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EXECUTIVE MANAGEMENT AND AUDIT COMMITTEE

OCTOBER 16, 2003

SUBJECT: DEBT POLICY

ACTION: ADOPT ANNUAL UPDATE TO MTA DEBT POLICY

Transportation RECOMMENDATION

Authority

Adopt theupdatedMTA Debt Policy, Attachment1.
OneGatewayPlaza

Los Angeles,CA ISSUE
90012-2932

TheMTA DebtPolicystatesthat it shallbereviewedandupdatedannually. The
policy waslastupdatedin October2002.

(213)922-2000

POLICY IMPLICATIONS

TheMTA DebtPolicygovernstheissuanceandmanagementof all debt,including
theinvestmentofbondandleaseproceedsnot otherwisecoveredby theMTA
InvestmentPolicy. Theprocessesfor selectionofdebtandleaserelated
investments,financialproductsandprofessionalservicesarespecified. TheDebt
Policyalso governsall tax-exemptand taxableleasesfundedby thecapital
markets,by majorfinancialinstitutions,orthroughprivateplacement,otherthan
thosecoveredin theMTA’s DefeasedLeasePolicy. ThegoalsoftheDebtPolicy
areto achievethelowestpossiblecostofcapitalsubjectto prudentrisk parameters
while preservingfuture financialflexibility. TheDebtPolicyspecifiesthat it will
be reviewedandupdatedannually.

In thecontextof theStatebudgetcrisis,an increaseis recommendedfor theProp
C 25%Highwaydebtaffordabilitylimit, theannualamountallowedfor debt
service,from 40%to 60%. This changewould resultin a one-time$300+million
increaseto programming/borrowingcapacity.

Currently,theactualdebtserviceratio for PropC 25% is approximately20%. The
40%limit beginsto constrainfutureprogrammingabouttwo to threeyearsout,
aroundFY2006/07. Basedon therecentlyadoptedShortRangeTransportation
Plan(SRTP),PropC 25%“cashonly” programs,primarily FreewayServicePatrol
andRideshare,wouldbenotbeaffectedevenif themaximum60%wasactually
usedfor bonds.

Thebalanceoftheupdatemakesgeneralimprovementsthatclarify language
regardingconceptsandimplementationofvarioussectionsofthepolicy, including
clarificationsin relationto theInterestRateSwapPolicyadoptedby theBoardin
June2003.
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ALTERNATIVE CONSIDERED

TheBoardmaychooseto deferconsiderationoftheproposedincreasein theProp
C 25%debtaffordabilitytarget. Approvaloftherecommendedincreasein this
targetwill allowstaffto developalternativesfor mitigatingthe delaysanddeferrals
ofhighwayandrelatedprojectsthathavebeenadverselyaffectedby theState’s
budgetcrisis.

FINANCIAL IMPACT

ApprovaloftheDebtPolicyhasno impacton theadoptedFY04 budget. The
impactoftheproposedincreasein thePropC 25%debtaffordabilitytargetis that
staffcandevelopalternativesfor mitigatingdelaysin previouslyapprovedprojects
that hadoriginallybeenscheduledto receiveStatefunding in beginningFY06.
Any actualdebtissuancerequiresseparateBoardapproval.

BACKGROUND

TheDebtPolicywasfirst adoptedin 1998 andhasbeenupdatedannuallysince
then. The formally adoptedpolicy demonstratestheBoard’scommitmentto
exerciseprudentfiscal controlsto thefinancialcommunity.

Attachment

1. UpdatedDebtPolicy (markedto showchanges)
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MTA

DEBT POLICY

Introduction

ThepurposeoftheDebtPolicy of theLos AngelesCountyMetropolitanTransportation
Authority (MTA) is to establishguidelinesfor the issuanceandmanagementof the
MTA’s debt. ThisDebtPolicyconfirmsthecommitmentoftheBoard,management,
staff,advisorsandotherdecisionmakersto adhereto soundfinancialmanagement
practices,including full andtimelyrepaymentofall borrowings,andachievingthe lowest
possiblecostof capitalwithin prudentrisk parameters.

II. Scopeand Authority

This DebtPolicyshallgovern,exceptasotherwisecoveredby theMTA Investment
Policy, [)efeasedLeasePolicy or~~interestRateSwap Policy, the issuanceand
managementofall debtandleasefinancingsfundedfrom thecapitalmarkets,including
the selectionandmanagementof relatedfinancialservicesandproducts~Jnv~stn~ept
of bondand leaseproceeds.~nototherwisecovered—b~--the-MTAIn~terestRateSwap
Policy),and investmentof bondproceedsçnototherwisecoveredby theMTA Investment

While adherenceto thisPolicy is requiredin applicablecircumstances,theMTA
recognizesthat changesin thecapitalmarkets,agencyprogramsandotherunforeseen
circumstancesmayfrom time to timeproducesituationsthat arenot coveredby the
Policyandwill requiremodificationsor exceptionsto achievepolicy goals. In these
cases,managementflexibility is appropriateprovidedspecificauthorizationfrom the
Boardis obtained.

TheMTA’s DebtPolicyshallbe reviewedand updatedatleastannuallyandpresentedto
the Boardfor approval.TheChiefExecutiveOfficer, ChiefFinancialOfficer and
ExecutiveOfficer — FinanceandTreasurerarethedesignatedadministratorsof the
MTA’ sDebt Policy. TheTreasurershallhavethe day-to-dayresponsibilityandauthority
for structuring,implementing,andmanagingtheMTA’s debtandfinanceprogram,
including theissuanceofcommercialpaperin accordancewith theBoardauthorized
programs.TheDebtPolicyrequiresthattheMTA Boardspecificallyauthorizeeachdebt
andleasefinancing~

III. Capital Budgeting and Debt IssuanceProcess

A. CapitalBudgeting

3---The CapitalPlan.A CapitalPlan(the“CP”) shallbedevelopedfor
considerationandadoptionby theBoard. TheCPshouldhavea planning
horizonof be4erat leasta 5-yearperiodandshallbeupdatedatleastannually.
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1. projectcosts,theCPwill includethefollowing elements:

a) Descriptionand availabilityofall sourcesoffunds
b) Timing ofcapitalprojects
c) Effect ofcapitalprojectson MTA debtburden
d) Debtservicerequirements

It is theMTA’ s currentpracticeto includetheCPin theAnnualb~udgetfor
considerationandadoption.

2. Authorizationfor Issuance.TheBoard’sadoptionoftheAnnualBudgetdoes
not, in andofitself, constituteauthorizationfor debtissuancefor anycapital
projects.Eachfinancingshall bepresentedto theBoardin thecontextofthe
AnnualBudget.

B. DebtFinancing

1. AppropriateUseofLong-TermDebt

a) Purposefor Long-TermDebt: Long-termdebt shouldbeusedto
financeessentialcapitalfacilities, projectsandcertainequipment
whereit is costeffectiveand fiscallyprudent. The scope,
requirements,anddemandsof theAnnual BudgetorCP,andthe
ability orneedto expediteormaintaintheprogrammedscheduleof
approvedcapitalprojectswill also be factorsin the decisionto
issuelong-termdebt. Inherentin its long-termdebtpolicies,the
MTA recognizesthat futuretaxpayerswill benefitfrom thecapital
investmentandthat it is appropriatethattheypayashareofthe
assetcost. Long-termdebtwill not beusedto fundMTA
operations.

b) LeaseFinancing: Leaseobligationsarearoutineandappropriate
meansoffinancingcapitalequipment.Thesetypesofobligations
shouldbeconsideredwhereleasefinancingwill bemore
beneficial,eithereconomicallyor from apolicy perspective.The
usefullife ofthecapitalequipment,thetermsandconditionsofthe
lease,thedirectimpacton debtcapacityandbudgetflexibility will
beevaluatedprior to the implementationofa leaseprogram.
Efforts will bemadeto fundcapitalequipmenton apay-as-you-go
basiswherefeasible. Cashflowsufficiency,capitalprogram
requirements,leaseprogramstructuresandcost,andmarketfactors
will beconsideredin conjunctionwith apay-as-you-gostrategyin
lieu of leasefinancing. All leasesprovidingtax-exemptfinancing
aresubjectto thispolicy, asareall leases,masterleasesandleasing
programshavingacumulativevalueexceeding$10 million.
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2. UseofShort-TermandVariableRateDebt

a) CommercialPaper:Commercialpaperis a cashmanagementtool
that theMTA usesto provideinterim funding for capital
expendituresthatwill ultimatelybe fundedfrom anothersource
suchasa grantor long-termbond. TheBoardhaspreviously
approvedtheuseofboththetax-exemptandtaxablecommercial
paperprogramsfor $350million and$150million, respectively.
Periodicissuancesorretirementsofcommercialpapernoteswithin
theBoardapprovedprogramsdo notrequirefurtherBoardaction.

b) Tax andRevenueAnticipation Notes: Borrowingfor cashflow
purposesthroughtheuseoftax andrevenueanticipationnotesmay
beusedto bridgetemporarycashflow deficitswithin afiscal year.

c) GrantAnticipationNotes: TheMTA mayissueshort-termnotesto
be repaidwith theproceedsof Stateor Federalgrantsif appropriate
for theprojectandin thebestinterestsoftheMTA. Generally,
grantanticipationnoteswill only be issuedif thereis no other
viable sourceof up-front cashfor theproject.

d) VariableRateDebt: It is oftenappropriateto issueshort-termor
long-termvariableratedebtto diversify thedebtportfolio, reduce
interestcosts,provideinterim funding for capitalprojectsand
improvethematchofassetsto liabilities. The amountofurihedged
variableratedebtwill generallynot exceed20%ofall outstanding
debt. Undernocircumstanceswill theMTA issuevariablerate
debtsolely for thepurposeofearningarbitrage.If unhedged
variableratedebtis used,theMTA will periodically,but at least
annually,determinewhetherit is appropriateto convertthe debtto
fixed interestrates. TheMTA mayissuecommercialpaper,other
formsofvariableratedebtandsyntheticvariableratedebt,from
timeto time,but its usewill generallybe restrictedto providing
interim financingfor capitalprojectsprogrammedfor long-term
debtor grantfunding.

IV. Debt Affordability Targetsand Policy Limits

Targetandpolicy maximumamountsofrevenuesto beusedto paydebtserviceare
listed aspercentagesoftherespectiverevenuesources.Theselimits in combination
with theCPandmulti-yearplanningdocumentsensurethattheMTA will beableto
continueproviding its essentialoperationalserviceswhileplanningfor replacement,
rehabilitationandexpansionof its capitalinvestments.
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Proposition A SalesTax RevenueDebtAffordability Targets

Category AllowableUses& Status DebtPolicyMaximum

Rail Operations& Capital. Is 87%ofPropA 35%
PropA Rail 35% currentlycommittedto debt Rail revenues.

servicein an amountcloseto
thePolicy Maximum.

Discretionary40% Anytransitpurpose. Current No further issuance.
statelaw directsthesefundsto
bus subsidiesandincentives.

Local Return25% Anytransitpurpose. N/A
Distributedto localitiesbased
onpopulation.

Proposition C SalesTax RevenueDebtAffordability Targets

Category Allowable Uses& Status DebtPolicyMaximum

Discretionary40% Bus& Rail, Capital & 40%ofPropC 40%
Operating. Discretionary

revenues.

Highway25% Streets,HighwaysandFixed 4060%ofPropC 25%
GuidewayProjectson Highway
RailroadRight-of-Way.

CommuterRail 10% CommuterRail andParkand 40%ofPropC 10%
Ride.Operationsor capital. CommuterRail

Security5% TransitSecurity. Operations No debt issuance.
or capital.

LocalReturn20% Anytransitpurposeand N/A
certainroadwaysheavilyused
by transit. Distributedto
localitiesbasedonpopulation.
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Other RevenueDebtAffordability Targets

Category Allowable Uses& DebtPolicy Maximum
Status

FareBox Revenue Any transitpurpose. No furtherissuance.

FederalGrantRevenuesIn accordancewith grant. No furtherissuance.

StateGrantRevenues In accordancewithgrant. No debtissuance.

TDA Varioustransitpurposes. No furtherissuance.

BenefitAssessment Historically to supportrail 100%oflevies
Levies construction.

LeaseRevenues Anytransitpurpose. Limited issuance
for specialprojects.

OtherSystemRevenues.Anytransitpurpose. Limited issuance
for specialprojects.

V. Purpose of Financing

For eachfinancing, documentationwill be preparedandretainedin apermanent
“transactionfile” regardingthevariousvendorandproductselectionsundertakenby the
financialadvisor,suchastheselectionandbiddingfor professionalservices,financial
productsandinvestments,aswell asdocumentationofthedecisionprocessesfor
determiningthe size,structureandfeaturesofthetransactionandthedeterminationofthe
methodofbondsale.

A. New MoneyFinancing

New moneyissuesarethosefinancingsthatgenerateadditionalfunding to be
availablefor expenditureon capitalprojects. Thesefundswill beusedfor
acquisition,constructionandmajorrehabilitationof capitalassets.New money
bondproceedsmaynotbeusedto fundoperationalactivities. Thefunding
requirementby salestax ordinancecategoryis determinedin the contextoftheCP
andAnnualBudget. Forcompetitiveissuances,thefinancialadvisorwill
recommendthefinancingstructurebasedon thetypeof financialproductsto be
usedandin considerationofmarketconditionsatthetime of thesale.

MTA usesits commercialpaperprogramsto provideinterim newmoneyfunding.
Proceedsfrom thesaleof commercialpaperareusedto provideinterim funding
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for capitalexpendituresidentifiedin theCPandapprovedAnnualBudgetpending
receiptofgrantfunds or long-termbondproceedsto permanentlyfund those
expenditures.Thecommercialpapernotesareretireduponreceiptofthegrant
fundsorbondproceeds.Theretirementofcommercialpaperis mostcommonlya
resultofthe issuanceof long-termbonds.

B. RefundingBonds

Refundingbondsareissuedto retire all oraportionofanoutstandingbondissue.
Mosttypically this is doneto refinanceto a lower interestrateto reducedebt
service. Alternatively, somerefundingsareexecutedfor otherthaneconomic
purposes,suchasto restructuretherepaymentscheduleofthedebt,to changethe
typeofdebtinstrumentsbeingused,orto retire an indenturein orderto remove
undesirablecovenants.In any event,apresentvalueanalysismustbeprepared
thatidentifiestheeconomiceffectsoftherefundingbeingproposedto theBoard.

Thetargetsavingsamountshallbemeasuredusingeitheracall optionpricing
modelorthesavingsaspercentageofparmethod. Whenusingthecall option
model,thetargetsavingsfrom anyparticularrefundingcandidateshallbe in the
rangeof 80%ofthe expectedvalueof thecall option,netofall transaction
expenses.TheTreasurershallhavediscretionin makingthefinal determination
to includeindividual refundingcandidatesthatareaboveorbelow thetargetin
orderto optimizeMTA policy and/orfinancialobjectives.

Alternatively, themoretraditionalmethodologyofmeasuringthe netpresent
valuesavingsasapercentageoftherefundedparamountmaybeusedwith a
minimumaveragesavingsof3%for anyonerefundingtransaction.

VI. Types of Products

A. CurrentCouponBonds

Currentcouponbondsarebondsthatpayinterestperiodicallyandprincipalat
maturity. Theymaybeusedfor bothnewmoneyandrefundingtransactions.
Currentcouponbondsmaybestructuredto meetthedemandsoftheinvestorand,
thereby,reducethe costofborrowing. Featuressuchasannualprincipal
maturities,theuseofdiscounts,maturityofthedebt,theparametersofthecall
provisions,bondinsuranceandcashfundedorsuretyDSRFareadjustedto the
marketconditionsat thetime ofsale.

B ZeroCouponandCapitalAppreciationBonds

Zerocouponbondsandcapitalappreciationbondshaveprincipalamortization
thatis muchslowerthanlevel debtserviceresulting in increasedinterest
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expenditureoverthe life ofthebondand,therefore,shallonly be recommendedin
limited situations.

C. LeasePurchaseFinancing

Leasepurchasefinancingrepresentsa long-termfinancingleasethat is suitablefor
financing capitalequipmentor theacquisitionandconstructionofrealproperty.

1. Equipment. It hasbeentheMTA’ s practiceto purchaseequipmentand
buseson apay-as-you-gobasis;however,theMTA shallhavetheability
to considerleasepurchasetransactions,includingcertificatesof
participationasanalternativeto long-termvendorleases,includingthe
ability to implementamasterleaseprogram. Only thehighestpriority
equipmentpurchaseswill be leasepurchased.Financingofequipment
will be limited to contractsof at least$20,000andausefullife thatis
greaterthan3 years. The final maturityofequipmentleasefinancingswill
be limited to theaverageusefullife oftheequipment.

2. RealProperty. Thefinal maturityshallnot exceedthe estimatedusefullife
of thefacility. In no casewill the final maturityexceed30 years.Principal
paymentsrelatedto realpropertyacquisitionor constructionareto be
amortizedsuchthat it resultsin leveldebtservicepayments;althoughthe
MTA mayconsiderrapidamortizationto meetits repaymentobjectives.

D. DerivativeProducts

Derivativeproductswill beconsideredwhereappropriatein theissuanceor
managementofdebtonly in instanceswhereit hasbeendemonstratedthatthe
derivativeproductwill eitherprovideahedgethatreducesrisk offluctuationsin
expenseorrevenue,oralternatively,whereit will reducetotal projectcost. 1
interestrateswaps,theMTA will utilize the guidelinessetforth in theBoard
approvedInterestRateSwapPolicy. For derivativesotherthaninterestrate
swaps,theMTA will undertakeAnn analysisofearlyterminationcostsandother
conditionaltermswill alsobeperformedgivencertainfinancingandmarketing
assumptions.Suchanalysiswill documenttherisksandbenefitsassociatedwith
theuseoftheparticularderivativeproduct. Derivativeproductswill only be
utilizedwith prior Boardapproval.

VII. Structural Features

A. Maturity ofDebt

Thefinal maturityofthedebtshallbeequalto or lessthantheusefullife ofthe
assetsbeing financed,andthe averagelife ofthe financingshallnot exceed120%
oftheaveragelife oftheassetsbeingfinanced.
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B. DebtServiceStructure

Combinedprincipal andinterestpaymentsfor anyparticularbondissuewill be
structuredto haveapproximatelyequaldebtservicepaymentsover the life of the
bond. Exceptionswill occurfor refundingbondsthatwill havevaryingprincipal
repaymentsstructuredto fill in theholescreatedby refundingspecificprincipal
maturities. Theobjectiveis to havelevel debtservicein aggregatefor eachlien,
with thedebtservicetrailing off asbondsmature.

C. Lien Levels

SeniorandJuniorLiens for eachrevenuesourcewill beutilized in amannerthat
will maximizethemostcritical constraint-- typically eithercostorcapacity--

thusallowing forthemostbeneficialuseoftherevenuesourcesecuringthebond.

D. CapitalizedInterest

Unlessotherwiserequired,MTA will avoidthe useofcapitalizedinterestin order
to avoidunnecessarilyincreasingthebondsize. Certaintypesoffinancingssuch
ascertificatesofparticipation,lease-securedfinancings,andcertainrevenuebond
projectsmayrequirethatintereston thebondsbepaidfrom capitalizedinterest
until the issuerhasconstructiveuseoftheproject.

E. DiscountandPremiumBonds

While discountanddeepdiscountbondsmayslightly reducethe interestcostof
thebondsbelow that of non-discountbonds,theamountof discountwill be
structuredto minimize thenegativeimpactofdiscountingon MTA’s ability to
refundbondsfor interestsavings.

TheMTA will alsoevaluatetheimpactofpremiumbondsthat canbe redeemed
prior to maturity. Thepriceon thesebonds,andthusthe amountthe MTA
receives,maybe proportionallyless in comparisonto parbonds,orbondswith
slight discountsor premiums. TheMTA will comparethepriceofredeemable
premiumbondsto theyield savings,if any,andthehigherpotentialfor future
refundingsavings.

F. DebtServiceReserveFund

Thedebtservicereservefund(the “DSRF”) is generallycashfundedwith bond
proceeds.TheMTA’s trusteemaintainsthe DSRFthroughoutthe life ofthe
bonds. A cashfundedDSRFis investedpursuantto investmentofproceeds
guidelineswithin therespectiveindentureandinterestearningsaregenerallyused
to offset debtservicepayments.In thefinal yearofthebondissue,thecash
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availablein theDSRFis usuallyusedto makethefinal debtservicepayment.
SinceacashfundedDSRFgeneratesinterestincome,theMTA wouldhavethe
potentialto be in a financiallyneutralpositionif the interestearningsequalor
exceedtheinterestrateofthebonds.

An alternativeto havinga cashfundedDSRFis to useaDSRFsuretypolicy that
would beprovidedby an appropriatelyratedbondinsurer. Thesuretypolicy
requiresanup-front feepaymentto the insurerandresultsin a lossoffuture
incometo theDSRF. TheTreasurerwill evaluateanddocumenttheDSRF
fundingdecision.Factorsto beconsideredin this evaluationinclude:arbitrage
yield restrictions,currentinterestrates,availability andcostofasuretypolicy,
foregoneinterestandcapitalgainsfrom acashfundedDSRF,therelativesizeof
thereserverequirementcomparedto theprior reserverequirement(refunding
issuesonly), and;opportunitiesfortheuseof thefundswithdrawnfrom theDSRF
includingadditionalcapitalprojectsor investmentopportunities.

G. Amortization

TheMTA will amortizeits debtwithin eachlien to achieveoverall level debt
serviceor mayutilize moreacceleratedrepaymentschedulesaftergiving
considerationto bondingcapacityconstraints.TheMTA shallavoidtheuseof
bullet andballoonmaturitiesexceptto achievewrappeddebtservicesoasto level
aggregateoutstandingdebtservice.

H. FinancialandRisk Analysisof Issuance

Netpresentvaluecostanalysis,assessmentof structuralrisksandcomplexities,
andconsiderationofrestrictionsto futurefinancingflexibility will be assessed
anddocumentedto determinethemostefficientbondtypeandstructuring
features.TheMTA’s long-termpooledinvestmentratewill beusedasthe
discountratewhencomparingalternatives.

Call Provisions

In general,MTA securitieswill not includeanon-call featurewhich is longerthan
10 years. However,if determinedto be financiallyadvantageous,MTA mayissue
non-callablebonds. Prior to theuseof anynon-callprovision,the MTA will
comparetheoption-adjustedyields on thebondswith andwithout anon-call
provisionto determinewhich is most financiallybeneficial.

J. Credit Enhancement

1. Bondinsurance. Bond insurancewill beusedwhenit providesaneconomic
advantageto aparticularbondmaturityorentireissue. Bond insurance
providesimprovedcredit quality for thebondsasaresultofthe insurance
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provider’sguaranteeofthepaymentofprincipal andintereston thebonds.
Becauseofthedecreasedrisk, investorsarewilling to purchasebondswith
loweryieldsthanuninsuredbonds,thusprovidingtheissuerwith interestcost
savings.

a) Benefit analysis. Thedecisionto usebondinsuranceis an
economicdecision.Theanalysiscomparesthepresentvalueof the
interestsavingsto thecostofthe insurancepremium. Insurance
will bepurchasedwhenthepremiumcostis lessthantheprojected
interestsavings.

b) Providerselection. Thefinancialadvisorwill performa
competitiveprocessfor bondinsurance,or in thecaseofa
competitivesalefacilitatethepre-qualificationof insurance.MTA
recognizesthatall providersmaynot be interestedin providing
bidsto theMTA or pre-qualifyingthe issue. Thewinning
underwriterin a competitivesalewill determinewhetherit will
purchaseinsuranceforthe issue. For anegotiatedsale,the
Treasurershallhavetheauthorityto purchasebondinsurancewhen
deemedadvantageousandthetermsandconditionsgoverningthe
guaranteearesatisfactory

2. LettersofCredit. Whenusedfor creditenhancement,lettersof credit
(“LOC”) representabank’spromiseto payprincipalandinterestwhenduefor
adefinedperiodoftime, andsubjectto certainconditions. In thecaseofa
directpayLOC, thetrusteecandrawupontheletterofcredit to makedebt
servicepayments.A stand-byLOC canbeusedto ensuretheavailability of
fundsto payprincipalandinterestofanobligation.

a) Liquidity Facility. Theissuanceofmostvariableratedebt,
includingvariableratedemandbondsandcommercialpaper
requirestheuseofaliquidity facility.

b) Providerselection. Thefinancialadvisorwill conducta
competitiveprocessto recommenda letterofcredit provider. The
Treasurerwill obtaincontractapprovalin accordancewith
establisheddollarawardpolicies. Only thosebankswith long-term
ratingsgreaterthanorequalto thatofthe MTA, andshort-term
ratingsofP-i/A-i, by Moody’s InvestorsServiceandStandard&
Poor’s,respectively,maybe solicited.

c) Selectioncriteriawill include,but not be limited to the following:
(1) thebank(s)haslong-termratingsat leastequalto orbetter

thantheMTA’s;
(2) thebank(s)hasshort-termratingsofP-i/A-i;
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(3) thebank’sacceptanceoftermsandconditionsacceptableto
theMTA. MTA will provideatermsheetalongwith the
requestfor qualificationsto which thebankswill highlight
modifications;

(4) review ofrepresentativelist ofclientsfor whomthebank
hasprovidedliquidity facilities;

(5) evaluationof fees;specifically,costofLOC, draws,bank
counselandotheradministrativechargesandestimateof
tradingdifferential cost.

VIII. Documentationof Transactions

Thedecisionprocessesusedin eachfinancingprocesswill be fully documented.The
documentationwill captureinformationregardingtheselectionofthefinancingteam,
decisionsonproductselectionandstructuringfeatures,selectionofvendorsproviding
ancillaryservicesandselectionofinvestmentsecuritiesorproducts. This information
will becompiledinto apost-pricingbook;“transactionfile”; whichwill be retainedfor
eachfinancing.

IX. Credit Objectives

TheMTA will activelyseekto:

1. Maintainand improvethe creditratingsofits outstandingbonds.
2. Adhereto benchmarks,overalldebtratiosandaffordabilitytargets.
3. Havefrequentcommunicationswith thecredit ratingagencies.

X. Method of Bond Sale

A. TheMTA will utilize a competitivesaleprocesswhenit will providethelowest
interestcostfor thebond. However,therearethreemethodsofsale: competitive,
negotiatedandprivateplacement.Eachtypeofbondsalehasthepotentialto
providethelowestcostgiventheright conditions. The conditionsunderwhich
eachtypeofbondsaleis bestusedareprovidedbelow.

i. CompetitiveSale
a) Bondpricesarestableand/ordemandis strong.
b) Market timing and interestratesensitivityarenot critical to the

pricing.
c) Participationfrom DBE / SBE firms is besteffortsonly andnot

requiredfor winning bid.
d) Issuerhasa strongcredit rating.
e) Issueris well knownto investors.
f) Thereareno complexexplanationsrequiredduringmarketing
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regardingtheissuer’sprojects,mediacoverage,political structure,
political support,funding, orcredit quality.

g) Thebondtypeandstructuralfeaturesareconventional.
h) Bond insuranceis includedorpre-qualified(available).
b~—i) Manageabletransactionsize.

2. NegotiatedSale
a) Bondpricesarevolatile.
b) Demandis weakorsupplyofcompetingbondsis high.
c) Market timing is important,suchasfor refundings.
d) Coordinationofmultiple componentsofthe financingis required.
e) Participationfrom DBE / SBE firms is enhanced.
f) Issuerhaslower orweakeningcredit rating.
g) Issueris notwell knownto investors.
h) Saleandmarketingofthebondswill requirecomplexexplanations

aboutthe issuer’sprojects,mediacoverage,political structure,
political support,funding,orcredit quality.

i) Thebondtypeand/orstructuralfeaturesarenon-standard,suchas
for aforwarddeliverybondsale,issuanceof variableratebondsor
wherethereis useof derivativeproducts.

j) Bond insuranceis not availableornot offered.
k) Earlystructuringandmarketparticipationby underwritersare

desired.
l)A pre qualifiedunden~Titerspooi is established.
m4l) Theparamountfor thetransactionis significantlylargerthan

normal.
n4m) Demandfor thebondsby retail investorsis expectedto be high.

3. Private Placementis a salethat is structuredspecificallyfor onepurchaser
suchasabank. While theMTA hasnotpreviouslyusedthis methodof sale,
theMTA reservesto theright to placeits securitiesprivatelyif theneedarises.

XI. Investmentof Bond Proceeds

A. Purchaseand SaleofInvestments.The MTA shallcompetitivelybid thepurchase
ofsecurities,investmentagreements,float contracts,forwardpurchasecontracts
andanyotherinvestmentproductsusedto investbondproceeds.TheMTA shall
complywith all applicableFederal,State,andcontractualrestrictionsregarding
theuseandinvestmentofbondproceeds.This includescompliancewith
restrictionson the typesofinvestmentsecuritiesallowed,restrictionson the
allowableyield of someinvestedfundsaswell asrestrictionson thetimeperiod
overwhich somebondproceedsmaybe invested. TheMTA Treasurermaydirect
the investmentofbondandleaseproceedsin accordancewith thepermitted
investmentsfor anyparticularbondissueor lease.Providersofstructured
investmentproductsandprofessionalservicesrequiredto implementtheproduct
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oragreement,will be recommendedbasedonacompetitiveprocessconductedby
thefinancialadvisor.

B. Diversification. TheMTA shalldiversifyinvestedproceedsin orderto reduce
risk exposureto providers,typesof investmentproductsandtypesof securities
held.

C. Disclosure. TheMTA will requirethatall feesresultingfrom investmentservices
orsaleofproductsto theMTA be fully disclosedto ensurethatthereareno
conflictsof interestandinvestmentsarebeingpurchasedata fair marketprice.
Underwritersofthebonds,butnot thefinancialor investmentadvisor,maybid on
thesaleof investmentproductsfor theproceeds.The financialor investment
advisorshalldocumentthebiddingprocessandresultsandshallcertify in writing
thattheMTA receivedacompetitiveandfair marketpriceon theinvestments
basedon thebiddingprocess.

XII. Market Relationships

A. RatingAgenciesandInvestors: TheDeputyChiefExecutiveOfficerandthe
ChiefFinancialOfficer shallbeprimarily responsible,alongwith the Executive
Officer, FinanceandTreasurer,for maintainingtheMTA’ s relationshipswith
Moody’s InvestorsService,Standard& Poor’sandFitchIBCA. In additionto
generalcommunications,theDeputyChiefExecutiveOfficerandtheChief
FinancialOfficer, ortheirappropriatedesignees,shall: 1) meetwith each
agency’screditanalystat leastonceeachfiscal year,and2) communicatewith
eachagency’sanalystsprior to eachcompetitiveornegotiatedsale.

B. BoardCommunication:As ameansof providingfeedbackfrom ratingagencies
and/orinvestorsregardingtheMTA’s financialstrengthsandweaknessesas
perceivedby themarketplace,informationwill beprovidedto theBoardby
BoardBox Reportasmaterial informationdevelops.

XIII. Continuing Disclosure

It is thepolicy oftheMTA to remainin compliancewith Rule i5c2-i2 by filing its
annualfinancial statementsandother financialandoperatingdatafor thebenefit ofits
bondholderswithin 195 daysofthecloseofthefiscal year.

XIV. Consultants

TheMTA will selectits financialadvisor(s)andits bondcounselby competitiveprocess
througha Requestfor Proposals(RFP). TheMTA’s contractingpoliciesthatarein effect
atthetimewill applyto thecontractswith financeprofessionals.Selectionmaybebased
on a bestvalueapproachfor professionalservicesorthe lowestresponsivecosteffective
bid baseduponpre-determinedcriteria.
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A. FinancialAdvisor. TheMTA will selectafinancial advisor(or advisors)to assist
in thedebtissuanceanddebtadministrationprocesses.Additionally, thefinancial
advisorwill conductcompetitiveprocessesto recommendprovidersoffinancial
servicesincluding investmentmanagement,investmentmeasurement,andcustody
services.SelectionoftheMTA’s financialadvisor(s)shouldbebasedon the
following:

1. Experiencein providingconsultingservicesto complexissuers.
2. Knowledgeandexperiencein structuringandanalyzingcomplexissues.
3. Ability to conductcompetitiveselectionprocessesto obtain investment

productsandfinancialservices.
4. Experienceandreputationofassignedpersonnel.
5. Feesandexpenses.

Financialadvisoryservicesprovidedto theMTA shall include,but shallnotbe
limited to thefollowing:

1. Evaluationofrisks andopportunitiesassociatedwith debtissuance.
2. Monitoring ofthedebtportfolio andbondproceedsinvestmentsto alert

MTA to opportunitiesto refundorrestructurebondissuesormodify
investments.

3. Evaluationandrecommendationregardingproposalssubmittedto the
MTA by investmentbankingfirms.

4. Structuringandpricingbondissues,financialinstrumentsand
investments.

5. Preparationofrequestsfor proposalsandselectionofprovidersfor
investmentproducts,financialproductsandfinancialservices(trusteeand
payingagentservices,printing, credit facilities, remarketingagent
services,investmentmanagementservices,custodyservicesetc.).

6. Provideadvice,assistanceandpreparationforpresentationswith rating
agenciesandinvestors.

B. Bond Counsel.MTA debtwill includeawrittenopinionby legalcounsel
affirming thattheMTA is authorizedto issuetheproposeddebt,that theMTA has
metall constitutionalandstatutoryrequirementsnecessaryfor issuance,anda
determinationoftheproposeddebt’sfederalincometax status. A nationally
recognizedbondcounselfirm with extensiveexperiencein public financeandtax
issueswill preparethis approvingopinionandotherdocumentsrelatingto the
issuanceofdebt. Thecounselwill beselectedfrom thepool ofbondcounsel
firms.

C. DisclosureCounsel.TheMTA will hire,whenappropriate,DisclosureCounselto
prepareofficial statementsin theeventofa competitivesale. DisclosureCounsel
will be responsiblefor ensuringthat the official statementcomplieswith all
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applicablerulesregulationsandguidelines. DisclosureCounselwill bea
nationallyrecognizedfirm with extensiveexperiencein public finance. The
counselwill beselectedfrom thepooi ofbondcounselfirms.

D. Disclosureby FinancingTeamMembers

TheMTA expectsthatall of its financialadvisoryteamwill at all timesprovide
theMTA with objectiveadviceandanalysis,maintaintheconfidentialityofMTA
financialplans,andbefreefrom anyconflictsof interest. All financingteam
memberswill be requiredto providefull andcompletedisclosure,underpenalty
ofperjury,relativeto anyandall agreementswith otherfinancingteammembers
andoutsidepartiesthatcouldcompromiseany firm’s ability to provide
independentadvicethat is solely in thebestinterestsoftheMTA orthatcouldbe
perceivedasaconflict of interest. Theextentofdisclosuremayvary depending
on thenatureofthetransaction.
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