in the form of the Purchase Contract. The form, terms
and provisions of the Purchase Coniract as presented at this meeting, within the
parameters set forth in this Resolution are in all respects approved, and any Designated
Officer, any one or maore thereof, are hereby authorized empowered and directed to
execute, acknowledge and deliver from time to time cach applicable Purchase Contract
for the recspective scries and/or subseries of Refunding Bonds, including counterparts
thereof, in the name of and on behalf of the MTA. Eack Purchase Contract, as exccuted
and delivered, shall be in substantially the form now before this mecting and hereby
approved, or with such changes therein as shall be approved by the hereinabove specified
officer or officers of the MTA executing the same; the execution thercof shall constitute
conclusive evidence of the MTA’s approval of any and all changes or revisions therein
from the form of the Purchase Contracl now before this meeling; and from and atter the
execution and delivery of each Purchase Contract, the officers, agents and employees of
the MTA are hereby authorized, empowered and directed to do all such acts and things
and to cxecute all such documents as may be necessary to carry out and comply with the
provisions of cach Purchase Coniract.

(c) Upon the execution and delivery of each Purchase Contract, from time to
time, the Designated Offlivers shall provide for the preparation, publication, cxecutior and
delivery of one or more final Official Statement(s) in the form of the Preliminary Official
Statement as presented at this meeting, with such additions, deletions and changes as the
Designated Officers, or any of them, deemed lo be appropriate for the specific series
and/or subserics of Refunding Bonds for which such final Official Statement is being
distributed. Any Designated Officer is hersby authonized and directed o cxecute and
deliver the {inal Official Statement(s) in the name and on bchalf of the MTA. The
Underwriters arc hereby authorized to distribute (via writtcn format and/or through
electronic means) the final Official Statement to market the Refunding Bonds from timc
fo time.
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{d) The form and content of the Continuing Disclosure Certificate presented at
this meeting to be dated the applicable date of delivery of each series and/or subseries of
Refunding Bonds, is hereby approved and the MTA's obligation to provide the
information as described therein is approved and any Designated Officer is hereby
authorized and directed to execute and deliver a Continuing Disclosure Certificate, from
time to iime, in substantially the form and substance presented at this meeting but with
such changes and additions as the Designated Officer shall approve as being in the best
interests of the MTA or required to comply with securities rules, such approval to be
conclusively evidenced by the Designated Officer’s execution and delivery af zach such
Continuing Disclosure Certificate,

(&) The MTA hereby appoints Bear, Stearns & Co. Inc. and Lehman Brothers
[nc. each as a broker-dealer for all or a portion of each series and/or subseries of the
Refunding Bonds. Tn addition to the underwriter’s discount and/or underwriting {ees to
oe paid to the Underwriters as approved pursuant (o ¢b) above, the MTA hercby approves
the payment of a broker-dealer fee to each broker-dealer of not to exceed twenty-five (25)
aasis points (1.25%) per annuin of the weighted average of the principal amount of the
Refunding Bonds outstanding for which such broker-dealer has been appointed broker-
dealer, plus certain out-of-pocket expenses incurred by such broker-dealer . The form,
terms and provisions of the Broker-Dealer Agreement as presented at this meeting, within
the parameters set forth in this Resolution are in all respects approved, and any
Nesignated Officer, any one or more thereof, are herehy authorized empowered and
directed to execute, acknowledge and deliver from t{ime to time separate Broker-Dealer
Agreements for each series and/or subseries of Refunding Bonds for each respective
broker-dealer, including counterparts thereof, in the name of and on behalf of the MTA.
Each Broker-Dealer Agreenient, as cxecuted and delivered, shall be in substantially the
form row before this meeting and hereby approved, or with such changes therein as shall
be approved by the hereinabove specified officer or officers of the MTA exccuting the
same; the execution thereof shall constitute conclusive evidence of the MTA’s approval
of any and all changes or revisions therein from the form of the Broker-Dealcr
Agreement now before this meeting; and from and after the cxecution and delivery of
each Broker-Dealer Agreement, the officers, agents and employees of the MTA arc
hereby authorized, empowered and directed ‘o do all such acts and things and to exccute
all such documents as may be necessary to carry out and comply with the provisions of
each Broker-Dealer Agreement.

(D The MTA hereby autherizes one or more Designated Officers o select,
after consultation with the MTA’s financial advisors and the broker-dealers appointed in
(c) above, one or morc auction agents for all or a pertion of each series and/or subserics
of the Refunding Bonds. Such auction agent(s) shall meet the qualifications set forth in
the form of the Supplemental Trust Agreement presented and approved at this meeling.
Such auction agent(s) and the MTA will enter into one or more Auction Agreements,
from time {0 time, which, Auction Agreements will be substantially in the form of the
Auction Agreement as presented at this meeting. The form, terms and provisions ol the
Auction Agreemcnt as presentec at this meeting, within the paramcters sct forta in this
Resolution are in all respecis approved, and any Designated Officer, any one or more
thercof, are hereby authorized empowered and direcled 1o execute, acknowledge and
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deliver from time to time an Auction Agreement for each series and/or subseries of
Refunding Bonds, including counterparts thereof, in the name of and on behalf of the
MTA. Each Auction Agreement, as exccuted and delivered, shall be in substantially the
form now before this meeting and hereby approved, or with such changes therein as shall
be approved by the hereinabove specified officer or officers of the MTA cxecuting the
same; the execution thereof shall constitute conclusive evidence of the MTA’s approval
of the auction agent(s) selecied by the Designated Officer(s) and of any and all chunges
or revisions therein from the form of the Auction Agreement now before this meeting;
and from and afier the execution and delivery of each Auction Agrecment, the officers,
agents and employecs of the MTA are hereby authorized, empowered and directed to do
all such acts and things and to execute all such documents as may be necessary to carry
out and comply with the provisions of each Auclion Agreement.

(2) Any Designated Officer, on behalf of the MTA, is further authorized and
dirceted to cause onc or more written notices to be provided to the California Debt and
Investment Advisory Commission of the proposed sale of zach series and/or susseries of
Refunding Bonds, said notice(s) to be provided in accerdance with Section 8855 cf seq.
of the California Government Code, to file the notice(s) of final sale with said
Commission, to file the rebates and notices required under section 148(f) and 149(e) of
the Internal Revenue Code of 1986, as amended, and to file such additional notices and
reports as are deemed necessary or desirable by such Designated Officer in connection
with each series and/or subseries of Refunding Bonds, and any prior such netices arc
hereby ratified, confirmed and approved.

Section 9. Trustee, Paying Agent, Registrar and Escrow Agent. The MTA hereby
appoints U.S. Bank National Association as Trustee, Paying Agent and as Registrar for each
scrics and/or subscrics of the Refunding Bonds. Additionally, the MTA hereby appoints U.S.
Bank National Association as escrow agenl in connection wilth the refunding of all or a portion of
the outstanding Serics 1993-B Bonds and the Series 1995-A Bonds. Such appointments shall be
effective upon the issuance of each series and/or subseries of Kefunding Bonds, from time 1o
time, and shall remain in effect until the MTA, by supplemental agrcement, resolution or other
action, shall name a substituie or successor thereto.

Section 10. Bond Insurance and Reserve Fund Surety Bond. In connection with the
sale of each series and/or subseries of Refunding Bonds, the Designated Officers are hereby
authorized to purchase on behalf of the MTA one or more policies of municipal bond insurance
for somc or all of the Refunding Bonds and to purchasc one or more reserve find surety honds
for the Refunding Bonds on such terms as shall be acceptable to the Underwrilers and the
Designated Officer. If purchased by the MTA, said insurance and/or reserve fund surcty bond
shall contain such terms and conditions as shall be acceplable o said Designated Oflicer(s).

Section 11. Interest Rate Swap Agreement. After reviewing the results of an
gvaluation undertaken by the MTA’s Chiel Financial Qfficer, the MTA's Treasurer, the MTA's
financial/swap advisor and bond counsel (which reviewed the benefits and potential areas of risk
set forth in Section V. of the Swap Policy (as defined hereinafier)), and a term sheel which sets
forth certain terms of the proposcd interest rate swap transaction (collectively, the “Evaluation™),
the MTA authorizes any Designated Officer to enter into one or more intcrest rate swap
REFUNDING OF PROP C BONDS ?
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transactions, from time to time, with one or more of the counterpartics described in the
Evaluation, in connection with each series and/or subseries of the Refunding Bonds issued as
variable interest rate obligations. The MTA hereby {inds that the intcrest rate swaps described in
the Evaluation will be used to alter inlerest rate risk and/or alter the cos: of borrowing in a
beneficial manner, and when used in combination with the Refunding Bonds, future series of
bonds and the Prior Bonds will enhance the relationship between risk and retum, and achieve
other policy objectives of the MTA. In conncction with each inmterest rate swap transaction
entered into by the MTA the Designated Officers are hereby authorized 1o enter into one or more
interest rate swap agreements with one or more of the swap counterparties degcribed in the
Evaluation, provided such interest rate swap agreement meets the qualitications set forth 1o the
MTA’s Interest Rate Swap Policy (June 2003} (the “Swap Policy”). Said interest rate swap
agreement shall be in the form and contain the terms and provisions of the Interest Ratc Swap
Agreement as presented at this mecting, within the parameters set forth in this Resolution, the
Swap Policy and the Evaluation. The [onmn, tenus and provisions of the Interest Rale Swap
Agreement as presented at this meeting, within the parameters set forth in this Resolution, the
Swap Policy and the Evaluation are in all respects approved, including, without limitation, any
payment obligations owed by the MTA under the Interest Rale Swap Agreement. Each Interest
Rate Swap Agreement, as executed and delivered, shall be in substantially the forrm now before
this meeting and hereby approved, or with such changes therein as shall be approved by the
hereinabave specified officer or officers of the MTA executing the same; the execution thereof
shall constitute conclusive evidence of the MTA’s approval of any and all changcs or revisions
therein from the form of the Interest Rate Swap Agreement now before this meeting; and from
and after the execution and delivery of cach Intercst Rate Swap Agreement, the eofficers, agents
and employees vf the MTA are hereby authorized, emmpowered and directed to do all such acts
and things and to execute all such documents as may be necessary to carry out and comply with
the provisions of each Interest Rate Swap Agreement.

In connection with entering into an Interest Rate Swap Agreement, the Tesignated
Qfficers are hereby authorized to purchase on behalf of the MTA one or more policies of
municipal bond insurance and/or one or more surety bonds guaranteeing the MTA’s obligations
under the Interest Rale Swap Agreement. If purchased by the MTA, scid insurance and/or
reserve fund surety bond shall contain such terms end conditions as shall be acceptable to said
Destgnated Dfficer(s).

Section 12. Additional Authorization. The Designated Officers and all officers, agents
and employees of the MTA, for and on behalf of the MTA, be and they hereby are authonzed
and directed to do any and all things nccessary to effect the execution and delivery of the
Refunding Bonds, sach Supplemental Trust Agreement, each final Official Statement, cach
Escrow Agreesment, each Purchase Contract, each Broker-Dealer Agrecment, cach Auction
Agreement, cach [nfcrest Rate Swap Agrecment and cach Continving Disclosure Certificate and
to carry out the terms thereof. The Designated Officers and all other officers, agents and
employees of the MTA are further authonized and directed, for and on behalf of the MTA, to
execute all papers, documents, certificates and other instruments that may be required in order to
carry out the authority conferrcd by this Resolation and by the Trust Agreement, cach
Supplemental Trust Agreement or to evidence sai¢ authorily and its exercise. The forcgoing
authorization includes, but is in no way limited to, the direction (from time to time) by a
Designated Officer of the investments in Permitted Investments (defined in the Trust Agreement)

0
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of the proceeds of the Refunding Bonds and of the Pledged Taxes, including the execution and
delivery of investment agreements related thereto, the execution by a Designated Officer and the
delivery of one or more Tax Compliance Certificates for cach series and/or subseries of
Retunding Bonds as required by cach Supplemental Trust Agreement for the purpose of
complying with the rebate and arbifrage requirements of the Internal Revenue Code of 1986, as
amended; and documents required by The Depository Trust Company in connection with the
Book-Entry Bonds.

Section 13. Costs of Issuance. The MTA authorizes funds of the MTA together with
the proceeds of the Refinding Bonds 1o be used to pay costs of issuance of the Refunding Bonds,
including but not limited to, costs of attorneys, accountants, verification agents, financial
advisor, the costs associated with rating agencics, bond insurance, surety bonds and interest rate
swap agreements, printing, publication and mailing cxpenscs and any rclated filing fecs.

Section 14. Fixed Rate Resolution. The MTA hercby affirms the Fixed Ratc
Reselution and such Fixed Rate Resolution shall continue to be in full force and effect. The
Designated Officers, agents and employees of the MTA, for and on behalf of the MTA, continue
to have authorization pursuant to the terms of the Fixed Rate Resolution 1o issue refunding bonds
pursuant to such Fixed Rate Resolution as an alternative or in conjunction with the authorization
granted under this Resolution,

Section 15. Severability. The provisions of this Resolution arc hereby declared to be
severable, and, if any section, phrase or provision shall for any rcason be declared to be invalid,
such declaration shall not affect the validity of the remainder of the sections, phrases and
provisions hereof.

Section 16. Fffective Date. This Resolution shall be effective upon adoption.

Section 17, Contract. This Resolution and the pledge of the Pledged Taxes contained
herein shall constitute a contract between the MTA and the holders of the Refunding Bonds.

REFJNDING OF PROP C BONDS 1
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ATTACHMENT B

Explanation of Strategy to Refund Proposition C 1993-B and 1995-A Bonds

MTA has an opportunity to refund the Proposition C 1993-B and 1995-A bonds to achieve a
lower interest rate. Use of a fixed rate bond to accomplish the refunding is not beneficial at
current interest rale levels. However, an inlerest rale lower than that currently available using a
{ixed rate bond can be realized by employing a finencing structure where variable rate bonds are
issued and simultancously hedged using an interest rate swap ta achieve a synthetic fixed rate.

For tax-exempt 1ssuers such as MTA, interest rate swaps are typically able to provide a lower
interest rate than tax-exempt fixed rate bonds for terms (maturities) longer than about 12 years.
The intcrest rate advantage increases as the tenn lengthens. Issuance of the variable rate bonds
will provide the funds to retirc the prior bonds and generates a variable ratc payment obiigation.
MTA may then enter into a “fixed payer” interest rate swap to lock in a fixed rate payment.

Under the swap contract, MTA will agree to pay a fixed rate payment to the swap provider and
the swap provider will pay a variable rate payment to MTA. It is anticipated that the variable
rate payments received by MTA from the swap provider will closely approximate, and thus
offset, the payments MTA will pay out to the bondholders on the variable rate bonds, The end
result 1s that the net paymen: for MTA will be the synthetic fixed rate of the interest rate swap.

The interest rate for the variable rate payment is set each payment period by referencing an
index, in this instancc cither a 1-month or 3-month LIBOR rate will be used, The actual doilar
amount of the payments is calculated by multiplying cach rate by the “notional” amount of the
swap. The notional amount will be equivalent numerically 10 the par amount of the underiying
bond issue and 1s used to calculate the payments to be exchanged. There is no exchange of
principal amounts when transacting a swap.

When entering into a LIBOR based swap there i an assumption that MTA’s variable rate bond
payments will, over ttme, maintain their histeric proportional price relationship of 62% of the
LIBOR index. Theindex will be used to calculate the variable rate amounts that MTA will
receive. If that historic relationship changes, MTA’s variable rate payments won’t match and
offset each other as well, possibly resulting in an increased cost to MITA that would reduce the
amount of the savirga. 1If this relationship changed significantly and the change occurred carly in
the life of the transaction it is possible that all savings could be negated, and it is possible that a
moderale loss could occur. The greatest threat of a large change in the relationship is that there
would be tax reform that would eliminate the tax-exemplion for interest on municipal bonds.
The likehhood of a significant change early in the tfransaction is assessed as being remote. 'lhus
shift in the relationship is know as Basis Risk, and in this example is the result of Tax Risk.

Various risks need to be considered when entering into an interest rate swap, some of the key
risks are listed in Attachment D,

REFUNDING OF PROP C BONDS 12
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