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Randy Carlton, Chéef Financial Officer, Contra Costa Ttransportation Authority

From:  Peter Miller, Managing Dirvetor, Public Financial Management, Inc.
Peter Shellenberger, Senior Managing Consultant, Public Financial Management, Inc.
Kyle Vinson, Consultant, Public Financial Management, Inc.

Re: Financial Market Update and Review of the Contra Costa Transportation Authority’s
Qutstanding Debt

In light of recent turbulence in the credit markets, Public Financial Management (“PFM”) has
petformed a review of the Contra Costa Transportation Authority’s (the “Authority”) outstanding
debt in order to determine the Authority’s exposure, if any, to the negatively impacted bond insurers
and how, if at all, it has impacted the performance of the Authority’s debt portfolio. Specifically, we
have examined the following components of the Authority’s debt portfolio:

e 1993 Series A Limited Tax Bonds
2000 Series A Junior Lien Sales Tax Revenue Bonds
2002 Series A Limited Tax Refunding Bonds
2009 Forward-Starting Swap

In summary, the Authority’s outstanding debt portfolio has not been adversely affected by recent
market volatility, and remains very strong from a credit and cost perspective. The Authority’s senior
lien bonds — the Series 1993A Bonds and the Series 2002A Bonds — have fixed interest rates, with
known debt service requirements that cannot be changed or adversely impacted from any changes to
the bond insurers’ ratings on the outstanding bonds. The Authotity’s junior lien bonds — the Series
2000A Bonds — are variable rate securities insured by FSA; one of the two bond insurers that have
received a “clean bill-of-health” from all three rating agencies. Insured by FSA, the Authority’s
outstanding Series 2000A Bonds continue to trade at competitive, prevailing market yields. The
most recent interest rate reset on the Series 2000A Bonds is 2.38%.

The two debt service reserve fund policies maintained by the Authority — an AMBAC policy for the
Series 1993 Bonds and a FGIC policy for the Series 2002A Bonds — do not include downgrade
provisions associated with ratings downgrades for either insurer. Consequently, the recent
downgrade of AMBAC and FGIC, respectively, to “AA” from Fitch has not adversely impacted the
policies or their ability to satisfy the Authority’s reserve fund requirement in connection with the
Bonds.
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As the ratings on the bond insurers have recently come into question, investors and other market
participants ate focusing much more on the issuer’s underlying ratings. In this environment, the
Authority maintains a very strong position supported by their underlying credit ratings of “AA+”
and “Aa2” from Standard & Poor’s and Moody’s, respectively. PFM will continue to monitor on
behalf of the Authority the financial markets and, specifically, the status of the bond insurers and
keep the Authority up-to-date on recent changes.

Market Update

The past several months have been a turbulent time for the financial markets, and the municipal
bond market has been affected along with many other sectors. Many of the largest investment
banks have been forced to write-down billions of dollats due to the deteriorating value of residential
mortgage-backed securities (RMBS) and collateralized debt obligations (CDOs) included in their
investment portfolios. The head of the Federal Reserve, Chairman Ben Bernanke, recently stated
that he thought the sub-prime mortgage problem could cause the loss of $100 billion in value in the
credit markets. The rating agencies themselves have been placed into question because of their
failure to provide any forewarning of the impending danger in many securities they had previously
rated as “AAA.”

Most important for the Authority, the bond insurers have been significantly impacted by the
deterioration of RMBS and CDOs, putting several in danger of downgrades by the rating agencies.
Currently FSA and Assured Guaranty are the only commonly traded bond insurers receiving a clean
‘bill-of-health’ from the three rating agencies. Until January 18, FGIC, XL Capital, MBIA and
AMBAC had all received either a ‘negative’ outlook ot, more severely, had been placed on ‘negative’
rating watch with the increased potential of being downgraded. Those insurers that were placed on
‘negative’ outlook or ‘negative’ ratings watch were given two to four weeks to strengthen their
capital position (raise more capital) in order to secure their “AAA-Stable” rating. On January 18,
Fitch downgraded AMBAC from “AAA” to “AA” and on January 24 they downgraded XL Capital
from “AAA” to “A.” Most recently, on January 30 Fitch downgraded FGIC to “AA.” “A”
summary of recent rating actions is presented below.
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Moody's Investor Services Standard & Poor's Rat-ing Services Fitch Rating Services

Prior | Revised| Prlor | Revised | Prior | Revised| Prior | Revised | Prior | Revised| Prior | Revised
Rating| Rating | Outlook| Outlook | Rating| Rating | Outlook | Outlook |Rating] Rating | Qutlook| Outicok
Nepative Negalive Negative

Aaa Aaa Stable | Watch AAA AAA Stable Watch AAA AA Stable Walch
Negative ‘
MBIA | Aaa Aaa Stable | Watch | AAA AAA Stable | Negative | AAA AAA Stable Stable
XL Negative Negative
Capital | Aaa Aaa Stable | Watch | AAA AAA Stable | Negative | AAA A Stable Walch
FSA Ada Aaa Stable | Stable | AAA AAA Stable Stable AAA AAA Stable Stable
Negative
CIFG Aaa Aaa Stable | Watch | AAA AAA Slable | Negative | AAA AAA Stable Stable
Assured
Guaranty| Aaa Aaa Stable | Stable | AAA AAA Stable Stable AAA AAA Stable Stable
Negatve Negalve |
AMBAC | Aaa Aaa Stable | Watch ARA AAA Stable | Negative | AAA AA Stable Walch
Negative |Developing
ACA NR A CCC Walch Walch NR
Negalive | Developing

Radian | Aa3 Aal Stable | Stable AA AA Negative| Stable AA A+ Waltch Watch

*d negative ontiook indicater that the insurer should take réghs in the near fulure lo improve ifs capital position, but is not in impiinent
danger of downgrade. Negative Watch indicates that the insurer is in immediate danger of downgrade.

Summary of the Authority’s Outstanding Debt

The table below provides a summary of the Authority’s outstanding debt and the Authority’s interest
rate swap agreement which becomes effective on September 23, 2009.

Gutstamdi

x Revenue Bond

1993 A Fixed Rate Conversion $230,000,000 $38,015,000 March 1, 2008-09 6.000% Non-Callable FGIC AMBAC
Series 2000A CTFA VRDOs $2,500,000 $5,325,000 October 1,2008  Variable Rate  Any Interest Date FSA Cash Funded
Series 2002A 328,765,000 $14,935,000 March 1, 2008-0% 4.000% Non-Eﬂl]able FGIC FGIC

iap}
Interest Rate Swaps
2009 Forward-Starting Swap $300,000,000 $300,000,000 March 1, 2010-34 3.653% September 23, 2009 AMBAC -

1993 Series A Limited Tax Bonds

On June 23, 1993, the Authority issued $230,000,000 of Series 1993A Limited Tax Bonds (the
“Series 1993 Bonds”). The Bonds wete initially issued as variable rate demand obligations
(“VRDOs") with interest rates that wete reset on a weekly basis. The Series 1993 Bonds were
insured by FGIC and initially had a cash-funded debt service reserve fund. On March 12, 1996, the
Authority converted the $185,425,000 in outstanding Series 1993 Bonds from variable rate mode to
fixed rate mode, thereby locking in the interest rates on the Bonds through their final maturity in
2009. Additionally, the original cash deposit in the debt service reserve fund was replaced with a
surety policy from AMBAC.
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