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MINUTES of the Meeting of The Port Authority of New York and New Jersey held Thursday,
November 17, 2016 at 150 Greenwich Street, City, County and State of New York

PRESENT:
NEW JERSEY NEW YORK
Hon. John J. Degnan, Chairman Hon. Michael D. Fascitelli
Hon. Richard H. Bagger Hon. Hamilton E. James
Hon. George R. Laufenberg Hon. Kenneth Lipper
Hon. William P. Schuber Hon. Jeffrey H. Lynford

Hon. David S. Steiner

Patrick J. Foye, Executive Director
Michael E. Farbiarz, General Counsel
Karen E. Eastman, Secretary

Julia Basile, Deputy Director, Human Resources

Thomas E. Belfiore, Chief Security Officer

Justin E. Bernbach, Director, Government and Community Affairs, New York

John Bilich, First Deputy Chief Security Officer

Vincent J. Borst, Assistant Director, Real Estate Services

Molly C. Campbell, Director, Port

Steven J. Coleman, Deputy Director, Media Relations

Janet D. Cox, Director, Management and Budget

Nicole Crifo, Senior Advisor to the Chairman

Stephanie E. Dawson, Chief Operating Officer

Clarelle D. DeGraffe, Deputy Director, Rail Transit

Gerard A. Del Tufo, Assistant Director, Development and Operations, Real Estate Services

John C. Denise, Audio Visual Supervisor, Marketing

Michael P. Dombrowski, Audio Visual Specialist, Marketing

Benjamin S. Engle, Project Manager, Human Resources

Michael A. Fedorko, Director, Public Safety/Superintendent of Police

Cedrick T. Fulton, Director, Tunnels, Bridges and Terminals

Frank H. Gallo, Assistant Director, Capital Project Management, Rail Transit

Robert E. Galvin, Chief Technology Officer

David P. Garten, Chief of Staff to the Vice Chairman

Glen P. Guzi, External Affairs Logistics Manager, World Trade Center Redevelopment

Linda C. Handel, Deputy Secretary, Office of the Secretary

Mary Lee Hannell, Chief, Human Capital

Patricia A. Hurley, Chief of Staff to the Chairman

Howard G. Kadin, Esq., Law

Cristina M. Lado, Director, Government and Community Affairs, New Jersey

William Laventhal, Executive Policy Analyst, Office of the Executive Director

Michael Lavery, Senior External Relations Client Manager, Government and Community
Affairs
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Huntley A. Lawrence, Deputy Director, Aviation

John H. Ma, Chief of Staff to the Executive Director

Ronald Marsico, Director, Media Relations

Michael G. Massiah, Chief, Capital Planning, Execution and Asset Management

Hugh P. McCann, Director, World Trade Center Operations

Elizabeth M. McCarthy, Chief Financial Officer

James E. McCoy, General Manager, Board Unit, Office of the Secretary

David J. McGrath, Manager, Marketing and Communications, Marketing

Mark F. Muriello, Deputy Director, Tunnels, Bridges and Terminals

Kristine O’Brien, Leadership Fellow, Human Resources

Suchetha Premchan, Principal Board Management and Support Specialist, Office of the
Secretary

Alan L. Reiss, Director, World Trade Center Construction

James A. Starace, Chief Engineer/Director of Engineering

Timothy G. Stickelman, Assistant General Counsel

Lillian D. Valenti, Chief Procurement and Contracting Officer

Sheree R. Van Duyne, Manager, Policies and Protocol, Office of the Secretary

Anni Zhu, Leadership Fellow, Human Resources

Guest:
Mary Maples, Associate Counsel, Authorities Unit, Office of the Governor of New Jersey

Speakers:
Murray Bodin, Member of the Public

Tiffany Caldwell, Member of the Public

Angelo Daniels, Local 100

Hon. Robert M. Gordon, New Jersey State Senator

Avrthur Piccolo, Bowling Green Association, Inc.

Victor Salazar, New York City Taxi Workers Alliance
Mohammed Sultan, New York City Taxi Workers Alliance
Beverly Thompson, Local 100

Magarita Vazquez, Local 100

Hon. Loretta Weinberg, Majority Leader, New Jersey State Senate
Neile Weissman, New York Bicycling Coalition

Miriam Yepes, Local 100
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The public meeting was called to order by Chairman Degnan at 12:20 p.m. and ended at
1:49 p.m. The Board also met in executive session prior to the public session.

Action on Minutes

The Secretary submitted for approval Minutes of the meeting of October 20, 2016.
She reported that copies of these Minutes were delivered to the Governors of New York (in
electronic form) and New Jersey (in paper form) on October 21, 2016. The Secretary reported
further that the time for action by the Governors of New York and New Jersey had expired at
midnight on November 4, 2016.

The Secretary reported that the Minutes of October 20, 2016 contained a clerical error on
page 166, which has been corrected by removing the phrase “; and it is further” from the end of
the last sentence of the resolution and replacing it with a period.

Whereupon, the Board unanimously approved the Minutes of the meeting of October 20,
2016.

Report of Audit Committee

The Audit Committee reported, for information, on matters discussed in executive session
at its meeting on November 2, 2016, which included discussion of matters involving external or
internal investigations or audits, and the report was received.

Report of Joint Meeting of Committees on Finance and Operations

The Committees on Finance and Operations reported, for information, on matters discussed
in executive session at their joint meeting on November 2, 2016, which included discussion of
matters involving ongoing negotiations or reviews of contracts or proposals, and the report was
received.

Report of Committee on Finance

The Committee on Finance reported, for information, on matters discussed in executive
session at its meeting on November 2, 2016, which included discussion of matters involving
ongoing reviews of contracts or proposals, matters related to the purchase, sale, or lease of real
property where disclosure would affect the value thereof or the public interest, and matters in
which the release of information could impair the right to receive funds from the United States or
other grantor, and the report was received.

Report of Committee on Operations

The Committee on Operations reported, for information, on matters discussed in public
session at its meeting on November 17, 2016, which included discussion to table consideration of
a proposed lease at Stewart International Airport, which was included on the agenda, and a
recommendation that the discussion on overtime performance results for the third quarter of 2016
be deferred to the public Board meeting, and the report was received.
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Report of Committee on Capital Planning, Execution and Asset Management

The Committee on Capital Planning, Execution and Asset Management reported, for
information, on matters discussed in public session at its meeting on November 17, 2016, which
included discussion of an item that authorizes projects to address deterioration of airfield lighting
infrastructure at Newark Liberty International, John F. Kennedy International and Teterboro
Airports, and a recommendation that the discussion on capital performance results for the third
quarter of 2016 be deferred to the public Board meeting, and the report was received.

Motion to Table Certain Items for Future Consideration
As part of the public Board meeting, the Chairman recommended that the following item
included on the agenda be tabled and remanded to the Committee on Governance and Ethics for

review, prior to future consideration by the Board:

e “Further Measures to Improve Port Authority Governance - Oaths, Conflicts of Interest, and
Affirmative Cooperation with Investigations.”

Commissioner James recommended that the following items included on the agenda be
tabled for future consideration, as appropriate:

“Stewart International Airport — The Brooklyn Brewery Corporation — New Lease ASA-1707;

o “Regional Alliance for Small Contractors, Inc. — Renewal of Participation”;

o “Renewal of Modifications to Age Limit for Appointment to Port Authority Police Force”;
and

e “John F. Kennedy International Airport — Rehabilitation of Runway 13L-31R - Planning

Authorization.”

The Chairman recommended that the following item included on the agenda be tabled and
remanded to the Committee on Finance, which has delegated authority on the matter, for its review
and consideration at an appropriate time in the future:

e “Purchase of Directors and Officers Liability Insurance.”

Pursuant to the foregoing report, the items were tabled, with Commissioners Bagger,
Degnan, Fascitelli, James, Laufenberg, Lipper, Lynford, Schuber and Steiner voting in favor.
General Counsel confirmed that sufficient affirmative votes were cast for the action to be taken, a
quorum of the Board being present.
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GATEWAY PROGRAM - ESTABLISHMENT OF THE GATEWAY PROGRAM
DEVELOPMENT CORPORATION

In furtherance of the Gateway Program (“Program™), one of the nation’s largest and most
important passenger rail infrastructure projects, the Board endorses the formation of the Gateway
Program Development Corporation.

The Program consists of a set of rail infrastructure projects between Penn Station New
York (“PSNY”) and Newark Penn Station in New Jersey that will address a single point of failure
on the Northeast Corridor, the nation’s busiest rail line that connects eight states and the District
of Columbia. The Program’s first phase (“Phase 1”) includes the construction of two new tubes
under the Hudson River, the rehabilitation of the existing tubes, the completion of a concrete casing
to preserve the right-of-way on the West Side of Manhattan for a future tunnel to PSNY, and the
replacement of the Portal Bridge. Future phases of the Program are expected to include the
expansion of track and platform capacity at PSNY, modifications to Secaucus Junction, and the
replacement of the Sawtooth Bridge in New Jersey.

The formation of the Gateway Program Development Corporation builds on calls to
action in 2015 by Governor Christie of New Jersey and Governor Cuomo of New York, U.S.
Secretary of Transportation Anthony Foxx, and U.S. Senators Cory Booker and Charles E.
Schumer. The Gateway Program Development Corporation is a key element of a framework
(“Framework™), announced on November 12, 2015, under which the federal government would
cover no less than 50 percent of the costs of the Gateway Program using grants and other federal
funding.

At its meeting on December 10, 2015, the Board authorized the Executive Director to take
initial steps in cooperation with the U.S. Department of Transportation (“USDOT”) and the
National Railroad Passenger Corporation (“Amtrak”), in furtherance of the Framework.
Subsequently, on March 24, 2016, the Board authorized the Executive Director to enter into a
Memorandum of Understanding with USDOT, Amtrak, and the New Jersey Transit Corporation
(“NJ TRANSIT”) to set forth an interim structure to guide the requisite activities to advance the
Program prior to the creation of the Gateway Program Development Corporation. Under this
Memorandum of Understanding, an executive committee (“Executive Committee”) was formed,
consisting of representatives from the Port Authority, the States of New Jersey and New York,
Senators Booker, Schumer, and Robert Menendez, NJ TRANSIT, Amtrak, and USDOT. The
Board also authorized the Executive Director to enter into an agreement with Amtrak to reimburse
it up to $35 million of preliminary engineering and planning costs incurred by Amtrak pertaining
to the design, development and construction of the Gateway Tunnel Project (“Project”) to advance
the environmental review and permitting for the Project as an element of the Program.

On July 14, 2016, Phase 1 of the Program, which includes the Hudson Tunnel Project and
the Portal North Bridge Project, was accepted into the Project Development phase of the Federal
Transit Administration’s Capital Investment Grant Program, an anticipated source of significant
federal grant funds. Additionally, on October 3, 2016, the Port Authority in partnership with
Amtrak and NJ TRANSIT submitted a preliminary request to USDOT for an Emerging Projects
Agreement that would serve as a framework for accessing up to $6 billion in low-cost, long-term
borrowing from programs such as the Railroad Infrastructure and Improvement Financing (RRIF)
Program and Transportation Infrastructure Finance and Innovation Act (TIFIA) Program funds. It
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is expected that the Gateway Program Development Corporation will be the applicant and recipient
for all federal grants and loans.

Most recently, at its meeting on October 20, 2016, the Board authorized the Executive
Director to enter into an agreement to support debt service on up to $284 million in borrowing by
the Gateway Program Development Corporation (once formed) and up to $18 million in associated
credit initiation costs for the Portal North Bridge Project, subject to enumerated conditions which
include no liability to the Port Authority for any possible cost overruns or project funding gaps.

On November 14, 2016, the Executive Committee endorsed the formation of the Gateway
Program Development Corporation by Richard H. Bagger, Steven M. Cohen, and Anthony R.
Coscia. Vacancies on the Gateway Program Development Corporation board will be filled by
appointment by NJ TRANSIT, the New York State Department of Transportation, and Amtrak. It
is expected that the Gateway Program Development Corporation will assume responsibility for
advancing the Program with an initial focus on Phase 1 of the Program.

Having considered this report, and in furtherance of the announcement on November 12,
2015, it is the Board’s desire to endorse the formation of Gateway Program Development
Corporation.

Pursuant to the foregoing report, the following resolution was adopted, with
Commissioners Bagger, Degnan, James, Laufenberg, Lipper, Lynford and Schuber voting in favor;
Commissioner Fascitelli recused and did not participate in the consideration of, or vote on, this
item; Commissioner Steiner was not present for the vote. General Counsel confirmed that
sufficient affirmative votes were cast for the action to be taken, a quorum of the Board being
present.

RESOLVED, that the Board hereby endorses the formation of the Gateway
Program Development Corporation, which will coordinate, develop, operate, finance,
manage, own or otherwise engage in activities to effectuate the Gateway Program.
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NEWARK LIBERTY INTERNATIONAL AIRPORT, TETERBORO AIRPORT, AND
JOHN F. KENNEDY INTERNATIONAL AIRPORT - AERONAUTICAL
OPERATIONS AREA LIGHT CIRCUIT REPLACEMENTS - PROJECT
AUTHORIZATIONS

It was recommended that the Board authorize: (1) three projects to replace airfield lighting
cables and connectors at, respectively, Newark Liberty International Airport (EWR), at an
estimated cost of $37.5 million, Teterboro Airport (TEB), at an estimated cost of $21.1 million,
and John F. Kennedy International Airport (JFK), at an estimated cost of $81.6 million; and (2)
the Executive Director to award construction contracts to perform the construction work associated
with each of the projects, inclusive of allowances for extra work and unknown quantities, at an
estimated cost of $22.8 million at EWR, $13.9 million at TEB, and $53.6 million at JFK.

In October 2012, Hurricane Sandy caused heavy rains, winds and storm surges along the
coastlines of New York and New Jersey that resulted in unprecedented flooding at EWR, TEB,
JFK and LaGuardia Airport (LGA). As a result, the aeronautical operations area electrical
infrastructure at the airports, including conduits, light base cans, manholes and handholes,
experienced prolonged exposure to salt water and intrusion of silt and debris. Due to the continued
exposure to salt water, the electrical infrastructure exhibits corrosion and latent damage that can
impact lighting system reliability and increase the need for corrective repairs.

The proposed projects would involve removing cables impacted by Hurricane Sandy,
cleaning the associated conduits and light base cans, and installing new cables and connectors.

Light circuit and connector replacements at LGA are largely being addressed as part of
other ongoing or contemplated aeronautical work at that airport.

The replacement of the airfield lighting circuits would improve the reliability of the lighting
system by minimizing the potential for cable and connector failures.

The construction contracts for EWR and TEB would be scheduled to be awarded in the
first quarter of 2017 and estimated to be completed during the fourth quarter of 2018. The
construction contract for JFK would be scheduled to be awarded in the second quarter of 2017 and
estimated to be completed during the fourth quarter of 2020.

It is anticipated that funds for the proposed projects would be 90-percent recoverable
through grants approved by the Federal Emergency Management Agency. The balance of the
costs for the projects at JFK and EWR would be recoverable from the airlines operating at those
airports under the respective flight fee agreements for those airports. The balance of such costs
would not be recoverable at TEB.

Pursuant to the foregoing report, the following resolution was adopted, with
Commissioners Bagger, Degnan, Fascitelli, James, Laufenberg, Lipper, Lynford, Schuber and
Steiner voting in favor. General Counsel confirmed that sufficient affirmative votes were cast for
the action to be taken, a quorum of the Board being present.

RESOLVED, that projects to replace airfield lighting cables and connectors
at, respectively: Newark Liberty International Airport (EWR), at an estimated cost of
$37.5 million; Teterboro Airport (TEB), at an estimated cost of $21.1 million; and John
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F. Kennedy International Airport (JFK), at an estimated cost of $81.6 million, be and
they hereby are authorized; and it is further

RESOLVED, that the Executive Director be and he hereby is authorized, for
and on behalf of the Port Authority, to award construction contracts to perform the
construction work associated with each of the foregoing projects, inclusive of
allowances for extra work and unknown quantities, at an estimated cost of $22.8 million
at EWR, $13.9 million at TEB, and $53.6 million at JFK; and it is further

RESOLVED, that the Executive Director be and he hereby is authorized, for
and on behalf of the Port Authority, to take action with respect to construction
contracts, contracts for professional and advisory services and such other contracts and
agreements as may be necessary to effectuate the foregoing projects, pursuant to
authority granted in the By-Laws or other resolution adopted by the Board; and it is
further

RESOLVED, that the form of all contracts, agreements and other documents
in connection with the foregoing projects shall be subject to the approval of General
Counsel or his authorized representative, and the terms of such contracts, agreements
and other documents shall be subject to review by General Counsel or his authorized
representative.
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AUTHORIZATION TO SETTLE WITH THE UNITED STATES SECURITIES AND
EXCHANGE COMMISSION — MATTER IDENTIFIED AS “PORT AUTHORITY
OF NEW YORK AND NEW JERSEY BOND OFFERINGS”

It was recommended that the Board authorize the Executive Director to enter into an
agreement with the United States Securities and Exchange Commission (“SEC”) to settle the
matter identified as ““Port Authority of New York and New Jersey Bond Offerings,” which is the
subject of an investigation by the SEC (“SEC Investigation™).

The SEC Investigation has focused on failures by the Port Authority to disclose to
bondholders the risk that use of bond sale proceeds to fund certain roadway projects (“Roadway
Projects”) might be beyond the scope of the Port Authority’s statutory mandate. Legal analysis
with respect to this statutory authorization question was conducted by Port Authority attorneys
during 2010 and 2011, and the Board approved funding for the Roadway Projects at its meeting
on March 29, 2011.

In 2014, the Port Authority learned of the SEC Investigation. Promptly thereafter, the
Port Authority entirely stopped allocating bond proceeds to the Roadway Projects, even on a
preliminary basis. A leading law firm (“Law Firm #1”) was retained to, among other things,
review Port Authority financial records and issue an independent determination as to whether
any Port Authority bond proceeds were finally allocated to the Roadway Projects. Law Firm #1
concluded that the Port Authority’s final allocation - by which no bond proceeds had been
allocated to the Roadway Projects - was the product of both a reasonable and consistently
applied accounting method.

Furthermore, the Board retained a second major law firm (“Law Firm #2”) to render an
independent opinion with respect to the statutory authorization for the Roadway Projects. Law
Firm #2 opined that two separate portions of the Port Authority’s authorizing statutes supply a
“reasonable basis” for concluding that funding the Roadway Projects, as the Port Authority has
continued to do through use of reserve funds, “was and is within [the Port Authority’s]
authorized powers[.]” Law Firm #2’s conclusion was based on a close analysis of various
relevant statutes; New York and New Jersey case law; and an assessment of how the Roadway
Projects fit into the Port Authority’s broader transportation network.

Law Firm #2’s opinion also rested in part on an opinion issued in a pending case in the
United States District Court for the Southern District of New York. In that case, the Court noted,
plaintiffs “place[d] great store in the idea that funding of these projects [the Roadway Projects] is
not . . . authorized” under the Port Authority’s governing statutes. But the Court rejected this
argument, because the plaintiffs “cite[d] no law indicating that these projects do not fall within
the definitions of the statutes to which it cites.”

Law Firm #1 independently reviewed the legal conclusion of Law Firm #2, at the request
of the Board. Law Firm #1 indicated its concurrence in Law Firm #2’s conclusion.
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In addition, both before and after learning of the SEC Investigation, the Port Authority
has undertaken a series of governance reforms that address the conduct at the core of the SEC
Investigation. For example, the Board has eliminated the relatively summary “consent calendar”
method of voting pursuant to which the Roadway Projects were approved. Moreover, the Port
Authority now employs outside attorneys to serve as bond counsel and disclosure counsel in
connection with all bond offerings, a function that had previously been discharged by the Port
Authority Law Department.

More generally, during recent years, both before and after learning of the SEC
Investigation, the Port Authority has redoubled its efforts to adhere to the highest standards of
accountability, transparency, and ethical conduct. Robust new policies have been put in place to
insure rigorous protections for whistleblowers; broad and vigorous public participation at Board
meetings; transparency-minded compliance with freedom of information requirements; and wide
public dissemination of Port Authority financial information. In addition, and among other
things, during recent years the Port Authority has established a strong recusal policy for
addressing potential conflicts of interest between Commissioners’ private interests and public
duties; instituted a “zero-tolerance” policy with respect to offering or accepting gifts; eliminated
the relatively summary *“consent calendar” process under which certain Board matters had
previously been considered; mandated public posting of the Board’s agenda well in advance of
Board meetings; embarked on a nationwide search for a Chief Ethics and Compliance Officer;
directed the General Counsel to review agency contracts for conformity with underlying Board
resolutions; cooperated fully with outside investigations of the Port Authority, including by
waiving certain evidentiary privileges; and instituted a “Voice of the Employee” system, that
allows Port Authority employees to report to a third-party service any apparent conflict of
interest or inappropriate conduct.

Against a backdrop of governance reforms, after learning of the SEC Investigation the
Port Authority retained a leading law firm (“Law Firm #3”) to represent it. The Port Authority
cooperated closely with the SEC. More than 20,000 documents were provided to the SEC and
the Port Authority waived certain of its evidentiary privileges at the request of the SEC. Law
Firm #3’s work confirmed that Port Authority attorneys had concluded in writing that the
Roadway Projects were within the statutory authority of the Port Authority, but that the risk that
this conclusion might have been erroneous was not conveyed to the Board before it approved the
Roadway Projects or to bondholders.

In light of the above, by Resolution dated May 26, 2016, the Board authorized the
Chairman and the Vice Chairman to enter into negotiations with the SEC, a process that has now
culminated in a proposed settlement (“Proposed Settlement”), attached as Exhibit A. Pursuant to
the Proposed Settlement, an independent monitor will assess the Port Authority’s policies and
procedures with respect to disclosing legal and governance risks in connection with bond
offerings; the Law Department will be required to certify that certain proposed Board actions are,
indeed, legally authorized; and the Port Authority will pay $400,000. It was recommended that
the Proposed Settlement be accepted.



(Board — 11/17/16) 189

Pursuant to the foregoing report, the following resolution was adopted in executive
session, with Commissioners Degnan, Fascitelli, James, Laufenberg, Lipper, Lynford, Schuber
and Steiner voting in favor; Commissioner Bagger recused and did not participate in the
consideration of, or vote on, this item. General Counsel confirmed that sufficient affirmative
votes were cast for the action to be taken, a quorum of the Board being present.

RESOLVED, that the Executive Director be and he hereby is authorized,
for and on behalf of the Port Authority, to enter into an agreement with the United
States Securities and Exchange Commission to settle the matter identified as *““Port
Authority of New York and New Jersey Bond Offerings,” on the terms set forth in the
proposed settlement attached hereto as Exhibit A; and it is further

RESOLVED, that this resolution will remain confidential only until such
time as the Executive Director enters into the proposed settlement attached hereto as
Exhibit A; and it is further

RESOLVED, that the form of any agreement in connection with the
foregoing shall be subject to the approval of the General Counsel or his authorized
representative.
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UNITED STATES OF AMERICA
Before the
SECURITIES AND EXCHANGE COMMISSION

SECURITIES ACT OF 1933
Release No.

ADMINISTRATIVE PROCEEDING

File No.
In the Matter of ORDER INSTITUTING CEASE-AND-
DESIST PROCEEDINGS PURSUANT
THE PORT AUTHORITY OF TO SECTION 8A OF THE SECURITIES
NEW YORK AND NEW ACT OF 1933, MAKING FINDINGS,
JERSEY, AND IMPOSING A CEASE-AND-
DESIST ORDER
Respondent.

The Securities and Exchange Commission (“Commission”) deems it appropriate that cease-
and-desist proceedings be, and hereby are, instituted pursuant to Section 8A of the Securities Act
of 1933 (“Securities Act”), against the Port Authority of New York and New Jersey (“Port
Authority” or “Respondent”).

In anticipation of the institution of these proceedings, Respondent has submitted an Offer
of Settlement that the Commission has determined to accept. Respondent admits the facts set forth
in Sections I11. A, B., C., and D. below, acknowledges that its conduct violated the federal
securities laws, admits the Commission’s jurisdiction over it and the subject matter of these
proceedings, and consents to the entry of this Order Instituting Cease-and-Desist Proceedings
Pursuant to Section 8A of the Securities Act of 1933, Making Findings, and Imposing a Cease-and-
Desist Order (“Order”), as set forth below.
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On the basis of this Order and Respondent’s Offer of Settlement, the Commission finds*
that:

Summary

1. These proceedings arise out of disclosure failures by the Port Authority. The Port
Authority—one of the largest municipal issuers in the country and leading transportation
agencies in the nation—builds, operates, and maintains certain critical transportation and other
facilities within the states of New York and New Jersey. The Port Authority relies on access to
the municipal securities market for financing to fulfill its mission.

2. Despite its obligation to provide the market with information needed to make
informed investment decisions, the Port Authority neglected to disclose to potential investors
material risks known at the time of the offering and sale of certain of its municipal securities, which
risks could potentially and materially impact those municipal securities.

3. Specifically, in response to requests by the State of New Jersey for funding of
certain roadway projects (“Roadway Projects™), the Port Authority approved $1.8 billion in non-
revenue generating projects, and initially allocated bond proceeds towards funding such projects,
without disclosing known material risks surrounding the potential lack of legal authority to fund
those projects. In financial terms, at an estimated final cost of $1.8 billion, the Roadway Projects
have been one of the most significant Port Authority capital projects during the last five years.

4. Port Authority lawyers explicitly identified “the risk of a successful challenge by the
bondholders and investors” in connection with the funding of the Roadway Projects. On multiple
occasions, Port Authority lawyers cautioned that “projects that fall outside the scope of the Port
Authority’s mandate would be ultra vires, and cannot, therefore, be undertaken by the Port
Authority as a Port Authority project or funded by the Port Authority, in partnership with another
governmental agency....” Yet, the Port Authority made no disclosures in its relevant Official
Statements concerning any risks surrounding the Port Authority’s legal authority to fund the
Roadway Projects.” Further, the Port Authority’s lax governance then-in-place allowed the
Roadway Projects to be approved without any disclosure to the Port Authority’s Board of
Commissioners concerning any legal risks surrounding the projects.

5. As the Commission has previously observed, the municipal securities market plays
a critical role in building and maintaining our national, state, and local infrastructure. In light of the
importance and the national scope of the municipal securities market, the federal securities laws

! The findings herein are made pursuant to Respondent’s Offer of Settlement and are not

binding on any other person or entity in this or any other proceeding.

An Official Statement, also referred to as an OS, is a document prepared by or on behalf
of an issuer of municipal securities in connection with a primary offering. The OS,
which is essentially the municipal equivalent of a corporate prospectus, discloses
information on the offering of such securities.
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require, and the Commission has remarked that an overriding federal interest exists in assuring, that
there be adequate disclosure of all material information by municipal securities issuers.’

6. As a result of the conduct described herein, the Port Authority violated
Sections 17(a)(2) and (3) of the Securities Act in connection with the offer and sale of over
$2.3 billion of its bonds between January 2012 and June 2014.

A. Respondent

7. The Port Authority of New York and New Jersey, headquartered in New York,
New York, is a municipal corporate instrumentality and political subdivision of the states of New
York and New Jersey. The Port Authority was created by an interstate compact made by and
between the two states on April 30, 1921 and thereafter consented to by the Congress of the
United States. The two states established the Port Authority to provide transportation, terminal,
and other facilities of commerce within the Port District, which includes the cities of New York
and Yonkers in the State of New York, and Newark, Jersey City, Bayonne, Hoboken, and
Elizabeth in the State of New Jersey, as well as over 200 other municipalities in the two states.

B. Background on the Port Authority

8. As a steward of virtually all major transportation facilities in the Port District, the
Port Authority holds responsibility for creating and maintaining significant portions of New York
and New Jersey’s transportation infrastructure. The Port Authority builds, operates, and maintains
certain critical transportation and other facilities within the Port District. The Port Authority’s
facilities include, among others, two tunnels and four bridges between the states of New York
and New Jersey as well as five airports, a bus terminal, and the World Trade Center complex.

9. In carrying out its objectives, the Port Authority relies on multiple sources of funds,
including significant revenues generated from tolls and fares; however, the Port Authority also
relies on the capital markets for the issuance of bonds and other financing obligations.* The Port
Authority’s bonds and other financing obligations are direct and general obligations of the Port
Authority, pledging its full faith and credit for the payment of principal and interest thereon.

10.  With several issues of bonds outstanding that differed as to form, security, terms,
and conditions, in the 1950’s the Port Authority adopted a Consolidated Bond Resolution
authorizing and establishing the issuance of Consolidated Bonds, but “only for purposes for which

3 Statement of the Commission Regarding Disclosure Obligations of Municipal Securities

Issuers and Others, Sec. Act Rel. No. 33-7049, Sec. Exch. Act Rel. No. 34-33741 (Mar.
9, 1994), 59 FR 12748 (Mar. 17, 1994).

In each of the last five years, the Port Authority’s typical budget has consisted of a total
of roughly $7 to $8 billion, including operating expenses that range from $2.5 to

$3.5 billion, capital investments of approximately $3.5 to $4.4 billion, and debt service of
between $700 million and $1.3 billion each year. Debt service refers to the money
necessary to pay interest on outstanding bonds and other financing obligations. The Port
Authority currently has approximately $20 billion in total debt outstanding.
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at the time of the issuance the Authority is authorized by law to issue bonds,” for refunding®
outstanding Port Authority bonds, and to serve as a unified medium for financing purposes.

C. The Roadway Projects

11. Funding for the Roadway Projects—which include the Route 1&9 Pulaski Skyway,
Route 139 (Hoboken and Conrail Viaducts), Route 7 Hackensack River (Wittpenn) Bridge, and
Route 1&9T (New Road) projects, all state roadways in New Jersey—came in part from “certain
of the funds previously allocated to the [Access to the Region’s Core] project (“ARC”).”

Access to the Region’s Core Project

12. In December 2007, the Port Authority approved its ten-year capital plan that
included $3 billion for the ARC project. The ARC project consisted of, among other things, the
construction of two new passenger rail tunnels under the Hudson River.

13. Pursuant to covenants included in the Consolidated Bond Resolution, the Port
Authority is required to certify its opinion on certain financial matters before financing any
additional facility® for the first time by Consolidated Bonds. On June 30, 2008, the Port Authority
certified the ARC project as an additional facility of the Port Authority and authorized the issuance
of Consolidated Bonds for purposes of capital expenditures in connection with the ARC project.

14. As is typical, and given the bi-state structure of the Port Authority, its employees
often met with state officials in New York and New Jersey on a range of matters.

15. On May 21, 2010, a meeting invitation was sent concerning “ARC and the
Transportation Trust Fund,”” to be held on May 24, 2010 in Trenton, New Jersey. Invited
participants included, among others, a senior Port Authority executive who is no longer employed
by the Port Authority (“PA Executive”), the then Commissioner of the New Jersey Department of
Transportation (“NJDOT”), and other New Jersey officials including from the Department of the
Treasury.

Refunding is essentially a procedure whereby an issuer refinances outstanding bonds by
issuing new bonds.

Additional facility refers to any facility not listed in the Consolidated Bond Resolution.
As part of the Port Authority’s additional facility certification process, the agency
essentially gives its opinion as to certain matters relating to the financial impact on the
Port Authority when taking into account the costs associated with effectuating any project
relating to an additional facility.

New Jersey legislation in 1984 created the Transportation Trust Fund or TTF, with the
goal of providing a funding source for transportation system improvements in New
Jersey. The TTF was to be financed from state appropriations (backed by a portion of
motor fuel tax revenues, contributions from highway toll road authorities, and fee
increases imposed on heavy trucks) as well as the TTF’s own authority to issue bonds.
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16. Several months later, on August 4, 2010, an individual within the Office of the
Commissioner for NJDOT sent PA Executive a spreadsheet that outlined “NJDOT Infrastructure
Projects in the Port District.” Among the New Jersey projects listed in the spreadsheet, the most
expensive project included the Pulaski Skyway, a four-lane bridge-causeway in northeastern New
Jersey, at an estimated total cost of $1.3 billion. The spreadsheet identified various Port Authority
facilities ostensibly served by the Pulaski Skyway, including “Port Newark, Port Elizabeth, Liberty
International Airport, and the Auto Marine Terminal Bayonne.”

17. Within a few days of the August 4, 2010 communication to the PA Executive, a
meeting invitation was sent concerning “ARC/TTF,” to be held on August 12, 2010 in Trenton,
New Jersey. Invited participants included, among others, PA Executive, the Commissioner of
NJDOT, and other New Jersey officials.

18. One day later, on August 13, 2010, PA Executive and another Port Authority
employee communicated concerning a “promise for information re: arc” and the “ability to move
money” from the ARC project to other projects.

19.  Atthat point in time, $3 billion had been earmarked for use on ARC, which was
designed to increase passenger service capacity between New Jersey and New York and ease
congestion on the Port Authority’s bi-state transportation network.

20. As reported by the Port Authority in its Official Statements,® in October 2010, “on
the basis of a decision by the Governor of the State of New Jersey to terminate the ARC project, all
Port Authority activities in connection with the development of the ARC project were terminated.”

“Confidential and emergent” Request

21. A few days after final termination of ARC, on Monday, November 1, 2010, Port
Authority lawyers received a request concerning a “confidential and emergent memo that [they]
need[ed] to write TOMORROW on use of Port Authority capital dollars.” A lead Port Authority
lawyer who is no longer employed by the Port Authority (“PA Senior Lawyer”) wrote that “we
found out around 6 pm tonight and it needs to be completed tomorrow. ... The memo has to be in
Trenton on Wednesday [November 3] morning ....”

22. On November 3, 2010 at 9:13 a.m., PA Executive emailed PA Senior Lawyer
asking, “can u call me? Re [P]ulaski ....” PA Executive’s calendar on this same day reflected a
“TTF Meeting in Trenton” lasting from 9:30 a.m. to 11:00 a.m. PA Senior Lawyer responded at
10:10 a.m., “Remember: Pulaski is not a PA facility, is not explicitly/statutorily tied to a PA
facility and generates no revenue (bond covenants) to the PA.”°

The Port Authority reported the termination of the ARC project in its Official Statements
starting in January 2011 and continuing through at least mid-2015.

Port Authority funds generally are to be spent only on Port Authority facilities or in
connection with Port Authority facilities, as authorized by the agency’s enabling
legislation and subject to bondholder covenants. As described in internal legal
memoranda: “[e]very expenditure of Port Authority funds—indeed, all of the Port
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23. On November 5, 2010, PA Executive received communications from a New Jersey
official attaching a proposed plan in respect to the “NJ Capital Transportation Program Legislative
Reauthorization.” The plan included, as part of the “NJ Capital Transportation Program,”
placeholders for roughly $1.9 billion in Port Authority funding as part of a five-year financial plan
for New Jersey’s Capital Transportation Program.

24.  Two weeks later, on November 19, 2010, PA Executive, PA Senior Lawyer, and
others within the Port Authority, met with representatives from NJDOT. According to the PA
Senior Lawyer, a handout was prepared for and distributed at the meeting that included bullet
points stating among other things:

All Port Authority projects and funding for such projects must be in connection with
facilities located within the Port District...

The Port Authority has not been able to fund projects, which are not part of, nor
bear any connection to, an existing facility and thus are not authorized by existing
bi-state legislation...

The contract between the Port Authority and the holders of its Consolidated Bonds
requires the Port Authority to maintain its financial operations in accordance with
the terms of the bond covenants so long as the bonds are outstanding... and

...the Port Authority has agreed with the holders of its Consolidated Bonds that it
will not make any applications of capital funds for purposes of an additional facility
not previously named in the Consolidated Bond Resolution or ‘certified” as an
additional facility by the Port Authority.

25. Following the November 19, 2010 meeting and through January 2011, Port
Authority lawyers did not prepare any new written analysis concerning the Port Authority’s
participation in any New Jersey roadway or other transportation project.

Five-Year Transportation Capital Plan

26. On January 6, 2011, the Governor of the State of New Jersey announced a five-year
transportation capital plan.

27.  The plan included $1.8 billion in projects that the Governor asked the Port
Authority to undertake in conjunction with NJDOT. As part of the announcement, the release
stated that the plan included “critically important transportation projects in the Port District that

Authority’s activities—must reflect the bi-State enabling legislation that created the
agency and that defines and limits the scope of its jurisdiction and activities.”
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link the Holland Tunnel® and the Port” including the Pulaski Skyway, Wittpenn Bridge, Route
139, and Portway New Road.

28.  After the January 6 announcement, no written request concerning the Roadway
Projects reached the Port Authority’s Law Department relating to the statutory authority or ability
of the Port Authority to undertake the Roadway Projects until February 7, 2011.

29. On February 7, 2011, the Commissioner of NJDOT sent a letter to a senior staff
member in the Governor of New Jersey’s office. The letter, which was later forwarded to PA
Executive and Port Authority lawyers, stated, among other things, “I write to draw your attention
to a pressing issue concerning the Port Authority’s funding of transportation projects in New
Jersey’s FY 12 — 16 Capital Program. On the day that the Governor announced [the five-year
transportation capital plan, January 6, 2011] PA Executive [] indicated that the NJDOT’s continued
administration of these projects could be an issue for the Port Authority relative to the Port
Authority’s ability to provide funding.” The letter went on to state that there was “precedent” for
the Port Authority to fund projects undertaken by NJDOT including where NJDOT “holds sole
responsibility and oversight” of such projects.

30. Port Authority lawyers prepared a draft response letter dated February 9, 2011,
stating, among other things, that “the cited ‘precedent’ provides absolutely no support for the
proposition [suggested by NJDOT] that the Port Authority may fund projects administered by
NJDOT.” Further, the draft letter stated that, “[a]s indicated to ...representatives of NJDOT when
we met on November 19, 2010, use of Port Authority funds are limited by the bi-state compact,
legislation and the bond covenants with Port Authority bondholders.”

31. Over a month passed before, in mid-March, a meeting was requested concerning
the Port Authority’s participation in the Roadway Projects.

32. On Friday March 18, 2011, PA Executive and two Port Authority lawyers attended
a meeting in Trenton, New Jersey with individuals from the Governor of New Jersey’s office. The
meeting concerned funding of the Roadway Projects; at the meeting, Port Authority lawyers
indicated that the Port Authority’s ability to fund projects and the manner of funding are subject to,
among other things, bondholder covenants. Following the meeting, PA Senior Lawyer, who was
not in attendance but received information on the meeting from one of the attendees, requested that
the two Port Authority lawyers “start writing the legal analysis/opinion which was requested ...
and which addresses the two questions they want answered.”

10 Port Authority lawyers opined at the time that the agency’s enabling legislation did not

permit it to spend funds on approach roads to the Holland Tunnel. In at least one
memorandum, Port Authority lawyers reasoned that “the Port Authority has no authority
in such unification statutes to construct, own, maintain or operate any of the approaches
to the Holland Tunnel.”
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“There is no clear path to legislative authority to undertake such projects”

33. After the March 18 meeting in Trenton, one of the Port Authority lawyers who
attended the meeting prepared a draft legal memorandum, dated March 22, 2011. The
memorandum stated in part that, “legislative authorization for Port Authority participation in the
Projects is lacking. ... [H]aving taken a closer look at the projects in question [referred to as
“Pulaski Skyway, Route 139, Wittpenn Bridge and New Road”], there is no clear path to
legislative authority to undertake such projects.”

34. On March 23, 2011, PA Executive pushed to add the Roadway Projects to the
following week’s March 29, 2011 board agenda, because, from at least one perspective, a World
Trade Center-related item was added late to that meeting’s agenda.™

35. One day later, on March 24, 2011, multiple emails were exchanged concerning
statutory authority for the Roadway Projects. In one email, a very senior member of the Port
Authority’s Law Department emailed several others within the Port Authority’s Law Department
asking, “Do we have the statutory authority to do the identified projects? We need to answer the
question now ...?” One recipient of the email responded, “Well, have you seen [the March 22]
draft memorandum?” The very senior member of the Law Department responded, “NO.”

36. In related communications on March 24, 2011 concerning a “first cut at a draft
[Roadway Projects] resolution” for the Port Authority Board of Commissioners, and in response to
a directive that the draft “authorization should be narrowed to specific projects that are necessary
for the efficient operation of identified facilities,” PA Senior Lawyer noted “[t]hat will be difficult
if not impossible since the Holland Tunnel statute does not have the same language as the [Lincoln
Tunnel statute] or the [George Washington Bridge statute] [both of which permitted the Port
Authority to work on approach roadways].” PA Senior Lawyer continued, “So if we go with the
four specific projects, what facilities other then [sic] [Holland Tunnel] are we relating them to?”

37.  Also on March 24, 2011, the Governor of New Jersey announced a proposed FY 12
transportation capital program. “Under the proposed program, state support from the
Transportation Trust Fund and the Port Authority of New York & New Jersey (PANYNJ) would
amount to $1.6 billion, of which $978 million would be directed to NJDOT and $622 million to NJ
TRANSIT.”

1 PA Executive forwarded certain materials to two New Jersey officials relating to a World

Trade Center item, added as a last-minute starter item for the March 29 board meeting, at
8:42 a.m. on March 23, 2011, with a note saying “This is moving very quickly here.
Please call me to talk through this issue.” Another Port Authority employee
characterized the addition of the Roadway Projects to the same board meeting agenda as
“typical of the way they operate in terms of trying to find something to ‘trade’ for the
Board approving the [World Trade Center item].”
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“The greater the risk of a successful challenge by the bondholders and investors”

38. On March 25, 2011, one of the Port Authority lawyers who attended the meeting in
Trenton emailed the other Port Authority lawyer who attended the Trenton meeting a revised
memorandum stating, among other things, “New Road, Pulaski Skyway and New Road [sic] are all
roadways which approach and feed into the Lincoln Tunnel. Therefore, pursuant to the Lincoln
Tunnel legislation, the Port Authority can undertake the Projects.”

39.  The Port Authority lawyer who received the revised memorandum responded, “not
sure [] I fully understand the current proposal.”

40. On March 28, 2011, the two Port Authority lawyers who attended the meeting in
Trenton exchanged a further revised memorandum stating: “[w]e have [] taken a further look to see
what facility, if any, we can tie the Projects to, other than those most closely related [i.e., the
Holland Tunnel] which do not give the necessary authority. We have determined that we can link
the Projects to the existing authority under the Lincoln Tunnel legislation. The bi-state legislation
expressly authorizes the Port Authority to undertake the design, planning and construction of
projects that concern the roadways that approach the Lincoln Tunnel.” Although the immediately
prior draft stated that “all roadways [] approach and feed into the Lincoln Tunnel,” the March 28
further revised memorandum stated “[i]t can be argued that ... all roadways [] approach and feed
into the Lincoln Tunnel.” That memorandum continued:

The Port Authority engineering department will perform a traffic study to bolster
this statutory conclusion, which will indicate that the Projects will facilitate access
to the Lincoln Tunnel and alleviate overcrowding at the Holland Tunnel that is
beyond its useful life and capacity. The study will conclude that these Projects are
consistent with the Lincoln Tunnel legislation and constitute approaches and
connections to the Lincoln Tunnel, which the Port Authority deem necessary and
desirable.

The March 28 memorandum also cited certain risks relating to the Roadway Projects:

... It is important to note that this statutory construction is not without doubt and
may raise questions in the minds of some. The analysis veers away from the
traditional model used by the Port Authority in determining whether it can
undertake a project pursuant to existing Port Authority bi-state legislation. The
looser the statutory construction means the greater the risk of a successful
challenge by the bondholders and investors.

41, On March 29, 2011, the Port Authority’s Board of Commissioners met and
approved the Roadway Projects as well as a World Trade Center-related item. No disclosure to the
Board of Commissioners occurred in respect to the potential legal issues surrounding the Roadway
Projects, nor was any disclosure made to the Board of Commissioners concerning the cited legal
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justification—that the Roadway Projects were linked to the Lincoln Tunnel—supporting the Port
Authority’s participation in the projects.?

D. Bond Offerings

42.  The Port Authority made no external disclosures concerning risks relating to

statutory authority with respect to the Roadway Projects.*® The relevant Official Statements,
issued in January 2012, December 2012, November 2013, and June 2014, all included similar
language, as set forth below:

In recognition of the ongoing needs of the Port Authority’s facilities for efficient
transportation access and egress for goods and people, at its meeting on March 29,
2011, the Board of Commissioners of the Port Authority authorized the effectuation
of the Port Authority’s participation in cooperation with the New Jersey
Department of Transportation (‘NJDOT?), in the Route 1&9 Pulaski Skyway,
Route 139 (Hoboken and Conrail Viaducts), Route 7 Hackensack River (Wittpenn)
Bridge, and Route 1&9T (New Road) projects (or suitable replacement projects
mutually agreed upon with the NJDOT) (collectively, the ‘Lincoln Tunnel Access
Infrastructure Improvements’), on a basis consistent with the Port Authority’s
budget and capital plan with certain of the funds previously allocated to the Access
to the Region’s Core project (see ‘Access to the Region’s Core Project.”)

43, In total, the Port Authority issued four series of tax-exempt Consolidated Bonds and

one series of taxable Consolidated Bonds from which roughly $116,476,060 in bond proceeds
were preliminarily allocated to the Roadway Projects. Those series issued between January 2012
and June 2014, included the 171st, 175th, 176th, 179th and 183rd Consolidated Bonds Series, with
an aggregate principal amount of over $2.3 billion.*

12

13

14

The Roadway Projects were approved under a “consent calendar” process then in effect.
Under that process, the Board of Commissioners approved items on the consent calendar
without discussion unless one or more Commissioners wished to discuss the matter. No
Commissioners raised questions or wished to discuss the Roadway Projects.

Port Authority lawyers continued to cite the risks associated with the Roadway Projects
in internal memoranda after the Board of Commissioners approved the projects. For
instance, a Port Authority lawyer noted in June 2011, when negotiations were underway
with NJDOT concerning administration of the Roadway Projects, “[i]f NJDOT is lead
agency and controls process, PA will be at risk of a bondholders lawsuit which will not
only be costly but may halt the projects.”

Promptly after learning of the SEC’s investigation, the Port Authority stopped allocating
bond proceeds toward the Roadway Projects and, after that time, all funding of the
Roadway Projects came from sources other than bond proceeds. According to the Port
Authority, although bond proceeds were initially allocated for the Roadway Projects, the
final and official allocation in its accounting records included no bond proceeds for the
Roadway Projects. Further, according to the Port Authority, its Board of Commissioners
obtained a legal opinion from outside legal counsel, dated November 9, 2015, opining
that the Port Authority has a reasonable basis for concluding that funding the Roadway

10
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V.
Violations

44,  The antifraud prohibitions of Sections 17(a)(2) and (3) of the Securities Act apply
to the offer or sale of municipal securities. Section 17(a)(2) of the Securities Act makes it unlawful
“in the offer or sale of any securities ... to obtain money or property by means of any untrue
statement of a material fact or any omission to state a material fact necessary in order to make the
statements made, in light of the circumstances under which they were made, not misleading.”
Section 17(a)(3) of the Securities Act makes it unlawful “to engage in any transaction, practice, or
course of business which operates or would operate as a fraud or deceit upon the purchaser.” No
finding of scienter is required to establish a violation of Sections 17(a)(2) and 17(a)(3); negligence
is sufficient. Aaronv. SEC, 446 U.S. 680, 696-97 (1980). Negligence is a failure by an actor to
conform conduct to the standard of “a reasonable [person] under like circumstances.” See
Restatement (Second) of Torts 88 282 and 283. The Commission has held that the “knew or
should have known” standard is appropriate to establish negligence. See KPMG, LLP v. SEC, 289
F.3d 109, 120 (D.C. Cir. 2002) (denying petition for review of Commission decision). A
misrepresentation or omission is material if there is a substantial likelihood that a reasonable
investor would consider it important in making an investment decision. See Basic Inc. v. Levinson,
485 U.S. 224, 231-32 (1988).

45.  The Port Authority knew, or should have known, that known but undisclosed risks
surrounding the Roadway Projects were material to potential investors in making investment
decisions. The Port Authority was negligent for failing to disclose such risks to enable fully
informed investment decisions by potential investors. As a result of the conduct described herein,
the Port Authority violated Sections 17(a)(2) and (3) of the Securities Act.

V.

The Port Authority’s Remedial Efforts

46. In determining to accept Respondent’s Offer of Settlement, the Commission
considered the Port Authority’s cooperation and prompt remedial acts. The Port Authority has
taken a series of remedial actions including, among other things:

a. enhancing various procedures surrounding approval of capital projects (for
instance, the Port Authority’s Board of Commissioners eliminated the “consent
calendar” process under which the Roadway Projects were approved);

b. retaining and using outside bond counsel for all bond offerings (at the time of the
events at issue in this matter, the Port Authority had no outside bond counsel);

Projects is within its statutory authority. The legal opinion did not, however, address the
risks surrounding the Roadway Projects identified by Port Authority lawyers, or the Port
Authority’s obligation to disclose those risks to investors.

11
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c. and hiring a new permanent general counsel.

Undertakings

Respondent has undertaken to:

47, Retain an independent consultant (the “Independent Consultant™), not unacceptable
to the Commission staff, to conduct a review of Respondent’s policies and procedures as they
relate to disclosures concerning legal and governance risks in connection with municipal securities
offerings. The Independent Consultant shall not have provided consulting, legal, auditing or other
professional services to, or had any affiliation with, Respondent during the two years prior to the
institution of these proceedings. Respondent shall cooperate fully with the Independent Consultant
and the Independent Consultant’s compensation and expenses shall be borne by Respondent.

48. Require the Independent Consultant to enter into an agreement that provides that
for the period of engagement and for a period of two years from completion of the engagement, the
Independent Consultant shall not enter into any employment, consultant, attorney-client, auditing
or other professional relationship with Respondent, or any of its present or former affiliates,
directors, officers, employees, or agents acting in their capacity as such. The agreement will also
provide that the Independent Consultant will require that any firm with which he/she is affiliated or
of which he/she is a member, and any person engaged to assist the Independent Consultant in
performance of his/her duties under this Order shall not, without prior written consent of the
Enforcement Division, enter into any employment, consultant, attorney-client, auditing or other
professional relationship with Respondent, or any of its present or former affiliates, directors,
officers, employees, or agents acting in their capacity as such for the period of the engagement and
for a period of two years after the engagement. The agreement will also provide that, within 180
days of the institution of these proceedings, the Independent Consultant shall submit a written
report of its findings to Respondent and Commission staff, which shall include the Independent
Consultant’s recommendations for changes in or improvements to Respondent’s policies and
procedures.

49, Adopt all recommendations contained in the Independent Consultant’s report
within 90 days of the date of that report, provided, however, that within 30 days of the report,
Respondent shall advise in writing the Independent Consultant and the Commission staff of any
recommendations that Respondent considers to be unduly burdensome, impractical or
inappropriate. With respect to any such recommendation, Respondent need not adopt that
recommendation at that time but shall propose in writing an alternative policy, procedures or
system designed to achieve the same objective or purpose. As to any recommendation on which
Respondent and the Independent Consultant do not agree, Respondent and the Independent
Consultant shall attempt in good faith to reach an agreement within 60 days after the date of the
Report. Within 15 days after the conclusion of the discussion and evaluation by Respondent and
the Independent Consultant, Respondent shall require that the Independent Consultant inform
Respondent and the Commission staff in writing of the Independent Consultant’s final
determination concerning any recommendation that Respondent considers to be unduly
burdensome, impractical, or inappropriate. Within 10 days of this written communication from the

12
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Independent Consultant, Respondent may seek approval from the Commission staff to not adopt
recommendations that the Respondent can demonstrate to be unduly burdensome, impractical, or
inappropriate. Should the Commission staff agree that any proposed recommendations are unduly
burdensome, impractical, or inappropriate, Respondent shall not be required to abide by, adopt, or
implement those recommendations.

50.  Within 180 days of the entry of this Order, establish written policies and procedures
and periodic trainings relating to bond offering disclosures and adopt a policy requiring that the
Port Authority’s Law Department certify in writing to the Port Authority’s Board of
Commissioners that any proposed expenditure of the Port Authority’s funds presented to the Board
for approval is legally authorized and, with respect to any expenditure of Port Authority funds
exceeding Fifty Million Dollars provide the Board with a legal opinion that such expenditure is
legally authorized.

51. Certify, in writing, compliance with the undertakings set forth above. The
certification shall identify the undertakings, provide written evidence of compliance in the form of
a narrative, and be supported by exhibits sufficient to demonstrate compliance. The
Commission staff may make reasonable requests for further evidence of compliance, and
Respondent agrees to provide such evidence. The certification and supporting material shall be
submitted to Celeste Chase, Assistant Regional Director, and Osman Nawaz, Senior Counsel,

200 Vesey Street, Suite 400, New York, NY 10281, with a copy to the Office of Chief Counsel of
the Enforcement Division, no later than 60 days from the date of the completion of the
undertakings.

52. Cooperate with any subsequent investigation by the Division of Enforcement.

53. For good cause shown, the Commission staff may extend any of the procedural
dates relating to these undertakings. Deadlines for procedural dates shall be counted in calendar
days, except that if the last day falls on a weekend or federal holiday, the next business day shall be
considered the last day.

VI.

In view of the foregoing, the Commission deems it appropriate to impose the sanctions
agreed to in Respondent’s Offer of Settlement.

Accordingly, it is hereby ORDERED that:

A. Pursuant to Section 8A of the Securities Act, Respondent ceases and desists from
committing or causing any violations and any future violations of Sections 17(a)(2) and (3) of the
Securities Act.

B. Within 10 days of the entry of this Order, the Port Authority shall pay a civil money

penalty in the amount of $400,000 to the Securities and Exchange Commission for transfer to the
general fund of the United States Treasury, subject to Exchange Act Section 21F(g)(3). If timely

13
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payment is not made, additional interest shall accrue pursuant to 31 U.S.C. 8 3717. Payment must
be made in one of the following ways:

Q) Respondent may transmit payment electronically to the Commission, which
will provide detailed ACH transfer/Fedwire instructions upon request;

2 Respondent may make direct payment from a bank account via Pay.gov
through the SEC website at http://www.sec.gov/about/offices/ofm.htm; or

(3) Respondent may pay by certified check, bank cashier’s check, or United
States postal money order, made payable to the Securities and Exchange
Commission and hand-delivered or mailed to:

Enterprise Services Center
Accounts Receivable Branch

HQ Bldg., Room 181, AMZ-341
6500 South MacArthur Boulevard
Oklahoma City, OK 73169

Payments by check or money order must be accompanied by a cover letter identifying the
Port Authority of New York and New Jersey as a Respondent in these proceedings, and the file
number of these proceedings; a copy of the cover letter and check or money order must be sent to
Sanjay Wadhwa, Senior Associate Director, Division of Enforcement, Securities and Exchange
Commission, 200 Vesey Street, Suite 400, New York, NY 10281.

C. Amounts ordered to be paid as civil money penalties pursuant to this Order shall be
treated as penalties paid to the government for all purposes, including all tax purposes. To
preserve the deterrent effect of the civil penalty, Respondent agrees that in any Related Investor
Action, it shall not argue that it is entitled to, nor shall it benefit by, offset or reduction of any
award of compensatory damages by the amount of any part of Respondent’s payment of a civil
penalty in this action (“Penalty Offset”). If the court in any Related Investor Action grants such a
Penalty Offset, Respondent agrees that it shall, within 30 days after entry of a final order granting
the Penalty Offset, notify the Commission’s counsel in this action and pay the amount of the
Penalty Offset to the Securities and Exchange Commission. Such a payment shall not be deemed
an additional civil penalty and shall not be deemed to change the amount of the civil penalty
imposed in this proceeding. For purposes of this paragraph, a “Related Investor Action” means a
private damages action brought against Respondent by or on behalf of one or more investors based
on substantially the same facts as alleged in the Order instituted by the Commission in this
proceeding.

14
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D. Respondent shall comply with the undertakings enumerated in Section V.
paragraphs 47 to 50 above.

By the Commission.

Brent J. Fields
Secretary
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Whereupon, the meeting was adjourned.

Secretary





