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SUBJECT:

PROP A BONDS

ACTION:

APPROVE REPLACEMENT OF DEBT SERVICE RESERVE FUND
SURETY POLICY

RECOMMENDATION
A. Adopt a resolution authorizing the amendment of the Prop A subordinate trust
agreement to accommodate the issuance of taxable commercial paper ("CP") and
approving documents on file with the Board Secretary, Attachment A.
6. Adopt a resolution authorizing the issuance of Prop A bonds to fund a portion of the
Prop A pooled debt service reserve fund, Attachment 6.
C. Approve an inter-fund advance from available cash to the Prop A pooled debt
service reserve fund to maintain the Prop A reserve fund requirement in the shortterm, if necessary, until proceeds become available from A and B above to provide
long-term reserve fund stability.
(Requires separate, simple majority Board vote.)
RATIONALE
FSA provides an $85.5 million surety policy that comprises a significant portion of the
Prop A pooled debt service reserve fund. Approval of the recommended actions will
allow us to take appropriate actions to meet our Prop A debt service reserve
requirements in the event that FSA's credit rating is downgraded.
Although FSA's credit ratings currently meet the requirements, both Standard & Poor's
and Moody's outlooks are "negative." Either rating agency could release a downgrade
report at any time. If FSA's credit ratings fall below either Aa3 by Moody's or AA- by
Standard & Poor's, our Prop A bond trustee has recently indicated that it may withhold
all of the Prop A sales tax receipts until the Reserve Fund Requirement is satisfied.
The trustee is taking a more restrictive interpretation of the reserve requirement than it
did before, perhaps as a result of the continued effects of the financial crisis. If the
Prop A sales tax receipts were to be diverted to the debt service reserve, no funding
would flow to the subordinate debt accounts or our operating accounts and could
potentially result in a default on our outstanding subordinate debt. Additionally, we
would be unable to issue Prop A bonds until the Reserve Fund Requirement was
again satisfied.
Our strategy to provide stability in the debt service reserve in the long run is to issue
long-term bonds to fund the debt service requirement if FSA becomes un-creditworthy.
Because we are limited in the amount of any bond issue that can be used to fund a
reserve, taxable CP will provide all or part of the funding in the near term. For these

reasons, we also anticipate making a deposit in the debt service reserve from the
proceeds of the upcoming Prop A bond issuance (approved by the Board in May 2009)
regardless of the ratings of FSA at the time of issuance, unless the threat of
downgrade below the specified levels has been eliminated before the pricing of these
bonds. To ensure that we will be able to respond quickly to a FSA downgrade or other
problem, the advance of cash through an inter-fund borrowing will provide temporary
funding until taxable Prop A CP, most likely in combination with long-term bonds, can
be issued.

DISCUSSION
We currently have a Prop A tax-exempt CP program. However, the tax-exempt
program cannot be used to meet debt service reserve requirements. Approval of
Recommendation A will permit us to create a taxable program within the current
Prop A CP authorization.
The first portion of long-term bond proceeds to be available for debt service reserves,
if needed, will come from the Prop A refunding bonds approved by the Board in May
2009. These bonds are expected to be issued by the end of October 2009 and are
expected to provide approximately $26 million toward the debt service reserve.
Unless the threat of downgrade below the specified levels has been eliminated before
the pricing of these bonds, we anticipate making this deposit in the debt service
reserve regardless of the ratings of FSA at the time of issuance.
Debt service reserve funds are required in our bond transactions. The amount of the
reserve requirement is equivalent to the greatest amount of principal and interest
coming due in any one year, effectively one year's debt service. Amounts held in the
reserve may ultimately be used to fund the final year debt service, assuming they have
not been previously drawn to fund a shortfall. Typically, funding for the reserve is
accommodated by increasing the initial par amount of the bonds issued. Use of a debt
service surety policy is beneficial when the cost of the premium is less than the cost of
the incremental debt over the life of the bonds.
However, it is possible that FSA's credit situation will stabilize and the actions
contemplated by the recommended actions will not be needed.
FINANCIAL IMPACT

Funding for the minor legal costs related to the creation and use of the Prop A CP are
not budgeted. However, those costs will be offset by the savings generated by the
previously approved Prop A refunding of the 1999 series bonds.
Any inter-fund borrowing will not have a budget impact since it would be a loan, a
balance sheet transaction.
Impact on Enterprise Fund Bus and Rail Operations Budget
Principal and interest payments are made from Prop A 35% Rail funds. These funds
are eligible for use in rail operations and capital. Any costs relating to the issuance of
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additional debt, long-term bonds or CP, will be offset by the savings generated from
the issuance of Prop A refunding of the 1999 series bonds.

ALTERNATIVES CONSIDERED
Replacement of the surety policy with another policy is not practical or cost effective.
Due to the financial meltdown, few, if any, bond insurers meet the high credit standard
and the insurance, to the degree that it is available, is costly. Therefore, it is now more
cost effective to finance the reserve requirement with long-term debt.
We could elect to not prepare for the possible downgrade of FSA by Moody's or
Standard & Poor's. However, the pro-active steps proposed will provide a long-term
solution to address the potential loss of the FSA surety policy, avoid risks of default on
our subordinate debt, ensure we can issue the Prop A Refunding Bonds to refund the
Series 1999 Bonds, and lessen the uncertainty regarding internal cash flow planning.
NEXT STEPS
Update commercial paper disclosure document to prepare for possible issuance of
taxable notes
Notify letter of credit banks and commercial paper dealers of pending issuance
Continue working toward the issuance of the proposed Prop A bonds, which are
expected to generate around $26 million of proceeds for the reserve fund
If FSA downgrade occurs ahead of our ability to issue the taxable commercial
paper, transact an inter-fund borrowing to advance monies to the trustee for
deposit to the reserve fund.

ATTACHMENTS
A. Resolution Authorizing Prop A Taxable Commercial Paper and offering memo
B. Resolution Authorizing Issuance of Prop A Bonds to Fund the Debt Service
Reserve
Prepared by: Michael J. Smith, Assistant Treasurer
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Attachment A

RESOLUTION OF THE LOS ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY PROVIDING FOR THE ISSUANCE OF
TAXABLE AS WELL AS TAX-EXEMPT NOTES PURSUANT TO THE
EXISTING PROPOSITION A $350,000,000 COMMERCIAL PAPER PROGRAM
AND AUTHORIZING OTHER MATTERS RELATED TO THE COMMERCIAL
PAPER PROGRAM
Resolved, by the Los Angeles County Metropolitan Transportation Authority (the
"Authority") that:
WHEREAS, pursuant to the Los Angeles County Metropolitan Transportation Authority
Reform Act of 1992, enacted by the California Legislature, the Authority succeeded to any or all
of the powers, duties, rights, obligations, liabilities, indebtedness, bonded and otherwise,
immunities, and exemptions of the Southern California Rapid Transit District (the "District") and
to the Los Angeles County Transportation Commission (the "Commission");
WHEREAS, the Commission by resolution adopted January 23, 1991 (the " 1991
Authorizing Resolution"), authorized and implemented a commercial paper program (the
"Program") involving the issuance from time to time of the Second Subordinate Sales Tax
Revenue Commercial Paper Notes, Series A (the "Notes") for the purpose of providing for the
financing of the acquisition of real and personal property and the construction of the rail transit
system within the County of Los Angeles (the "County"), provided that the outstanding
aggregate principal amount of Notes and Reimbursement Obligations (as defined in such 1991
Authorizing Resolution) at any time shall not exceed $350,000,000, and in conjunction with the
issuance of such Notes counsel shall have delivered and not withdrawn an opinion (a "TaxExempt Opinion") that the interest on the Notes (the "CP Notes - Tax-Exempt") is excluded
pursuant to Section 103 of the Internal Revenue Code of 1986 (the "Code") from gross income
of the owners thereof for federal income tax purposes and such Notes; and
WHEREAS, the Notes and other obligations incurred in connection with the Program are
issued under and secured by a Subordinate Trust Agreement dated as of January 1, 1991 (the
"Subordinate Trust Agreement"), between the Commission and U.S. Bank National Association,
as the successor by merger to U.S. Bank Trust, National Association,, the successor to the
BankAmerica Trust Company, as the successor to Security Pacific National Trust Company
(New York), as trustee (the "Trustee"); a First Supplemental Subordinate Trust Agreement, dated
as of January 1, 1991 (the "First Supplemental Agreement"), between the Commission and the
Trustee; a Second Supplemental Subordinate Trust Agreement, dated as of January 1, 1994 (the
"Second Supplemental Agreement"), between the Authority and the Trustee; a Third
Supplemental Subordinate Trust Agreement, dated as of December 1, 1996 (the "Third
Supplemental Agreement"), between the Authority and the Trustee; a Fourth Supplemental
Subordinate Trust Agreement, dated as of December 1, 1996, between the Authority and the
Trustee (the "Fourth Supplemental Agreement"), and the Fifth Supplemental Subordinate Trust
Agreement, dated as of May 1, 2004, between the Authority and the Trustee (the "Fifth
Supplemental Agreement," together, with the First Supplemental Agreement, the Second

Supplemental Agreement, the Third Supplemental Agreement, and the Fourth Supplemental
Agreement, the "Supplemental Trust Agreement");
WHEREAS, the Program is a beneficial means of financing the needs of the Authority
and the Authority, therefor, wishes to modify the Program to provide for both (A) the continued
issuance of CP Notes - Tax-Exempt for which note counsel (the "Note Counsel") will deliver a
Tax-Exempt Opinion; and (B) the issuance of Notes for which Note Counsel will not deliver a
Tax-Exempt Opinion and such Notes are entitled "CP Notes - Taxable"; and
WHEREAS, the terms used herein and not defined herein shall have the meanings
assigned to them in the 1991 Authorizing Resolution, the Subordinate Trust Agreement or the
Supplemental Trust Agreement;
WHEREAS, there has been presented to the Authority the following documents:
(1)

a Sixth Supplemental Subordinate Trust Agreement dated as of September
1, 2009 (the "Sixth Supplemental Agreement") by and between the
Authority and the Trustee and setting forth revisions to the terms of the
Notes and the form of the new CP Notes - Taxable attached as an exhibit
thereto; and
a Note Offering Memorandum (the "Offering Memorandum") to be used
in the sale of the Notes, either CP Notes - Tax-Exempt or CP Notes Taxable;

WHEREAS, the Sixth Supplemental Agreement appears to be in appropriate form and
terms are satisfactory to the Authority, and the Authority has determined that it is in the best
interest of the public transportation needs of the County to authorize an ongoing Program to
provide for the financing of the acquisition of property and the construction of the rail transit
system within the County.
NOW, THEREFORE, be it resolved by the Authority, as follows:
Section 1. Approval of Documents; Authorization For Execution. Authority hereby
authorizes the execution and delivery of a Sixth Supplemental Agreement in such form as
presented with this Resolution, which provides for issuance of both CP Notes - Tax-Exempt and
CP Notes - Taxable as elected by the Authority. In addition, the Chairman, the Vice Chairman,
the Chief Executive Officer, the Chief Financial Services Officer and Treasurer, Assistant
Treasurer and any one or more thereof, are authorized, empowered and directed to execute,
acknowledge and deliver such Sixth Supplemental Agreement in the name and on behalf of the
Authority.
Section 2. Modification of offer in^ Memorandum. In connection with the offering and
sale of either CP Notes - Tax-Exempt or CP Notes - Taxable from time to time, the Authority
authorizes any Dealers of such Notes to distribution the Offering Memorandum substantially in
the form presented at this meeting, with such changes as shall be approved by the Chairman, or
the Chief Financial Services Officer and Treasurer, and Assistant Treasurer. Each Offering
Memorandum so distributed shall first be approved by an authorized Designated Representative

pursuant to the terms of the Dealer Agreements. The Dealers are hereby authorized to distribute
the Offering Memorandum in final form to market such Notes, from time to time, and are hereby
authorized to distribute copies of the Authority's most recent annual audited financial statements
and such other financial statements of the Authority as the Chairman, or the Chief Financial
Services Officer and Treasurer, or a designee shall approve.
Section 3. Additional Authorization. The Chairman, the Vice Chairman, the Chief
Executive Officer, the Chief Financial Services Officer and Treasurer, Assistant Treasurer and
all officers, agents and employees of the Authority are, and each of them is, hereby authorized
and directed to do any and all things necessary or usehl to effectuate the execution and delivery
of the CP Notes - Taxable, the Documents and the Commercial Paper Memorandum and to carry
out the terms thereof. The Chairman, the Vice Chairman, the Chief Executive Officer, the Chief
Financial Services Officer and Treasurer, Assistant Treasurer and all other officers, agents and
other employees of the Authority are, and each of them is, hereby further authorized and directed
for and on behalf of the Authority to execute all papers, documents, certificates and other
instruments that may be required or useful in order to cany out the authority conferred by the
Prior Resolutions, this Resolution, the Subordinate Trust Agreement, or to evidence the same
authority including, but not limited to, executing documents which may be prepared for the
purpose of implementing the provisions of this Resolution.
Section 4. Severability. The provisions of this Resolution are hereby declared severable
and if any section, phrase or provision shall for any reason be declared to be invalid, such
sections, phrases and provisions shall not affect any other provision of this Resolution.
Section 5. Effective Date. The effective date of this Resolution shall be the date of its
adoption.

CERTIFICATION
The undersigned, duly qualified and acting as Secretary of the Los Angeles County
Metropolitan Transportation Authority, certifies that the foregoing is a true and correct copy of a
Resolution adopted at a legally convened meeting of the Board of Directors of the Los Angeles
County Metropolitan Transportation Authority held on September -> 2009.

Secretary, Los Angeles County Metropolitan
Transportation Authority

Attachment B

RESOLUTION OF
THE LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY
REGARDING THE USE OF PROCEEDS OF CERTAIN OF ITS PROPOSITION A
FIRST TIER SENIOR SALES TAX REVENUE BONDS

WHEREAS, at its regularly scheduled meeting on May 28, 2009, the Board of Directors
of the Los Angeles County Metropolitan Transportation Authority (the "LACMTA") adopted
the "Resolution of the Los Angeles County Metropolitan Transportation Authority Authorizing
the Issuance and Sale of One or More Series of its Proposition A First Tier Senior Sales Tax
Revenue Bonds andlor its Proposition C Sales Tax Revenue Bonds, Second Senior Bonds and
Approving Other Related Matters" (the "Prior Resolution"), which, among other things, provided
for the issuance of one or more series from time to time of the LACMTA's Proposition A First
Tier Senior Sales Tax Revenue Refunding Bonds andlor Proposition A First Tier Senior Sales
Tax Revenue Bonds (the "Proposed Bonds") for the purposes specified in the Prior Resolution;
and
WHEREAS, a significant portion of the Reserve Fund Requirement (as defined in the
Proposition A Trust Agreement referenced below) is satisfied by a municipal bond debt service
reserve insurance policy (the "FSA Reserve Policy") issued by Financial Security Assurance
("FSA"); and
WHEREAS, FSA is currently rated Aa3 by Moody's and is on "Review for Possible
Downgrade" and is currently rated AAA by Standard & Poor's with "Negative Outlook"; and
WHEREAS, as a result of concerns about FSA7sratings, the LACMTA desires to use a
portion of the proceeds of the Proposed Bonds to make the Reserve Fund Deposit (as defined in
Section 2 hereof) or reimburse itself for or replace all or a portion of any cash deposit to the
Reserve Fund established under the Proposition A Trust Agreement (as defined in the Prior
Resolution) made prior to the issuance of the Proposed Bonds; and
WHEREAS, all or a portion of the Reserve Fund Deposit may be released by the
Proposition A Trustee in certain circumstances as provided in the Proposition A Trust
Agreement, as amended or supplemented by the Proposition A Supplement(s) (as defined in the
Prior Resolution); and
WHEREAS, the LACMTA desires to provide for the use of the Reserve Fund Deposit
when and if released by the Proposition A Trustee; and
WHEREAS, terms used in this Resolution and not otherwise defined herein shall have
the meanings assigned to them in the Prior Resolution or in the Proposition A Trust Agreement;
NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE
LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY, AS
FOLLOWS:

Section 1. Findings. The LACMTA hereby finds and determines that the issuance of
the Proposed Bonds for the purposes set forth in the Prior Resolution and for the purpose of
making the Reserve Fund Deposit is in the public interest, including due to the terms and
conditions of the Proposed Bonds.
Section 2. Use of Proceeds of Proposed Bonds. If at the time of any pricing of the
Proposed Bonds, either FSA has been downgraded below Aa3 by Moody's or below AA- by
Standard & Poor's or a Designated Officer (as defined in Section 3 hereof) determines that there
is a risk of FSA being downgraded below Aa3 by Moody's or below AA- by Standard & Poor's,
then, in addition to the purposes set forth in the Prior Resolution, Proposed Bonds may be issued
for the purpose of making a deposit to the Reserve Fund to the extent permitted by bond counsel
(the "Reserve Fund Deposit"), reimbursing the LACMTA in whole or in part for a cash deposit
to the reserve fund to the extent permitted by bond counsel or replacing any cash deposit in the
reserve fund to the extent permitted by bond counsel, in each case regardless of the ratings of
FSA at the time of issuance of the Proposed Bonds and regardless of whether such deposit is
required by the Proposition A Trust Agreement. The Proposed Bonds may be issued in the
aggregate principal amount required (taking into account any original issue discount) to fund the
Reserve Fund Deposit, to reimburse the LACMTA as described above and/or to replace a cash
deposit as described above as well as to accomplish the purposes set forth in the Prior
Resolution.
Section 3. Use of Released Amounts. If the Proposition A Trustee releases all or a
portion of the Reserve Fund Deposit to the LACMTA in the future as provided in the Proposition
A Trust Agreement, as amended and supplemented by the Proposition A Supplement(s), the
LACMTA may use such funds for any purpose that is permitted by the Proposition A Trust
Agreement and is approved by any of the Chair, any Vice Chair, the Chief Executive Officer, the
Chief Financial Services Officer, the Treasurer or any Assistant Treasurer of the LACMTA, or
any such officer serving in an acting or interim capacity, or any written designee of any of them
(a "Designated Officer") and by the LACMTA's bond counsel.
Section 4. Additional Authorization. The Designated Officers and all officers, agents
and employees of the LACMTA, for and on behalf of the LACMTA, be and they hereby are
authorized and directed to do any and all things necessary to effect the execution and delivery of
the Proposed Bonds and the Related Documents (as defined in the Prior Resolution) and the
compliance with the terms thereof, the use of proceeds as set forth in this Resolution and the
Prior Resolution and the use of amounts released from the Reserve Fund Deposit. The
Designated Officers and all other officers, agents and employees of the LACMTA are further
authorized and directed, for and on behalf of the LACMTA, to execute all papers, documents,
certificates and other instruments that may be required in order to carry out the authority
conferred by this Resolution or the Prior Resolution. All actions heretofore taken by the officers,
agents and employees of the LACMTA in furtherance of this Resolution and the Prior Resolution
are hereby confirmed, ratified and approved.
Section 5. Continuing Authority of Designated Officers. The authority of any
individual serving as a Designated Officer under this Resolution by a written designation signed
by the Chair, any Vice Chair, the Chief Executive Officer, the Chief Financial Services Officer,
the Treasurer or any Assistant Treasurer of the LACMTA shall remain valid notwithstanding the
fact that the individual officer of the LACMTA signing such designation ceases to be an officer
of the LACMTA, unless such designation specifically provides otherwise.

Section 6. Prior Resolution. Except as specifically modified hereby, the Prior
Resolution shall remain in full force and effect.
Section 7. Severability. The provisions of this Resolution are hereby declared to be
severable, and, if any section, phrase or provision shall for any reason be declared to be invalid,
such declaration shall not affect the validity of the remainder of the sections, phrases and
provisions hereof.
Section 8. Effective Date. This Resolution shall be effective upon adoption.

CERTIFICATION
The undersigned, duly qualified and acting as Board Secretary of the Los Angeles County
Metropolitan Transportation Authority, certifies that the foregoing is a true and correct copy of
the Resolution adopted at a legally convened meeting of the Board of Directors of the Los
Angeles County Metropolitan Transportation Authority held on September
2009.
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LACMTA Board Secretary
DATED:

