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ASSEMBLY TRANSPORTATI ON COWM TTEE

MONDAY, MAY 13, 2002

CHAI RMAN W SNI EWBKI :  Good nor ni ng,

| adi es

and gentlemen. Welconme to another neeting of

the Assenbly Transportation Conmittee.
' m John W sni ewski, the Chairman.
woul d you please take a roll?
MS. LIPPER: Assenbl yman Bodi ne.
ASSEMBLYMAN BODI NE:  Here.
MS. LIPPER: Assenbl yman DeCroce.
ASSEMBLYMAN DeCROCE: Here.
MS. LIPPER: Assenbl yman Johnson.

ASSEMBLYMAN J OHNSON: Her e.

Nancy,

MS. LIPPER: Assenbl ynman Burzichel li.

ASSEMBLYMAN BURZI CHELLI: Here.
MS. LIPPER: Assenbl ywonman Stender.

ASSEMBLYWOVAN STENDER:  Her e.

MS. LIPPER: Assenbl yman | nprevedut o.

Vi ce- Chai rman Gusci or a.
VI CE- CHAI RMAN GUSCI ORA: Her e.

MS. LIPPER: Chai rman W sni ewski .

CHAI RVAN W SNI EWBKI :  Here. Thank you.

As usual, our proceedings today are

broadcast on the Internet. Not only are they

VERI TEXT/ NEW JERSEY REPORTI NG (973) 410-4040



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

able to be listened to as the neeting takes
pl ace but they're also archived. |f you want
to go back and listen to themtonorrow, you
can. And the proceedings for the portion in
which we take testinony fromthe Econonic
Devel opnent Authority will be transcribed by
our reporter here, and | would just ask that
during that portion we try to take pains to
speak one at a tine so that our reporter can
accurately transcribe the proceedings. Wth
that, | would Iike to ask Caren Franzini and
Larry Ciero fromthe New Jersey EDA to cone
forward. And | believe there's an opening
statenment that they will read first.

Good norni ng, Caren.

MS5. FRANZI NI : Good norning, Chairnan.
Thank you.

CHAI RMAN W SNI EWBKI :  Just nmake sure your
red light's on.

M5. FRANZINI: It's on now. Thank you.

Good norni ng, Chairman, and nenbers of the
commttee. |'m Caren Franzini, Executive
Director of the New Jersey Econom c Devel oprment
Aut hority.

The EDA is a sel f-supporting, independent
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state financing and devel opnent agency that,
since 1974, has arranged for nore than 15
billion dollars in financing assistance to
pronot e econoni c devel opment and create jobs in
New Jersey. Mich of this assistance has been
in the formof conduit bond financing.

My purpose here this norning is to briefly
explain to you the EDA's role in the issuance
of 300 mllion dollars of conduit taxable bonds
to finance services associated with the design,
construction, operation and the mai ntenance of
the E-ZPass El ectronic Toll Collection System
This is a role the EDA was asked to assune by
t he Departnment of the Treasury in January
of 1998, nore than two-and-a-half years after
pl ans for the statew de el ectronic tol
col l ection systemwere first announced.

EDA does not pledge its own or state
resources as security for these issuances.
Rather it serves as a bridge to public or
private markets arrangi ng bond issues to be
sold. This nmeans that investors rely on the
ability for business or not-for-profit borrower
to repay the bonds.

It is arole that the EDA typically plays
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and is a principal reason why the Authority was
cal l ed upon by Treasury to assist in the
financing of the project.

The conduit bond project consisted of 150
mllion dollar Fixed Interest Rate Series and a
150 million dollar Variable Rate Series, both
having a termnot to exceed ten years, with
interest only paynments until maturity.

As per the agreenent, amounts borrowed
were to be paid exclusively from proceeds
derived fromleases with third parties for
fiber-optic system capacity and adm ni strative
fees payabl e under the applicable Tol
Vi ol ati ons Enforcement Statutes of the
participating toll roads.

If these revenues were insufficient to
fully repay the financing during the 10-year
termfollow ng the closing of the financing,
the obligations of the participating menbers to
pay the anmount of the deficiency were specified
in a True-Up Agreenent between the EDA and the
menbers, which consisted of the New Jersey
Turnpi ke Authority, New Jersey Hi ghway
Aut hority, the South Jersey Transportation

Aut hority, the Del aware Departnment of
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Transportation, and the Port Authority of New
York and New Jersey.

Prior to approving the project, we did our
usual due diligence as to the public purpose of
t he bonds, and were assured of the project's
benefits by those groups we considered to be
the transportati on experts, the participating
maj or toll roads thenmselves. Qur other concern
was to be sure that the purchasers of the bonds
wer e sophi sticated investors who understood the
risk factors involved in a conplicated bond
issue. Wth both these considerations
satisfied, the EDA Board approved financing on
March 10, 1998.

In summary, our involvenment was requested
by Treasury late in the process and was linited
to serving as conduit bond issuer on behal f of
the various state transportation authorities.

Thank you. 1'll be happy to answer any
guesti ons.

CHAI RVAN W SNI EWBKI :  Thank you,

Ms. Franzini, for com ng and providing an
openi ng statement.

A lot of the questions that many of the

menbers of the committee have about the E-ZPass
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situation focus on the financing, the natura

i mplication being that but for the issuance of
t hese bonds, we would not be in the situation
where we are today where a proposed

sel f-financing systemis clearly not

sel f-financing and now that the -- that's not
happeni ng, the True-Up Agreenent is essentially
t he docurment that's going to control how this

i s paid.

So, to really go to the heart of this,
your statement said that the EDA was asked to
assune the financing of this in 1988 -- '98, by
the Treasurer's office. 1'd like to start at
that point in tinme and, if you could, inform
the conmttee what were the circunstances that
surrounded the EDA getting invol ved because,
for ny recollection, the EDA is not an entity
that traditionally finances governnent
projects. It's a school of economc
devel opnent for private projects. So this
seens to be a departure fromits own course.
And | want to understand exactly how that cane
to pass.

MS. FRANZINI: Let ne address that

questi on, Chairnman.
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There were two issues at hand. One is
there was a consortium of several toll roads
that wanted to utilize the E-ZPass system And
t hey needed to have soneone issue the bonds on
behal f of several entities. No one entity by
t hemsel ves coul d i ssue bonds on behal f of other
entities due to their own bond indentures. So
they needed to find a single purpose entity to
i ssue on behalf of the team It wasn't till
late in the process that they realized this and
EDA was asked to do it.

The question was then sent to the Attorney
General's Ofice whether or not the EDA under
our enabling |egislation could provide this
type of financing. And it was determ ned by
the Attorney CGeneral's O fice that we coul d.

So we were the only state entity that had the
ability to issue conduit bonds on behal f of
several toll routes.

CHAI RMAN W SNI EWBKI :  Who was the Attorney
General at that tinme?

M5. FRANZINI: It was in the fall of 1997.
And | apol ogi ze, Chairman, | --

CHAI RVAN W SNI EWBKI : Wl |, let nme ask

this question: There was apparently an opinion
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rendered authorizing the EDA' s financing on
behal f of the consortium correct?

MS. FRANZINI : | know there was a witten
opi nion, but we could not go to our Board
unl ess the Attorney Ceneral's O fice signed off

on us issuing the bond. So probably the bond

docunent, if there is such an opinion, fromthe

Attorney General's Ofice. W'Ill be sure to
get a copy of that to you.

CHAI RVAN W SNI EWBKI :  Okay. Thank you.

You said that there had to be a single
purpose entity for the financing. Now, |
understand that you were not involved in the
di scussi ons behind cl osed doors for the
consortium but doesn't it seemto you rather
unusual that the EDA, an entity that at -- in
nmy mnd, associates with hel ping pronote
business in private interests, is pronoting a
state infrastructure inprovenment?

MS. FRANZINI : We -- we have, Chairman,
had to issue bonds for the State and other
avenues.

Let me just explain. W have, for
i nstance, built state office buildings, in

Trenton and Asbury Park and other cities. So
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we both build the state office buildings and

i ssue bonds. So we have been utilized by the
State in the past to i ssue bonds on behal f of a
State entity.

CHAl RMAN W SNI EWBKI : Those were for
buil di ngs that the State owned?

MS. FRANZINI: Those were for buildings
that we owned, and then we turn them over to
the State of New Jersey at the end of the bond
term

We also, in the past, had issued the
market transition facilities bonds, which is a
bond issue. W again were asked by Treasury to
i ssue bonds and that was the bad insurance
driver pool bonds. So this is not sonething
that EDA went out and asked for. W were asked
to do the financing.

CHAI RMAN W SNI EWBKI : Who did the asking?

M5. FRANZINI: Um again, | believe the
Treasurer's office was asked by the Depart nment
of Transportation to help finalize the
financing at the end. W were asked by the
Treasurer's office to do the financing.

CHAI RMAN W SNI EWBKI : Do you recall who at

the treasurer's office was the person who cane
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to EDA who said, "You're being asked to finance
this"?

MS. FRANZINI: The treasurer at the tine,
| believe in the fall, they started | ooking at
the issue of -- | believe it was Brian Timner
(ph) and then Jimmy D Tilitario (ph) was the
state treasurer when we actually issued bonds.

CHAI RVAN W SNI EWBKI :  Ckay. One of the
statements made -- one of the remarks made in
your opening statement was that you -- your
concern was to be sure that the purchasers of
t he bonds were sophisticated investors who
understood the risks. [|I'mnot an expert in
public financing. Maybe you can help us
through this. M understanding is that very
often times bonds that are issued by the EDA or
other entities are sold at auction, where the
i nterest rate has been down by conpeting
investors; is that correct?

MS5. FRANZINI: Actually, the majority of
our bond issues are for small businesses, so
often times our bonds are privately placed with
the financial institution, often the bank, to
cut down the cost of borrow ng.

For large financing, however, that often
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can be sold in the public marketplace. W
woul d then issue a public bond in the public
mar ket pl ace and it's sold as if it's in private
pl acenent. This was sold as a private

pl acenent .

CHAl RMAN W SNI EWBKI :  But this is such a
| arge issue, this is one that woul d, perhaps,
under normal circunstances, be sold in the
public market?

MS5. FRANZINI: Based on its size you would
think that it should be sold in the public
mar ket pl ace. Based on its conplexity, it was
privately placed.

CHAI RMAN W SNIEWSKI:  I'd like you to
explain that to the commttee, what exactly is
nmeant by, "Based on its conplexity, it was
privately placed." Because ny own suspi cion
is, is that based on the fact that the
projections of toll revenue were | ess than
stellar and that it was privately placed
because the public market wouldn't buy into it.

MS. FRANZINI: When we -- when | go back
to the exanple we issue bonds on behal f of the
state office -- the state office building, and

those are publicly traded, because everyone can
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understand the State of New Jersey is going to
pay back the | ease paynent for a state office
buil ding. And so those are publicly traded and
you get a very good rate on those bonds.
Because the security, the different revenue
sources to pay back the bonds were different.
They come fromthree sources and the third
source being the True-Up Agreenent, is com ng
fromfour different toll roads --

MR CIER | believe five

MS. FRANZINI : Five toll roads. So when
you go to the public marketplace -- it is not
somet hing you can easily describe. You have to
have one-on-one conversations with the bond
purchasers. So it's a nore conplicated
structure. And that the repaynent, although
it's not fromone source. |It's fromsevera
sour ces.

CHAI RMAN W SNI EWBKI :  So your testinmony is
that it was privately placed because of the
True-Up Agreenent between five toll roads and
not because there was a doubt as to whether it
woul d be sufficient toll violation revenue?

M5. FRANZINI: M testinony from-- one,

the structure cane to us, M. Chairman. W did
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not devel ope the structure for the financing.

CHAI RVAN W SNI EWSKI :  No. | --

MS. FRANZINI: Just so we're clear again.
The structure came to us. It was already in
place, and it is my opinion that because --
because the revenue sources were from severa
di fferent sources of revenue, the True-Up
Agreenent being one of three, that it may be
nore conplicated financing, yes, and it had to
be privately placed.

CHAI RMAN W SNI EWBKI : And this is my |ast
question. |'Il let the other nembers of the
conmittee have an opportunity to ask questions.

VWhat woul d be the difference, generally,
in the interest cost of a publicly-auctioned
bond issue versus a privately placed; talking
about one percent difference, two percent
di f ference?

MR CIER. M. Chairman, that's difficult
to answer, because nany times the actua
pricing on a debt, a bond, is deternined by not
only the credit of the borrower of the
transaction, but the timng, when you go out to
the market, the general narket conditions,

whet her the transaction is rated versus
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non-rated. So there typically is a difference

or spread between the different types of debt.

It's hard, | think, to give you an exact
numnber .
CHAI RMAN W SNI EW8KI :  It's higher, though?

MR CIER  Yes. It typically would be
hi gher going in on an unrated basis versus
apropros the market.

CHAl RMAN W SNI EWBKI:  So this is an
unrat ed issue?

MR CIER  Yes. It is unrated and
privately placed.

CHAI RVMAN W SNI EWBKI :  Thank you. Any
ot her menmbers of the conmittee?

Assenbl yman DeCroce.

ASSEMBLYMAN DeCROCE: Thank you very nuch,
Chai r man.

Director, are the investors presently
bei ng pai d now on the bond investnents?

MS. FRANZINI: Yes, they are.

ASSEMBLYMAN DeCROCE: |s there any reason
to worry that they won't be paid?

M5. FRANZINI: | can't nake -- | believe
the True-Up Agreenent is very clear that they

have to be paid. So | don't -- | don't think
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there is a problemright now

ASSEMBLYMAN DeCRCCE: So the bonds have
not in any way been recalled by anyone?

MR CIER: No. W're not aware of bonds
being in default or any interest paynents not
bei ng made to bondhol ders.

ASSEMBLYMAN DeCROCE: My understanding is

t hat bonds have been sold even to off-shore

i sl and holders. It can't be too bad if that's
happeni ng.
MS. FRANZINI: No. | nmean, bonds are

placed with private investors, which are
sophi sticated investors. They'll hold the
bond. And you're correct, Assenblyman. They
are being paid, the interest that's due, but
I'"mnot aware of any default situation --

ASSEMBLYMAN DeCROCE: Thank you.

CHAI RMAN W SNI EWBKI :  Assenbl yworran
St ender .

ASSEMBLYWOMAN STENDER:  Thank you,
M. Chairman.

You said that you didn't create the
structure. Who did?

MS. FRANZI NI : The structure was created,

a conbi nation as part of the organization that
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bid on the bonds and that as they cane in with
each structure, and then it was finalized with
t he Department of Transportation and the
Depart ment of Treasury and the consortium

ASSEMBLYWOMAN STENDER:  So that means that
each of those groups -- and we're really
tal ki ng about the admi nistration at that point.
So the adm nistration through the Treasurer's
of fice and the Department of Transportation
and the contractor that's got the project, they
created a structure that woul d nake sure this
woul d all be paid no matter what?

MS. FRANZINI: That's correct.

ASSEMBLYWOMAN STENDER:  What woul d
actually trigger a default? | nean, if these,
-- these are revenue bonds, correct?

M5. FRANZI NI : Correct.

ASSEMBLYWOMVAN STENDER: Wi ch are a higher
risk then a general obligation bond?

M5. FRANZI NI : Correct.

ASSEMBLYWOMAN STENDER:  So what woul d ever
trigger -- it's my -- and | have limted
know edge on this, but the revenue bond is
considered a riskier bond, per se, because it

is based on a revenue stream except in this
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case the True-Up stepped up in front and said,
"We don't really care whether the revenue
stream works or not, because in the end,

t hrough this consortium you get paid."

M5. FRANZINI: The difference is, the only
way you can default is if you don't pay the
debt service on the bonds, and the difference
is under a general obligation. For instance,

t he Turnpi ke's obligation, they have to raise
tolls. This does not directly relate to a
general obligation of the Turnpike to directly
enforce themto raise tolls. It's an indirect
revenue obligation for themto nake the
paynments on the bonds.

ASSEMBLYWOMAN STENDER:  But where el se
woul d they get their revenue fromif it's not
fromtolls?

MS5. FRANZINI: They could actually trigger
a default. They're not mandated by the bond
docunents to say you have to raise rates. They
could go into default; versus a genera
obligation of the toll road, says you have to
rai se your tolls no matter what.

ASSEMBLYWOMAN STENDER:  So sonebody mnust

have sat and figured out that one way to make
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sure this could be sold would be to say, "Wl
never have to raise our tolls to pay for this."

M5. FRANZINI: | was not part of that --
soneone that could answer that.

The True-Up Agreenent does require -- each
of the five entities requires then to
differently nake their paynment on the bonds
under different resources. Each five tol
roads set forth their own obligation towards
t he repaynent of the bonds.

ASSEMBLYWOMVAN STENDER: Ckay. And so at
this point intime, if we have a systemthat
doesn't work, that isn't conpleted, that's got
all kind of problenms --

ASSEMBLYMAN DeCROCE: Who says it doesn't
work? |t does work.

CHAI RMAN W SNI EWBKI :  Assenbl ynman, | et
Assenbl yworman St ender ask her question

ASSEMBLYWOMAN STENDER:  Thank you,
Chai r man.

ASSEMBLYWOMAN STENDER:  And that there's
no way that these people are not going to get
their noney back out of it because of how it
was set up. I'msorry. | lost ny train of

where | was going with this.
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The -- I'msorry. Go ahead, M. Chairman.
"1l defer to you.

CHAI RVMAN W SNI EWBKI :  Thank you.

What | don't understand, Ms Franzini, is
that these -- these are terned, "revenue
bonds," correct?

MS. FRANZINI: Correct.

CHAI RVAN W SNI EWBKI :  But the ultimate
back stop is an obligation of each of the
constituent nembers of the consortiumto pay
shoul d the revenues not be sufficient?

MS. FRANZINI: Correct, which is the

revenue bonds side of it. | was just trying to
make the distinction -- and again, |'mnot the
bond attorney for any -- for any of these tol

roads, but there's a distinction made between
t hem bei ng general obligation bonds of the tol
road, and the general obligation where they had
to increase the toll, versus a revenue bond
where they could go in, in theory -- in theory,
they could go in default, Chairman, and not
rai se the revenue.

CHAI RMAN W SNI EWBKI : Right. And
under stand t hat.

M5. FRANZINI: And |'mjust naking a
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legal -- I'"'mnot a layer but -- |I'mjust trying
to make that fine-tune distinction between the
di fferent types of bonds.

CHAl RVAN W SNI EWBKI :  These bonds are
di fferent because should the toll roads decide
not to raise tolls, they could choose to go
into default on them

M5. FRANZI NI : Correct.

CHAI RMAN W SNI EWBKI : And you and | both
know that that is not likely to happen

M5. FRANZINI: | wouldn't think it's --
but that's their decision to make, not --

CHAl RMAN W SNI EWBKI : Obviously. It's
just troubling that it seens that in certain
financings we allowed to be created a picture
that, well, since they don't have an obligation
to raise tolls and they could choose to
default, that these are not general obligations
of the toll road because everybody understands
that the toll road is not going to default and
the State of New Jersey is not going to allow
the toll road to default. And |I'mjust
troubl ed by what clearly is a legalistic
di stinction that you did not create but

obviously is utilized, and the body of law in
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the State of New Jersey clearly allows it to be
utilized, but maybe that's sonething that needs
to be changed, because no one is going to allow
these to be defaulted, but the fiction that's
created for the purpose of the sale of the
bonds -- call themrevenue bonds -- is that
wel |l theoretically they could be defaulted on,
and that's very troubling to ne.

Assenbl yman Bur zichelli, did you have any
questi ons?

ASSEMBLYMAN BURZI CHELLI: No. The
qguestion | had was asked and answer ed.

CHAI RMAN W SNI EWBKI :  Assenbl ynan Johnson?

ASSEMBLYMAN JOHNSON: | have not hi ng
further. Thank you.

CHAI RMAN W SNI EWBKI :  Assenbl ynan DeCr oce?

ASSEMBLYMAN DeCROCE: It just seenmed to ne
that the assenbl ywoman is on a witch hunt here.

First of all, there is some question with
regard to the way in which the bonds were
bridged. But they were bridged. People are
payi ng their bonds, are receiving their nonies.
We're not in default. You're going to scare
the hell out of the public. And there's no

reason to do that. Right now, everything is
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working well. And frankly, if there's a need
for any additional revenues, |'mnot sure if he
said there wouldn't, but | believe there night
be -- it may happen that the Turnpike
Authority -- the Turnpi ke Authority or nmaybe
even the Hi ghway Authority m ght have to raise
revenue should that be necessary at sone |ater
date. That could happen. W don't know that.
That's going to happen years down the line. So
we can't forecast as to what nay happen. W're
not here | ooking for an accident that may
happen. We're trying to find out what's going
to happen now

CHAI RVAN W SNI EWBKI :  Thank you,
Assenbl yman.

The problem here is that the accident's
al ready happened.

ASSEMBLYMAN DeCROCE: It hasn't happened.

CHAl RVAN W SNI EWBKI : W th all due
respect, Assenblyman. W have a situation
where the revenue projected for this particul ar
bond i ndebtedness fromthe two to three revenue
sources clearly not conming up to what was
proj ected, which makes it very clear that the

third revenue source, which is the True-Up
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Agreenent, is going to be relied upon to a
greater degree than had been antici pated.

ASSEMBLYMAN DeCROCE: But there is --

CHAI RMAN W SNI EWSKI : Wl | -- but the
troubling aspect is, is that noney has to cone
from somewhere, and if it's not froma tol
increase, it's going to cone froma
real | ocati on of resources within that toll road
agency.

They' ve got a fixed pot of npbney based on
toll revenues today and tonorrow and five years
fromnow and the desire is, is, well, we don't
want to raise tolls. That's a |audable goal
But that neans that if we're going to not
default and abide by the True-Up Agreenent,
then they've got to decide, well, the dollars
that we were going to use to fix this road or
put up this guardrail or do whatever are going
to be now reallocated to the True-Up Agreenent.
And | think that's the troubling aspect of this
financing schene, is that it -- it is really
putting off to a very late date the
responsibility for financing the system which
quite frankly, should have been paid on an

ongoi ng basis as opposed to a ball oon paynent

VERI TEXT/ NEW JERSEY REPORTI NG (973) 410-4040



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

ten years down the road. And obviously the EDA
was not the designer of the financing schene,
but it was the inplementor of the financing
schene. And |I'm quite frankly, troubled that
there's an Attorney General opinion, either
verbal or witten, that says this is
perm ssi ble for the EDA because, in ny m nd,
this is not what the EDA should be doing,
because this is not what it was designed for.
But let nme just ask questions about the private
purchasers. You have a list of the purchasers
of the bonds.

MR. CIER  Yes, we do.

CHAI RMAN W SNI EWBKI : Now, was there any
i nvestigation or inquiry or due diligence done
as to who's buying the bonds?

M5. FRANZINI: There's a two step -- there
were the initial purchasers of the bonds. And
I'"mgoing to ask Larry Ciero to tell you who
the current holders of the bonds are. They're
in the bond docunents. It's clear that the
trustee must approve who the current hol ders of
t he bonds are and they nust be -- the
term nol ogy are, "sophisticated purchasers”;

nmeani ng, that they're not ny grandnother or ny
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great Aunt Tillie's bonds, but they're
sophi sti cated purchasers that coul d understand
the financing transactions. So |I'mgoing to
ask M. Ciero, if you're interested now or we
can speak to you separately.

CHAI RMAN W SNI EWSKI :  Yes.

MR CIER M. Chairman, originally, the
time of the issuance of the bonds, the |ender
or the agent for the syndicate of investors who
purchased the bonds was Newcourt Capital, which
originally was in the docunments the | ender

CHAl RMAN W SNI EWBKI : And what was
Newcourt Capital's specific role?

MR. CIER. Newcourt Capital's role, as |
understand it, was to negotiate and put
t oget her a financing package of investors who
woul d purchase the bonds issued by the
aut hority.

CHAI RMAN W SNI EWBKI : And who di d Newcourt
work for, the EDA or for the contractor or --

MR. CIER. Newcourt was the | ender that
M-S Technol ogi es had identified and brought
into the transaction, is my understanding.

CHAI RMAN W SNI EWBKI :  So this Newcourt was

an entity that was identified and brought into
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it by MFS, whoever was the contractor on the
syst enf?

MR. CIER  Correct.

CHAI RMAN W SNI EWBKI : And are they stil
i n business today?

MR CIER  MFS?

CHAI RMAN W SNI EMBKI : No, no. Newcourt.

MR. CIER. Newcourt Capital. | am not
aware of their current status. | do not know
whet her they exist today or not.

CHAl RVAN W SNI EWBKI : Do we have an
address for them or |ocation for then®

MR CIER | have the |ocation.

MS5. FRANZINI: We can provide that to you,
as wel |

CHAI RMAN W SNI EWBKI :  Anyway, you started
expl ai ni ng the process by which sophisticated
investors were identified.

MR. CIER. Sure. So, Newcourt Capital had
put together, through negotiation with M-S and
the consortium a term sheet which outlined the
purchase of the bonds and the terms under which
t hey woul d purchase the bonds, which included
as was discussed earlier and the three sources

of revenue. And that was a term sheet that was
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agreed upon by MFS and the consortium and
becarme the basis for the Authority's bond
docunents. The current -- the current owners
of the bonds -- the hol ders of the bonds are
generally institution investors, based on the

information | have fromthe trustee. They

include -- um would you like me to go through
the list?
CHAl RVAN W SNI EWBKI:  No. | don't want to

go through the current owners. M curiosity --
who purchased them and was there any
relationship to MFS, Worl dCom or the
contractor?

M5. FRANZINI: We were not notified of any
rel ati onship other than MFS brought them as
part of the financing structure. So we can't
conmment on if there was any kind of
rel ati onshi p between them and Newcourt Capital

CHAI RMAN W SNI EWSKI :  They br ought
Newcourt in --

MS. FRANZI NI : And Newcourt.

CHAl RMAN W SNI EWBKI : -- and Newcourt
brought in the investors who would buy all the
bonds --

MR Cl ER Correct.
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CHAI RVAN W SNI EWBKI :  -- and raise the
amount of noney necessary for the installation?

M5. FRANZI NI : Correct.

CHAI RMAN W SNI EMBKI :  So Newcour t
essentially nade sure they were the, quote,
unquot e, sophisticated investors?

MR. CIER: Correct. Newcourt identified
the investors and acted as their agent.

MS. FRANZINI: Newcourt served as a
pl acenent agent for the bonds.

CHAI RMAN W SNI EWBKI :  |'s there any degree
of diligence or inquiry done by the EDA in
terms of naking sure what Newcourt's doing is
correct, since they are sophisticated
investors; that they're not interested parties,
and that there's -- there's no inproper
deal i ngs?

MR. CIER. Typically, the docunents
require that they neet the definition of a
private placenent under the Securities Exchange
Conmi ssion Laws, the SEC Rul es and Regul ati ons.

MS. FRANZINI : And the SEC npbnitors in
that part of their role and responsibilities is
to make sure that the people that are |icensed

under themare, in fact, follow ng the rules.
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And it's very clear in the bond docunments that
what were the private placenents responsibility
to find a soph -- only to sell to sophisticated
i nvestors.

CHAI RMAN W SNI EWBKI :  But | guess the
gquestion is there's no oversight by the EDA in
terms of what Newcourt did?

MR. CIER There's not any continuing
oversi ght, no.

CHAl RMAN W SNIEWSKI:  I'msorry. | nissed
t he answer.

MR CIER | just said, there's no
continui ng oversight by the EDA

CHAI RMAN W SNI EWBKI :  What are the
restrictions or the requirenments of the EDA in
accepting sonebody |ike a Newcourt? Would you
have MFS cone to the EDA because the
adnmi ni stration wants this financed through the
EDA, and Newcourt -- and MFS says, "W've got
this conmpany, Newcourt, that could put together
purchasers. Here you go." \What is the EDA' s
responsibility to nake sure that they're honest
brokers; that they're not in violation of any
SEC orders or anything like that?

MS5. FRANZINI: We were provided as part of

VERI TEXT/ NEW JERSEY REPORTI NG (973) 410-4040



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

the application information about -- about
Newcourt Capital that they were a real entity,
t hat had assets under nanagement and they were
in the business of placing bonds.

MR. CIER. Again, as Caren testified
earlier, this transtransaction, this placenent
agency was brought to the Authority by the five
menbers of the consortiumas --

CHAI RMAN W SNI EWSKI : | just want to stop
you there, because you now said they were
brought by the five menbers of the consortium
That's different than MFS

MR CIER  Well, perhaps |'mm xing the
two, Chairman. | misspoke. M-S was the
applicant to the Authority. They negotiate the
transacti on.

MS. FRANZI NI : They brought --

MR. CIER. Newcourt Capital

CHAI RMAN W SNI EWBKI :  What's troubling
me -- the reason | ask where they're at today,
because we heard testinmony from M. G oss |ast
week. I n his opening statement he mentioned
Newcourt Financial and he nentioned Coopers
Lybrand as being two entities that were

i nvol ved in the financing, and ny staff has
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made an attenpt to try to find where Newcourt
Capital is and we can't find that. So, again,
was this an entity that was created by M-S
simply to get the financing done? Because
clearly it was in their interest since they
were the bid winner, and they won the award of
the contract. They needed to find people to
buy their bonds so they could get the work done
and, quite frankly, they' ve done a terrible job
getting work done. And they went out to find
peopl e to buy these bonds. |'mtroubled by who
bought them Were these people who were
interested in this contract and now, |ong story
made short, bonds that were supposed to be
sel f-financing, but had this little clause that
nobody paid attention to; that the State,
t hrough the toll roads, were going to pay these
bonds shoul d the financing not work out?

The job's done horribly. It's

ms-installed. W've |ooked at the Mark Four

analysis of the -- all the tolls |anes, and
just about every toll lane in the State has the
probl em

These people are still going to get paid.

And |'mtroubled as if these were people who
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were affiliated with MFS to begin with, and
what | evel of inquiry does the EDA do to make
sure there's not sone type of self-dilly here?

MS. FRANZINI: Again, Chairman, this was a
structure that was put together and we were
asked to issue the bonds. CQur due diligence
was in two primary areas; rely on information
fromthe transportation toll roads that this
was a good thing. They are the experts, not
EDA. And secondly, that the bonds would only
be sold to sophisticated investors. W wanted
to make sure that these were not being sold in
t he general public marketplace to anyone off
the street buying the bonds. Those
requi rements were net. The current bond
hol ders -- and we can provide the commttee
with a list of themagain -- are institutiona
i nvestors -- again, it's not really --

CHAI RVAN W SNI EWBKI : | "' m not interested
in the current ones. |'minterested in who
initially bought them

MR. CIER  Yeah. | cannot tell you if
there's any rel ationship between Newcourt and
MFS.

CHAI RVMAN W SNI EWBKI :  But you al so are
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saying that there was no inquiry done as to
whet her there was or was not. Newcourt was
presented to the EDA --

MS. FRANZI NI : The whol e structure,

Chai rman, again was presented to the EDA. W
were asked by the Treasury Departnment to be the
conduit issue for these bonds and that's
exactly what we did.

CHAI RVAN W SNI EWBKI @ And, | don't want
you to get the wong inpression from ny
questioning. I'mnot trying to inply anything
by -- other than, what is the current structure
of the law that allows these type of financing
mechani sns? And it could be very well that EDA
acted entirely within the I aw, and from what
you're telling me, it seens that way. | want
to understand what it is that we, perhaps, may
need to change in those |laws. And what you're
telling me is that the way this operates is the
borrower comes to the EDA and says, "We've got
Newcourt Financial, who's going to find
i nvestors for these bonds and make sure they're
sophi sticated investors, and that the | aw
allows the EDA to rely on that because these

are conpanies that are registered with the SEC
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and the assunption is that if they maintain
that registration and behave thensel ves,
they're good and you woul d know ot herwi se, and
that they go ahead and find investors; is that
correct?

MS5. FRANZINI: For this particular
transaction. But, again, | just want to state
that this was an unusual transaction. This was
not a normal transaction for EDA

EDA, our primary existence is financing
busi ness and not-for-profits in New Jersey.
And we finance themusually in the range of,
you know, five, ten million dollars in
financing. And sonetines we do |arge
financings for a major conpany or a utility
conpany. But again, this was a different kind
of transaction.

A team was brought together and we were
asked to issue the bonds. So it's -- |
woul dn't want to overstate that EDA didn't --
we have a whole internal process for our
day-to-day transactions in hel pi ng busi nesses
and not-for-profits grow in New Jersey and
i ssue taxes and bonds, and | think it's a good

structure.
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CHAI RMAN W SNI EWBKI : But this particul ar
transacti on operated outside of this?

MS. FRANZINI : Yes, it did.

CHAI RMAN W SNI EMBKI :  And t hat operated
outsi de of that because of direction fromthe
State Treasurer.

MS. FRANZI NI : The package was al ready put
together. We were the conduit issue to sel
t he bonds.

CHAI RMAN W SNI EWBKI :  The package was put
toget her by MFS and the State Treasurer, by the
State Treasurer, by --

MS. FRANZINI : Well, MS was the
contractor to the consortium and when the
consortium-- when they were trying to finalize
the bond issue, it's my understanding the
Depart ment of Transportation asked the Treasury
to get involved and help with the financing
structure. And once they worked on it, we were
asked late in the gane, in January, to -- after
al nost two years, | believe, to issue bonds.

CHAI RMAN W SNI EWBKI :  So everyt hi ng was
presented to you and you just executed what was
present ed.

MS. FRANZINI: That's correct.
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CHAl RVAN W SNI EWBKI : It seems to ne that
much of it was outside what you normally do in
terms of these type -- any type of bond issue?

MR CIER  Yes. | would say so, Chairman,
yes.

CHAI RVAN W SNI EWBKI :  Does that mean that
you were outside -- operating outside the EDA's
normal scope of authority?

MS5. FRANZINI: No. It's -- we stil
did -- our basic due diligence was to ensure
and then our public policy of, you know,
creating of jobs was the creating of
construction jobs on building it. And the
i ssue to ensure, again, that sophisticated
buyers were buying it.

What we were nost concerned about and --
was that the purchaser of the bonds knew t he
type of bonds they were buying.

CHAI RMAN W SNI EWBKI : W seem to be going
around a little bit on this.

Your job is to make sure sophisticated
i nvestors are buying the bonds. And in
response to my question about what you did to
make sure they were sophisticated investors,

you said, "Well, Newcourt brought us the
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i nvestors."

MS. FRANZINI: And also in the bond
document s thensel ves, we ensure that the
| anguage was placed in the bond docunents; that
only coul d sophisticated buyers buy them and
that the trustee, who has a responsibility,
ongoi ng responsibility once the bonds are sold,
the trustee has to ensure at all times that the
bonds, once they're resold, as they often are,
can only be resold to sophisticated buyers.

So we ensure in our process when we did
get into it that certain key things did happen
in terms of the structure of the bonds.

CHAl RVAN W SNI EWBKI : But in terms of
actually looking at a list of potenti al
investors to make sure that we had a |ist of

ten investors; we didn't go down it and say,

"Well, these first six are sophisticated, and
these last four aren't." Nothing like that
happened?

MS. FRANZINI: No, it did not. Because,
again, that is the role and the responsibility
of the placenent agent of --

CHAl RMAN W SNI EWBKI : Wi ch was Newcourt.

MS. FRANZI NI : Correct.
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CHAI RMAN W SNI EWBKI :  So the EDA had to
place a |l ot of trust and confidence in
Newcourt ?

M5. FRANZINI: | guess we did.

CHAI RMAN W SNI EWBKI :  And upon what basis
was that trust founded? Was there a |ist of
their prior experience provided to the EDA?
Was there some resune that they had? Was there
some docunentation that allowed you to place
that trust in Newcourt?

MS. FRANZI NI : Again, Newcourt was --
they had responsibilities under the SEC to
ensure as a private placenent agent that they
follow the rules of the SECto only sell to
sophi sticated investors. |f not, they are in
viol ation and they could be fined and be in a
ot of trouble. So our role is to put that on
the private placenment agent.

MS5. FRANZINI: And you're right, Chairman.
We did not do a second tier of due diligence
because the team and the financing structure
again was all brought to us as a fait acconpli.

CHAI RMAN W SNI EWBKI : So you relied upon
SEC regul ations and the whol e regul atory schene

that exist in the public finance market that if
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Newcourt was an entity that apparently was
i censed and authorized to do this type of
stuff, that that was sufficient in the EDA's
eyes; that they would be able to find
sophi sticated investors and conply to the terns
of the bond agreenents, because if they didn't
they woul d suffer penalties and consequences?

MS. FRANZINI : That's correct. That's
half of it. And the other half is that there
was the Treasury, the Department of
Transportation, and the consortium of the tol
roads, which are bond issuers thensel ves, have
the responsibilities. It was their project.
They asked us to issue on their behalf. And
they had a degree of due diligence to ensure
that they were bringing to us a package that
were asking us to anend on their behalf.

CHAI RMAN W SNI EMBKI : Do you know whet her
or not any of these constituent toll roads did
any due diligence on the sophistication |eve
of the investors?

MS. FRANZINI : | cannot answer that.

CHAI RMAN W SNI EWBKI : Assenbl ynman
Gusciora, do you have any questions?

VI CE- CHAI RMAN GUSCI ORA: | was j ust
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wondering if you did any due diligence to find
out the financial soundness of the plans before
i ssuing the bonds?

MS. FRANZINI : First, we wanted to make
sure that EDA wasn't on the hook, to be quite
honest, because we were doing this as -- on
behal f of other State Authorities. And
EDA's -- small businesses. So the first due
diligence was to ensure that they were, in
fact, conduit bonds and not backed by EDA or
the State of New Jersey.

And, in terns of the financing structure,
we were told it had these three elenents for
paynment of the bonds, and they seem|i ke good
for repaynent sources to us, in terns of a
financing structure. And again, the financing
structure was placed to us. \When you have the
Treasury Departnment and the Department of
Transportation and it's their structure saying
that this nakes sense; it's the structure we
want, we rely on that to an extent, as well

VI CE- CHAI RMAN GUSCI ORA:  But ny question
is, do you ever |l ook into the soundness of the
obj ect that the bond neediness (sic) is being

i ssued? Did you ever | ook at the E-ZPass
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systemitself and say, "This is a crazy
schene," or you don't -- that's not your
concern or EDA's concern to actually | ook at
the project itself and say, "You know,
Governor, this is a crazy financing scheme. It
will never --" Do you ever use your financia
expertise to |l ook at the project itself?

MS5. FRANZINI: Froma pure financing
perspective, look at the nunmbers, the financing
structure, | can't comment on whether or not
the toll road will -- install that el enent.

From a pure financing structure, this
makes perfect sense to us. You had three
sources of revenues that were going to pay the
bond hol ders. So from pure financing, not
i mpl enentation, it did nake sense.

VI CE- CHAI RMAN GUSCI ORA:  \What expertise
did you use to do the aspect that tol
violators would pay off much of the bond

i ndebt edness?

M5. FRANZINI: It was not -- we were going
on, in fact, on a percentage. It was |ooking
at the whole -- the three ellnents.

VI CE- CHAI RMAN GUSCI ORA:  |I'mjust talking

about the aspect of toll violators would pay
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for this system The system would pay for
itself. What expertise did you use to

determ ne that that was sound?

M5. FRANZINI: | did not -- we did not
have -- | ook specifically at expertise. Again,
we're going back to, we were -- we were given

the structure. The structure, as a big
pi cture, makes sense to us because there were
three revenue sources to pay back the bonds.
We were doing this on behalf of the toll roads.
It's their obligation to pay back the bonds.
W were the conduit for it. It's their
obligation to determine if it makes sense for
themto pay back these bonds. And -- but from
a bond hol der perspective, again, which is what
our concern was overall, were there -- in
total, were there revenues to pay back the bond
hol ders and were they known that they really
had to anal yze the bond docunents to make sure
t hey have revenues to pay them back. That was
our job.

Again, this was a structure put together
for us, and we were asked to inplenment it. It
wasn't -- we weren't asked to think about it.

We were asked to issue the bonds.
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VI CE- CHAl RMAN GUSCI ORA:  Thank you. |
think for -- we should | ook at this, because
for safeguards in the future, fromwhat you're
telling me, EDA just -- someone comes up with a
schene or a project and you just say, "Well
we'll just get the bonds." You don't really
del ve into whether the state should be invol ved
in this project or not?

MS5. FRANZINI: Again, thisis arare --
EDA i ssues bonds everyday. W issue around 70
transactions a year. W |ook at each of those
bond transactions from a business point of view
and do t hey nake sense.

Again, this was a transaction that the EDA
was given by -- and the Departnment of
Transportation and Treasury, um as a structure
that they worked on for two years before it
cane to us, Assenblyman. We were asked in
January to issue the bonds. So it was
sonmet hing that was -- a |l ot of people worked
for a long time on, um and putting and
anal yzing the various financial aspects of it.

VI CE- CHAI RMAN GUSCI ORA:  Well, | hope in
the future we ook a little closer, because in

the end, the taxpayers are on the hook for
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paying this thing off and that there were no
red flags. It just seened to be given the
green light all throughout its inplenentation
and now we're stuck with this big debacle and
we have to figure out what safeguards to put in
in the future to prevent this from happening
agai n.

CHAI RVAN W SNI EWBKI :  Thank you,
Assenbl yman.

I"mgoing to call Assenbl ywoman Stender in
a second.

Just to followup, just so I'mclear, in a
normal EDA financi ng, somebody wants to build
a-- aretail facility and they come to the
EDA, EDA does anal yze the business pl an?

MS. FRANZI NI : Yes, we do.

CHAI RMAN W SNI EWBKI :  \Where the revenue is
going to come from timng of that revenue in
terms of the bond payment and so on and so
forth. So that's a normal precept of EDA
financi ng?

MS. FRANZINI : That's correct, Chairnman.

CHAI RMAN W SNI EWBKI :  You're saying in
this case, that business plan, in your opinion,

was anal yzed and created by Treasury and
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Transportation and other agencies, and the EDA
accepted that plan on face val ue because others
have worked on it?

MS. FRANZINI : That's correct, Chairnman.

CHAl RVAN W SNI EWBKI :  And that's a
departure from what you normally do?

MS. FRANZINI: That's correct.

CHAI RMAN W SNI EWBKI :  Assenbl yworran
St ender .

ASSEMBLYWOMAN STENDER:  Thank you,

M. Chairman.

You nention -- you keep referring to the
fact that the bonds had to be purchased by
sophi sticated buyers, that that was the
determ nation. Wy was it so inmportant to have
sophi sti cated buyers when in the end they were
getting paid? Wy would you care that Aunt
Tillie couldn't buy that if, in fact, they're
getting paid anyway?

M5. FRANZINI: It goes back to the
| egal i stics between a general obligation bond
and a pure revenue bond; whereas, Aunt Tillie
can buy themif they're general obligation
bonds because you have to raise taxes or raise

tolls by the nature of the bond indenture. But
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this was a revenue bond, and there was severa
revenue sources for the repaynment of the bonds.

ASSEMBLYWOVAN STENDER: Ckay. But they
still -- 1 nmean, we've all agreed that
essentially they're assured of being repaid;
that there's a very small likelihood of them
ever defaulting. And ny next question on that
is: By making it a sophisticated buyer
requirement, did that allow themto proceed
with | ess scrutiny?

MS5. FRANZINI: No. That was just -- in
terms of just selling the bond to ensure that
it was to a distinct group.

ASSEMBLYWOMAN STENDER:  But a distinct
group -- | mean, | understand what you're
saying; that there's -- there's a difference
there between the two foruns, but is there |ess
public oversight when they're sold privately?

MS. FRANZINI: There's -- it's not in the
public marketplace, so you have |less public
oversight, and that it's privately placed. So
you' re not issuing bonds in a public
mar ket pl ace with like a public issuing
statement. That's the difference. You're

doing it privately to investors who are only
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goi ng to buy those bonds.

ASSEMBLYWOMAN STENDER:  So it does sound
like there is a difference. | nean, if you had
public oversight, then you woul d have had ot her
rati ng agenci es | ooking at this schene that was
put together and how to repay that, correct?

M5. FRANZINI: It never went to the rating
agenci es for a bond rating, so people who were
buying it knew that the rating agencies had not
reviewed it, had not given it a bond rating and
then really had to | ook at the pure revenues of
the transacti on.

ASSEMBLYWOMAN STENDER: Because if the
rati ng agenci es had ever |ooked at this, would
t hey have questioned, as we are now, how this
was bei ng done?

M5. FRANZINI: |'msure they would have
anal yzed each of the revenue sources.

MR CIER  Yes. | would say, definitely
t hey woul d have done a further anal ysis,
because they -- transaction to police their
credit while applying to bond hol ders.

ASSEMBLYWOVAN STENDER: Well, | guess |
woul d concl ude that that was probably a very

good way to escape scrutiny is to place them
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privately as opposed to have created themas a
general obligation.

M. Chairman, | just want to respond.
Earlier, my colleague here on the Board accused
me of being on a witch hunt, and | just want to
say that, historically, you know, that women
were burned at the stake for a lot of crines
that they didn't necessarily commt. But in
this case, | think that E-ZPass was, in fact,

a crime that was perpetrated on the State and
the nore that we listen to, the |l ess we know
about who did that. And | think we still have
nore questions to ask of other groups, and
woul d put Newcourt Capital at the top of that
list.

CHAl RVAN W SNI EWSKI @ | f we can find them

ASSEMBLYWOMAN STENDER:  Thank you.

CHAI RVAN W SNI EWBKI :  Thank you,

Assenbl yworran.

| know Assenbl yman Bodi ne has a question
| just wanted to do a followup on two issues.
One, which was, this was a departure fromthe
normal way EDA scrutinizes transactions, which
you had responded to ny question just before

Assenbl yworman St ender started her questi oning.
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How many times or how rare is that for EDA to
make that kind of departure where sonebody
cones with a package fromthe Administration or
fromthe State agency and says, "Here, we've
done the analysis. Take it and run with it."

MS. FRANZINI : \When the issue is for a
busi ness or not-for-profit conpany conmng to
us, then it's our responsibility to do the due
diligence to ensure that that project makes
sense.

VWen the State of New Jersey is involved
in the transaction and the State Treasurer's
Ofice is involved, we're often relying on
their understanding of -- their review of it,
their structuring of it, and they take the |ead
in any transaction that we issue on behal f of
Treasury because that -- we're an agency on
their behalf doing this, and we really rely on
if it's Treasury at the tine to take the | ead
on that transaction and we're the inplenentor.

CHAI RMAN W SNI EWSKI: | f they say it's so,
it's so.

MS. FRANZINI : We'Ill discuss it, but if
they say it's so --

CHAI RMAN W SNI EWBKI :  But the question
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was: You have a hundred percent of finances
done by the EDA. What percentage of those
financings fall into this category where the
admi ni stration says, "It's so," so you say,
"Ckay, it's so"?

MS5. FRANZINI: Very small.

CHAl RVAN W SNI EWBKI :  Less than
one percent?

MS. FRANZI NI :  Around one percent.

CHAI RMAN W SNI EMBKI : And just one | ast
qguestion then we'll go to Assenbl yman Bodi ne.

These bonds have been passed around from
the original purchasers, correct?

MS. FRANZINI: That's correct.

CHAI RMAN W SNI EWBKI :  Have t hey been
passed around in a greater degree or frequency
than ot her bonds? Has it been a nusical chairs
type of deal, or are they pretty stayed?

MR CIER | can't answer your question in
terms of the frequency of the trades with bonds
in the secondary market.

CHAI RVMAN W SNIEWBKI:  |s there a way to
find that out?

MR CIER W could -- yes, we could ask

the trustee if there is a record of trades.
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CHAI RVAN W SNI EWBKI :  Who is the trustee?

MR. CIER: The trustee is the Bank of New
Yor k.

CHAl RVAN W SNI EWBKI :  Has that been
consi stent since the bonds have been issued?

MR. CIER  Yes.

CHAl RVAN W SNI EWSKI : | f we could find
that out that would be hel pful.

ASSEMBLYMAN BODI NE:  Thank you,

M. Chairman.

Director, you made a statenent earlier in
your due diligence you wanted to nmake certain
that the EDA, State of New Jersey, had no
responsibility if this thing collapsed, fel
apart; is that true? The State of New Jersey
does not have any responsibility; the bridges
and the toll roads do, but the State's good
faith is not placed behind it?

MS. FRANZINI: That's correct,

Assenbl yman.

ASSEMBLYMAN BODI NE:  Okay. |If -- if there
woul d be a problem and there was a default and
these bridges and toll roads had to increase
their tolls, then that would fall to the tol

users; is that correct, and not the taxpayers
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of the State of New Jersey? | want to clarify
t hat .

MS5. FRANZINI: You're right, Assenblyman.
The tolls would increase and be paid by the
people utilizing the tolls.

ASSEMBLYMAN BODI NE: By the toll users,
whet her they be from New Jersey or California,
it would not -- it would not exactly fall on
the taxpayers of the State of New Jersey?

MS5. FRANZINI: By the toll users.

ASSEMBLYMAN BODI NE:  Thank you. That's
all I wanted to make a point. Thank you.

MS. FRANZI NI : Thank you.

VI CE- CHAI RMAN GUSCI ORA:  Assenbl yman, |
bel i eve that the person who pays tolls are also
t axpayers thenselves and if it does go into
debt, sonmebody's going to have to bail it out
to pay off the rest of the system isn't that
correct?

MS. FRANZINI : The -- each of the tol
roads has an obligation under the True-Up
Agreenment that, again, each separately, but it
is strictly a revenue-based repaynment. |t does
not fall back to the general agents, State of

New Jersey nor to EDA. Each toll road has its
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own obligation.

VI CE- CHAI RMAN GUSCI ORA:  But the E-ZPass
ki ddi es were runni ng out of noney; is that
correct? There's only about 30 million dollars
left?

ASSEMBLYMAN DeCRCCE: | don't know how
much is left now, but | can tell you when the
last administration left there was 161 nmillion
dollars in that pocket.

VI CE- CHAI RMAN GUSCI ORA: M. Chai r man.

CHAI RMAN W SNI EWBKI :  Yes, M.

Vi ce- Chai r man.

VI CE- CHAI RMAN GUSCI ORA:  We had testinony
from Di ane Suketti (ph), who is the Deputy
Executive Director, but at the time was the
Acting Executive Director of the Turnpike
Aut hority, who had said that in the pot of
noney raised fromthe bond issue to inplenent
E- ZPass, it was approximately $30 nmillion left
for the final installation of what's not done,
and -- for construction, and that the estimate
is about 40 to $50 million to do that work. So
the question is, is where that difference gets
made up. And | guess that's a dispute, not

wi th EDA, but between the State and whoever the
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ultimate contractor is.
CHAI RMAN W SNI EWBKI :  Any ot her questions

fromthe commttee?

No. | think that you've articul ated that
very well, M. Vice-Chairman.
Well, Ms Franzini, we thank you for

conm ng. We appreciate your testinony.

There was sonme documents that we had asked
to be supplied. |If you could supply those to
us.

| just want to meke clear on behalf of the
conmittee that we're trying to understand
E-ZPass. And in so going, we're trying to
understand how it happened that this |evel of
debt could be incurred ultimtely by agencies
of the State of New Jersey with a financing
underpi nning that a | ot of people today say,
"How coul d you ever could collect that much
noney fromtoll violators?" And | think what's
troubling to many is that the prem se on how
this was sol d.

We saw a press rel ease fromthe Turnpike
Aut hority saying that this was not going to
cost the people of New Jersey a penny, and al

al ong subrosa in that was, well, unless it
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doesn't work out, then it will cost us noney.

And that's the troubling part, is that
that part wasn't brought out, and now
ultimately it looks like the money will have to
come fromthe toll roads. The toll roads
certainly won't default, but the concern is --
and we heard again from Ed Rose | ast week, who
said the reason this was done is the Parkway
didn't have noney to do it. Well, if they
didn't have noney to do it then, they certainly
don't have noney to do it now. And what is
that going to nean, ultimtely? How does it
get paid? Well, tolls may go up. Projects may
not get done. And that's not what anybody
bar gai ned for when this was installed.

VWhen the adnministration said we're going
to put in E-ZPass and we're going to defer
mai nt enance. | nean, that wasn't the
statement. We were going to put it in. It's
not going to cost anything.

So what this conmittee is |ooking at is
how do we prevent future E-ZPasses from
happeni ng? And maybe some of that is based on
how t he financi ng happened. Because clearly,

if there were perhaps different checks and
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bal ances in place that required different

| evel s of review, nmaybe it may not have been so
easy to finance, or maybe it would have been
brought to light that this was ultimately an
obligation of the toll roads and then there
woul d not have been this great |etdown now
that, "Oh, wait a minute. W now have to pay
for it when we thought we did."

That's why we have you here today, and
that's why we're looking at this. W can't put
t he toothpaste back in the tube, but we can
prevent these types of things from happening
again. So | want to thank you for your
t esti nmony.

MS. FRANZI NI :  Thank you, Chairman. |f
there's anything nore the EDA can do to be of
assistance to the conmittee and to yourself,
pl ease | et us know.

CHAI RVAN W SNI EWBKI :  Thank you.

MS. FRANZINI: Thank you.

(Wtness excused.)

(The deposition is concluded at 11:05 a.m)
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