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SUBJECT: DEBT POLICY 

ACTION: RECEIVE AND FILE 

RECOMMENDATION 

Receive and file report on Debt Policy. 

ISSUE 

FINANCE, BUDGET AND AUDIT COMMITTEE 
JANUARY 16, 2013 

At its July 2012 meeting, the Committee requested clarification of the terms and 
procedures related to Debt Policy Priority #5 as it relates to the selection process for 
bond underwriters and financial advisors. We have provided information on policies of 
other issuers, as well as preliminary results of a survey of bond underwriters and 
financial advisors. This report conveys the results of the survey and potential 
recommendations for Debt Policy Priority #5 in order to elicit stakeholder comments. 

DISCUSSION 

In our October report we provided information about how other governments who issue 
bonds ("Issuers") define the parameters for firms to be included in the categories listed 
in Priority #5 and how a firm's inclusion may or may not be taken into account during 
the proposal evaluation process. We have also received 43 responses to a survey sent 
to 92 bond underwriters and financial advisory firms to help us assess effects on 
proposal ranking of firms who would qualify or would not qualify for any of the 
categories listed in Priority #5. The information from the survey of underwriters and 
financial advisors provided useful information but since not all firms chose to respond, it 
is not an exhaustive review of the universe of firms who might provide us with services 
in the future. 

Local, California-based Firms 

Based on both the information from other Issuers as well as the responses from 
underwriters and financial advisors, the inclusion of businesses with a commitment to 
public finance in the County seems reasonable and appropriate for bond underwriters. 
Of the 35 underwriting firms who responded to our survey, eight firms did not have an 
office in Los Angeles County, and only one firm did not have an office in California. 
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Underwriters: 

Recommended Definitions: 

Local: An underwriting firm that has maintained a permanent office in Los Angeles 
County for at least one year and employs at least one full-time public finance 
employee in that local office. For the purpose of determining a firm's public 
finance presence, a full time public finance employee will be defined as an 
employee directly providing investment banking services, underwriting, and sales 
and trading of municipal bonds. 

California-based: An underwriting firm legally headquartered in California. 

Procedures- We recommend that in the evaluation of the senior manager position, 
additional points be given to firms with full time public finance employees located within 
the County as follows: 

5 Points At least 10% of the firm's total U.S. full-time public finance 
employees continuously based within the County for at least the 
past twelve months. 

3 Points At least two full-time public finance employees based within the 
County and up to 10% of the firm's total U.S. full-time public 
finance employees continuously based within the County for at 
least the past twelve months. 

1 Point One full-time public finance employee continuously based within 
the County for at least the past twelve months. 

The additional points will be added within the pricing category to provide an 
encouragement to firms increase their commitment to public finance in the County.· 

Since pricing is not a consideration in the selection of co-managers, we recommend 
that the same point scale be used in the co-manager evaluation process and included 
within the Experience category. 

Financial Advisors 

Recommended Definitions: 

Local: A financial advisory firm that has maintained a permanent office in Los 
Angeles County for at least one year and employs at least one full-time public 
finance employee in that local office. For the purpose of determining a firm's local 
presence, a full time public finance employee would be defined as an employee 
directly providing independent, fee for service municipal financial advisory services. 
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California-based: A financial advisory firm legally headquartered in California. 
Due to the relatively smaller number employees within financial advisory firms, we 
recommend that a financial advisory firm with at least one full-time professional 
employee based in an office within the County be given three additional points applied 
within the pricing component of the score and one point for a California based firm 
without an office in the County. 

Emerging Firms 

Emerging, as a category for proposal ranking, is more difficult to quantify. The 
encouragement of small firms is a reasonable policy, but when selecting bond 
underwriters for a large negotiated underwriting, the amount of net capital available for 
underwriting, the size of the sales force, experience on similar transactions and other 
resources of the firm are very important in ensuring the best outcome in the marketing 
of our debt. Los Angeles County has a separate category in its underwriting pool for 
emerging firms, defined as having net capital of less than $5 million. The State uses a 
similar approach to include small firms in its underwriting pool, based on gross receipts 
under $30 million. 

An emerging category for bond underwriters provides an opportunity for a small firm to 
participate in underwriting bond issues but also recognizes that a larger firm is more 
appropriate to be senior or co-manager for large or complex negotiated underwritings 
that require significant premarketing or investor access or for non-standard bond types. 

An emerging or small financial advisory firm, based on small business certification, 
could be given additional points in the selection process. Six of the eight financial 
advisory firms who responded to the survey indicated they are certified as small 
businesses by the State or other certifying agency. 

Recommended Definitions 

Emerging: An underwriting firm with net capital of $5 million or less in their most recent 
fiscal year. We recommend the inclusion of one emerging firm in each negotiated bond 
sale above a certain size, i.e., $250 million. 

Small Business Enterprise: The definition should be the one currently used by 
MTA's Small Business Enterprise Program and applied only to financial advisors. 
Because we will be contracting with at least three financial advisory firms, we 
recommend the selection of at least one small business as a financial advisor. 

Encouraging. Appropriate, Feasible - Solicitations for certain transactions that do 
not require large corporate balance sheets, international marketing, or other unique 
requirements could be restricted to only qualifying firms in one or more of the 
categories, i.e., local, California-based, emerging, etc., discussed in this report in 
order to meet the objectives of Priority #5. 
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Disadvantaged Business Enterprises 

The inclusion of disadvantaged business enterprises (''DBE") would only be used in 
underwriting or financial advisory contracts for federally funded projects. The definition 
of DBE currently used by the MTA for other contracting matters should be used. 

BACKGROUND 

The current Debt Policy statement of purpose and priorities for the issuance and 
management of our debt is shown below. 

Introduction 

The purpose of the Debt Policy is to establish guidelines for the issuance and 
management of our debt. This Debt Policy confirms the commitment of the 
Board, management, staff, advisors and other decision makers to adhere to 
sound financial management practices, including full and timely repayment of all 
borrowings, achieving the lowest possible cost of capital within prudent risk 
parameters and encouraging the use of local, emerging and disadvantaged 
business enterprises and California-based advisors and underwriters when 
appropriate and feasible. Priorities of the Debt Policy are as follows: 

1 . Achieve the lowest cost of capital 
2. Maintain a prudent level of financial risk 
3. Preserve future financial flexibility 
4. Maintain strong credit ratings and good investor relations 
5. Ensure that local, emerging and disadvantaged business enterprise 

investment banking and financial firms will be considered for, and utilized in, 
lead and senior manager roles when appropriate 

The Committee was especially interested in defining the terms underlined above and 
establishing procedures to ensure that Priority #5 is addressed. 

NEXT STEPS 

• Submit updated Debt Policy for Board approval - February 2013 
• Recommendation of financial advisors- May 2013 

ATTACHMENT 

A. Survey Reponses 
B. Non-Responders 

Prepared by: Terry Matsumoto, Chief Financial Services Officer 
(213) 922-2473 
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--- - ----------------, 

tsumoto 
ancial Services Officer 

Arthur T. Leahy 
Chief Executive Officer 
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Attachment A 
Survey Responses 

Underwriting Firms Responses 

Alamo Capital No Yes Yes 
Backstrom McCarley Yes Yes Yes 
Bank of America Merrill Lynch Yes Yes No 
Bank of Montreal Yes Yes No 
Barclays Capital Yes Yes No 
Blaylock Robert Van, LLC Yes Yes Yes 
Cabrera Capital Yes Yes No 
Citigroup Global Markets Yes Yes No 
De La Rosa & Co. Yes Yes No 
Drexel Hamilton LLC No No Yes 
Edward D. Jones., L.P. Yes Yes No 
Estrada Hinojosa & Co. No Yes No 
Fidelity Investments Yes Yes No 
George K Baum Yes Yes No 
Goldman Sachs Yes Yes No 
Hutchinson Shockey Erley Yes Yes No 
Jefferies & Co. Yes Yes No 
JP Morgan Yes Yes No 
Loop Capital Yes Yes No 
Mesirow Financial Yes Yes No 
Morgan Stanley Yes Yes No 
Piper Jaffray & Co. Yes Yes No 
Prager, Sealy No Yes Yes 
Ramirez & Co. Yes Yes No 
RBC Capital Yes Yes No 
Roberts & Ryan Investments No Yes Yes 
Seattle-Northwest Securities No Yes Yes 
Siebert Brandford & Shank Yes Yes No 
Stern Brothers & Co. Yes Yes Yes 
Stifel Nicolaus Yes Yes No 
US Bank Yes Yes No 
Wedbush Morgan Securities Yes Yes No 
Wells Fargo & Company Yes Yes No 
Westhoff, Cone & Holmstedt No Yes Yes 
William Blair No Yes No 
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Financial Firm Res 
Fieldman, Rolapp & Associates No Yes Yes 
Kitahata & Company No Yes Yes 
Lamont Financial Services Corp Yes Yes Yes 
Magis Advisors No Yes Yes 
Montague DeRose and Associates Yes Yes Yes 
Municipal Capital Mgmt., Inc. Yes Yes Yes 
Public Financial Mgmt. Yes Yes No 
Public Resources Advisory Group Yes Yes No 
Ross Financial No Yes Yes 
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Non-Responders 

Non-Responding Underwriting Firms 

Bank of Tokyo-Mitsubishi 
Great Pacific Securities 
Greencoast Capital 
Grigsby & Assoc 
Jackson Securities 
KeyBanc Capital Markets 
Kinsell, Newcomb &DeDios 
M.R. Beal & Co. 
Mitsubishi UFJ Securities 
Morgan Keegan 
Raymond James & Assoc. 
Oppenheimer & Co. 
Rice Capital Markets 
SL Haney 
Southwest Securities 
Sutter Securities 
Williams Capital 

I Non-Responding Financial Advisory Firms 
A.C. Advisory 
Acacia Financial Group 
AGFS 
AM Peche & Associates 
Annette Yee and Company 
Bartle Wells Associates 
C M de Crinis & Co. Inc. 
Columbia Capital Mgmt 
Dale Scott & Company 
E. Wagner & Associates 
First Southwest 
Glenn M. Reiter & Associates 
Government Financial Strategies 
Harrell & Company Advisors 
Keygent LLC 
KNN Public Finance 
Koppel & Gruber 
Kosmont Realty Corporation 
McDonald Partners Inc. 
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Municipal Finance Corporation 

Northcross, Hill & Ach 
Peralta Garcia Solutions 

Pop-Lazic & Co. 

Rideau Lyons 
Robert Kuo Consulting 

Sequoia Financial Group LLC 

Speer Financial 
Sperry Capital 

Swap Financials 
Tamalpais Advisors Inc. 

Urban Futures 

Wildan Financial Services 
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