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» ASSEMBLYMAN C. RICHARD KAMIN (Vice-Chairman): Good
morning, and thank you for coming. :

During the past two and a half months, this Committee
has been attempting to take a long look, a hard look, at the
bonding practices of our State government, State agéncies, and
authorities. After watching our State government become a
focal point of Federal and State investigations into alleged
illegal activities with regard to bond sales, we felt it was
necessary for the Legislature to take an objective iook at how
the State handles its bond business and what reforms may be
needed in the future. .

Today, this Committee will be focusing on the bond
practices of the New Jersey Turnpike Authority. Our goal here
today is not to just review and analyze the issuance of debt by
the Authofity, but to delve into the rationale and
decision-making process that led to the selection of
underwriters, attorneys, financial adviser, and other
profeSSionals for the Authority's $2.9 billion bond issuance of
1991.

As you all know, many concerns were raised in 1991,
when the Turnpike Authority and the administration worked hand
in hand to craft the now infamous $400 million road sale to
help to balance the budget.’ Many of us sitting here today
questioned at the time the fiscal sanity of that proposal, but
our objections fell on deaf ears. What is even more
disturbing, however, 1is that the serious ethical and legél
questions about the entire $2.9 billion bond deal have been
raised by State and Federal officials. '

It is our hdpe that once these bond investigationﬁ are
completed this unfortunate chapter in New Jersey's history will
be closed, and we can begin to move forward. We want the
people of New Jersey to feel confident that the State
government is spending its tax dollars wisely and prudently.
More importantly, we want to make certain that New Jersey's



State government, as well as its agencies and authorities are
never again the taréet of any investigations. '<

_ It is my belief that State government, 1like any.
individual sitting in this room, can learn from its mistakes
and do things better in the future. With the new
administration poised to take over the reins of government in
Trenton, we have the oppottunity to wipe the slate clean and
start anew. But if we cannot recognize the errors and mistakes
of the past, this dark ethical cloud will hang over State
government during the Florio administration. If we can't
recognize the errors and mistakes that have cast this stark
ethical ¢10ud over State government during the Florio
administration, how can we possibly expect to avoid such
practices in the future? We have an obligation to the people
we represent to identify the problems and to proposé solutions.

_ With that, I would like to introduce the Chairman of
the New Jersey Turnpike Authority, Mr. David Goldberg, and the
: Exeéutive Director, Mr. Donald Watson, who have agreed to
ﬁestify before our.Committee today. Gentlemen; thank you for
being here, and welcome. '

ASSEMBLYMAN WATSON: Mr. Chairman?

ASSEMBLYMAN KAMIN: Yes, Mr. Watson?

ASSEMBLYMAN WATSON: Mr. Chairman, I see we have
information before us today that was requested October 7 and
8. I know this is supposed to be a bipartisan hearing. Our
side of the aisle, or our staff, as I am told, did not receive
it. I haven't received it. I just want to ask a question of
the Chair: Why did we not receive the information that is
before us today?

ASSEMBLYMAN KAMIN: This is material that was
requested by our staff, and it has been part of our
investigation.

ASSEMBLYMAN WATSON: I'm not saying the Committee as a
whole, but, Mr. Chairman, I am the Chairman on our side of the




aisle, and if the Chairman received his copy, I should have
gotten mine, too. That is my-- _

ASSEMBLYMAN KAMIN: Well, Mr. Watson, thank you. You
have the material. We have been | conducting this
investigation. When you choose to help and assist in 'the
investigation, any material you have that you would like to
share from your side to us, fine.

ASSEMBLYMAN WATSON: Well, it is just‘that--

ASSEMBLYMAN KAMIN: First of all, for Mr. David
Goldberg, I have to go through a series of questions for you.

ASSEMBLYMAN WATSON: Mr. Chairman?

ASSEMBLYMAN KAMIN: Yes, Mr. Watson?

ASSEMBLYMAN WATSON: I am sorry to interrupt, but I
have not finished. You know, we had requested the different
people whom we would have liked to have had before this
Committee. This is one of my  reasons for protesting the way
this was handled, because of the fact that this was supposed to
have been bipartisan, and, of course, even the Speaker had
granted us the right to have our people in. Of course, we
didn‘'t. We still have been denied that. I just wanted that to
be part of the record this morning.

. ASSEMBLYMAN KAMIN: Your objections are noted, Mr.
Watson. Thank you. ,

Mr. Goldberg, did you receive a subpoena from this
Committee compelling your attendance at this hearing today?
DAVID J. GOLDBERG: I don't believe so. Did I
get a subpoena? (consults with associate, whose response is
indiscernible) No. We were not subpoenaed, nor did the
Ahthority indicate that it would require a subpoena in order to

appear.
ASSEMBLYMAN KAMIN: That is correct. Thank you.
Have_you recéived a copy of the Code of Fair Procedure
here today-- '

MR. GOLDBERG: Yes. That--



ASSEMBLYMAN KAMIN: --before testifying before this
Committee? ' ' , ,
MR. GOLDBERG: Yes, we received that. ,

ASSEMBLYMAN KAMIN: The Code of Fair Procedure gives
'you certain rights as a witness testifying under oath here
today before this Committee. For example, you have the right'
to be accompanied by counsel, who may wish to advise you of
your rights during the proceeding. Do you have counsel present
here today? ‘

_ MR. GOLDBERG: I have Mr. Mirabelli in the room. It
~is not likely,>but if for some reason consultation with him.is
necessary, I will either request that or during a break I will
proceed with that. )

' ASSEMBLYMAN KAMIN: Mr. Mirabelli, would you spell
that name, please, for the record? '
MARIO V. MIRABELLI, ESQ.: M-I-R-A-B-E-L-L-I.

ASSEMBLYMAN KAMIN: Thank you. Your counsel may
submit propbsed, questions to us on your' behalf. Does your
counsel have any questions for us today?

MR. MIRABELLI: No, I don't.

ASSEMBLYMAN KAMIN: I may now ask you to raise your
right hand: Do you solemnly swear that the testimony you shall
give in the matters now pending beforé this Committee shall be
the truth, the whole truth, and nothing but fhe truth, so help
you God? _ ' ' oo

MR. GOLDBERG: I do. , _

ASSEMBLYMAN KAMIN: Do you understand that if the
statements you make today are willfully false, that you may be
subject to penalties wunder the law, including monetary
penalties and incarceration,'if you fail to answer a pertineht
question or commit perjury, which is the making of a false
statement under the oath in an offical ‘proceeding such as
this? Do you understand this?

MR. GOLDBERG: Yes.




v ASSEMBLYMAN KAMIN: Is the testimony provided today of
your own free will? (-

MR. GOLDBERG: Yes.

ASSEMBLYMAN KAMIN: Have you been directed or ordered
to appear here today? . |

MR. GOLDBERG: Well, we have been requésted to
appear. We didn't request the opportuhity to appear.

ASSEMBLYMAN KAMIN: Thank you, Mr. Goldberg.

And, Mr. Watson, for you: Did you receive a subpoena
from this Committee compelling your attendance at this hearing
today? ‘
DONALD L. WATSON: No, I didn't.

ASSEMBLYMAN KAMIN: Have you received a copy of the
Code of Fair Procedure here today before testifying before this
Committee? |

MR. WATSON: Yes, I have.

ASSEMBLYMAN KAMIN: The Code of Fair Procedure gives
you certain rights as a witness testifying under oath here
today before this Committee. For example, you have the right
to be accompanied by counsel, who may advise you of ydur rights
during the proceeding. Do you have counsel present here today?

MR. WATSON: Mr. Mirabelli is here.

'ASSEMBLYMAN KAMIN: Your counsel may'submit proposed
questions to us on your behalf. Does the counsel have any
questions for us today?

MR. WATSON: No, he doesn't.

ASSEMBLYMAN KAMIN: Under the Code -- if you would
‘raise your right hand -- do you solemnly swear that the
testimony you shall give in the matters now pending before this
Committee shall be the truth, the whole truth, and nothing but
thé truth, so help you God? - |

MR. WATSON: I do. .

ASSEMBLYMAN KAMIN: Do you understand that if the
statements you make today ére willfully false, you may be



subject to penalties under the law, inclpding monetary
penalties- and incarceration, if you fail to answer a pertinent
- 'question or commit perjury, which is the making of a false
~ statement under oath in an official proceeding such as this?

MR. WATSON: Yes. A

ASSEMBLYMAN KAMIN: Do you understand this?

MR. WATSON: Yes. _ '

ASSEMBLYMAN KAMIN: Is the testimony provided here
Atoday'of your own free will? '

MR. WATSON: Yes, it is.

ASSEMBLYMAN KAMIN: Have you been directed or ordered
to appear here today?

MR. WATSON: We have been requested.

ASSEMBLYMAN KAMIN: Thank you.

» With that, Mr. Goldberg and Mr. Watson, since you have
prepared statements that have been distributed to the
Committee, we welcome your opening remarks.

MR. GOLDBERG: Thank you, Mr. Chairman. My prepared
remarks do not respond to some of the comments the Chair made
at the outset, but I assume that during the questioning section
we will have an  opportunity .to address them. I think  the
concerns you expressed are understandable concerns. Our view
of our involvement, and the extent to which the Authority
itself is involved in whatever investigations are going on, are
“things that we should address further, but let me proceed with
the statement that has beeh prepared.

The Authotity appreciates the opportunity to appear
today before this Committee to respond to any questions you may
have. _

During the last 10 years, the Authority refinanced its
entire bonded indebtedness on two occasions. The first
occurred between 1984 and '87; the most recent occurred in
1991-'92.




The '84-'87 refinancing took place primarily because
the Authority in 1985 borrowed $2 billion to finance a widening
of the Turnpike in the north between Interchanges 11 and 18,
including both the eastern and wéstern Spurs. The widening
also includéd dualization of the portion between Interchanges
8A and 9. | o

‘v At the time of its $2 billion borrbwing, the
Authority's program was conceptual. The'Widening Program had
not been designed, and essential State and Federal permits had
not been obtained.

In undertaking this refinancing, the Authority:

1) Did not retain or use an independent financial
adviser until 1987, at which time the program was substantially
completed.
| 2) Did not engage in any public solicitation of
underwriters to carry out the program. ’

3) Assigned the responsibility to act as Authority
financial adviser and lead underwriter to‘a single underwriter,
Smith, Barney, Harris, Upham & Co., Inc. -- Smith Barney.

4) Left the structuring of the underwriting
essentially to Smith Barney.

5) Did not undertake an effective cost control
effort. As a result, the cost of the refinancing was
approximately $67 million. Underwriting costs alone exceeded
$57 million. Payments to Smith Barney for its services as
financial adviser exceeded $4 million. Printing costs were
more than $2.5 million.

By contrast, the 1991-1992 refinancing cost $26
million, %40 million 1less than the 1984-1987. The financial
adviser received $2.275 million, and the underwriters $20
million. Printing costs were held to less than $600,000, and
in the attached chart is a detailed cdmparison of the costs
incurred by the Authority in these two financings.



Moreover, significant problems arose because the
Authority- decided to borrow $2 billion before its program had
progressed beyond the ’conceptual stage. The $2 billion
borrowing was premised on the widening project being completed
by the end of 1990. However, the Authority was able to place
under = construction between January 1986 and April 1990 less
" than $250 million. In an effort to accelerate construction,
the Authority spent approximately $70 million to plan and
design the widening of the western spur before obtaining
required State and Federal approvals. Because ‘the required
‘permits were not issued, the administration of Governor Kean,
in 1989, abandoned this project. The $70 million expended on
these plans have been of no value to the Authority.

In addition, the Dborrowing of $2 billion  also
substantially distorted the Authority's financial decisions.
In 1985, as part of the $2 billion borrowing, the Authority
committed itself to increasing tolls by 40 percent effective
July 1, 1986, and by an additional 40 percent January 1, 1990
-- and, in fact, there was a commitment to impose an additional
20 percent increase in 1992 -- to pay for the increased costs
that this borrowing would require. The 1985 borrowing predated
more stringent tax limitations imposed by Federal law in 1986.

. The Authority, therefore, for a five-year period, was
able 1legally to invest unexpended construction funds and td'
divert the arbitrage earnings from such investments to pay
Turnpike expenses. Since the construction program did not
proceed on séhedule, most of the $2 billion borrowing remained
available for investment and produced substantial short-term
earnings. The Authority decided in lieu of raising tolls on
schedule; to apply these investment earnings to the growing
shortfall between toll revenues and Authority expenses.

Betﬁeen 1986 and 1990, the'gap between revenues and
expenses increased to $462 million. The shortfall was covered
by arbitrage earnings. In 1990, however, under the tax laws,




arbitrage earnings could no longer be used for this purpose.
To close- the revenue dap, it was necessary for the newly
appointed Commissioners -- and I would add inferentially that I
became Chairman at the end of April 1990 -- to  adopt a
disproportionately large toll increase. The toll increase was
approved in January 1991, effective in March 1991. It was the
first increase that followed the borrowing that occurred in
1985. ( |

In 1991, we again turned to the issue of refinancing.
In February 1991, Governor Florio's administration proposed the
sale to the Turnpike Authority of the portion of Interstate 95
from the northern terminus of the Turnpike to the Geofge
Washington Bridge. The Turnpike Authqrity, during a series of
hearings before the New Jersey Senate and General Assembly,
supborted this proposal provided: |

1) Legislation was enacted which directed the
Turnpike Authority to purchase the section of I-95 for $400
million; and

2) The Turnpike indebtedness was fuliy refunded.

The refunding of the Turnpike debt was considered
desirable in order to remove restrictive provisions within the
existing bond- resolution, and essential to eliminate any
questions concerning the use of Turnpike funds for such a
purpose. : v
The State supported the sale of I-95 to the Authority
to obtain $400 million to assist the funding of essential State
services for the fiscal period starting July 1, 1991. It was
clearly stated that if legislation directing the Authority to
purchase I-95 was adopted, the Authority not only would have to
refinande its existing debt, but also would have to complete
such refinancing quickly to have funds to pay for the
acquisition of I-95.

Although the legislation directing the Authority. to
purchase I-95 was not approved until June 30, 1991, the



administration and the Authority, 1in anticipation of its
possible - approval, started discussions concerning a possible
refinancing in February and March 1991. Extensive discussions
between the administration and the Authority continued through
June. These discussions concerned the details of the purchase
agreement between the State and the Authority, the redrafting
of the Aufhority's bond resolution, particularly the extent to
which excess Authority funds could, or should, be used for
general State purposes, and the manner in which this extremely
large refunding would be carried out. ’

BécauSe of these preparations, it was possible for the
Authority to adopt its Plan of Finance on July 2, 1991. The
Authority's prompt action was key to the uitimate success of
the program. . ' ’

The Turnpike Authority considered itself responsible
for carrying out the refinancing that would be mandated by
legislative action. It did not believe, however, that it had
sufficient expertise to undertake such a difficult assignment
without the services of the well-qualified professional
consultants and . the assistance of the administration,
‘particularly the Treasury Department. ' A

At the outset, the Authority reviewed the manner 1in
which the 1984-'87 refinancing had been carried out. It was
our judgment that the procedures used'during that refinancing
could not, and should not, be utilized.

' ' The Authority concluded that it required the
assistance of an independent financial adviser. It solicited
requests for proposals from qualified firms, including Kidder
Peabody & Co., Inc. -- Kidder Peabody -- the firm that had been
providing such services to the Authority since 1987. The
Authority provided that the firm selected as financial adviser
woulddhot be permitted to participate in any future financing
in order to avoid a possible conflict of interest. This
condition resulted in the resignation of Kidder Peabody and its

10




withdrawal from consideration. its letter of resignation, I
think, has been submitted here. It indicates that it would
much rather prefer to participate as an underwriter. Details
concerning the selection of Chase Securities and its
resignation and replacement by Lazard Freres & Co. are set
forth in prior Authority reports and are not repeated in this
statement. I will come back to those materials shortly.

Before retaining bond counsel and special tax counsel,
the Authority also solicited requests for prdposals from
qualified firms. Moreover, the Authority decided not to
concentrate the responsibility for implementing its refinancing
plah' in the hands of a small, select group of underwriters.
The newly designated financial adviser was directed to develop
a proposed refinancing plan and to recommend how the
refinancing_should be implemented. The Authority directed the
financial adviser to open the selection process to the entire
financial community. The Authority . also insisted that
underwriting firms based 'in New Jersey, and such firms that
were owned by women or minorities, be given a fair opportunity
to be included in any proposed refinancing to the greatest
extent possible consistentvwith a successful refinancing.

The Authority established objectives to be achieved by
the financial adviser. One objective was to reduce
underwriting costs from the $57 million spent in 1984-°87 to
approximately $20 million. Remaining costs were to be held to
about $6 million. It was Understodd_that the Authority would
negotiate a fee substantially less than the $4.1 million spent
for management and financial advisory services paid ‘Smith
Barney in 1985-'87. The actual amount paid for such services
would reflect the success of the financial adviser in achieving
Authority objectives. |

RFPs were solicited from the entire underwriting
community. A total of 49 proposals was received. The 11 firms
that —rpequested to be assigned a role as senior manager were
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interviewed. Based upon the recommendations submitted to the
Authority by its financial adviser, all 11 firms received a
senior underwriting assignment. The Authority approved,.
without change, the financial adviser's recommendations for the
refinancing and the underwriters' assignments at its public
meeting on July 2, 1991. The Plan of Finance and the
underwriter assignments were publicly set forth by the
Authority and its financial adviser at that meeting. No
expressed criticism or public disagreement with the Authority's
actions concerning the proposed underwriting were received.

I will not burden the Committee members at this point
with further details of the refinancing program. There are
submitted with this statement for inclusion. in the publié
record of the Committee proceedings, the following documents -- °
and there are four documents that I won't read from the
statement. Copies have been given to all the members, and at
an appropriate point we would request that Committee staff mark
these for identification and pléce them into the record.

In conclusion, the Authority undertook a mandated
refinancing at a time not of its choosing, and at the direction
of the State's highest policymakers -- the Governor and the
Legislature; It is our belief that we handled this assignment
responsibly and successfully. v

At the time that the Plan of Finance was édopted, the
opinion of most knowledgeable observers was that the Authority
would be fortunate if the refinancing did not increase debt
service costs. In fact, the Authority reduced the debt service
~costs on its existing debt by more than $260 million.

~Wnhen the refinancing was undertaken, in view of the
downgrading of the State's credit rating at the same time, it
was believed likely that the AuthoritY‘S favorable bond tating
would also be downgraded. The Authority was successful in
maintaining its rating,' which translated into more favorable
prices for its bond sales. '
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By comparison with the 1984-'87 refinancing, the
Authority reduced issuance costs by $40 million. We believe we
conducted a proper and a successful refinancing.

I would be pleased at this time to answer .any
guestions the Committee may have. I would also add that Mr.
Watson is here with me this morning. Mr. Watson  has
familiarity with certain aspects of the refinancing that he can
probably answer more appropriately than I. Mr. Watson does not
have a separate statement to submit to the Committee, but we
are both available for any questions the'Committee may have.

ASSEMBLYMAN KAMIN: Thank you, Mr. Chairman.

Mr. Goldberg, you indicated you came on in April'of
'90. )

MR. GOLDBERG: That is correct. »

ASSEMBLYMAN KAMIN: Mr. Watson, when did you join the
Turnpike Authority? '

MR. WATSON: May 1, 1990. _

ASSEMBLYMAN KAMIN: Your dharge was to review the
financial structure and suggest needed reforms, when taking
over the role of Chairman. Mr. Goldberg, where did that
direction come from specifically, the administration?

MR. GOLDBERG: It did not come in a formal way, but
the reality is that I came about being requested to serve as
Chairman because there was a clear difference of view between
Governor Florio and the Authority and its Chairman at that

time, Mr. Loveys. Mr. Loveys, if I remember correctly;
resigned. There were public statements made by the Governor
indicating that he had no confidence in the Authority's capital
program. There was a proposed toll increase. There was a

series of questions that the Governor and the administration
raised publicly at that time as to whether a toll increase was
needed and, if so, the size of the toll increase.

So, when I took over, it was clear, although it was
not ‘egpressed in any specific manner, that the Authority

13



expected -- that the Governor or the administration expected
the Authority to réview-its programs, its capital program in
particular, to review the proposal for a toll increase, and to
report back. We spent most'of’1990 dealing with those issues.
The capital program was reviewed in detail. It was revised and
structured into what we call a "Business Plan." '

A In view of the problems that arose from not really
prioritizing their program and proceeding in an orderly
fashion, we structured the program over a 1l0-year period. We
separated it into two tiers; Tier 1 being those projects which
.were buildable, permitted, or that we were confident could be
permitted and could be constructed within a five-year period.
The second tier, or the Tier 2 programs for the remaining
five-Year period, were those p;ojects that the Authority would
review and consider for possible future construction. The only
funds committed to those projects, however, would be funds for
study and the work necessary to prepare those projects for
approval. And that is the process we havelfollowed through the
past four years. '

Having restructured the program, we then proceeded to
the issue of the need for a toll increase. The members of the
Authority concluded, without any question, that something had
to be done with regard to increasing tolls. I alluded to the
problems that . had already occurred because scheduled toll
increases had not occurred as had originally been committed by
the Authority. There was a growing gap between revenues and
expensés. The debt service schedule was increasing in size.
We went through that in considerable detail. We went through a
series of public briefings before we went into actual public
hearings, and that process culminated in the adoption of a
revised toll schedule in January of 1991. '

So those were the activities we engaged in for the
first nine months that I was Chairman. |

‘ASSEMBLYMAN KAMIN: A very busy time.
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MR. GOLDBERG: Yes.

ASSEMBLYMAN KAMIN: You were asked to be Chairman of
the Turnpike Authority by whom?

MR. GOLDBERG: By Governor Florio.

ASSEMBLYMAN KAMIN: It came directly from the Governor?

MR. GOLDBERG: Directly by the Governor. o

_ ASSEMBLYMAN KAMIN: In communicating your developments

as they took place in the Authority in refinancing, who was it
in the administration that you worked with?

MR. GOLDBERG: During 1990-- Well, first of all, the

Governor's Office has had, for a number of years -- and still
‘has-- ; '

ASSEMBLYMAN KAMIN: No, specifically a name, Mr.
Goldberg, 1is what I am looking for. My question is, then,

maybe more specifically, did Treasurer Berman work with you on
the refinancihg? Was it his initiation of the refinancing?

MR. GOLDBERG: Well, I am a 1little-- I am not sure
what you-- Are you talking now about the refinancing, or are
you talking about the activities during the--

| ASSEMBLYMAN KAMIN: The 1991 refinancing. |

MR. GOLDBERG: Okay. In the 1991 refinancing, that
was. really a group effort. It was not a matter of reporting to
any one individual. There was a series of meetings and
conferences, some of which involved me, some of which involved
staff and our consulting group. Those conferences included, in
almost every instance, representatives of the Treasury
Department, representatives of the Department of
Transportation, representatives, on occasion, of the Governor's
Office itself, largely through Mr. Van Horn's office. He also
included representatives of the Attorney General's Office.

The process was a continuing process. It was not
necessary, on most occasions, to have individual conversations
with anybody either in the Governor's Office or the Treasurer's
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Office, but I would periodically talk with Treasurer Berman as
the matters proceeded. '

ASSEMBLYMAN KAMIN: Mr. Goldberg, did Treasurer Berman

suggest the refinancing?
H " MR. GOLDBERG: No. The refinancing was something that
the Authority insisted upon, I insisted upon, as we proceeded
on the administration's prgposal that the Authority use 'a
portion of its resources to purchase a State asset at the
outset. , _ |

ASSEMBLYMAN KAMIN: You're saying that the idea of
refinancing was not initiated by the administration? It was
not suggested or directed by Treasurer Berman or anyone,elsé in
the administration; that it was the Authority's--

MR. GOLDBERG: Well, you're asking a series of
questions. Let me try to separate them out.

There were discussions from the time that the
administration raised the possibility of the Authority
purchasing I-95 that focused on the refinancing. - From the
outset, my position was that if the Authority were going to
-take a portion of its assets, that in order to be able to do
this without any significant legal question, in my opinion we
would have to refinance. That opinion, although it was not
initially shared by the Treasury Department, ultimately, I
think, became commonly agreed upon between the administration
and the Authority.

At the outset, there were-- .

ASSEMBLYMAN KAMIN: So was the-- Excuse me.

| MR. GOLDBERG: Let me just finish. At the outset,
there were-- The Attorney General's Office initially was
exploring whether our existing bond covenants and indentures
gould ‘be interpreted to allow us to proceed without a
refinancing. My position was that regardless of what the
lawyers might conclude, that as a matter of policy if the
Authority was going to be asked to use‘ a portion of its
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borrowed funds for something that had <clearly not been
cohtemplated at the time the funds were originally borrowed,
that the proper way to proceed woﬁld be by way of financing,
and I insisted on that. '
| I further insisted -- and I made this point in my

statement -- that if the Authotity was going to use its funds
for its purposes, that would not be a decision that, in my
opinion, was appropriate for the Authority to make on its own;
that it would be willing to do that, and that I could support
such a proposal -- and I did support such a proposal publicly
-- but that we should not proceed to use Turnpike funds in that
manner unless directed by the State's highest policymakers =-
the Governor and the Legislature. That is why it was necessary
to pass legislation which directed the Authority to acquire
I1-95 and to pay an agreed upon price for it -- $100 million.
That is how the refinancing was wrapped 1into the 1I-95
transaction. |

ASSEMBLYMAN KAMIN: The idea to use the funds came
from the administration? |

MR. GOLDBERG: Yes. .

ASSEMBLYMAN.KAMIN:‘ From whom in the administration?

MR. GOLDBERG: Oh, I don't know. There was an initial
statement 1in the press. At one point, I had a brief
conversation with the Governor, who advised me that the
administration was considering such a proposal. He asked me to
consider whether the Authority could cooperate on such a
proposal, and I--

ASSEMBLYMAN KAMIN: He, the Governor?

MR. GOLDBERG: The Governor.

ASSEMBLYMAN KAMIN: Personally asked you?

MR. GOLDBERG: Yes. I advised him in that
conversation that we would require more information, and that
when we had more information, we would indicate whether the
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Authority could support such a proposal or not, and he said,
"Fine." ~ | v : v ;
ASSEMBLYMAN KAMIN: I understand from your testimony
here today that the Authority, in order to pafticipate and
support it, worked with the refinancing and made the decision
that that.would have to be part of the package. In order to
use the funds and to have the Authority be comfortable with
that process, -it was your view that the refinancing must take
place? h

MR. GOLDBERG: Well, they were separated out. The
first decision, in my mind, was whether, as a matter of policy,
the Authority would be supportive of such a proposal. In
reviewing that, chsidering it at the Authority, and in my own
personal judgment, I concluded that if the State, given the
financial condition it was in, wished the Authority to use a
portion of its funds for such a purpose, the ac‘quisition of
I1-95, in my mind, could be in the best interest of the
Authority, as well. as the administration. Therefore, I
supported it and, in fact, recommended it to the Authority
generally. ' ‘ |

That stood separate and apart from how you then carry
out such a proposal. On implementing that proposal from nearly
the outset, even though there was a lot of lawyering going'on
as to whetherv‘it could bé' done without refinancing, I very
early on concluded that I would not be comfortable 1in
proceeding with this kind of complex transaction unless we were
backed up by .Va clean refinancing where I would not have to
worry about somebody's interpretation of existing bond
~indentures as to whether what we were doing was legally
permissible or not.

- That view, which originated, I think probably, with me

-- but I think it was a view that quickly became common <- was
a view that was pursued by the administration, with the
Legislature. We had hearings, and in those hearings when I
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'submitted statements to both the Senate and the Assembly, 1
think we- made it very clear that if the State wanted the
Authority to use funds for the I-95 acquisition, considering
that proposal, they would have to understand that we would
undertake a refinancing of the entire debt; that it was, 'in
essénce, something that included that as well.

. ASSEMBLYMAN KAMIN: Let me back up for a minute; if I
may, to a little bit of the history of the Turnpike Authority,
which some of the senior members of this Committee will
remember -- some of the debt issuance in the '80s. '

There were some proceeds, as we understood it, of some
$800 million that was still around toward the end of the Kean
administration. One of the proposals that was floated through
our . Transportation Committees and through the Appropriations
Committees was to divert those funds and use them for things
other than the Turnpike -- I think, the «circle ©of
transportation..

MR. GOLDBERG: Circle of mobility, I think.

ASSEMBLYMAN KAMIN: Mobility?

‘MR. GOLDBERG: Yes. v

. ASSEMBLYMAN KAMIN: There was a pool, as I understood
it, of about $800 million. Is that correct? .

MR. GOLDBERG: No. There was a lot of talk. The $800
million figure-- I don't know what that represents. I know
that when I came in as Chairman, some of the first things I
wanted to know were: Where do we stand with regard to the $2
billidn borrowing? What happened to the money? How much do we
still have? How much have we spent?

~We conducted a special audit. It was done by Coopers
Lybrand. Copies of this were publicly distributed at the time
it was completed. That study indicated that of the $2 billion,
approximately $240-some million had actually been used for
construction. There was another $150 million that had been
expended for activities in connection with the widening, but
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$70 million of that was preparing detailed plans -- which we
‘have on a shelf back at the Authority -- for the widening’of-
the western spur, which never proceeded because it was
concluded that the -environmental permits would never be.
issued. So a good deal of the money that the Authority had
borrowed in 1985 had not been expended in connection with that
program. . V o
There was a program when we came into office; there
was a capital program. It consisted primarily of the widening
from Interchange 8A to 9, which was actively under construction
and has since been completed. The funds which were not
~expended, but were reserved for the widening that we are now
doing from Interchange 11 to 14 and the southern mixing bowl,
that area -- that also had not been permitted when Mr. Watson
and I came into office. There was an issue at the outset as to
whether that part of the widening could be built or not. It
waS my pdsition that since we had borrowed alllthese funds for
widéning, we were going to do everything we cbuld to widen that
section. Despite a lot of skepticism, we, in fact, were
ultimately abie‘to get that portion of the widening permitted,
again, around February of 1991.

| So as we went through 1990 to determine what money we
had, we determined that of the funds allocated to the portion
of the widening which we could still proceed with, and the
funds thgt had already been expended one way or another, we had
approximately $400 million that, in our opinion, wé,could not
" use during the initial five-year period. I ém not Saying we
couldn't have used the $400 million for Turnpike activities at
some point, but in terms of what we were going to be able to
actually get approved and under construction, we had from the
borrowing enough to cover the five-year program that we thought'b
we could put out, and we had an additional $400 million
available. |
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ASSEMBLYMAN KAMIN: So you treated these two pots of
money ---if I may characterize it this way -- the old money
during the Kean administration as something that could not be
applied to the purchase of the Turnpike section up to the
bridge, but that you could, with the refinancing, legally buy
that section of road out of the new money in the refinancing.
| - MR: GOLDBERG: It was my view that we would not use
the borrowing money to buy I-95. I didn't want to have a lot
of talk hith,the lawyers as to what I might do under one kind
of interpretation or what I might not do. My view was we would
not use the money if we were proceeding under ‘the original
ihdenturq; that if there were going to be a requirement that
the Authority expend $400 million for I-95, we would want new
covenants that were key to the use of Turnpike funds for that
specific use, and we would be willing to proceed under those
circumstances.

ASSEMBLYMAN KAMIN: Just two more gquestions on this
point, and we will move on to other questions.

Were you aware of a proposal, as you took over the
chairmanship in 1990, by the previous administration and
previous Authority leadership to pay $6 million a year for the
maintenance of that stretch of road from the end of the
Turnpike up to the George Washington Bridge?

MR. GOLDBERG: For the State to pay $6 million a year?

ASSEMBLYMAN KAMIN: For the Turnpike Authority to pay
the State $6 million and maintain it.

MR. GOLDBERG: For I-957

- ASSEMBLYMAN KAMIN: Yes.
- MR. GOLDBERG: There was no such agreement when I came
into office.

ASSEMBLYMAN KAMIN: There was a proposal.

MR. GOLDBERG: No, I don't think there was.

ASSEMBLYMAN KAMIN: You are not aware--
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MR. GOLDBERG: It was not a proposal that I recall. I
don't know about -- before I got there whether there was
discussion or not, but from the time I arrived at the Turnpike
until we got into the actual acquisition oflI-95 itself, there
was no discussion and no agreement that Turnpike funds would be
used for maintaining the portion of I-95 which was maintained
by the Department of Transportation.

There was a requirement under the bond indentures
enacted -- or adopted in 1984 through '87, that $12 million of
Turnpike funds be paid annually to the State of New Jersey and,
in fact, the Authority has been paying to the State of New
Jersey for its use as general revenues the amount of $12
million since at least 1985, and we are, in fact, continuing to
make those payments annually currently.

ASSEMBLYMAN KAMIN: The takeovér of that section of
- the interstate highway makes us ineligible for Federal funds.

- MR. GOLDBERG: That is not correct.

ASSEMBLYMAN KAMIN: That is not correct?

MR. GOLDBERG: That is not correct. We are eligible;
so long as we do not put tolls on it, we are eligible, and the
law that passed--

ASSEMBLYMAN KAMIN: So it is your view that we have
not lost any Federal funding as a result of the takeover of
that section?

| MR. GOLDBERG: Oh, no, we have not lost-- As a matter
of fact, as part of the agreément that was negotiated, because
there is-- The section of I-95 that we took over is critical
to the functioning of the Turnpike. It is the feed to the
- Turnpike. Regardless of whether we were using State funds or
Federal funds, the level of maintenance that the State could
allocate to that section was below the level of maintenance
that the Authority expends on its road. As a result, there is,
and there was, an accrued backlog of improvements required on
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that stretch of I-395. Mr. Watson is probably better on the
numbers than I, but it was estimated at something like $150

million--

MR. WATSON: 1In deferred maintenance.

MR. GOLDBERG: In deferred maintenance. We went
through an extended negotiation with the State -- the Authority
'did -- as to terms and conditions of our takeover of 95. One

of the agreements we reached that I pursued vigorouSly was an
agreement Vthat the State would continue to‘ provide from its
Fedegal funds to us, the sum of -- what?

MR. WATSON: Six million.

MR. GOLDBERG: Six million dollars a year for a period:

of--
MR.vWATSON: Five years.
MR. GOLDBERG: For a period of five years. ' So not
- only did we not lose -- we, the State -- any Federal money, but

of the Federal funds that continue to flow to New Jersey, there
is an agreement between the State and the Turnpike Authority
that a portion of those funds will be made availabie to the
Authorityv to help pay for the deferred maintenance that had
occurred in that stretch. :

Having said that, I will tell you that the Authority
is putting in substantially more than that to bring I-95 up to
what we considet Turnpike standards. In fact, I think anyone
who compares the conditoﬂ of that roadway before we took it
over, which was in July of '92, and its condition now, it is in
a vastly improved condition.

ASSEMBLYMAN KAMIN: Did we pay too much for the road,
then?

MR. GOLDBERG: Who's "we"? |

ASSEMBLYMAN KAMIN: Did the Turnpike Authority pay too
much to the State? It wasn't worth $400 million?

MR. GOLDBERG: No, I wouldn't say that. I think the
Authority paid fair value. It was an issue that was talked
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about at some length. It was a number that ultimately was
agreed upon between the administration and the Authority. If
anything, I think potentially it was an acquisition by the
Authority that 1is of extremely good value. At the present
time, of course, you cannot place any tolls on that stretch of
road. So.there is a policy decision, largely coming from the
Legislature and the administration, ‘that in raising funds to
pay for the use of its facilities, the Aﬁthority should not
impose ahy charge for the use of that stretch of the road.
That is a policy that is in the laﬁ. So long as it stays 1in
the law, it is a policy that must be adhered to.

' But let me just point out to you that the Authority.is
carrying 6ut a widening program from 11 to the southern mixing
bowl. It is a distance somewhat equivalent to the stretch of
- I-95 that we bought for $400 million. That widening will give
the Turnpike additional capacity of a single lane in each
direction. That one lane in each direction will cost over $450
million. So, in my judgment, the Turnpike, in acquiring a
facility that was an eight- or ten-lane facility for $400

millidn, albeit it needed deferred maintenance attended to and
vso forth, was not an unrealistic price.

If you want to get back into the question of why buy
something when you can't put tolls on it, those issues can be
addressed, I guess, at some length, but it is going to be a
very long hearing.

ASSEMBLYMAN KAMIN: No, I didn‘'t want to get into that
point. Who determined the value at $400 million? v

‘ MR. GOLDBERG: It was discussed at length between the
staffs of the Authority and the administration, plus
consultants. They went through a series of calculations to
justify what would be an appropriate number. I think that
after all the numbers were laid out, there was a consensus that
while you could not state with precision the exact value of
that property, $400 million was within the range of reason. As
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I say, in my mind, very simplistically, if I am spending $450
million to get an édditional lane in each direction, I wasn't
overextending the Authority in acquiring a critical feeder road
for $400 million. ,

ASSEMBLYMAN KAMIN: So the value of $400 million--
Was that figure established and then the figufes developed to
support it, or vice versa?

MR. GOLDBERG: I think we started out -- the
administration started out -- looking for something that had a
value of at least $400 million. So the $400 million figure was
a number that the administration, for its now purposes, you
know, had fixed as an amount ¢that it would seek from the
Authority.

ASSEMBLYMAN KAMIN: That was from Treasurer Berman?

" MR. GOLDBERG: 1It's hard to say. It was from the
administration. I mean, there was a whole group there. I had
no discussions at the outset with anyone who said, "We want
$400 million. How do we work it out?” or anything like that.
I don't know who fixed the number, whether it was Berman,
whether it was someone on his staff, whether it was someone--

ASSEMBLYMAN KAMIN: But it was fixed by the
administration? » : _

MR. GOLDBERG: It was fixed by the administration.

ASSEMBLYMAN KAMIN: All right.

Mr. Lance, you had a point of order or a question?

ASSEMBLYMAN LANCE: Yes, a question relating to
something you said,( Mr. Goldberg. The $12 million that the
Turnpike Authority contributes annually to the State Treasury,
is that-related to the law enforcement responsibilities on the
Turnpike? |
' MR. GOLDBERG: No, no. Over the years, the State has
made policy decisions as to what the Authority's obligation is
to its parent. After all, the Authority is a creation of the
State. It is controlled by the 1laws that the Legislature
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passes and by the administration. During negotiations that
predate me, going back at}least into the '80s, a decision -was
made that the Authority ought to be helpful to the State, at
least to the tune of $12 million. That got codified in the
trust indentures that were written back in '85. So it was now
more than just, you know, a preference of the State. It became
part of the cash flow obligations of the Authority.
 _That requirement of a payment of $12 million a year
is, 'again, now recodified in the bond indentures of the
Authority. So in our documents which dictate what happens to
the revenues of the Authority, very early on in the cash flow
sequence, we are obligated to pay over to the State annuaily
$12 million. The $12 million is a payment to the State. It
has nothing to do with our expenses as far as the'State Police
are concerned. We expend annually something like $18 million
for the cost of maintaining that, and periodically we get
calculations from the State that suggest that we should pay
‘more. | '
| So we end up discussing that, and we tend to end up
paying more. We have a new administration coming in and, you
kndw, if the new administration would be content with less from
the Authority, we could probably recalcuiate some of these
amounts. My experience has been that no administration comes
in and wants less from the Authority. Now this is a new world,
and one never knows. _

ASSEMBLYMAN LANCE: I am not suggesting that. I just
wanted to know whether the $12 million was related to State
Police or law enforcement. I recognize that it wasn't begun in
1990, Mr. Goldberg. It was begun sometime in the middle 1980s,
or perhaps-- | '

MR. GOLDBERG: It goes into the General Treasury. It
is money that wultimately the Legislature, in its budget
process, utilizes as part of its revenues. _ |

ASSEMBLYMAN KAMIN: I might add that the members of
this Committee agreed with your analysis of why you‘cpuld not
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use the money from the '84-'85 refinancing. You could not use
" ‘those doIllars becauée of the bond covenants on the $12 million
payment to the State. To use those dollars would have been a
violation of those bond covenants, and I agree with you that-
the only way you could have done the $400 million was to
refinance. '
MR. GOLDBERG: I never really concluded-- I didn't
come to the lawyers' answer. My view was that this was not the
kind of procedure that you want to do by a narrow
interpretation that clearly would be, at the least, arguable.
I mean, your view was that it couldn't be done. I certainly
didn't disagree with it, but my deciSibn was not driven by a
lawyer review. My decision was driven by a policy view that
that wasn't the right way to do it. The right way to do it
was, 1f you want to use those moneys for a purposé totally
different from what they were borrowed for, then the right way
to do it was to refinance, and I didn't care what the lawyers

said. I mean, if the 1lawyers had come back to me with an
opinion that said, "You've got the right to do it," I still
would have insisted on the refinancing. It was as simple as
that. '

ASSEMBLYMAN KAMIN: Mr. Lance?

ASSEMBLYMAN LANCE: To follow that up, Mr. Goldberg,
under the existing covenants, the hnew covenants, would it be
possible for there to be an additional purchase of a road, or
does the covenant apply exclusively to what occurred up at I-95?

’ MR. GOLDBERG: The covenants have been restructured.
I probably can't give you the definitive answer, but I can give
you something that I hope is reasonably accurate. There is a
cash flow sequence, and the funds go through a series of what
sometimes are referred to as "pots." - In other words, when
money comes into the Authority, the first thing we have to use
that money for is our operating costs. That comes ahead of
everybody. Secondly, we have to pay debt service, and that
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comes next. Third, we have to pay the State of'New Jersey 12
million bucks. You've got a vefy high, you know, lien on our
money for that. »

We then go into certain maintenance -- reserve
maintenance accounts that ensure that the Authority has funds
for those things that 'will maintain the integrity of the
Authority itself. At some point you reach a point,‘if things
are good, where you have dollars that are free. Those
dollars-- As I recall the indentures generally, there is some
flexibility as to what happens to them. At one point in the
negotiations with the State, the State, in effect, wanted that
money to go, you know, pretty freely-- They wanted a pretty
free hand with what happened to that money.

My position was that I was not willing to support
that. Where we ended up was with a situation where if you have
surplus funds, those funds, in essence, can be diverted to
either new projects or to other activities, but only with the
active involvement of the Authority itself. ©Now, that isn't to
say that it couldn't happen, but what it is to say is‘that the
Authority at least is going ﬁo have some say in what happens to
funds.

I would also add that even though in theory funds in
that category may‘be available for various uses, in the short
run, certainly over the next, you know, short span of years, it
is ndt likely that there will be ény significant amount of
money in there. Now what could come up is that if we had
borrowed, as we did in °'85, capital funds and, for some reason
or another, we couldn't use them for the reasons we had
contemplated, then those moneys would be freed up. But, unlike
the '85 borrowing, where they borrowed at a point before they
were really sure of what they could carry out or not, when we
refinanced in '91-'92, we knew pretty well what we were going
to be able to do. We have carried out the widening poject. We
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will have completely contracted that project out, probably by
March of this year.

So the great bulk of the capital funds we have will,
in fact, be spent for the purposes that we borrowed them for.
We are not likely, therefore, to have big sums of money all of
a sudden freed up because we will not be able to carry out the
'program. In fact, one of the major policy issues'that is going
to have to be dealt with at the Authority with the incoming
administration over '94-'95, will be, you know, the decision as
to whether the Authority proceeds with what I will call the
"Tier 2 Project." We are studying, but we are not expending
large amounts of money to design, projeéts that people have
urged us to look at: Allied Junction, Route 92, the connection
between the Turnpike Authority and the Expressway, being the
three major ones. And there will be an issue early on as to
whether those projects should be proceeded with and, if so,
where are the funds going to come from? .

ASSEMBLYMAN KAMIN: Funny how those projects follow a
pot of money. |

Mr. Lance? ;

'ASSEMBLYMAN LANCE: Yes, through the Chair: Mr.
Goldberg, 1 gather that no other portion of road has ever been
sold to the Authority by the State before the I-95 situation.
Is that accurate?

MR. GOLDBERG: I think that's accurate. The Highway
Authority had a slightly different situation, and their history
may have been a little different because when they were built,
they were built-- The Highway Authortiy took over existing
sections of what was initially going to be a State highway

project. But the Turnpike, I don't believe, ever purchased»

anything before.
ASSEMBLYMAN LANCE: Has any other portion of road been
given to the Authority by the State? '
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MR. WATSON: No.

MR. GOLDBERG: I don't think so.

" ASSEMBLYMAN LANCE: Thank you.

ASSEMBLYMAN KAMIN: Thank you, Mr. Lance.

Assemblyman Watson, to be followed by Mr. Bagger.

ASSEMBLYMAN WATSON: Thank you, Mr. Chairman. Mr.
Chairman, I would like to address my questions to the Executive
Director, Mr. Watson -- and through you, Mr. Chairman.

Mr. Watson, at a previous hearing before this
Committee, a Mr. William Cobbs made some harsh statements about
the Turnpike's refinancing, to which you have responded here
today in a written presentation. I would just like to make
sure that I understénd ail that you have'éresented here.

Mr. Cobbs claimed that his firm is ranked as the
largest . financial advisory firm, yet you claim he was not at
the time of this refinancing. What was the firm's ranking at
the time of your refinancing transaction?

| MR. WATSON: Assemblyman Watson, we were looking at--

The time frame when we were looking for financial advisers was
early in the spring of 1991. When you 1look at a financial
advisory's history to get a track record, you normally look at
the Securities Data information, which was available to us.
That was in 1989 and 1990. At that time, Mr. Cobbs' firm was
ranked eighth in the nation for financial advisory services in
general. But what we were looking for was someone with
expertise in transportation. Their strengths seemed to be in
wastewater management -- in that area. They were not ranked in
the top 10 at all in transportation financing, which was our
emphasis.

v  We also looked at 1990, because we did have that
info:mation available. Again, they were not rankéd in
,transpottation expertise at all in the top 10. I don't know
what Mr. Cobbs' reference was.
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ASSEMBLYMAN WATSON: Mr. Watson -- and through you,
Mr. Chairman -- I just want to remind the Committee that this
ranking is based solely on volume of business, and does not
include any of the performance measures. Is that correct?

MR. WATSON: That is my understanding on what
Securities Data puts out, yes.

ASSEMBLYMAN WATSON: Mr. Cobbs also claimed he was
only given 24 hours notice to respond to your RFP at a meeting
that he attended here, but you seem to be indicating that his
watch must have stopped. Could you tell me about the time he
said had elapsed before? |

MR. WATSON: The Authority began 1looking  for a
financial adviser in early March, and we developed a Request
For Proposal and sent it to 12 firms, including Mr. Cobbs'
Public Resources Advisory Group. We sent that out on March 7,
1991. We gave each of the 12 firms one week to respond. I
mean, that is normal. It may have been quick, but it is
acéeptable in thé industry.

We got a letter from Mr. Cobbs' firm on March 15
saying that they would not propose. We got letteré from others
who said the same thing. We subsequently went through the
process and selected another firm, Chase Securities. Chase
Securities was selected as our financial adviser on March 28,
and we were proceeding to go along with Chase Securities when
they went through a reorganization. They notified us that they
were getting out of the business, and the Authority had to
again seek a new financial adviser. .

_ Since a little time had passed, we went back to the
original 12 proposers. We did not change the RFP at all; it
was the same RFP. We asked if they were now interested in
becoming a financial adviser, since Chase Securities had
dtopped out of the running. The Public Resources Advisory
Group was one of the firms we went back to, aldng with Lazard
Freres and Lamont Security Services, which is also a very top
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firm. Each of them said they were interested. Now the
response -to the RFP is two months from the date it was issued.
So Lazard Freres, a public resource advisory group in

‘securities management, whom we interviewed on March 3, had the
"RFP for two months. It only takes a very short time to prepare

a RFP.

The one day could have been the fact that we called
the three firms the day before to set up the interview. That
may be Mr. Cobbs' reference, but he, along with all the
proposers, had fwo months to prepare their RFPs.

ASSEMBLYMAN WATSON: Through you, Mr. Chairman, in
other words, this firm was treated equally as all the others
were treated? ' , | o

MR. WATSON: Just like all the other firms, and
handled the same way through the interview process.

 ASSEMBLYMAN WATSON: The heart of the refinancing was
the Authority's ability to save money. Lazard Freres received
$2.27 million in fees. Mr. Cobbs ‘cléimed, before this
Committee, that he could have done the work for $200,000 and
$300,000 -- or $300,000.

In your opinion, could Mr. Cobbs' firm have done the
same work as Lazard Freres did, for the smaller amount?

MR. WATSON: In my opinion, no. Two or three hundred
thousand dollars translates into about 15  cents per $1000
bond. The average running rate for a $1000 per bond issue that
we have been able to discover runs around $1.00, $1.25, $1.50.
Two or three hundred thousand dollars translates into 15
cents. The firm quickly would go broke.

1 think where the difference comes is in understanding
the scope of what we were asking them to do. We were asking
them to be a financial adviser, not run the underwriting
process, which had not even been determined that we would do in
March. Each of the firms were given a clear understanding that
the amount of money the Authority was willing to pay for
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routine financial advisory services -- which 1is primarily'
running computer runs to make calculations on various scenarios
as to what would be your financial condition if you did this or
that-- You are buying basically computer time and expertise in
that area, and also some advice on various scenérios of
refinancing. Fifty thousand dollars was our cap, and all firms
that we interviewed wunderstood that. Mr. Cobbs' firm
understood it. His proposal clearly indicated it. Where the
$200,000 or $300,000 comes from, I don't Kknow. Mr. Cobbs
indicated he called someone at the Turnpike by telephone. We
checked every record that we have at the Turnpike. No such
call was ever received. If he had made the call, I can tell
you this: We would not have accepted it. We do not accept
proposals on the telephone. I don’'t know any reputable
organization that does. We accept all proposals in writing.
So if he made the call and said what he said, we never got it.
It was meaningless. ' ’

So the $200,000 or $300,000 we cannot put any
‘credibility on. )

‘ ASSEMBLYMAN WATSON: In my recollection, when Mr.
Cobbs was here-- Of course, our good Assemblyman, Mr. Lance -
and I have high respect for Mr. Lance -- stated at that
particular time that this company was one of the finest in the
country and had a very high raéing. I don't recall, and 1I
cannot gquote verbatim, Mr. Lance, but I got out of the
conversation that they were very high in their rating here in
the country with regard to this refinancing situation. When
Mr. Cobbs was making his statement, in the beginning he said, 1I
think, that this could have been done for $300,000 or $400,000,
and then later on he began to read further down, and said, "No,
I must change that. Maybe we could have done it for $200,000
or $300,000." : v

It seems as though he did not understand fully what he
was giving as an answer to what we had proposed in your
proposal. '
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MR. WATSON: It appears so; I am not sure. They are a
good firm. I»don'f want to give you the impression that they
'~ are not a good firm. They are a good firm. We would not have

sent them a proposal if they hadn't been a good firm. They
were one of the top firms in the country at that time. Their
expertise was not in transportation. That is my point. That
is what we were looking for. The RFP was very cleaf on what we
were looking for. Our dollar value for financial advisory
services was very clear. | _
In fact, for the first year of Lazard's appointment as
financial adviser -- since we selected them in May, they only
worked part of a year -- it was $30,000. That is what we would
have paid, basically, any financial adviser for the type of
service we were asking them to do. Keeping in mind, as
Chairman Goldberg said, the Authority didn't make a decision --
we're talking March '91-- The Authority didn't make a decision
‘to go on with the financing until the Legislature required the
I1-95 purchase, and the Authority adopted a plan of finance in
July of '91. So there was nothing available on which anyone
could have made an estimate of what it would cost to do a major
restructuring and to manage it. It simply wasn't available.

ASSEMBLYMAN KAMIN: Director Watson, Chase Securities

was an expert in transportation? '
| MR. WATSON: Yes. Chase Securities was a well-known
vfirm,_and they had some transportation expertise, along with
all of the other firms -- some of the other firms we looked at.

ASSEMBLYMAN KAMIN: Assemblyman Watson?

‘ ASSEMBLYMAN WATSON: Through you, Mr. Chairman, the
reason for my line of questioning is that I want to be fair
also to Mr. Cobbs. I think now, and it is our understanding,
that he didn‘'t fully understand what he was giving his figures
on and, thetefore, he was way out of line.

ASSEMBLYMAN KAMIN: Mr. Kavanaugh, on a point here?
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MR. WATSON: I don't know what he understood. I can
tell you that my response is basically what I have said.

ASSEMBLYMAN KAVANAUGH: Mr. Watson -- through you, Mr.
Chairman -- regarding Cobbs and experience, 1looking at the RFP
that you received, they state Turnpike experience; they state
State experience. They worked the New Hampshire Turnpike

system, the Oklahoma Turnpike Authority, the State of .

Connecticut, Alabama, and also the New Jersey Highway Authority
from '84 and '86 financing.

I think maybe the numbers and the questions that are
being asked, or were prepared to be asked either by Mr. Watson
or other members, are somewhat confusing. Now, this RFP which
I have before me-- This is an RFP, is that correct?

MR. WATSON: That is correct. That is the one they
submitted.

ASSEMBLYMAN KAVANAUGH: Now, they originally said no.

MR. WATSON: They originally did, yes.

ASSEMBLYMAN KAVANAUGH: Then after Chase pulled out as
the financiali adviser, you called and asked for a response
within two days. Is that correct?

MR. WATSON: Yes. We asked would they be interested
in an interview, not only them, but two others.

ASSEMBLYMAN KAVANAUGH: Through you, Mr. Chairman,
along with an RFP?

MR. WATSON: Yes.

ASSEMBLYMAN KAVANAUGH: It seems to me, not being an
expert in this area, that it would be somewhat enlightening to

the members of the Committee that you say this could be put

- together in two days, when initially they said they weren't

going to give an RFP, then coming and asking for it. Yet that
challenge was given to them, and that challenge was met. Is
that correct?

MR. WATSON: The challenge was met by them and by two
other*firms, keeping in mind that the RFP had not changed.

35



_ ASSEMBLYMAN KAVANAUGH : But they hadn't responded to
the original, or prepared an RFP originally.

Going back to the experience, when we were talking
about ‘the experience of these companies,. I think in all
fairness we have_to look and have to read in here -- and 1I
~don't want to have to read all of this into the record-- I do
want to say that this could be made a part of the record, the
former proposal submitted to the Turnpike Authority on May 2,
because they have the: State of Alabama, Connecticut, New
Hampshire, Montana, New York, Oklahoma, Commonwealth of
Virginia, along with the Alabama Highway Authority, the New
Jersey Highway Authority, the New Hampshire Turnpike System,
and the Oklahoma System. So they certainly could say that they
are experts in this area. '

"I think, just to make sure that the record is clear
and that we are not going to be castigating individuals, we
- should look at the record and also the time schedule that is
going about. I bersonally--

'~ ASSEMBLYMAN WATSON: Mr. Chairman, I--

ASSEMBLYMAN KAVANAUGH: Mr. Watson--

ASSEMBLYMAN WATSON: Mr. Kavanaugh, I thought you had
a point of order. I didn't think that you were going to have
your own line of questioning now. I think it is my turn to
question. | '
' ASSEMBLYMAN KAVANAUGH: I am not questioning.
ASSEMBLYMAN WATSON: Do you have a point of order?
ASSEMBLYMAN KAVANAUGH:> Yes. My point of ordéf is
that the purpose here-- I think that the concern we have as
taxpayers and as legislators is: What happened during this
bond transaction? Where did all this come from? I mean, if we
are not castigating the Chairman, the Director-- I think what
we are looking for, and what the public wants to know, is: Did
’somebody get rich on this deal? That is what I am concerned
about. ‘
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ASSEMBLYMAN KAMIN: Back to you, Assemblyman Watson.

ASSEMBLYMAN WATSON: Well, Mr. Chairman, I think the
information that was given by the Executive Director was the
kind of information that was given to him through Securities
Data. It is not your-- ’

MR. WATSON: That is correct.

ASSEMBLYMAN WATSON: All right. I want to say that
for the record.

Thtough you, Mr. Chairman, Mr. Watson, this is not the
Turnpike's first refinancing, is it? ;

MR. WATSON: No, it is not. ; ‘

ASSEMBLYMAN WATSON: When was the last refinancing?

MR. WATSON: Mr. Goldberg's statement pointed out thét
it was in the '84-'87 period. v '

ASSEMBLYMAN WATSON: What were the total fees paid out
connected to that refinancing in '84-'877? '

MR. WATSON: If you will refer to the Chairman's
statement, there is a chart following page 2 that lists the
dollar values as part of the financing of '84-'87. Do you see
that chart, Assemblyman?

ASSEMBLYMAN WATSON: Yes. | |

MR. WATSON: Well, in 1984-'87, the underwriting
remarketing fees were $57 million. The fee paid to the
financial adviser -- which was Smith Barney -- for managing
that underwriting, and also as financial adviser, as we
understood it, was $4.1 million. | ‘

ASSEMBLYMAN WATSON: All right. There was a §57
million underwriting fee.

'MR. WATSON: For underwriters. ,

ASSEMBLYMAN WATSON: And the total was $66,897,0007?

MR. WATSON: That is what our records show.

ASSEMBLYMAN WATSON: That is your total. Now, the one
who got the management fees was Smith Barney.
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- MR. WATSON: At the time, Smith Barney was the
Authority*s_financiél adviser and also managed the underwriting
process. ’

ASSEMBLYMAN WATSON: Tell me, in your most recent
refinancing, what was the total cost of the refinancing?

MR. WATSON: As the chart shows, the total cost was
$26 million. As the Chairman indicated, that was one of the
objectives of this refinancing that the Commissioners had; to
keep the refinancing costs, based on the history of '84-'87,
somewhere in the $20 million to $26 million ballpark, and that
is what we did. :

ASSEMBLYMAN WATSON: Can you give’ me some kind --
through you, Mr. Chairman -- of comparison? Why was one $66
million and your most recent one $26 million? What was the
difference there, or what made the difference?

Y MR. WATSON: Well, you see, the differences are in the
~underwriting and the financial édvisory fees, and primarily in
the printing fees. The procéss itself was a closed process.
We examined it very carefully. It wasn't an open process. It
was limited to very few underwriters. I think, looking at the
history of that, that is why the Commissioners came up with the
objectives they developed for this recent financing; that it
was going to be 6pen; that it was going to include every
underwritef who was qualified to perform as an underwriter. I
think that is why we received 49 proposals and all 49 were in
the-underwriting process. :

I think it was a combination of a closed process
versus an open précess and the limited participation of the
underwriting community. :

| ASSEMBLYMAN WATSON: Through you, Mr. Chairman, didn't
"one firm make about $30 million overall in the '84-'87
refinancing? ,

MR. WATSON: Well, the $57 million was divided up

among a very'few firms.‘ I can't say for certain that one did

.38




that, but there were very few firms which divided up the $57
million. - ' : : v
ASSEMBLYMAN WATSON: Didn't Smith Barney make about
$30 million altogether on this?

MR. WATSON: I don't recall the exact number, but it
is somewhere in that ballpark.

ASSEMBLYMAN KAMIN: Excuse me. Mr. Watson, in your
opinion, the market had nothing to do with the margins?

MR. GOLDBERG: Oh, no. These | costs are not
market-driven costs. ‘

ASSEMBLYMAN KAMIN: 1Is that right? '

MR. GOLDBERG: That's right. Let me put it this way:
We did not undertake to do an investigatidn of the '84-'87
costs. What we undertook was to examine what occurred and
understand the costs. To determine the reason for the amount
that the Authority paid back in '84-'87 would have required a
great deal of time and energy that we did not commit to this.
Beyond this, it was my judgment, shared in by the discussions I
had with the Treasurer's Office, that the Authority, when it
did the '84-'87 financing, vastly overpaid for the activities
that occurred. v

The question then was, you know, what would be an
appropriate level of expense, and judgmentally, after
discussions pérticularly within Treasury with the people they
had who worked with the markets on a regular basis -- and the
Authority does not work with the markets on a regular basis --
it was decided that the financing that was done in '84-'87
couldvhave been done for far less. So our endeavor, once we
understood that we were likely to have to replicate the
process, in broad terms, was to make sure that we reduced those
costs as best we could.

In doing that -- and I do not hold myself out as an
expert -- there is always a concern, because if all the
interest is in making ‘sure that these costs are low,
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sbphisticated underwriters have ways of making money in other
ways. For example, the pricing of the bonds can be adjusted in
a way>where they can more than make up whatever they give away
| in these costs. So the objective was, on one hand, to hold the
real costs of issuance down, at the same time not ending up
finding that fhose costs were being shifted into an increased
price that, in effect, just gave the same kind of payoff to the
underwriting group, but in a different fashion.
. In pursuing this objective, the only mechanism that we
came . up with-- You know, maybe someone can come up with a
better mechanism. I don't think I am going to have to go
through another one of these refinancings, but someone else
someday undoubtedly will have to. The only mechanism that we
came up with that seemed to be likely to be effective was to
utilize our financial adviser, and insist that the financial
adviser extend every effort to produce an end result that
combined to reduce financing costs, with a sale of the product
-- and we had five sales, I guess -- at prices that in the
market were real market prices. That was, in very simplistic
terms, the charge that we gave to Lazard. Lazard understood at
the outset that there was no way in which we were going to
accept costs anyfhing‘near what the Authority had incurred in
the earlier financing.

My directions, repeatedly to Lazard, were that their
fee would ride on, you Kknow, the end product. If we had a
successful underwriting, we would deal with them fairly. We
would compensate them in recognition of the results achieved.
But if we didn't have a successful financing in terms of the
market price of the bonds and in terms of the underwriting,
they should not expect their compensation to be, you know,
~anything beyond a certain level.

ASSEMBLYMAN KAMIN: I think we will get right into
that. |

Mr. Bagger?
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ASSEMBLYMAN WATSON: I have not finished yet.

ASSEMBLYMAN KAMIN: Mr. Watson, respectfully, would
you mind suspending questions at this point for Mr. Bagger?

' ASSEMBLYMAN WATSON: Fine.

ASSEMBLYMAN KAMIN: Then I will come right back to you.

ASSEMBLYMAN WATSON: Okay.

ASSEMBLYMAN KAMIN: Thank you.

Mr. Bagger?

ASSEMBLYMAN R. SMITH: May I ask what the basis is for
stopping the questioning by Assemblyman Watson? -

ASSEMBLYMANA KAMIN: It is a respectful fequest from
the Chairman because the one patticular member has a time
constraint and would like to ask a few questions prior to his
departure. Then I will come right back to Assemblyman Watson.

I appreciate the courtesy. Thank you, Assemblyman
Watson. '

Mr. Bagger? ,

ASSEMBLYMAN BAGGER: I appreciate that, Mr. Chairman,
but since I have to leave, Assemblyman Lance will ask my
questions. I am happy to yield to the Minority Budget bfficer.

ASSEMBLYMAN R. SMITH: Is Assemblyman Lance similarly
. under a scheduling conflict? (no response) Then allow

Aésemblyman Watson to finish his questions.
~ ASSEMBLYMAN KAVANAUGH: He clearly stated, Mr. Smith,
that he is yielding to the Minority Budget Officer.

ASSEMBLYMAN LANCE: I have just been deputized, since
Richard has to leave, Bob.

' ASSEMBLYMAN R. SMITH: Very good. .

ASSEMBLYMAN KAMIN: Go ahead, Assemblyman Watson.

' ASSEMBLYMAN WATSON: Thank you.

Mr. Watson, I just want to say that it is my feeling
that even if the market was, at that particular time, a part of
what we are dealing with here today as far as the questions are
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concerned, I don't feel —— I don't feel -- that it would have
meant an _over 100 percent increase in the total of this deal
that was made in '84-'87. | A '

MR. WATSON: As the Chairman said, Assemblyman Watson,
‘we did not go into that thorough an investigation. These are
the numbers as they occurred. It'appéared to us that it was
excessive. The Commissioners did not want to have that
experience with the '91-'92 bonds. ‘ ‘

ASSEMBLYMAN WATSON: Through you, Mr. Chairman--

ASSEMBLYMAN KAVANAUGH: Mr. Chairman, just one point,
and I haté to .keep interrupting my dear friend, Assemblyman

Watson.  But I think it is clear, Mr. Watson-- We'll have to
have number one and number two -- Assemblyman Watson and Mr.
Watson.

Mr. Executive Director, in 1985, isn't it true that
the resetting of interest rates until these bonds were
converted to fixed rate bonds took a lot of energy, time, and
effort? I mean, you weren't there, but it was continuous
remarketing work occurring during that entire period. Also,
the boﬁd market was significantly changed from that period to
"now. There is such competition, as you mentioned, with the
" numbers that are out there} So testimony in prior hearings,
that we have had from individuals that support your position--
They have all said that the comparison spreads are not
appropriate. The analogy that somebody got a 1lot more then
than now is not something that holds water.

ASSEMBLYMAN KAMIN: Back to you, Assemblyman Watson.

'ASSEMBLYMAN WATSON: I think they may wish to respond
here. ‘ _

'ASSEMBLYMAN KAMIN: Would you care to respond, Mr.
Goldberg?

MR. GOLDBERG: I find it difficult to believe that
anyone would seriously try to defend the level of expenditures
“that the Authority incurred in '84-'87. I amblnot about to
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argue what would have been the proper level, because that would
take more time and energy than has been devoted to this issue,
certainly, by me. ‘

But in my ‘discussions with people who are familiar
with that financing, -I think there was a general recognition in
the street that this was a very generous underwriting,'where
everyone who engaged in it did extremely well. Anyone who
wants to argue that the Authority was getting a reasonable
value at a $67 million price, of course, is free to do so. But
I will tell you, as Chairman, that when I 1looked at those
numbers, regardless of how you want to argue market conditions,
complexity of the deal, or whatever, there was no way that
costs at that level were going to be acceptable to me. This is
where we proceeded from. |

Now, ob?iously, since we are sitting here talking
ébout how much we spent, people can argue whether a much lesser
amount -- $26 million -- was more than it would have to be. I
‘don't know. I don't know how anyone can effectively, you know,
determine what the bottom-line price is in an area which
essentially 1is a subjective area.  There aren't, to my
knowledge, precise pricing guidelines which give you absolute
certainty. I do know that in discussing it, particularly
within the administration, that we tried to make a judgment as
to what would be a realistic level of costs, and we struck, you
know, what we thought were attainable objectives. We measured
them against what we knew we had spent in °'84-'87, and we
looked for very substantial reductions from those amounts. We
ended ub pretty well achieving those objectives.

' I took a great deal of satisfaction out of the fact
that we bould do essentially the same transaction, certainly in
order of magnitude, and certainly in order of complexity, for
$40 million less. It was our belief that we had this
underwriting come in at a realistic 1level. What was also
important to us is what I alluded to before; that is, when the
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bonds were marketed and they were priced, we were able to sell
our issue at a price that was as good or better than any
comparable issues that were being marketed at the same time.
So we looked at, and we were satisfied that we achieved not
only a substantial reduction in the financing costs, but that
we achieved a pricing result which was a true market price.
Therefore, in our view, we had carried out the refinancing in
an effective manner.

In addition to that, even though there was great
ékepticism whether this refinancing could aétually reduce debt
service costs, we managed to reduce the cost on the existing
debt by about $260 million. Coupled together, we considered
that an excellent result. If somebody wants to say, "Well,
they could have done better," hopefully those people wiil have
- an opportunity someday to show it. But we did the best we
couid; and we thought we did an effective job.

, ASSEMBLYMAN KAMIN: You have characterized -- I think
Mr. Smith wanted to hop in on that softball that was served up
-- characterized the '84-'87 issue as very generous, and
somehow the current issue as being other than very generous.
One thing is different, however; that is, that the current one
is the one that is under invéstigation.

Mr. Smith?

ASSEMBLYMAN R. SMITH: Just two quick questions in
here. It would appear that these are comparably sized bond
issues, yet--

MR. GOLDBERG: They are.

ASSEMBLYMAN R. SMITH: --the one in '84-'87 cost the
State ofinew Jersey taxpayers, through the Turnpike Authority,
$40 million more -- $26 million versus $67 million. I don't

think you can necessarily say there is a cause and effect
relationship, but when we have reviewed the reports of the
Election Law Enforcement Commission, from 1984 through 1989,
the Republican State Committee received $1,448,057.26 from bond
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underwriters and bond counsel. Now, I don't think that you can
deal with whether there is a cause and effect‘rélationship, but
if;you are a member of the public, don't you have to view the
transaction with suspicion because at a time yoquere paying
very pricey. costs for these professional services, these
campaign contributions of such enormity were coming into the
.party-in-control's coffers. » ‘

I mean, doesn't that look bad? Isn't that really--

How can we solve that problem?

~ MR. GOLDBERG: Well, look, I think the State is always
going to be confronted with some question so long as people who -
are rendering services to public entities are also actively
involved in the political process. I think that gquestion is
always going to be there. So there are proposals around on the
Federal level, perhaps on the State level, which would either
limit or prohibit the extent to which members of the
underwriting community get involved in the. political process.

' There ~are important judgments to be made on those
issues, but what I would like to emphasize is that we at the
Authority who were, in effect, directed as part of our public
responsibilities to carry out a refinancing, were not in a
position to, you know, restructure the rules of political
involvement. We had to carryvout our financing'regardless of
what was permissible or considered accéptable in terms of
political involvement. I guess that was certainly true back in
'84-'87. '

I don't have any iﬁformation that would indicate that
in '84-'87 decisions were made on the basis of the political
activity of the underwriting community. I don't have any
information. |

ASSEMBLYMAN R. SMITH: Right.

MR. GOLDBERG: That isn't to say it didn't happen;
that isn't to say it did happen. It was not an issue that I
focused on. By the same token, I don't have any information
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- that would indicate that any of the decisions that were made in
the '91-'92 refinancing were affected by virtue of the
political activity of any members of the underwriting
- community, or any of the underwriters who Aworked with the
Authorityvor performed services for the Authority. I can tell
this Committee that the judgments that the Authorlty made were
made without regard to those issues.

"Having said that, you know, the reality is that the
underwriting community traditionally in New Jersey has been
extremely active. It is there. I think there is a public
reaction that questionskthe desirability of that practice. . I
think that is something that the appropriate bodies, including
the Legislature, could well address. From the standpoint of
somebody who had the kind of responsibility I had as Chairman,
life would probably be simpler if the issue of political
activity of the peoplée you are doing business with were
eliminated. If it weren't there, it would be something less

"that you would have to worry about or deal with, or at least be
concerned about in terms of misimpressions anyone would have.

But we were not given that option. Our option was to
carry out a refinancing at a time when it was considered, 1I
guess, permissible for underwriters to do whatever they do. We
did‘not get involved in that process. 1 personally did not do
any campaign fund-raising from anybody who did business with
the Turnpike during the period of time that we were'dealing
with the financing. As a matter of policy} I have tended to
minimize any campaign activities that I have when I hold a
position like that, because I don't know any way in which you
can really avoid the misimpressions that can inevitably happen
if you are heavily involved in campaign fund-raising. So I
don't do it. ' :

' ASSEMBLYMAN R. SMITH: Mr. Chairman, Mr. Mulcahy, at
the last hearing-- We asked him his opinion on that issue. It
was his opinion that in light of the fact that the Legislature

46




already regulates and prohibits campaign contributions from
utilities, banks, insurance companies, and the casino industry,
that if we so chose to put the same prohibition on underﬁriters
and bond counsels, we would probably be doing a very good
service to the State of New Jersey; that in effect, the
decisions of these independent authorities to select bond
counsels or underwriters would then not be challengable, at
least in the minds of the public, because there is no quid pro
quo. You are selecting the person who in your judgment 1is best
able to providé those professional services to the Authority.

Do you generally concur with Mr. Mulcahy's impression
on that issue? |

MR. GOLDBERG: 'Yes, I would generally concur. Look, I
think the members of this Committee, since you all run for
office, understand this problem probably better than I, but the
reality is that political contributions are a symptom of what
you might characterize as a much bigger disease. The disease
is that in order to run for office in this day and age, it
requires a lot of money, and that money has to be raised from
somebody. We have not yet figured out an effective way to deal
with the issue of: How do you finance campaigns?

To the extent that you start to eliminate areas where
you can solicit funds, that is beneficial, particularly in
terms of avoiding misimpressions about undue influence and the
like. But it isn't going to cure the dilemma of how in the
world people who run for office are going to have sufficient
funds to properly present themselves.

I consider these highly sophisticated questions that I
do not have quick, easy answers for.

ASSEMBLYMAN KAMIN: I can give you a very easy answer
to that question. The only thing that counts in the game of
disclosure is disclosure. If the public understands where the
fees -- where the conributions are coming from in full
disclosure, the public thén can make the judgments. The
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. problem is the process which we are invesﬁigating today. It 1is
the process that has not been disclosed.

MR. GOLDBERG: Well, I am not sure what you mean, that
the "process has not been disclosed.” I can tell you that, in
contrast to .what' happened in '84-'87, everything we did was
public.> There was disclosure at the time we did it. There was
a fullsawareness as to who was receiving assignments. There
was full disclosure as to how much people were receiving for
whatever services they performed. So in terms of the Authority

disclosing what it was doing, I think we disclosed fully.
| In terms of disclosure of political contributions, the
laws now require disclosure, and the skepticism and the
distrust of the system, if anything, is growing.

ASSEMBLYMAN R. SMITH: It is rampant. _

MR. GOLDBERG: So I am not really the appropriate
person to debate that issue of what is the right way to control
political contributions. I don'f hold myself out as an expert
in that area. But as an observer I will tell you, I do not
think the public feels that simply requifing public disclosure
goes far enough. If you want to, you know, take issue with
that, all right, but I don't think you are goiné to find that
the public is satisfied simply with disclosing how much people
pay, or contribute to political activitie. They are going to
expect more. | ' |

ASSEMBLYMAN KAMIN: Well, in 1looking at how the
decisions were made, that is part of the process. o

Mr. Smith? ,

ASSEMBLYMAN R. SMITH: Mr. Chairman, just so I
understand the statement you made, was the statement you made a
minute ago your personal opinion; . that the only thing that is
required with regard to the four hearings we have had here and
“"the possible linkage of campaign contributions with the
selection of bond counsel and underwriters is merely the
- disclosure of who makes contributions?
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ASSEMBLYMAN KAMIN: No, no. I was responding to Mr.
Goldberg's rhetorical question about how do we find a way to
finance campaigns. Where is the money going to come from? And
regardless of where the money comes from -- and I would hope it
is not publicly financed through taxpayer dollars -- the most
important thing is the disclosure aspect. ) |

_ ASSEMBLYMAN R. SMITH: As I understand it, this is the
last hearing. Are we going to do anything about campaign
contributions from bond counsels and bond underwriters? Are
We,,as a Committee, going to do anything?

ASSEMBLYMAN KAMIN: That is a great rhetorical
question. o '

Mr. Watson, back to you.

ASSEMBLYMAN WATSON: Thank you, Mr. Chairman.

ASSEMBLYMAN KAMIN: Well, most of that legislation is
not in our Committee, so--

ASSEMBLYMAN R. SMITH: Well, it seems like we have had
four hearings-- _ '

ASSEMBLYMAN KAMIN: Do you have more questions,
Assemblyman Watson, or is it-- ' |

ASSEMBLYMAN WATSON: Yes, I do have just a few here.

ASSEMBLYMAN KAMIN: Okay. -

ASSEMBLYMAN WATSON: You know, Mr. Chairman, putting
everyone's political job and speculation aside, so far what we
can see and understand here today is that the last refinancing
that was done, was done at least by half of what it cost to
refinance the '84-'87. That is a clear understanding -- less
than half. So over the span of the refinancing that we just--
What is the savings on that today over the life of the bonds?

MR. WATSON: Over the life of the bonds?

ASSEMBLYMAN WATSON: Yes.

MR. WATSON: It is approximately $260 million in
reduced debt service over the life of the bonds.

ASSEMBLYMAN KAMIN: What was the -- if I may interrupt
you, Assemblyman Watson -- amount of debt prior to the
refinancing?
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MR. GOLDBERG: Prior to the refinancing, it was $2.5
billion. . It is now approximately $2.9 billion.

ASSEMBLYMAN KAMIN: So we went up $400 million?

MR. GOLDBERG: Approx1mate1y _

ASSEMBLYMAN KAMIN: Interesting. That is a gqreat
number -- the $400 million difference.

Go ahead, Assemblyman Watson.

ASSEMBLYMAN WATSON: Through you, Mr. Chairman, Mr.
Watson, do ’you think that Lazard Freres, or any other firm
involved in this transaction, received excessive fees to Wthh
their work would not have entitled them? ,

MR. WATSON: What Lazard Freres received was a
negotiated fee that represented the accomplishment of the
objectives that the Commissioners had 1laid out for them to
accomplish, in which it was made very clear that their
performance was going to be judged upon that accomplishment.
They kept us at our A bond rating, which was something the
Commissioners wanted to obtain; they saved $260 million over
the 1life of the bonds, which is something we wanted to
accomplish; and they kept the financing costs $40 million less
than the previous financing, all major objeCtives that the
Commissioners were very interested in achieving. The
negotiated fee reflects that satisfactory performance.

ASSEMBLYMAN WATSON: Thank you.

Through you, Mr. Chairman, do you have any regrets
with regard to the last refinancing, from your perspective?

| MR. WATSON: Not at all. We were given a major

responsibility to accomplish a major task. We did it within a
very short time frame. The time frame was dictated, in my
Judgment, by the sale of Interstate 95 and the requirement that
it be done within -- before the end,of_the State fiscal year.
That time constraint was met. It was a complicated refinancing
and, in my judgment, it was done very well and in the public's
interest. '
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ASSEMBLYMAN WATSON: Thank you.

Mi. Chairman?

ASSEMBLYMAN KAMIN: Yes?

ASSEMBLYMAN WATSON: What we have so far gathered
here, as far as our information is concerned, is that the last
refinancing was 1less than $40 million from the financing of
-'84-'87. Just as a statement, Mr. Chairman, it seems as
though, from my perspective, that we have probably chosen the
wrong 1investigation here, as far as the refinancing is
concerned. Maybe we should have taken a look at the '84-'87.
We probably would have gotten more out of that than what we are
getting out here today. ' ’

ASSEMBLYMAN KAMIN: Perhaps. you may want to suggest
that to Attorney General Janet Reno.

_ ASSEMBLYMAN WATSON: Well, you know, this here, Mr.
Chairméh -- and we don't want to get into a debate on this--
It seems as though the answers we have gotten today have been
good, clear-cut answers to what they have done. We can see
here, point blank, what has been saved and what has happened.
I have yet to hear any discussion with regard to coming up with
the kind of figures as was done in the '84-'87, which was more
than 100 percent that we are dealing with here. You have done
the same thing for $40 million less. It looks as though we
have chosen the wrong refinancing.

| ASSEMBLYMAN KAMIN: Assemblyman Watson, respectfully,
I am not arguing over the fact that the marketplace responded
to different conditions and, in fact, costs were reduced for
this most current issue. We did not initiate the
investigations. That was done by other interested groups, like
the Securities and Exchange Commission; 1like the National
Association of Securities Dealers; like the Municipal
Securities Rule-Making Board. So we didn't set the ground
rules for this, or the table. '
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ASSEMBLYMAN WATSON: I am not pointing the blame, Mr.
Chairman._

ASSEMBLYMAN KAMIN: Let me now go, if I may-- ;

ASSEMBLYMAN WATSON: Mr. Chairman, yes, but I am not
pointing the blame. The thing that I am saying is that maybe
if we are very serious about what we are doing here today, we
would request, through the Chairman, to at least have a hearing
on that Eo' find out just where these excessive fees were
charged. : ,
ASSEMBLYMAN KAMIN: Assemblywoman Smith?

ASSEMBLYWOMAN J. SMITH: Thank you, Mr. Chairman. .
, - Mr. Goldberg, Chairman, sir, the bonds that were
issued in previous years, what lifetime did they have?

MR. GOLDBERG: I don't recall. They are probably
30§year bonds, but I don't remember. '

'ASSEMBLYWOMAN J. SMITH: The new bonds that were
issued, what lifetime-- | _

MR. GOLDBERG: I think they are also 30-year bonds.
‘That is sort of the standard time period.

ASSEMBLYWOMAN J. SMITH: Well, I don't know, becéuse I
wasn't there and, I mean, we are not privy to that unless we
really look into it, so I have just these few questions I would
" like to ask. |

MR. GOLDBERG: Sure.

ASSEMBLYWOMAN J. ‘SMITH: You refinanced-- You had
approximately $400 million that you had reinvested and made
money on because you didn't have the opportunity or a way to
get it out to do the projects because of the denials of
permitting and so forth and so on? ‘

'MR. GOLDBERG: No.

ASSEMBLYWOMAN J. SMITH: Isn't that what you said
before? | .

MR. GOLDBERG: No, no. I may have misled you or
confused you, but that isn't what I said.
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ASSEMBLYWOMAN J. SMITH: You said $200-and-some
million was ‘able to go out to contract, and the rest you
couldn't expend in a timely fashion so it was there to reinvést.

MR. GOLDBERG: What I said was that from the period --.
from 1985 when the funds were borrowed until April of 1990 when
we did the audit, of the $2 billion that had been borrowed,
less than $250 million was actually applied to construction
contracts; and that, in fact, if we projected ahead five hore'
years, from 1990 to 1995, and estimated as éccurately as we
could how much of that $2 billion we would be expending for
construction and other project activities, that we would still
have from that original borrowing of $2 billion in 1985,
approximately an additional $400 million that would not have
been used through 1995. |

We, obviously, have expended from 1990 through 1995
the bulk of the $2 billion borrowing, that remainder. That
money has gone into a very active construction program. So the
$400 million figure that I mentioned earlier represented that
amount of money that even after we ran a major construction
effort for five years, we Still would not get to the point
where we would be using those funds for Turnpike capital
projectsf So we had $400 million in 1991 that we knew we would
ﬂat be using. I meén, the fact that we had the money did not
mean that we would have any effective way of applying that
money to the proper capital'projects.

ASSEMBLYWOMAN J. SMITH: Without sajring it was a
surplus, but, in effect, it was sdmething you had in the back
there as a cushion? v

'MR. GOLDBERG: Well, what it really represented --
what it meant is, the Authority, in 1985, borrowed $2 billion
which, as a practical matter, it had no effective way of using
over the next 10 years. You know, the decision to borrow $2
billion, again, is a decision that is there historically.
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ASSEMBLYWOMAN J. SMITH: But we are not talking about
that now.. We are talking about--

MR. GOLDBERG: Well, that is where the money comes
frdm. | '

ASSEMBLYWOMAN J. SMITH: Okay, but we are talking
about further down the road and how much was left, how much was
made use of, how much was invested, and so fdrth and so on. '

MR. GOLDBERG: Forget-- The investment-- .

ASSEMBLYWOMAN J. SMITH: I am looking at what was left
there. You just told me yourself there was $150 million over a
projection of so many years.

MR. GOLDBERG: We had, from borrowed funds, more than
$400 million in 1990. We had a great deal more than that. We
had $1,300,000,000. Of that amount, we expected that we would
utilize approximately $900 million, but that we would not
expend the $1.3 billion. In short, the Authority had more
money borrowed and available than we were going to be able to
use over a five-year period starting in 1990.

ASSEMBLYWOMAN ™ J. SMITH: Okay. Could you please
refresh my memory: When was the decision to increase the
tolls? When did that go into effect? ’

MR. GOLDBERG: A toll increase occurred in March of
1991. That was the first toll increase that the Authority
approved since it borrowed the funds back in 1985, even -though-
when it borrowed the funds it had estimated that it would have
to increase tolls in '86, '90, and '92, but those things didn't
happen. _ : » ,
ASSEMBLYWOMAN J. SMITH: Well, my concern is that if
they went out to increase the tolls before you increased and
redid the rebonding-- Well, actually you were looking at the
rebonding at the same time, according to what you sent out to
‘us in '91. ' ’
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‘ MR. GOLDBERG: No. When we did the review of our
capital program and the review of our financial condition, the
decision that a toll increase was essential was not at all
related to the possibility of refinancing. It was driven by
the fact that in 1985 the Authority had borrowed $2 billion
that it had to pay back. It hadn't raised tolls since '85 to
do anything about that increased cost, other than this. For a
short period of time -- five years -- it was possible to make
money on borrowing. In short, you could borrow $2 billion.
You could then take that cash and you could go and invest it
and make-- Since we sell tax-exempt securities, we could'take
that money, and in a decent market we could make a profit on it.

So the Authority did precisely that. It took that
money and it made a profit on it called "arbitrage." We then
tobk that income profit and we used that income profit to avoid
raising tolls, except that what was happening was, our revenue
base was staying low -- our real révenue.base -- and our cost
. base was climbing, and there was a growing gap between the
dollars that were coming in from our tolls and what we were
obligated to pay. Those years of making money on money came to
an end in 1990, because Ehe Congress, in 1986, changed the
Federal tax laws. They said, "We are not going to permit that
anymore." As a matter of fact-- ‘

ASSEMBLYMAN KAMIN: It was the Bradley/Gephardt bill.

MR. GOLDBERG: Whatever. And the law now prohibits
public agencies from making money off of borrowed money.
Therefore, even though we may have funds available for
investment purposes, we literally make not a dollar on those
funds. Even though in theory in the marketplaCe we could, we
are not legally permitted to do that.

ASSEMBLYWOMAN J. SMITH: Okay. Bottom line--

MR. GOLDBERG: Bottom line? I don't know, what bottom

line?
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ASSEMBLYWOMAN J. SMITH: Did you approach the
administration to sell the road and give them the $400 million,
or did they approach you? I just need a clarification of
that. I think you answered it already.

MR. GOLDBERG: The answer 1is very simple. The
proposal that Turnpike funds be used to purchase' I-95
originated with the administration. v

ASSEMBLYWOMAN J. SMITH: Had you any idea that you
were going to redo your bonding? If this initiative was not
proposed to you, would the Turnpike have gone out to rebid and
to reissue its bonds -- the way' you were without the $400
million?

MR. GOLDBERG: That is a possibility, because there
had been some very 1limited general discussion about ‘the
desirability of refinancing at some point, because the feeling
was that the trust indentures in the '85-'87 borrowing were
unduly restrictive. They certainly limited the extent to which
you could change projects and the extent to'wﬁich funds might
flow to the State of New Jersey. |

So, in abstract, there was some general discussion
about a possible refinancing. The difference, however, was
that we-- If we were going to refinance for those kinds of
reasons, we would not have come to the decision to refinance
unless we had concluded at the outset that we were going to do
it in a market where we were sure that it was 'going to be
profitable to the Authority.

ASSEMBLYWOMAN J. SMITH: It was a tough market, right.

MR; GOLDBERG: When the decision was made by the
Legislature and the Governor to do the I-95 transaction, we
were reqﬁired to do a refinancing whether in our judgment, or
in the judgment of our financial advisers, this was a good time
to do it or not. That decision, in essence, had been the
option of-- You know, deciding when you do it or not ﬁo it,
that option was eliminated.
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ASSEMBLYMAN KAMIN: It was driven by the budget.

ASSEMBLYWOMAN J. SMITH: It was driven by the budget.

MR. GOLDBERG: It was driven by the budget. That is
exactly right. V '

ASSEMBLYMAN KAMIN: Assemblywoman Smith?

ASSEMBLYWOMAN J. SMITH: Okay. So the bottom line is
that there was a possibility, but a slim possibility, that you
might have gone and-- | ' _

MR. GOLDBERG: There was no real serious-- _

ASSEMBLYWOMAN J. SMITH: There was no real need for
it, unless you were going to expand your indebtedness and add
the $400 million to it. _

MR. GOLDBERG: No, I would not say there was no real
need for it. There were arguments in favor of it. We never
got to the point where those arguments were the focus of
possible action, because as events transpired, the proposal for
I-95 came along, and that, in effect, you know, eliminated the
other abstract possibility.

ASSEMBLYWOMAN J. SMITH: 1In view of the fact that the
bonds were issued for "X" amount of years and you are going to
reissue bonds, maybe even at a better rate, with any 1luck in
the world-- The marketplace has been good and bad in the last
few years, and people do take advantage of that on investment.
I understand that. 7 |

The bottom 1line is, when you reinvest and you
reextend, you extend the longevity in turn. Okay? So even
though you may save a percentage, the money you spent over the
length of time sometimes breaks you even, or you don't save any
money at all because you extended the 1lifetime of the
indebtedness. Is that a fact?

MR. GOLDBERG: That can occur. It can occur either
way. Either you can save money or you might not save money,
depending on how--.
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ASSEMBLYWOMAN J. SMITH: Well, at the same time, the
people who handle it, they make the money -- the millions of
dollars that were spent -- tegardless of who shared the pot for
their investment and their concern and their care, whether they
were the broker that went out, like a real estate man. I
called on this R. Ferris, the real estate agent who went out
and got the brokers, and he got his fee for bringing them in.
It is like a Realtor going out and getting a mortgage rate of 1
percent when they bring in "X" amount of dollars and they get
their fee. Okay? I am equating it to that world so that the
general public out there can understand it.

I can understand the bonding world, and I--

MR. GOLDBERG: At this point, I am not suré I
understahd, SO you--

ASSEMBLYWOMAN J. SMITH: The bottom line is, had you
not been apptoaéhed to give the State $4QO million, the chances
are slight that you would have gone to rebond, unless the
market were more viable and more amiable to save the Turnpike
more money, because you extended your indebtedness. You maybe
broke even, but at the same time there were people out there
who made a heck of a lot of money, which they would not have
made as the agents and the brokers had those bonds not gone out
to sale. 1Is that not a fact?

MR. GOLDBERG: Well, the difficulty I have is that you
are not really asking a single question. You have given me a
series of--

ASSEMBLYWOMAN J. SMITH: The bottom line is--

MR. GOLDBERG: But, look--

 ASSEMBLYWOMAN J. SMITH: I can understand it, and I am
just a laiperson that works in a bank.

MR. GOLDBERG: Oh, all right. Let me do the best I
can. »

ASSEMBLYWOMAN J. SMITH: I'm not a lawyer or a bond
person. | | '
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MR. GOLDBERG: If Vit. is a question, i will try to
answer it. If it is a statement, then you don't need anything
from me. I am not sure what I am dealing with.

ASSEMBLYWOMAN J. SMITH: I said, is it not a fact --
all you have to do is say yes or no--

MR. GOLDBERG: Oh. ‘

ASSEMBLYWOMAN J. SMITH: --that people would not have
made all these millions of dollars for handling, had you not
gone out and reinvested the money?

MR. GOLDBERG: If we had not-- It is  not
"reinvested." If we had not refinanced, we would not have
incurred-- | ' '

ASSEMBLYWOMAN J. SMITH: Okay, so it is "refinanced,"
instead of "reinvested"? Correct me.

_ MR. GOLDBERG: Let me try to respond to your
question. If we had not refinanced, we would not have incurred
financing costs. If that is your question, that is the answer.

ASSEMBLYWOMAN J. SMITH: Thank you for the answer, sir.

That's all. '

ASSEMBLYMAN KAMIN: Thank you, Assemblywoman Smith..

ASSEMBLYWOMAN J. SMITH: Thank you. '

ASSEMBLYMAN KAMIN: You mentioned that there was $1.3
billion, roughly, left over from the previous issue.

MR. GOLDBERG: As of April 1990, there was, from the
original $2 billion, approximately $1.3 billion that
essentially had not been committed.

ASSEMBLYMAN KAMIN: And that of that $1.3 billion, an
agressive plan over five years would have been about- $900
‘million?

' MR. GOLDBERG: That's what we ultimately concluded.

ASSEMBLYMAN KAMIN: So we had a cushion of about $400
million in the old issue? ,

MR. GOLDBERG: That is correct.



ASSEMBLYMAN KAMIN: We went, taking the whole debt,
retiring -it, refinancingf - 'taking the old $2.5 billion and
expanding it to $2§9 billion, which added another $400 million?
| MR. GOLDBERG: Yes. |

ASSEMBLYMAN KAMIN: That sounds like $800 million to
me. I only know that $400 million went to buy the road. What
happened to the other $400 million?

MR. GOLDBERG: I'm not sure--

- ASSEMBLYMAN KAMIN: We had $400 million-- With the
exception of the Turnpike's purchase, that was the only thing

that was different in your plans from '90 -- Dbefore you
refinanced and after "you refinanced. You had $400 million
extra before the refinancing. You expanded the needs of the

Turnpike Authority by an extra $400 million, which, at the
time, was justified because we were buying thé Turnpike
section. What happened to the unused $400 million that was in
the pot before refinancing? .
| MR. GOLDBERG: Well, the $400 million we had was
actually used to call bonds. So we retired bonds with that
call amount. v | '

ASSEMBLYMAN KAMIN: Four hundred million?

MR. GOLDBERG: I am not sure I understand your
question beyond that point. ' .

~ ASSEMBLYMAN KAMIN: I'll try it again. Was that the
cost of the penalty for retiring the bonds from--l
. MR. GOLDBERG: No, no.

ASSEMBLYMAN KAMIN: Okay. My question was -- as you
“ testified before the Committee this morning -- there was about
$1.36 billion -- I think that was the number you gave us --
left over from the issuance of the '84-'87 period. And on an
aggressive building schedule for the Turnpike, 'you were
- estimating to spend $900 million -- an aggressive five-year
plan -- 1leaving $400 million as, let's say, disctetidnaty
funds. The idea to refinance came from the administration. It
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was the legal opinion of your counselors that you could not use
that $400 million, perhaps, that was left over, because of the
bond covenants on the old bonds.

"MR. GOLDBERG: No, it was not based on any formal
legal opinion. I think I have already said that several times.

ASSEMBLYMAN KAMIN: But it was your opinion that you
couldn't do it under current-- You couldn't use your current
money to buy the extension of the--

MR. GOLDBERG: I don't know where the lawyers
ultimately would have ended up. What I think I said was, my
position . on refinancing was not based on technical legal
opinions as to what could or could not be done under the
existing indenture. My position was that if the decision was
made,  through 1legislation, that Turnpike money should be
utilized for a purpose that was not originally contemplated at
the time of the '85 borrowing, that it would not be
appropriate, as a matter of policy, to do that without a

refinancing. _

There were others who would argue -- and I think you
indicated that this is your belief -- that we could not have
done it legally. All I am saying is, I didn't-- |

. ASSEMBLYMAN KAMIN: Right, because of the bond
covenants.

MR. GOLDBERG: --bother to get to that point. I guess
I might have had to get to that point, but I made my decision
short of that poiht. My decision was driven by my view, as

Chairman of-the Authority, that even if I had the right to do
it legally, I did not think the Authority should do that, and
that therefore if the policy decision was going to be made to
use Turnpike funds for such a purpose, it should be made with
the understanding that the Authority would then undertake a
refinancing. In making the decision on whether to buy I-95 or
not, I wanted the Legislature to understand that if they made
that decision, we were going to refinance.
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ASSEMBLYMAN KAMIN: All right. I will pursue further
my assessment of the situation. We have a pool of $400 million
_that was not, at the time -- prior to refinancing -- obligated
" then over the next five years.

MR. GOLDBERG: But it was money that was going to be
utilized by the Turnpike for Turnpike activities in- the
subsequent five-year period. Therefore, it was money that if
we were goihg to use it for I-95 would not be available for the
activities that the Turnpike would engage in, not in the next
five years, but in the subsequent Tier 2 period. So the
question on the $400 million was really an issue of cash flow.
‘ What_wé were saying was, from a cash flow standpoint, we were
going to have $400 million that was not going to be drawn down
for Turnpike activities before 1995. We were not saying that
‘the $400 million would not be required or applied to the
Turnpike's business vplan. What we were talking about was
simply a cash flow issue. ' B | '

ASSEMBLYMAN KAMIN: So it would be unfair to say that
we borrowed $400 million too much, rather than reissuing $2.5
billion?

MR. GOLDBERG: It would not be correct.

ASSEMBLYMAN KAMIN: My question still remains: What
happened to the $400 million?

| Mr. Lance? - .

ASSEMBLYMAN LANCE: I am going to ask a series of
questions, Mr. Goldberg, related to the selection of the
financial adviser. We have covered thaf'to some extent this
morning, and I apologize for jumping around.

‘MR. GOLDBERG: That's all right.

'ASSEMBLYMAN LANCE: It is my understanding that oniy

four firms responded to the RFP, and that was because -- as you
‘have explained -- they could not be involved further in the
underwriting. So there were fewer firms than might have

otherwise been the case.
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MR. GOLDBERG: Yes. The answer to that is yes, but
let me just take a moment, if I may.

ASSEMBLYMAN LANCE: Certainly. _

MR. GOLDBERG: In '84-'87, the Authority combined
responsibilities and focused it in a single wunderwriter.
Therefore, the advice they were getting as to what to do and
how to do it was coming from the same underwriter  who
ultimately was the lead underwriter in the transaction itself.
That happens. I mean, as far as I understand, in the business
it is permissible. It is not barred by anything that I know
of. ~ Therefore, it is done from time to time by various public
" entities. ' |

When we were confronted at the outset of contemplating
a possible refinancing, we at the Authority‘ decided, as a
matter- of policy, that we did not want to do that; that we
thought it was important to get the best, most objective
counseling and advice from a financial adviser as we could, and
that one way of trying to ensure that we were getting objective
advice, was to say to our adviser, "You are going to advise us,
but you are not going to have an opportunity to participate in
whatever you advise us to do. You are not going to be able to
benefit from that. To the extent that you are going to get
compensated, you are going to get paid dnly for serving us,
because you are not going to make any money out of the
refinancing." ' '

‘Now, when we did that, what we fdund out very quickly
was that the bulk of the underwriting community was not
interested in serving as financial adviser. They preferred to
seek to  have an opportunity to participaté in a future
underwriting, if one occurred. The best example of that, I
guess, was Kidder Peabody, which is a very fine, reputable
firm, and which had been doing services as financial adviser
for the Authority after the '84-'87 financing. When we
undergpok to solicit proposals, we told Kidder they would be
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considered, along with anyone else who wanted to apply. Kidder
very quieky said that their preference would be to have the
possibility of participating in the financing, and they
resigned. . ’ ,
ASSEMBLYMAN LANCE: I guess if a balance has to be
struck, if they were permitted to engage in underwriting, you
probably would have gotten more proposals, but yet it may not
be the best operating procedure to permit--

~ MR. GOLDBERG: It would have taken away from us the
objective that we were seeking} that is, trying to get the most
honest, objective advice we could from a sophisticated
adviser. One bf the techniques, you know, was to just say,
"You are not going to be on both sides of this transaction.
You are going to advise us; you are going to be out of the
underwriting.” _

' ASSEMBLYMAN LANCE: When Chase withdrew because -- as
you have explained to us -- there was a restructuring and they
had decided not to go forward with this type of work--

MR. GOLDBERG: Chase just went out of business. ‘

ASSEMBLYMAN LANCE: They went out of business. When
they withdrew, you were faced with the prospect of having to
hire a new financial adviser. Was either the Governor's Office
or the Treasurer's Office involved in determining the list, or
in actually choosing Lazard? '

MR. GOLDBERG: Well, they weren't involved in the 1list
per'se, because basically -- and Mr. Watson has talked about
this, and he really did most of this-- But basically what we
did, since we were caught short and since we were now back to
square one, you know, two months later with an issue that had a
real time frame in it, we went back to the group that we had
started out with. So there really weren't any discussions. We
just went back to the group that initially had been solicited
~and had given us some idea as to whether they wculd or would
not participate.
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ASSEMBLYMAN LANCE: Lazard was not one of the.briginal
firms the first time around? ,

MR.  GOLDBERG:  They were solicited initially.

Initially they indicated that they were not going to submit a
proposél. | ' , :
~ ASSEMBLYMAN LANCE: That is what I meant.
MR. GOLDBERG: But they were on the list. So when we
had to reopen the question of who would serve as financial
adviser, we went back, not only to the three remaining
companies that had submitted proposals, but we went back to the
others that were on the list. From that group, in addition to
the three that had been considered back in March, we had
several other firms that had indicated a willingness to be
considered, including Lazard. '

ASSEMBLYMAN LANCE: So Lazard was not. the only one
other than the three that had submitted proposals? |

MR. WATSON: Maybe I can help you.

ASSEMBLYMAN LANCE: Certainly, Mr. Watson.

A MR. WATSON: We sent out proposals to 12 firms,
including Lazard, which was in the group.
‘ ASSEMBLYMAN LANCE: This is the second time around?

MR. WATSON: No, I am starting with the first time--

ASSEMBLYMAN LANCE: Oh. -

MR. WATSON: --the first time, back on March 7. We
went through-- Four of them proposed. Lazard did not propose,
neither did the Public Resource Advisory Group, which we talked
about earlier, but four did. Chase was selected through that
' process. They withdrew. Now we had to get back and get
‘someone else.

We went to the original group of 12. Four of them we
had interviewed previously when we selected Chase, so we had

information on three of the four. We didn't have to go back
and interview them. We still had their information on file.
So we considered those three which had previously interviewed,
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and we went out and sought some from the remaining list, which
included 1azard, the Public Resource Advisory Group, and Lamont
Securities, I believe. We brought them in to interview because
we had not interviewed them before. ‘ _

So from the information available to us on six firms--

ASSEMBLYMAN LANCE: Six? ‘
. MR. WATSON: Three that we had previously interviewed
when Chase was selected, and three that we called back in and
they agreed to come back. Considering those six that were
before us, Lazard was selected.

ASSEMBLYMAN LANCE: And the three additional ones - to
the three that had submitted propbsals, was there any
involvement from either the Governor's Office or the
- Treasurer's Office to go back to those additional -- those new
three, Lazard, and you said the others, Lamont and the Public
Resource Advisory Group?

’ MR. GOLDBERG: During this entire process we were 1in,

I think, regular communication particularly‘with Treasury, much
less so with the Governor's Office. First of all, we were
leaning heavily on the Treasury Department for whatever
- expertise they had. This was not an area where the Authority
had, in-house, any real expertise. We didn't consider this
refinancing an éctivity that we were really particularly
well-equipped to carry out by ourselves, without considerable
assistance. The primary assistanée that we were going to 1look
to was a financial adviser, but by the same token, we tried to
pick the brains and get the advice and counsel of the Treasury
Department, because they do have in-houSe, you know, much
greater expertise and more knowledgeable people. A

So throughout the entire process, including the
initial selection and the ultimate selection of Lazard, there
was, I think, a complete awareness at Treasury as to what was
happening. When we were surprised by the withdrawal of Chase,
I am sure I had some conversations with the Treasury Department
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that would include Berman, but would not be limited to Berman
-- it would inélude people like Bob Lurie -- expressing the
Authority's concern. We "were caught short, and we were
cohcerned about how to best proceed to get a replacement for
the Chase firm. | ‘ '

So Treasury, you know, knew as much about what was
going on as we knew, because we were, you know, really talking
together about how to best handle this situation. The process
that we went through, Mr. Watson has explained. As I recall it
-- and I think it is in the documents we have provided--

MR. WATSON: Yes.

MR. GOLDBERG: --the Authority, of course, meets as a
rule only monthly. When the Chase situation happened, it was
clear that we were not going to be able to deal with a
replacement at ourAApril meeting. It was also clear that we
were going to want to take some action before the May meeting,
which would be at the end of May. Our meetings tend to be at
the end of the month. So as I reall, in éhe-April meeting we
did something different from what we did back in March. In
March, we went through the process-- The Executive Director
came in with a recommendation that was presented to all of the
members, and ‘the members, you' know, made the final decision
based on the recommendations of sfaff and the Chairman.

In the April meeting, we were not prepared to make a
recommendation. We didn't know who could possibly be
selected. So I think the Authority, because of the limitations
of time, authorized the Executive Director, with the approval
of the Chairman, to handle a replacement, you know,
subsequently Vto' be confirmed at the May meeting by  the
Authority. And that is the process we went through. v

» ASSEMBLYMAN LANCE: Mr. Watson, did anyone in the
Gévernor's Office or the Treasurer's Office ‘request that Lazard

be put on the list--
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MR. WATSON: No.

ASSEMBLYMAN LANCE: --or be selected? v
MR. WATSON: No, that is not my recollection at all.
" When we put the 1list together-- When the 1list was put

together, it was based on reputation-of-the-firms information,
and I think the Treasurer's staff probably did get some input
on names from the Treasurer's Office. I don't'remember whether
Lazard was on it or not, but I think some of the names did come
from Treashry that we should look at, given their experience
wifh financial advisory firms. So some of them did, but I do
not know exactly which 6nes.

'ASSEMBLYMAN LANCE: We can ask the appropriate
oificials, but your best recollection is that perhaps you were
given some names by the Treasurer's Office?

MR. WATSON: Yes, as part of the input to the process.

ASSEMBLYMAN LANCE: Is,it your testimony that it is
fair to say that Lazard may have been one of those names they
gave? | N

MR. WATSON: It could have been. _

ASSEMBLYMAN LANCE: Was your interaction, Mr. Watson,
basically with the Treasurer's Office, or was it with the
Treasurer's Office and the Governor's Office?

MR. WATSON: No, it was with Bob Lurie. He is the
only person I ever spoke to, yes. |

ASSEMBLYMAN LANCE: Bob Lurie-- I can't recall at
that time whether-- Was Mr. Salema in the government at that.
time? '

MR. WATSON: I don't know.

~ASSEMBLYMAN LANCE: He wasn't yet? You had no
involvement with Mr. Salema?

MR. WATSON: No. v

ASSEMBLYMAN LANCE: One of the concerns that has been
raised regarding Lazard is that it was involved in bonding in
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Florida, and apparently there was great controversy regarding
that. . ' N

MR. GOLDBERG: In '917?

ASSEMBLYMAN LANCE: My understanding is that Florida
ended up paying three times as much for an $860 million bond
issue in 1989 in which Lazard had been the 1lead underwriter.
There was controversy about the amount of money in Florida. As
I,understand it, it was 1989. You may not have known anything
about that, and maybe my date is wrong. Did you, Mr. Watson,
or you, Chairman Goldberg, know anything about Lazard and
Florida at the time you were putting together the list and then
ultimately selecting Lazard?

MR. WATSON: No, I didn't.

MR. GOLDBERG:. No, I didn't either.

ASSEMBLYMAN LANCE: You have explained how your
recollection differs from Mr. Cobbs'. Mr. Cobbs was here and
Mr. Watson pointed out that I had asked him several questions,
and he said he telephoned you. But you explained already that
you have no recollection of that ihcident. You have gone
through the records of the Authority and there is no indication
that that telephone-- ,

MR. WATSON: That is correct.

ASSEMBLYMAN LANCE: --call ever occurred.

MR. GOLDBERG: It also just doesn't make sense. I
mean, the Authority, from companies that it is considering for
possible selection, does not solicit nor does it welcome nor
does it consider appropriate for somebody to call up and start
to volunteer pricing information over the phone, unless we are
'calling them to get a confirmation. So I mean, it is not a
proceduté which would be a typical procedure that occurs.

If someone wants to submit pricing information, there
are ways to do it, and the RFP generally sets forth what you do
or what you do not do. But it is not the ordinary course.

69



ASSEMBLYMAN LANCE: Is this the period where you were

giving these firms two days to respond, or not?

~ MR. WATSON: Well, let me go back over that again. We
submitted the RFP to 12 firms, -the same 12 you are talking
“about, <‘)n. March 7, 1991. March 15, this particular firm --
PRAG ——»indicated they were not going to propoée. That was, I
think, the time frame we had asked everyone to respond within.
They had about a week.

ASSEMBLYMAN LANCE: That is the initial set?

MR. WATSON: This 1is the initial set. Four did
propose; four did propose. ,

| ASSEMBLYMAN LANCE: Did the Cobbs firm reply to the
second inquiry? '
| MR. WATSON: Well, yes, they did after we contacted
them, along with two other firms, once Chase withdrew.
' ASSEMBLYMAN LANCE: Yes, sir.

MR. WATSON: And I had gotten the authority from the
Chairman and the Commissioners to continue the process, because
now we were at the end’of April and the'next.meeting was going
to be in May. I was given, through a special resolution, the
authority to continue the process.

What we did, rather than go back out, issue a new RFP,
and find different firms, was that we went back to the original
12, talked -- had interviews information-- . Well, I won't go
‘back over that, because I just covered it.

 ASSEMBLYMAN LANCE: Is it possible that Mr. Cobbs was
responding by telephone to the time frame for the second
proposals -- to the second set?

'MR. WATSON: On the one-day turnaround? It could have

been -- it could have been -- but that would have been, you
know-- The point I made in my testimony was that the RFP had
never changed. It had been available since March 7, so two

months had elapsed in which to respond. We didn‘'t think the
day was out of line, particularly since two other firms were
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able to accomplish the same thing. It was a level playing
field, as- far as we were concerned. '

ASSEMBLYMAN LANCE: I want to move on to some other
areas. | .

ASSEMBLYMAN KAMIN: Before you come off that point, if
I might, Mr. Lance--

Mr. Watson, you indicated the contact in the
administration was Bob Lurie in the Treasurer's Office.

MR. WATSON: The contacts I had during that time were
with Mr. Lurie, yes. That is correct -- Bob Lurie.

ASSEMBLYMAN KAMIN: Was it the same, for the most
part, with you, Mr. Goldberg? '

MR. GOLDBERG: I think most of the day-to-day contact
was with Lurie, but I am sure I had some conversations with
Berman, as well. |

ASSEMBLYMAN KAMIN: On the issues of selecting or

proposing for your consideration professionals -- whether they
be financial advisers, attorneys, or bond counsel, whatever it
might be -- did Mr. Salema ever make suggestions to you, Mr.
Watson?

MR. WATSON: No, he never did.

ASSEMBLYMAN KAMIN: Did he to you, Mr. Goldberg?

MR. GOLDBERG: I don't think Mr. Salema ever made any
suggestions about underwriters at all. I don't recall him
making any suggestions with regard to any professionals,
although I must say that during this period of time we were
probably getting suggestions from, you know, various people,
including the possible participants fhemselves, for inclusion.
So after a while who may have mentioned one name or not all
sort of blurs in. But I have no recollection of Salema talking
at all about the underwriting process.

ASSEMBLYMAN KAMIN: Or any professionals?

MR. GOLDBERG: I don't have any recollection of him
talking about  any professionals. I Jjust don't have any
recollection.
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ASSEMBLYMAN KAMIN: Do you have any recollection about
any other person in the administration, outside of Mr. Lufie,
having made suggestions to the Commission for consideration of
professional firms?

MR. .GOLDBERG: I am sure that I had, you know, at
least one conversation with Berman, where we probably went
through the list of possible candidates for financial adviser.
I don't remember having any discussion with Berman about
underwriters at all. But I do think with regard to the
financial adviser, when we had to replace Chase, I have, you
know, a general recollection that I talked to Berman and I
expressed my concern that we were confronted with this
unexpected development. I would assume ' that in that
conversation we went through, you know, the names of the group
we had. But I do not have any recollection of, you know, the
discussion beyond this; that Treasury indicated that they would
try and be as helpful as they could in guiding us through and
ending up with a financial adviser, to the extent that they
could tell us'anything.

1 was constantly trying to make sure that if we were
going to do something it made sense to them, because in the
final analysis, under the law, two individuals must approve, in
writing, what the Authdrity does with the underwriting. The
law obligates both the Governor and the Treasurer to sign, you
knbw, their approval. So we went to great lengths to make sure
that the Treasurer was fully informed. 1 didn't'go to great
lengths to make sure the Governor was fully informed, pretty
much on the premise that if the Treasurer was okay, presumably
the Governor was going to be okay. I reélly had no discussions
with the Governor at all, on the assumption that they were not
necessary, or, if they were necessary, I would hear that. I
never heard it. _

But with Berman, I went through,.from time to time,
what was happening, and 1 tried to get from him whatever
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thoughts he had. Because the one thing that I wanted to avoid,
to the extent possible, was taking é course of action on the
’fefinancing and find out, at some point, that the Treasurer was
in disagreement and was not going to approve. Or,
alternatively, if he was in disagreement, that I understood
what the disagreement was, so that we could move to address it
and eliminate whatever questioh he might have,

In fact( during the process, the Authority took the
initiative in the decision-making process and Treasury,
basically, fed back to us, you know, their concurrence with
what we ended up doing. , | :

ASSEMBLYMAN KAMIN: Mr. Watson indicated that the
suggestion for financial advisers came through Mr. Lurie. You
are indicating that communications came through Mr. Berman.
Was there any contact-- You indicated there was ho contact
with Mr. Salema with reference to professionals, with either
you or Mr{ Watson.

MR. GOLDBERG: During the time we were focusing on
financial adviser, I don't recall any conversation with Mr.
Salema concerning the selection of the financial adviser.

ASSEMBLYMAN KAMIN: Other than those brought in the
time frame, what contact did you‘have with Mr. Salema? When
did he first contact you with suggestions? _

- MR. GOLDBERG: I am not sure that Mr. Salema ever
contacted me with suggestions. As a matter of fact, Mr. Salema
had minimal, if any, involvement in this process. The people
who were actively involved in the process were basically: = Mr.
Lurie, who was, like, the key liaison person from Treasury to
us; and to a much lesser extent, Mr. Berman, who I would talk
to periodically, largely, you know, tb share together the
'questions that we were dealing with; and then people like Carl
Van Horn, who from a policy standpoint was involved on behalf
of the administration on a whole host of issues, like I-95 and
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the like; and of course, f;om time to time, Commissioner Downs
and his people at DOT. '

ASSEMBLYMAN KAMIN: So the only folks in the
administration, up tb this point in time today, who have spoken
to you about. professionals, suggested names for consideration
to be used by the Turnpike Authority, have been Mr. Lurie and
Treasurer Berman? v

, "MR. GOLDBERG: Yes. It would have been out of
Treasury, I mean, one way or another. They are the only two--
We had the bulk of the conversations with those two. |

ASSEMBLYMAN KAMIN: Has there been any communication
from Treasurer Crane? ' '

MR. GOLDBERG: He had no involvement. I think he was
in the Legislature at that time. He would not be involved, and
was not involved. '

ASSEMBLYMAN KAMIN: I am expanding the time frame up
until now, since he replaced Treasurer Berman. Has there been
communication from Treasurer'Crane?

MR. GOLDBERG: About what?

ASSEMBLYMAN KAMIN: About professionals that may work,
or continue to do work for the Turnpike Authority.

v MR. GOLDBERG: No, there has been no communication on
that at all. ‘
ASSEMBLYMAN KAMIN: Thank you.
Back to you, Mr. Lance. .
v ASSEMBLYMAN LANCE: In any event, Lazard was chosen.
Lazard had no prior experience in New Jersey? ' ’

MR. GOLDBERG: I don't think that is true, but I am
not sure. Lazard, of all the firms we were talking about, was

i

a firm that at least in terms of reputation was the one that I
recognized to the greatest extent. Some of the firms we were
talking about I never heard of. I knew nothing about them.
Lazard was a firm that has, you know, an outstanding reputation
-- or certainly has had an outstanding reputation in the
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underwriting community. But more than that, I was aware of the
fact that- as one of their senior members there was Felix Roaden
(phonetic spelling), and Roaden had probably the outstanding
reputation for dealing with difficult municipal refinancing-
issues through his involvement with, I think, the Mack
Corporation in New York City. He certainly had what, in my
mind, was the kind of expertise that few, if any firms could
match.

ASSEMBLYMAN LANCE: Did you speak with him?

MR. GOLDBERG: No, I never spoke with him, but the.
fact that the Lazard firm had within it the kind of ekpertise
that Mr. Roaden represented was a factor that I found, at the
very least, comforting. It gave me the belief that this was a
firm that'was capable of dealing with»the kind of complexities
that the Turnpike would have.

ASSEMBLYMAN LANCE: Even though evidently, based upon
what we have discove:ed so far, there may have been e problem
in Florida, although I am not sure of the time frame; You all
were not aware of that?

MR. GOLDBERG: We were not aware of that problem at
- the time' we made the decision and, quite frankly, I don't
believe that whatever difficulties Lazard may have had in
Florida were a matter of public disclosure at the time we
acted. I have done, obviously, some reading over the last six
months as these reviews have gone on that has indicated, you
know, activities of different companies, not simply Lazard or
others, in various states. I have seen reference to Florida.
I don't know a great deal about it, but that was not a matter
.of an awareneSs on our part. I don't think it was public, but
if somehow or other there had been some publicity on it in
Florida, or wherever, it was not something that, at that point,
we were aware of. »

ASSEMBLYMAN LANCE: Fair enough.
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I would like to move on to another area, Mr. Chairman,
if I might. You were in this difficult situation because the
original fi:m had withdrawn‘ahd you had to get a new firm. Did
any negotiations or discussions concerning Lazard's fee take
place when it was approved by the Board on May 30, 1991 -- as
to what their fees would be?
| ' MR.  WATSON: When we gave the recommendation for
Lazard, that CanirmatiOn; because we had selected Lazard, I
think, on May 2 or 3, somewhere in that time frame--'

- ASSEMBLYMAN LANCE: Incidentally, Mr. Watson, have I
been mispronouncingv the name all these months? Do you not
- pronounce the "d" on the end of it?

MR. WATSON: Of Lazard?

ASSEMBLYMAN LANCE: Yes.

MR. WATSON: Yes. That's the way I say it.

ASSEMBLYMAN LANCE: With or without?

MR. WATSON: With.

ASSEMBLYMAN LANCE: With. |

MR. WATSON: The selection had been made of the Lazard
firm -- this was the second time around -- following the.
resolution I got from the Commissioners prior to the ‘May
meeting. At the May meeting, we recommended that Lazard be
selected, and at that same meeting, as I recall, the resolution
indicated that Lazard's fee should be a negotiated fee.

ASSEMBLYMAN LANCE: I have a document that you have
provided us. It is a memorandum to you from the Director of
Law. It is dated May 15, 1991. 1In pertinent part, it states:
"The terms will remain for one year at a $50,000 annual cap for
‘the services to be performed, except the cap will not apply in
the event of a major financial restructuring or any other
extraordinary financial transaction.” Of course, that is what
happened. / ’

MR. WATSON: Right.
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ASSEMBLYMAN LANCE: The hourly rate schedule for
Lazard Freres & Company is as follows: "Partners, $250; senior
vice presidents, $200; vice presidénts, $150; and associates,
$125." 'Now that, I gather, would be for a major financial
restructuring or other extraordinary event. '

MR. WATSON: No, no. That would have been for
financial advisory services. The point was, if we got into an
extraotdinary refinancing, that cap would not apply -
subsequently, as we indicated, with the exception of a major
refinancing in the memo, because it was moving then towards
appearing to be a refinahcing. So we were only paying him when
we hired him -- as of the effective date of May 30, bgt we
interviewed him earlier than that-- It was for financial
advisory services, with a cap of $50,000. ,

ASSEMBLYMAN LANCE: So I have read this inaccurately.
I had thought-- You are here to clear this up, and I am not
accusing you of anything. I am just asking what the situation
was. These hourly rates were toward the $50,000 cap?

MR. WATSON: Exactly. |

ASSEMBLYMAN LANCE: And not toward a major financial
restructuring?

MR. WATSON: Exactly right. ,

MR. GOLDBERG: Let me just add, because I-- At the
time that we were retaining Lazard for financial adviser and we
were negotiating the hourly rate, my recollection 1is that
Lazard was not comfortable with an hourly basis at all. They
also said they never charged, or it was not their practice to
charge for their services on an hourly basis, and once more,
they didn't have hourly rates for their senior members, because
the members didn't-- You know, they were not like a law firm.
They just did not bill on an hourly basis..

~ We insisted that for a financial adviser, we had to
strike some kind of an hourly rate. As I recall, they said,
"Well, you know, for our senior people we would charge a rate
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of $500, $600 an hour. We don't even know, but it would be a
big number." We said, "Well, that would not be acceptable."

If they were going to take the financial adviser's position,
they would have to agree to hourly rates that would be more in
line with. what the Authority had approved in the past. We
ended up with the rate structure we have, but in the process it
was recognized by both the Authority and by Lazard that the
’understanding that was being approved for the finéncial adviser
would not be applicable in the event that we undertook a major
refinancing. _

ASSEMBLYMAN LANCE: Let me stop you there, Mr.
Goldberg. That being the case, was there anything in writing
as to how compensation would occur for 'a» major financial
restructuring? '

MR. GOLDBERG: Not at that time.

ASSEMBLYMAN LANCE: Is that because you were not at
that point contemplating a major financial. restructuring?

MR. GOLDBERG: No, because at that time, quite
frankly, I don't think that we at the Authority were fixed in
our minds what the basis for compensation would be. I had an
awareness that we had paid $4.1 million to Smith Barney, and I
was determined that whatever we did with Lazard, it wasn't
going to be of that order or magnitude. But we had not, at the
Authority, actually decided exactly how the compensation level
would be fixed. ' :

It would be a negotiated figure. Lazard had indicated
that it was not an uncommon practice in the trade to be

compensated based on a dollar a bond.
| . ASSEMBLYMAN LANCE: What would that have been?

MR. GOLDBERG: That would have been at least $2.5
million. I indicated that we were not willing, or prepared, at
this early point, to agree to any such arrangement. We left it
open, with the understanding that compensation would be
negotiated at some point, whether it would be right then or
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shortly thereafter, because we had conversations periodically
about compensation. )

ASSEMBLYMAN LANCE: Wouldn't it have been preferable
to negotiate that earlier rather than later? ‘ _

MR. .= GOLDBERG: Well, it depends on  what your
overriding objective was. I had made the determination that
the one effective lever that I had for trying to make sure that
Lazard expended the best possible éffort, was to hold out both
~ the prospect and the uncertainty as to what their compensation
would be. If we had negotiated a fixed figure of any kind, it
would have made it less effective in terms of trying to ensure
that we were going to get the kind of determination and
attention and commitment that I was hopeful we would get from
Lazard.

ASSEMBLYMAN LANCE: So that was a deliberate decision
on your part not to negotiate?

MR. GOLDBERG: It was my belief that the Authority
could be better served by leaving open the amount of the
ultimate compensation to a later point, because that, as I say,.
was going to be driven by the results. In my discussions with
Lazard, we were telling Lazard what, in our minds, would be a
successful refinancing. There were a variety of things,
including: the substantial improvement on the financing costs; -
broadening the base of the underwriting community; ensuring the
~involvement of New Jersey-based firms; ensuring the involvement
of firms owned by minorities and women; making sure that the
securities were priced and sold at the best possible price; and
so forth.

ASSEMBLYMAN LANCE: Couldn't that all have been -- I'm
asking, I don't know this -- couldn't that all have been
written in the contract; that you needed minority-based firms,
that you needed women-owned firms, that you needed New Jersey
firms? Could that not have been done up front?
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| MR. GOLDBERG: Sure. You could have put all of that
into the- contract, but at some point in that contract you
either then put in a number or basis for mechanically
calculating a number, or you don't. ,

What. I'm saying is, in my mind, at that time, given

- the nature of what we were confronted with and trying to
achieve, it would have been counterproductive for us to say,
"And you are going to get paid 'X' dollars." I preferred to
leave it that they would have to rely on the Authority being
fair in negotiating a fee that properly reflected the value we
received from fheir services. Ultimately, Lazard, you Kknow,
- proceeded on that basis.

» Lazard would have been very content to have worked out
the number, provided the number was of the scale they wanted.
So‘at some point we were going to have to deal with that. My
view was, I could better decide on behalf of the Authority, and
I could recommend, and staff could recommend to the other
members of the Authority, what would be appropriate
compensation when we could see what had occurred and how Lazard
had carried out the assignment.

ASSEMBLYMAN LANCE: Was that a decision, Mr. Goldberg,
that you made in your capacity as the Chair, or was it a
decision that the Board in total made, or in consultation with
Mr. Watson? How was--
~ MR. GOLDBERG: It was a decision that I made in my
capacityiés the Chair.
~ ASSEMBLYMAN. LANCE: I have a document of August 27,
1991 that indicates an initial fee of $425,000. I guess that
was one of, perhaps, three different charges the company
eventually made. Thére wefe three sales of bonds? Was that
the way it worked? ,
- MR. GOLDBERG: There were actually five.
ASSEMBLYMAN LANCE: Five? |
MR. GOLDBERG: Yes.
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ASSEMBLYMAN LANCE: Did they--

MR. GOLDBERG: These were, I think, approved on four
separate occasions. I mean, the document 1is there, but my
recollection is that they were approved on four separate
occasions. : : :
ASSEMBLYMAN LANCE: You were comfortable with the fees
as they eventuated, totaling $2.3 million or so?

MR. GOLDBERG: Yes. Where we ended up was a number
that the Authority negotiated. I took an active role in that,
staff had an involvement, and we ended up with an agreed upon
compensation to Lazard which, 'in my opinion, was fair
compensation considering the services they provided and the
results we achieved. ,

I will tell you that I was comfortable at the end as
we went through the process. Particularly at some of the early
points I was not quite sure where we were going to end up. The
process we followed had its advantages, and I explained to you
what, to me, was the primary advantagé. - It had its
disadvantages, too. I mean, from the standpoint of a public
officer, it probably is easier, in a certain sense, to just
predetermine these things and do it on that basis, and with a
conventional refinancing I am sure that that would have been
Ehe approach that I would have preferred. '

"In this case, given the objectives that were important
to us, the complexity of what we were dealing with, and the
uncertainty as to how this thing was going to play out, this
was the approach, in my judgment, that would give the Authority
the best end result and end up with us paying not a
disproportionate fee. Because if the financing had not been
successful, Lazard would not have been paid a fee of this
amount, and they wunderstood that. Therefore, they did
everything Ehey could to make this a successful underwriting,
and that is exactly what I intended.

# ASSEMBLYMAN KAMIN: Excuse me, if I might. The
$50,000 initially was based on rates?
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MR. GOLDBERG: Yes.

'ASSEMBLYMAﬂ KAMIN: The $425,000 was not?

MR. GOLDBERG: No. ’

ASSEMBLYMAN KAMIN: And subsequent fees at--

MR. ' GOLDBERG: They were not based on any hourly
rates. They were not based on/hourly rates. They were based
on-- | "

; ’ ASSEMBLYMAN KAMIN: You were making the determinations
in your capacity as Chair? '
| MR. GOLDBERG: Essentially, yes.

ASSEMBLYMAN KAMIN: Mr. Lance?

ASSEMBLYMAN LANCEi I respect your saying that there
are certain advantages and certain disadvantages. In trying to
understand it, we have the documents that the Turnpike
Authority presented to us. There is a letter dated in November
from Lazard indicating why it was entitle& to compensation.
That letter is after some of the bonding that occurred, not all
of 1it. It is post some and pre others. And of course, from
our perspective, we are trying to figure out exactly how the
fees eventuated. This appears to be, at 1least 1in part,
justification after the fact, and perhaps there are other
documents that existed previous to that. Then‘again, perhaps
it is just a matter of negotiations between you, Mr. Goldberg,
and you, Mr. Watson, and Lazard.

I understand that there are pros to that approach, but
perhaps there are drawbacks as well. Given the fact that we
are trying now to reconstruct exactly how all of the ,fées '
eventuated, do you recommend to us legislatively that in the
future we make it more strict; that we require authorities to
have contracts for these types of situations? » |

MR. GOLDBERG: I don't have any recommendation. I
found this financing to be what I will call sui generis. This
was not a run-of-the?mill financing. I have some awareness of
financial underwritings on behalf of <clients. I have
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occasionally represented clients and have done some with them.
In the mnormal type of financing for a sewer authority or a
school board or something, with a $20 million, even a §50
million borrowing, you can make some judgments as to how best
to do it. | ’ |

A refinancing of $2.5 billion or $2.9 billion does not
easily fit into any mold. If the Legislature were to set
guidelines, obviously public agencies would follow them, and
the Authority would follow them. If there were strict rules as
to how you do it, in my opinion, the likelihood in this case is
that they would not have produced a result that would - be
financially more advantageous to the Authority. The things I.
did were guided by the judgment as to what was going to give us
the most favorable approach. But I will tell you that, f rom
the standpoint of accountability or record keeping, it is
always easier for someone who wants to come in after the fact
and examine what has been done to have the thing as close to a
formula as possible. To the extent that that is of the highest
policy, then the Legislature can mandate it. The only thing I
can say 1is that when you get to a transaction this
extraordinary, that kind of mandating is 1likely to produce a
- less effective financing if it is carried out well. 1In this
case, I undertook responsibility beyond the normal. People.
could say, "Well, you should not have done it," and that is
judgment for others. ‘ ' A

In this case, it was my judgment that if I didn't do
it, I was more likely to end up with what had happened back in
'84-'87. I found that result totally unacceptable. So 1 did
what I thought would be the most effective way of getting a
better result. 1If I could have come up with a better way of
handling it, I would have come up with it, but I didn't. And
“to this point 1I reélly can't recommend toAthe Committee a more
effective way of doing it. I mean, the fact is, by holding out
the cdrrot of payment to Lazard, I believe we got the maximum
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favorable effort from Lazard. So I think that that approach
was a very effective approach, but it does make the process
more difficult and more complicated.

‘ASSEMBLYMAN KAMIN: Mr. Goldberg, doesn't the--
Excuse me, Assemblyman Lance. Doesn't the market, or Wall
Street generally, on large projects, have financial advisers
paid on an hourly rate?

MR. GOLDBERG: In many cases, they do, yes.

ASSEMBLYMAN KAMIN: Can you point to another
comparative issue -- significant undertaking -- where there was
a similar structure to what you decided was a responsible
course to take? v '

 MR. GOLDBERG: Well, I can point--

ASSEMBLYMAN KAMIN: For another issue someplace else.

, MR. GOLDBERG: I can point to what the Authority did
in '84-'87, where there was even less structure and paid even
greater amounts. In our own agency, we have an example which,
as far as I am concerned, had even less control and less
effectiveness associated with it. '

ASSEMBLYMAN KAMIN: Mr. Goldberg, you are the one who
make the determination of whether this was a responsible
approach to make or whether it would be irresponsiblé to make
it.

MR. GOLDBERG: That is correct. , ~

_ ASSEMBLYMAN KAMIN: You arbitrarily decided that this
would be the way to pay Lazard. ; |

’ " MR. GOLDBERG: I made that decision. I didn't
consider it arbitrary, but I made that decision. :

. ASSEMBLYMAN KAMIN: Mr. Lance?

ASSEMBLYMAN LANCE: My background is not with §2.9
billion refinancing. It is more at the level of the local
school board. I think you made the-point that it may be sui
generis. We are trying-- Assemblyman Smith quite rightly asks
‘what purpose do these hearings serve? He stated earlier this
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morning the' question of whether we should prohibit
contributions, and I think the Legislature may be moving 1in
that direction. Now I am pursuing this to determine whether we
should also move in the direction -- and this would rein in an
administration of the political complexion of the one that was
in office in 1984 -- whether we should rein in, in the future
the discretion, for better or worse, that the Chair of the
Turnpike Authority would have in the future in the area where
you exercised your discretion. ' |

You said, I believe, that you can't really answer

whether we should or not because of the sui generis nature of
the $2.9 billion refinancing and the fact that there are pfos
and cons to doing it the way you did it. 1Is that an accurate
summary of-- ,
MR. GOLDBERG: Pretty much. Let me also Say, there
are recognized ways of paying the financial adviser. Hourly
rates are not the only way. I mean, the other way, which is
not uncommon, is to pay so much per bond, and a dollar a bond
is a very common number. I have seen that number 1in
transactions. I have heard that number in transactions. It
produced a bigger compensation than, in my mind, I liked, and
therefore, even though that would have been a formula approach
that would have been fairly simple, would have taken out some
of the subjectivity of what we did, it would have also produced
a payment to Lazard that went beyond what I was hopeful we
would end up paying.

ASSEMBLYMAN LANCE: To set the record straight, nobody
in the Governor's Office and nobody in the Treasurer's Office
. was involved with you in determining the compensation? This is
after the fact, after Lazard had been chosen. That was the
decision that you made exclusively without any involvement from
either Governor Florio's Office or the Treasurer's Office?

MR. GOLDBERG: That is correct, but I did have a
convegsation with -Treasurer< Berman, which I recall in
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generalities. The gist of it was whether from the Treasury
Department standpoint they félt they should negotiate this‘fee
or set this fee, or whether that was my responsibility as
Chairman. My recollection is that Mr. Berman said that as far
as Treasury was concerned, it was up to the Turnpike to
determine the fee, and that they were not dictating to us or
telling uS how to set the fee. '

I had some conversations. I said, "Well, what do you
think about a dollar a bond?" He said, "A dollar é bond might
be a fair fee.” I said, "Is that a fee that you feel we should
pay?" He said, "It is up to you tovnegotiate the fee.” And I
said, "Thanks," with all that that word implies.

ASSEMBLYMAN LANCE: Yours is an unsalaried position.
Is that right, Mr. Goldberg? '

MR. GOLDBERG: Yes, it is.

ASSEMBLYMAN LANCE: So that was left to the
discretion-- . '

MR. GOLDBERG: It was 1left to the Authority, and
within the Authority it was my judgment as the Chairman that
the essential tesﬁonsibility'for working this out with Lazard
was going to rest with me, after consultation with our staff
and discussion as to what would be fair, given the amount of
work that these people were doing for us, the activity they
were engaging in, and the result we were getting.

I took that responsibility, and I don't want any
misunderstanding as to who fixed the fee. I fixed the fee.

ASSEMBLYMAN LANCE: I have no further questions, but I
have a comment: I think this has been enlightening as to how
the fee structure was ;generated. I agree with Mr. Goldberg
that théré are pros and cons to the way fees were employed in
this situation. Perhapé it is something that we, in fthe
Legislature,' should }examiné further. I recognize the
‘difficulty of this procedure, but perhaps in the future we
should look to legislation in this regard. I recognize, as is

86




true,in most situations, that there are pros and cons, but I
think we -have an accurate rendition of what occurred here; that
this was a decision made by the Chair of the Turnpike Authority
relative to the payment that Lazard would eventually receive.

Thank you, Mr. Chairman.

ASSEMBLYMAN KAMIN: Mr. Lance, thank you.

Assemblyman Romano wanted td ask some questions. We
will come back to him. Mr. Kavanaugh?

ASSEMBLYMAN KAVANAUGH: Thank you very much.

As I have been sitting here these hours, I have to ask
ydu the question,--'the personal question: Chairman Goldberg,
are you any relation to Chancellor Goldberg?

MR. GOLDBERG: No, but you are not the first one to
ask that question. We are not related.

ASSEMBLYMAN KAVANAUGH: Well, I closed my eyes, and
the two of you answer very similarly as far as-- '

MR. GOLDBERG: Well, way back, in a lineage that
neither of us recall, perhaps we are related, but, no, we are
not-- ' ’ | |

ASSEMBLYMAN LANCE: I think Chancellor Goldberg is
better looking than-- '

MR. GOLDBERG: Well, he's younger.

MR. WATSON: For the record, I am not related to
Assemblyman Watson either, but probably somewhere back in our
past we crossed. Watson is a pretty'common name, but I am not
related to him, and he is better looking than I, I think.

' ASSEMBLYMAN KAVANAUGH: Okay. Regarding the selection
of the underwriters, back when we were preparing the '92 budget
to authorize the Turnpike sale -- the purchase -- you began the
process of selecting the underwriters regarding the -
restructuring of the debt. Now, in the repott we received it
stated that you, as Chairman, Mr. Watson, as the Executive
Director, the Comptroller, and a Lazard representative made up

-
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that interviewing committee, along with Bob Lurie, Is that
correct, or were theré other membe;s involved?

MR. WATSON: On page 16 of my May 23 report, the
members were: Lazard ‘Freres _partner; Richard Poirier; Jack
Tamagni, who. is also a member of Lazard; Chairman Goldberg;
myself; and at that time our Cdmptroller was on leave and we
had an Acting Comptroller, John Jacobsen. We were the official
panel. Bob Lurie, representing Treasury, obsetved, but he did
not participate in the interview process.

7 "~ ASSEMBLYMAN KAVANAUGH: What role did the Turnpike
Authority play, with Lazard, regarding the allocation process?
Who had control? Was it Lazard, or was there--

MR. GOLDBERG: Do you mean allocation-- I mean, are
we jumping into that? o
| ASSEMBLYMAN KAVANAUGH: As far as the underwriters --
excuse me -- the bond underwriters that we were talking about
-- the selection of the underwriters having to do with the
bond-- Who was responsible for the selection process? ,

MR. GOLDBERG: I am confused. Are you talking about
the selection of who were going to be underwriters, or are you--

ASSEMBLYMAN KAVANAUGH: ~Yes. |

MR. GOLDBERG: Okay. That has nothing to do with the
allocation of bonds, I don't think. o

~ ASSEMBLYMAN KAVANAUGH: No, I just misspoke.

MR. GOLDBERG: All right. We went through a process,
" which I think our statements outline. The process basically
was to, first of all, solicit from the underwriting community
at large expressions of interest. We contacted a number of
firms which had already made it clear that they had an
interest. I think we ran an ad in the ®Bond Buyer,"” and we
generally, you know, held out to the underwriting community the
fact that there might be an wunderwriting. The financial
adviser put together an RFP. Firms were advised that if they
had an interest, they could respond to -our - request for
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proposals. And, in fact, we got quite a number of responses.
I think we got 49 initially, and I think ultimately there were
even a few more after that. A

In that approach, we asked underwriting firms to
indicate whether they just wanted to participate in the
underwriting, or whether they felt they had particular
qualifications to be a senior underwriter, which in the
underwriting community 1is a distinction of some note. 1
believe 11 firms, in responding, indicated that.they wanted to
be considered for senior underwriter.

Lazard was given the responsibility for handling this
prdcess. Lazard was also given the responsibility for
determining how to follow up on this mass of responses we were
receiving. Lazard prepared a set of questions that would be
used in an interviewing process. The decision was made that we
would interview all 11 firms that asked to be considered for a
senior position. So we scheduled a set of interviews that
occurred, I think, over two separate days. Lazard, in essence,
structured the interview process as part of our charge to them.

Basically, having gone through a process to get a
financial adviser to take us through the process, it was the
view of the Authority, both staff and Chairman, that we were
going to follow the advice and counseling of Lazard. That is
exaétly why we went through the process to get that kind of a
firm,

ASSEMBLYMAN KAMIN: Who conducted the interviews?

MR. GOLDBERG: Well, I will come to that. I will come
to it very quickly. The interviews were set up. They were

‘structured so that each firm would be asked an identical'set of

questions, so you would have, in essence, a 1level playing
field. Everybody was going to be asked the same things in the
same order and by the same people.

The bulk of the questioning, as I recall, was done by
Rick ‘Poirier of Lazard. He handled the questionihg and the
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follow-up with them. Mr{ Watson, also by prior agreement, had
several questions that he asked of the firm; I don't remember
the exact number -- two or three.

MR. WATSON: . Yes, I asked about three. Yes.

MR. GOLDBERG: So with each of the 11 firms, we went
through esSéntially the videntical process. Poirier 1led the
interviews and asked the questidns that he was designed to
ask. Mr. Watson asked the two or three questions'that he was
going to ask.

During the interview, any of the members who were
sitting in could ask additional questions, and from time .to
time-- I don't have a clear recollection, but I'm sure with
different underwritihg firms, different people may have asked a
question from time to time. But the bulk of the questioning
Was done by Poirier. During the interview process, each of us
who was there took whatever notes or did whatever they felt was
helpful to them in considering the process. For myself, I took
very few notes. I was there listening, primarily to see what
the answets were. B |

Following each of the interviews, we had a brief sort
of discussion among the group as to what the impressions were.
If I am not mistaken, I think that at the end of each day we
had some further discussion about the overall impressions we
had as to the different firms that had been interviewed. At
the‘end of that process, over two days, Lazard took all the
information they had, which included the RFP information --
each firm had given us a great deal of information -- the
responses we had gotten through the interview process, the
comments and reactions that each of the individual members had,
and they were directed to come back and make recommendations és
to how to do the underwriting.

This was in the context of a broader assignment to
Lazard. The major assignmént to Lazard, at least in my mind,
was the assignment to come up with a plan of refinancing. They
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were to come up with how the refinancing should be structuréd,
and within that plan they were to come up with recommendations
as to how the underwriting of that plan of financing should be
done. ' '

And that is what Lazard did. After the process went
through, within a relatively short period of time of maybe two
weeks, with, I am sure, some further informal conversations on
the staff 1level, or whatever, Lazard came back and made a
presehtation to the Authority at a Committee meeting of our Law
and Finance Committee, I believe. Lazard laid out both a
detailed plan of finance, how it would be structured, and the
assignment for underwriters. o

I would also add that in structuring the plan of
finance, this was quite complex. It was complex because there
had already been a refinancing, as I mentioned, in '84-°'87.
This had significant 1legal aspects to it, because having
already done a certain amount of refinancing, the Authority was
constrained in terms of how it could proceed with a subséquent
refinancing. Therefore, Lazard, in preparing}whatever program
it was going to prepare, was working in close consultation, not
only with Authority staff, but with counsel, which included not
only bond counsel, but special tax counsel, Mudge Rose. So
that aspect of the financing was where most of, I think, the
energy and attention had been directed, because at the outset,
simplistically, I was assuming that if we were going to
refinance, that we would refinance if not with a single issue,
with maybe two issues, or whatever, you know, because of size.

When we went through it, it turned out, for reasons
that I did not fully understand then and I don't think I fully
understand now, that the law dictated the financing had to be
split up into probably -- certainly -- into probably three
pieces, and beyond that, the timing of the refinancing was
controlled and there had to be a delay of at least 30 days

2
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“between certain sales in order to comply with the requifement
of the tax laws. ‘

.So Lazard came back-- They came out with a structured
approach which initially called for three sales of bonds of
different types, the first being, in essence, I think, a
refinancing of the '84, that which had to be treated separately
than a refinancing of the $2 billion debt. As it turned out,
the - refinancing, instead of being done in just three pieces,
ended up being done in five pieces, again, for a variety of
technical reasons.

But asvpart of this assignment, Lazard also came in
with a very detailed recommendation, or set of recommendations
for how underwriting assignments should be done. Now, my
directions to Lazard, and staff's directions to Lazard were
fairly general. ‘Basically, what they were were: We did not
want to replicate what we had in '84-'87. We did not want a
single firm, in essence, controlling or running the entire
refinancing. wé also wanted the underwritihg spread as broadly
as possible, but in doing that, we wanted to make sure that
there would be fair involvement and consideration for firms
that were Jersey-based firms, and firms, as I said before, that
were owned by women and  minorities.  Because traditionally
those kinds of firms had always been excluded from
underwritings 1like .this one, which in the business are
considered the cream of the underwriting business and an
opportunity for smaller firms to make a legitimate profit. We
felt very strongly that if we were going to have to undertake
this kind of underwriting and if, in fact, people were going to
make money out of it, that at least there ought to be fair
involvement of those kinds of firms.

These were the assignments that were given to Lazard.
Lazard came back and they, in my mind, had followed our
directions and had achieved our objectives, because what they
came -back with, -although we didn‘'t tell them what to do about



senior assignments, or how to make the decision as to how to
assign firms to a ‘senior position, Lazard came back with a
structure that involved all 11 firms that had asked to be
considered for a senior position. So they had done, in our
minds, the kind of thing that we had asked for. B

They also, very specifically, allocated those senior
positions, and those allocations are set forth in the documents
you already have. Beyond that, they took the remainder of the
applicants and they included every single firm that had
rresponded to the RFP in the underwriting group. So it seemed,
to me at least, that Lazard had brought back to us a set~df
proposals that responded to our objectives and responded to
what Lazard had been told to do.

- In terms of the three top firms, Lazard indicated that
the three top positions had been assigned to the three top
‘firms in terms of underwriting activity at that time. ' They
were, I think-- At that point they were: First Boston}
Merrill Lynch, Goldman Sachs. The information we were provided
with, and we understood, was that those firms, in fact, had
done the three 1largest amounts of underwritings during that
recent time period. So we got from Lazard a set of proposals
which, on their face, made a great deal of sense and were
consistent with what the directions were.

Lazard's presentation, I am sure, was reviewed by
staff. It was reviewed by, probably, counsel. It was
reviewed, or made available to Treasury. My recollection is
that no one had any either questions about the assignments, or
suggested 6r recommended changes from what Lazard gave us. We
got that presentation at a time whére the I-95 legislation was
still up in the air. It had not passed. It was in late June,
but even though it was late June, the bill still had not been
finally acted upon. So initially the expectations were that we
would take this plan into our public meeting with the
Commis¥ioners and get it approved in our June meeting. |
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- However, if we did that, we would have been actually
procéeding on a plan of refinance before the critical event --
in my mind a critical event -- had‘occurred: the direction
from the Governor and the Legislature to do the 1I-95
transaction. - So the June meeting was postponed and was
rescheduledrfor early July. The I-95 legislation passed that
final week. It was signed, I believe, on June 30. Therefore,
the recommendations we received from Lazard were presented to
the Authority in a public meeting on July 2, 1991. It was a
meeting at which all of the Commissioners had an opportunity to
ask whatever questions about whatever happened, and we took
',action{ The action we took was immediately available’publicly
to everyone. 1In that sense I mean that the document you have
that is stated recommendations of Lazard for underwriting--
That document was a public record and publicly available. As a
matter of fact, the press reports of that meeting, I am sure,
recite at some length what was happening. and what firms would
'~ be involved. ;

I will also say that while a lot of things‘we did were
controversial, and there were criticisms, there was a lot of
ériticism about the 1I-95 transaction. For example, people
expressed certain reservations -- or at least some people did.
My recollection is that no one at that time, in any position
public or private, ever questioned the rationality or the
appropriateness of the underwriting assignments. I think, in
my mind, that was because they seemed appropriate; they made
sense; they were what Lazard described as the "best and the
brightest from the underwriting community." »

'The assignment of Merrill Lynch, I was comfortable
with, because of all of the major underwriting firms in New
Jersey, I ’know of no firm that has made a stronger and more
visible commitment to having a presence in New Jersey thanbthe
Merrill'firms; So there was a rationality to Merrill having a
major role in the underwriting. It was consistent with the
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‘directive that Lazard had given, so the underwriting
assignments, as I looked at them, made sense. On top of that,
- Lazard understood that if they really expected to get the kind
of fee that I knew in their hearts they were hoping for, it was
up to them to give us a plan that would work, and a group of
underwriters that would do the job and bring it in on the basis
that we expected. _

ASSEMBLYMAN KAMIN: Mr. Kavanaugh?

ASSEMBLYMAN KAVANAUGH: What was my question? Was
there any particular order when the firms were questioned when
Lazard brought them in? How did you do that, by postmark, .or
alphabetically? Do you remember how that was when you did the
underwriters?

MR. GOLDBERG: I have absolutely no recollection of
how the order came about. Do you? '

MR. WATSON: My recollection would have been
alphabetically, but I could be wrong on that.
| ASSEMBLYMAN KAVANAUGH: So it seems that what you are
stating here is that Lazard made all the final recommendations.

MR. GOLDBERG: Lazard made the recommendations. The
actual, you know, decision was made by the Authority, but it
was based on--

ASSEMBLYMAN KAVANAUGH: At your July 2 meeting --
public meeting?

MR. GOLDBERG: Yes. _

ASSEMBLYMAN KAVANAUGH: At the time, prior to Lazard
coming with the various underwriters, were you aware of any

contact between Lazard and anyone in the Florio administration
| regarding the selection of Merrill Lynch?

MR. GOLDBERG: No.

ASSEMBLYMAN KAVANAUGH: Were you aware of any direct
relationship between Merrill Lynch and Lazard involving fee
splitting?

MR. GOLDBERG: No.
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ASSEMBLYMAN KAVANAUGH: You, in your statemenf, said
it‘ seemed appropriate that they would have these various
underwriters, and that if they were seeking the fee they
needed, they had to bring forth these individuals. Since that
time, we are all aware ~of the Massachusetts problem of fee
splitting between Lazard and Merrill Lynch. §So it seems like
it was kind of a comfortable deal. I am certainly sure that
Lazard would look favorably at Merrill Lynch, presence in New
Jersey or not.

How was Merrill Lynch chosen with the approval of the
Authority as the lead underwriter in the C & D share? I think
that was the $1.6 million. S |

' MR. GOLDBERG: They were chosen in the same fashion
that every other underwriter wés chosen. We got a
cbmprehensive list of recommendations from Lazard, and that is

-what Lazard recommended.

ASSEMBLYMAN KAVANAUGH: Was there anyone -- eithe: Mr.
Watson or you, Mr. Chairman -- anyone in the administration who
talked to the Authority to direct them to use Merrill Lynch
during the process? '

MR. GOLDBERG: No.

MR. WATSON: No.

ASSEMBLYMAN KAMIN: Excuse me, Mr. Kavanaugh, may 1
ask-- When you are referring to Lazard under this sequence of
events, you are specifically referring to Rick Poirier as the
person making the recommendations to you on behalf of the firm?

MR. GOLDBERG: Well, the bulk of the contact we had
with the Lazard firm was with Rick Poirier, so very often
Poirier and Lazard would be synonymous. I cannot tell you that
the recommendations we got from Lazard were just Mr. Poirier's,
however, because he had a team involvement there. In addition,
we had the presence, from time to time, of one of the other
partners, Jack Tamagni, who did take a certain active
involvement. I viewed the recommendationS-we got as being the
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recommendations of the firm, with Mr. Poirier, you know, having
'the lead -role in formulating what the firm recommended.

ASSEMBLYMAN KAMIN: Mr. Poirier was the lead role in
conducting the interviews, and then Mr. Poirier was the lead
role in putting together the package to recommend to you?

MR. GOLDBERG: That is correct.

ASSEMBLYMAN KAMIN: That was your relationship with
him as well, Mr. Watson? '

MR. WATSON: Yes, that is correct.

ASSEMBLYMAN KAMIN: Thank you.

Mr. Kavanaugh? _

ASSEMBLYMAN KAVANAUGH: Your memory is very good, Mr.

Chairman. I am just wondering now, when we had these lead
underwriters and we had the other ones which -- the smaller
underwriters-- They get together and they call them, what, a

"selling group” or something?

MR. WATSON: A "selling group,” yes. :

ASSEMBLYMAN KAVANAUGH: When did it first come to you,
as far as you becoming knowledgeable -- either of you -- that
‘Armagon (phonetic spelling) was a part of one of the selling
groups?

~ MR. WATSON: They're not.

MR. GOLDBERG: At no point in the entire refinancing
activity did the companies that have been mentioned in the
press -- Armagon and Consolidated Financial Management, or
whatever its name is-- At no time did either of those
companies participate in the underwriting, and at no time did
anyone, whether it be from Lazard or from any other source,
recommend that those firms be included in the financing.' They
never applied for inclusion; they were never considered for
inclusion; they did not participate in the Turnpike
refinancing; and, to my knowledge, they received no
compensation that came out of the Turnpike refinancing program.

ASSEMBLYMAN KAVANAUGH: All right. Do you have a list
available that you could give to the Committee of the selling
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groups for each issue? Would you be able to identify those?
- Is that in the packet? B
MR. WATSON: - Yes, we provided that. It is in two
documents. 1In my report of May 23, it's Exhibit "0." Then in
either the October 7 or the October 8 document, we submitted
the list again. So it is in two places. »
’ ‘ASSEMBLYMAN KAVANAUGH: Okay. Thank you, Mr. Watson.
'ASSEMBLYMAN KAMIN: Are you at a convenient point to
stop? _ | ' 5
' ASSEMBLYMAN KAVANAUGH: Yes, Dick.
ASSEMBLYMAN KAMIN: I am going to suggest that we take
“about a 10-minute recess.
ASSEMBLYMAN ROMANO: How about letting me speak first,
because I might have to run out the door?
ASSEMBLYMAN KAMIN: Certainly, Mr. Romano.
ASSEMBLYMAN ROMANO: Mr. Goldberg left.
_ MR. WATSON: Weil, he probably had a higher calling
right now. (laughter) '
ASSEMBLYMAN = ROMANO: In keeping with the-- I
- apologize, first of all, but I have my own problems up north.
ASSEMBLYMAN KAMIN: I understand.
ASSEMBLYMAN ROMANO: I am retiring, and a lot of last
minute things are coming up.
ASSEMBLYMAN KAMIN: You have to work out your pension.
- ASSEMBLYMAN ROMANO: I will continue in the
_ countenance that I always maintain, in your words, "loyal
opposition,” in mine, "contentious comedy.” I am not going to
be contentious here. I will just be "in comedy,"” if you will.
N .oust in my facilitator rdle here, I go back to
- Assemblyman Kavanaugh's comments about the history of the group
known as the Public Resource Advisory Group{ I believe, when
Mr. Watson spoke, it wasn't the number of different issues one
had with roads, but the total bonds -- the total amount of




money that each group was looked at. He was raising the point
of how mahy highway or road jobs this company listed in their
- resume.

MR. WATSON: Well, in the information that Securities
puts out, I think they list both money and number of issues.

' ASSEMBLYMAN ROMANO: And for the most part, it was the
number of issues -- the volume of the bonding?

' ASSEMBLYMAN WATSON: Well, we looked at both of them,

but the volume was important, too. ’ '

_ ASSEMBLYMAN ROMANO: You looked at both of them.
Also, in that same comment, because, you know, a lot of times
we speak-- No one speaks after you speak, and one might hear
what you have said and take it as a summation that that was, in
fact, what transpired. This is for my colleagues. I don't
mean this for you, Mr. Watson.

When Assemblyman Kavanaughvreferred to the voluminous

issue of the RFP, I think we all have to understand that RFPs
to these companies here-- This is boilerplate. I'm sure they
have that on some word processor someplace where they'just fill
in the different terms. It isn't that someone is sitting down
to write a doctoral dissertation.
‘ In any event, those are the only comments I wanted to
make, excépt for the fact that I do think we should recognize
that even in the agenda for this meeting here, we talk about
the issuance of debt by the State -- State agencies and
authorities. If my recollection serves me correctly, I don't
think there was a day imposed on what debt we were talking
about -- or what date, I should say. So, you know, any
reference that my colleagues might have had to prior, I think
are in keeping, but I think we are all here togéther trying to
come up with some sort of rationale so that we can best deal
with this issue of proper protocol in the isSuance of debt by
State agencies.
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You know, I rest with you 100 percent on this entire
issue. I look forward to the time when we will sit down and
éome up with a bipartisan effort. ' _ '

ASSEMBLYMAN KAMIN: Dr. Romano, you referred to the
RFPs as boilerplate. '

R ASSEMBLYMAN ROMANO: Well, the-- | |

ASSEMBLYMAN KAMIN: And yet the testimony we have
heard today from the Authority is, in fact, that this was such
a unique, special, sui generis deal; that it was somehow unique. .

| ASSEMBLYMAN ROMANO: Well, what I am saying is that
the power graphs and the information reqtested by you, Mr.
Chairman, are basic. You know, it isn't that they have to go
back into the history books. It is a numbers situation. I
think you will have to agree with me.

ASSEMBLYMAN KAMIN: Which is why, in fact, we were
concerned about the high fees for something that is boilerplate.

Back to you, Mr. Kavanaugh.

ASSEMBLYMAN KAVANAUGH: Mr. Chairman, I--

ASSEMBLYMAN KAMIN: Oh, we are going to stop.

ASSEMBLYMAN ROMANO: We're going to stop. I
appreciate your allowing me to break in.

ASSEMBLYMAN KAMIN: We will take a 10-minute break. I
-think everyone could use a chance to stretch. 1 appteciate the
patience of the witnesses today. I don't think we have that
much more to do when we come back, but I do think a break would
be a help. We will start at 2:20.

(RECESS)
AFTER RECESS:
ASSEMBLYMAN KAMIN: I think everyone is ready. We are

in the middle of questioning, with Mr. Kavanaugh. I would like
to-- '
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Mr Kavanaugh, are you prepared to pick up where you
left off?- ' ,

- ASSEMBLYMAN KAVANAUGH: Just some closing remarks
here: I understand that the Pdrt Authority issues a written
report describing how and why the participants are chosen.
Now, has the Turnpike Authority changed their policy in doing
like the Port Authority?

'MR. GOLDBERG: First of all, to my knowledge, the
Authority never had such a policy. It certainly didn't have
such'a\policy in connection with the '84-'87--

ASSEMBLYMAN KAVANAUGH: . Which Authority?

MR. GOLDBERG: The Turnpike Authority.

ASSEMBLYMAN KAVANAUGH: No, no, I'm saying you do not
have one. : . _
MR. GOLDBERG: The Turnpike Authority has not had--
ASSEMBLYMAN KAVANAUGH: The Port Authority does,
though. The Port Authbrity issues a written report describing
why and how bond participants are chosen. Now, do you think,
as far as the integrity of the process, that that would be
something you wduld be agreeable to? o

MR. GOLDBERG: I think that would be a useful thing.
By hindsight in this situation, if we were doing it over, I
think we probably would have done that. I don't think it would
have changed any of the decisions, but for purposes of
documenting the record, I think that would have been useful.

ASSEMBLYMAN KAVANAUGH: Just one last thing regarding
Bob Lurie, who is a career person in Treasury whom we all have
the greatest respect for. In a memo from him to Treasurer
Berman on the subject, he stated that criteria for selection
would be used, and that proposals’ should be gtaded by the
Committee and firms selected in general accordance with the
grades assigned. However, in the statement we have, or the
report, you stated it was impossible to assign separate scores
to each proposal. I am just wondering why the scoring system

wasn't used.
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MR. GOLDBERG: No, I don't think I said that, or at
least I do not recall saying it. What I think I said was that
I did not attempt to score them. Let me just say that Mr.
Lurie, in particular, was fully cogizént of the process that we
went through and how we did it. As we have indicated, he, in
fact, sat in on the interview procéss and he was aware of the
results of that process as recommended by Lazard. At no time,
as part of that process, did Mr. Lurie recommend that we do
what "~ he had in his memo. If he had reiterated that
recommendation at the time that we were doing it, it is quite
conceivable that we would have done it. _The/ fact is, the
Authority believed that it went through a comprehensive process
and that we had received the information that both we and the
financial adviser needed to make the decisions. The Authority,
at least in this case, was satisfied with the specific
recommendations that we got from Lazard as being consistent
with all of the information we had.

I don't take issue with the notion that as a matter of
regular procedure you go through that process. I wouldn't
overstress the value of it, because I think these processes are
so subjective that we may create a false sense of security. In
terms of how you are making these decisions, if one believes
that by going through a rating system or a numbering system,
you are, in fact, going to end up making the selection process
simpler or easier, I don't think that is really true. I think
the value of the process and the documentation is just that;
that it does explain to those who look at the process after the
fact more precisely what was done. o

ASSEMBLYMAN KAVANAUGH: What it was--

MR. WATSON: I think on my report--

ASSEMBLYMAN KAVANAUGH: [ gave you credit for this--

MR. WATSON: Yes, yes, you gave the Chairman credit
for something--
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ASSEMBLYMAN KAVANAUGH: I thought possibly in a quiet
evening you assisted him, but I see that the Executive Director
prepared-- |

MR. WATSON: Yes. _

ASSEMBLYMAN KAVANAUGH: The words I used were just--

MR. WATSON: Yes, I think it is on pages 17 and 18,
where we went through the process. It was my strong feeling in
going through it that since we were dealing, you know, with the
11 top firms in the world as underwriters -- everyone had
recognized them in the 'industry as the top firms-- In
listening to the presentations they were making and the top
managers that each of them was bringing in there, and after
reading each of their proposals, it was just very difficult,
for me ényway, to assign a separate and precise score. I would
have had a great deal of difficulty saying that one firm got 98
and another firm should have 97.5. I could not make that
distinction based on the interview process, the answers to the
questions, the proposals. That was my point in making that.
That does not mean you can't set something up and try to do
it. At that time, in 1991, given the type of firms we were
looking at, I simply could not make that numerical distinction.

ASSEMBLYMAN KAVANAUGH: I would think, though, that
the financial adviser would be able to do that -- the process
-- for the dollars that were received there. It is just
something as far as trying to clarify.

That is all, Mr. Chairman.

ASSEMBLYMAN KAMIN: Thank you, Mr. Kavanaugh.

We will now go to-- Does Mr. Romano want to make any
other comments at this point? (no response) We will go over
to Mr. Gibson for his questions. '

ASSEMBLYMAN GIBSON: Thank you, Mr. Chairman.

I have a few questions on the holdback pool
allocations. But before I start those questions, something
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tame up earlier today that I need a 1little clearing up on.
Maybe it will also clear up a question Assemblyman Kamin had.

When you gook over this four-mile stretch, did you put
Turnpike employeés on there to maintain it?

MR. GOLDBERG: Yes.

ASSEMBLYMAN GIBSON: Okay. So basically--

MR. GOLDBERG: And State Police.

-MR. WATSON: Yes, we hired additional State Police.

ASSEMBLYMAN GIBSON: Now, the State Police you 'use
‘are--

MR. WATSON: Our State Police.

ASSEMBLYMAN GIBSON: You don't have the same State
Police as the rest of the State? Well, I don't want to get
into that; that's--

MR. GOLDBERG: Well, we don't have the same State
Police. We have ‘a different troup, and we pay for oﬁr State
Police. _ : |

ASSEMBLYMAN GIBSON: You have your own maintenance
people there. It basically becomes your road. You just don't
charge tolls on it, and you are eligible for Federal aid on
that four-mile stretch. You said that. - Have you made any
applications for Federal aid?

' MR. GOLDBERG: Yes.

ASSEMBLYMAN GIBSON: And you have received it?

MR. WATSON: It is in process now. We required-- Our
agreement was that we would get at least $6 million a year for
five years, as the Chairman said, from the Federal allocation.
We have performed several million dollars' worth so far, and we
are in the process of being-- You have to expend it first, and
then you get reimbursed 1later. We are in the process of
getting that money reimbursed now.

ASSEMBLYMAN GIBSON: That Federal aid comes through
DOT or directly to you?

MR. WATSON: Through New Jersey DOT.
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ASSEMBLYMAN GIBSON: Okay; all right. That clears it
up for me. That clearly has become your road, just like you
went out and bought a piece of real estate.

"MR. GOLDBERG: Yes. If something happens there, we
get sued. ' .

ASSEMBLYMAN GIBSON: All right. There was $219,000,
plus or minus thousands of dollars of holdback pool money. Mr.
Wafson, can you explain to the Committee who initiated the idea
of a holdback pool and who approved of its use?

MR. WATSON: Well, as I understand it -- and I am not
an expert in that field; that is why we hired financial
advisers and others -- it 1is common in the industry for
financing like this to have a retention of some percentage. I
think in our interviews with the firms, they indicated it was
something like a 10 percent retention that was held back to be
redistributed amongst the uhderwriting and selling groups in
anticipation that some of them may not have gotten as many
bonds to sell as they could have sold. In other words, they
might have said, "We can sell 400," and they got 20.

That is my understanding about what that pool is.
That was administered by the financial adviser.

ASSEMBLYMAN GIBSON: So the idea was not initiated by
anybody currently. It is what has been done as a standard.

The other question was: Who approved of its use in
this case? v '

MR. GOLDBERG: All right. Let me take your first
questidn. In this case, as I recall it -- and I think we had
some writings there; Mr. Watson might have to double check --
" we had tbld Lazard, as a generality, that we did not want a
situation where the seniors were holding all of the profits and
benefits to themselves; that they were being fairly allocated.
We also wanted to make sure that there was proper inclusion of
the kind of firms that I mentioned several times -- women- and
minorify-owned firms. So that fund, as I understood it, was a .
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way of reserving funds so that to the extent there was a need’
to make = sure thaé there had been full inclusion of the
different kinds of firms, there would be an opportunity to do
“that. ‘ '

Now, having said that, and as a generality, to my
knowledge the Authority never directed Lazard to allocate any
specific amount of funds to any épecific underwriter. All the
Authority did was give them the general directions that I havé
mentioned. To the extent that there was a holdback of funds
and to the extent that there was any distribution from those
funds, the actual, you know, distribution of those funds was
done by Lazard. It was not done by the Authority or at the
direction of the Authority, and certainly not at my direction.
I never directed Lazard specifically with regard to allocating
funds.

‘ Mr. Watson, do you have anything to add?

MR. WATSON: No. That is my understanding, too. We
never gave them, you know, any indication of what firm to give
whét money to, but to make sure it was allocated fairly.

| ASSEMBLYMAN KAMIN: Excuse me. Mr. Gibson, if I
may-- It was my understanding that there was, in fact, a
letter from Merrill Lynch, as senior underwriter, to the
- Authority, requesting guidance on how to handle the holdout
pool.> ; ,
| MR. GOLDBERG: I don't believe there was a letter from
Lazard contemporaneous with the underwriting--

ASSEMBLYMAN KAMIN: No, from Merrill Lynch.

MR. GOLDBERG: From Merrill Lynch? I don't recall
such a letter. : _ _

ASSEMBLYMAN KAMIN: Do you recall such a letter, Mr.
Watson?

MR. WATSON: If it had come, it would have gone
directly to the financial adviser. 1If it came to us, we would
.have sent it right tb the financial adviser.

ASSEMBLYMAN KAMIN: Do you recall seeing the letter?
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MR. WATSON: I don't recall that, but if there was
one, it would have Qone that route.

MR. GOLDBERG: The only thing I recall seeing after
the fact -- and, you know, there has been a lot of paper and it
is possible that something was missed-- The only thing I
recall seeing after the fact was a document that was in the
material submitted by Treasurer Crane to, I think, this
Committee, which I understood was a document that came from
Merrill Lynch. It had a list of underwriters in it with an
indication as to an allocation of an amount of bonds to a group
of underwriters. :

That document, to my knowledge, the Authority did not
receive or see at a time contemporaneous with the
underwriting. I don't have any awareness - of any specific
allocation of bonds to underwriters. To the extent that that
has occurred, or did occur, to my knowledge that would have
been undertakeh by the Lazard firm. If they did it, presumably
they were doing it pursuant to the general directions we had
given them.

ASSEMBLYMAN KAMIN: That letter was more, I
understood, who were the participants in the syndicate. But
the letter I was referring to was one where Merrill Lynch was
responding to the holdback-- ' _

. MR. GOLDBERG: If you got that letter, it might be
helpful to refresh our recollection.

MR. WATSON: It might refresh our memory if we could
see it. |

ASSEMBLYMAN KAMIN: I don't have it. I was hoping
that perhaps you did or had some knowledge of it. '

MR. WATSON: No. ' 7

MR. GOLDBERG: I just don‘'t remember that kind of a
letter, so I don't even know where to look. »

ASSEMBLYMAN KAMIN: All right. Clearly, on something
of this significance Lazard would not be acting without some

direction, in my view.
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B | Mr. Gibson, please go ahead.

ASSEMBLYMAN GIBSON: Of the $219,000, $84,000, plus or
minus, went to Butcher & Singer. As I understand it, this
holdback was to go to the minorities. Is Butcher & Singer--
It is certainly not a New Jersey firm. Is it a minority firm?

B MR. GOLDBERG:  I don't know. I don't think it is, but
I have to tell you that to my knowledge, no one at the
Authority directed either the financial adviser or a senior
underwriter to allocate any specific’ amount of bonds to any
underwriter, including Butcher & Singer.

ASSEMBLYMAN GIBSON: So the allocation to Butcher &
Singer would not have been by the Authority. It would have
also been contrary to your general guidelines to set this out
to minorities and New Jersey firms?

MR. GOLDBERG: Well, it certainly would not have
followed from those guidelines what the basis would have been
for giving an allocation to Butcher & Singer. I don't know. I
have no way of knowing why that was done, assuming it was done.

ASSEMBLYMAN GIBSON: But it is your testimony that --
and you can say yes or no -- the $84,000 that did go to Butcher
& Singer was contrary to the general guidelines on where this
holdback was to go?

MR. GOLDBERG: I wouldn't say it was contrary.

ASSEMBLYMAN GIBSON: Not to a specific firm, but to
these minority and New Jersey firms.

MR. GOLDBERG: It may not have been conﬁraty, but it
was not pursuant to the guidelines. I mean, the guidelines
were to make sure that there was fair inclusion of a certain
kind of group of firms. In addition, there was a general
guideline to make sure that there had been a fair distribution
among the underwriters of bonds. That is a very general
guideline. Why Butcher & Singer did or did not get allocated
the amount of bonds they got, I don't know, and it was not at
the direction of the Authority.
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ASSEMBLYMAN GIBSON: All right.

ASSEMBLYMAN KAMIN: Who told Lazard, then?

MR. GOLDBERG: I don't know that anyone told Lazard.
I mean, that may well have been a'judgment made by Lazard for
its own reasons, and I don't know the basis for such a
judgment. I do not have that information.

ASSEMBLYMAN KAMIN: Go ahead, Mr. Gibson. 1I'm sorry.

ASSEMBLYMAN GIBSON: That's all right. ’

Both of your testimonies then are consistent with what
was in The ggurig;4ugws. You were quoted as saying that you
only provided general guidance, not the distribution. You have
already said that today. So somebody had to decide the
distribution on this holdback pool. What we would like to find
out, if we can -- if you know -- is} who made that decision?

MR. GOLDBERG: Well, I don't know, but my assumption
would be that to the extent that anyone was in communication
with underwriters about the distribution of funds, it would
héve been - Lazard. Lazard would be doing that, presumably,
pursuant to the general direction that Lazard had from the
Authority. ’

ASSEMBLYMAN GIBSON: Other than the fact that this
particular firm was not a New Jersey firm and not a minority
firm. ‘

MR. GOLDBERG: Yes. This was not a New Jersey firm,
as far as I know; it was not a minority firm. If, in fact,
they got an additional allocation beyond what had initially
been granted them, the Authority doesn't know why that occurred.

ASSEMBLYMAN GIBSON: Are either of you aware of--
First of all, did Joe Salema contact either of you with regard
to any of this distribution of the holdback pool?

MR. GOLDBERG: No.

MR. WATSON: No.

ASSEMBLYMAN GIBSON: Are either of you aware of him or
anyone else in the administration contacting Lazard with regard
to this distribution?
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MR. GOLDBERG: No.

MR. WATSON: No. , _

ASSEMBLYMAN GIBSON: Is it your view that Lazard was
reporting to the Treasurer's Office?

MR. GOLDBERG: Lazard had, in essence, instructions to
keep the Treasurer's Office fully informed as to what they were
doing. You know, based on the conversations we would have from
time to time, I certainly understood that Lazard was in fairly
regular communication with people in the Treasury Department.
Presumably, most of that would have been with Lurie, but it
could have been with others, because they were doing a variety
of things where it might have been logical, you know, to follow
up with different people within the Department. '

But Lazard ‘was expected to keep Treasury aboard,
because everything we did required Treasurer approval. So
beyond that, if we were doing something that to the Treasury
looked wrong, or looked like it wasn't the right way to do it
or the best'way to do it, I would have, you know, welcomed any
comménts or assistance that they would provide{ And over the
course of time, they did provide comments and assistance.

ASSEMBLYMAN KAMIN: Mr. Kavanaugh?

ASSEMBLYMAN KAVANAUGH : Through the Chairman, what was
your reaction regarding Butcher & Singer, a non-New Jersey
firm, nonminority £irm? When did you become aware of this
allocation that they received or why they received it?

'MR. GOLDBERG: Oh, some--

ASSEMBLYMAN KAVANAUGH: Let me just follow through. I
think as the CEO of an organization where we are talking about
millions>of dollars being handled here, that it would show a
lack of responsibility, an almost irresponsible action, on the
part of the Authority to allow this to happen when you know
there are certain guidelines, certain things that are very,
- very much in Athe forefront as far as the Legislature is

" concerned.

When did you become aware that this firm received this?
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MR. GOLDBERG: Well, before you quickly conclude that
there has been a lack of responsibility, you probably should
have the answer to that question. The answer to that questibn
is that the Authority, at 1least I at the Authority, had no
information about any specific allocation to underwriters,
including Butcher & Singer, until after the review of these
matters occurred starting last April and May. I did not see
any document or paper that suggested that Butcher & Singer
received additional bonds until after, I think, Secretary -- or
Treasurer Crane submitted documents to this Committee. I don't
remember when that was done, but it was clearly within, I would
guess, the last six months.

I will further tell you, although you did not ask--

ASSEMBLYMAN KAVANAUGH: Were you incensed, as the
Chairman, when you saw this; that a nonminority and a non-New
Jersey resident received an allocation? What was your reaction?

MR. GOLDBERG: My reaction was that it was something
that, on its face, did not square with what we expected to have
been done. I did ask counsel to follow up on that to the
extent possible.

ASSEMBLYMAN KAVANAUGH: Was that verbally or in a memo?

MR. GOLDBERG: There is a writing on that somewhere, I
think, sometime within the last three or four months. At this
point, because of the fact that there are active, ongoing
Federal investigations which are pursuing these things -- I
presume in detail and in-depth-- At this point, it does not
seem that the Authority, on its own, is going to get answers to
these questions any quicker than these investigators will get
~ them.

But the Authority has a concern about that kind of
issue, and did express it. I believe there is-- If I am not
mistaken, I think there was a memo -- possibly to Mr. Watson --
you know, expressing not only some concern, but requesting that
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we- do whatever we could do  at that point to get more
information. At this point, I do not have more information.

ASSEMBLYMAN KAVANAUGH: Through you, Mr. Chairman, was
that memo-- That memo was from you, as Chairman, to Mr.
Watson, as the Executive Director?

MR. GOLDBERG: That is correct.

ASSEMBLYMAN KAVANAUGH: Have you had a response,
either verbally or in writing, from the Executive Director to
you, as Chairman? o ‘ |

' MR. GOLDBERG: We've talked about it, and at this
point I have talked to counsel. While I do not want to go into
detail, the Authority, at this point, is limited in terms of
pursuing questions which in the ordinary course we would pursue
because of the ongoing Federal investigations. We do not want
to in any way interfere with, or impede, those investigations.
That, based on discussions with counsel, you know, limits what
we can do at the moment. ~ _

, ASSEMBLYMAN KAVANAUGH: Through you, Mr. Chairman,
wouldVYOu characterize-- Would I be right in saying that you
were dismayed when you found out about this?

MR. GOLDBERG: Look, I don't want to characterize it
other than to say it was a surprise to me to learn that there.
had been an explicit vallocation of bonds to a 1list of
underwriters, and that on that list the allocation to Butcher &
Singer in particular did not seem to make sense on its face.
It was questiohable enough in my mind for us to seek further
information. We have attempted to do that, but as of this
point, I don't have further information.

| - ASSEMBLYMAN KAVANAUGH: Were any of the requests
directed to the Treasurer?

MR. GOLDBERG: I think we inquired of Treasury where
~they got that document. My understanding is that we were told
by, because-- The document said it came from the Turnpike, and
it did not. |
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MR. WATSON: We were told it came from Merrill Lynch.

ASSEMBLYMAN KAMIN: I'm sorry, Mr. Watson? ’

MR. WATSON: We were told it came from Merrill Lynch,
as I recall, because I was incensed, too. My big interest was
in making sure that minority firms, which very seldom have a
chance at participating in events 1like this, participated.
Most of my questions to the panel when we interviewed them were
in that area. They all insisted, beyond any question, that
they were going to perform equally in this area. When 1 saw.
it, I was just as incensed as the Chairman. I recall talking
to Mr. Lurie about it and asking where it came from. My
- recollection is -- and I probably have a letter on this point
-- that it came from Merrill Lynch themselves. »

That is as far as we can go. The Chairman is
correct. We have talked to counsel trying to get the answer.
Counsel has talked to counsel. Apparently once these
investigations start, staffs to staffs don't talk anymore. So
we run into a blind wall at this point.

ASSEMBLYMAN KAMIN: If I may, Mr. Kavanaugh?

ASSEMBLYMAN KAVANAUGH: Just to that pbint, Mr. Watson
has clarified it. The Chairman wasn't dismayed; the Chairman
was incensed. o

ASSEMBLYMAN KAMIN: Thank you, Mr. Kavanaugh.

On that point -- and maybe it would help -- Butcher &
Singer is part of the merger with Weekford Securities (phonefic
spelling). Butcher & Singer was the largest Pennsylvania firm
in the securities business in Pennsylvania -- home based in
Pennsylvania. They are now affiliated with Weekford
Securities, which happens to be the largest firm in
Pennsylvania -- or, excuse me, in Virginia, headquartered out
of Richmond. That is a huge distribution network. For a firm
of that size, as a regional, significant~firm, to be in the
pool allocation does not make sense.
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; Did you-inquiré in writing for an explanation of this
from Lazard, specifically to Rick Poirier?

~ MR. WATSON: No, I don't think I did in writing. I
think since we were into the situation of the investigation, I
talked to counsel to make contact with counsel.

ASSEMBLYMAN KAMIN: Your counsel?

MR. WATSON: Yes, our counsel to call their counsel;
lawyers to talk to lawyers and figure out if we could get some
~answer to that.

ASSEMBLYMAN KAMIN: Did you get a response back from--

MR. WATSON: Not yet.

ASSEMBLYMAN KAMIN: FSo counsel has not been able to
~report back to you from either contacting Lazard or Merrill
’Lynch, or any of the senior underwriting firms that were
involved in the deal? ’

MR. WATSON: I have not received anything.

_ ASSEMBLYMAN KAMIN: Okay. And you have not'réceived
any communication verbally either?

MR. WATSON: No.

ASSEMBLYMAN KAMIN: Okay.

Mr. Gibson? ‘

ASSEMBLYMAN GIBSON: I am curious about how long ago
you referred that to counsel?

_ MR. WATSON: It would have been in recent months,
since the information came out in the Treasurer's documents.

ASSEMBLYMAN GIBSON: Three months?

MR. GOLDBERG: Within the last two or three months.

- MR. WATSON: The last three or four months.

.ASSEMBLYMAN GIBSON: What incentive would Lazard have
for creating their own distribution pool, assuming they did?

| MR. GOLDBERG: Well, I think we may be creating a
misimpression. I want to be careful about that. There was
nothing wrong with there being a holdback pool, from the
Authority's point of view. It was consistent‘ with our
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instructions. I think that at some point we may have, in fact,
written the underwriters indicating that, you know, that was
something that could be done, or should be done.

So the fact that there was a holdback pool, in and of
itself, did not mean to the Authority that anyone -- Lazard or
anyone else -- was not, you know, proceeding in the best
interest of the Authority. That is different from the qﬁestion
of what happens to the money that is in the holdback pool. On
that issue, from the Authority's standpoint, the Treason ‘for
that pool was to accomplish the objectives we have already
stated. If it was wutilized for other reasons, then the
Authority would have to have, from the financial adviser or the
underwriter, an explanation, you know, for those allocations.

"As we have already testified, we, with regard to Butcher &

Singer in particular, have not gotten an explanation for why
they would have gotten an allocation.
' I can't tell you that there is no basis for that

allocation or that it was improper or that it was wrong. I
don't know that. All I know is that on its face, it did not
square with what we were expecting to happen. At the very

least, you know, we should have an explanation.

The other aspect of it is, we never got that
information from Merrill Lynch at the time that the allocations
were going on. So we were nevet in a position at a time when
it would have been useful to understand) you know, what these
decisions were or who was making them. '

So we have taken action after the fact. When we
finally, for the first time, saw that kind of specifics-- We
had a lot of trouble with Merrill Lynch at the wrap-up of the
underwriting. Mr. Watson can probably speak to that better
than I. But all of the underwriters were directed to report
after the completion of the wunderwriters-- The senior

underwriters were directed to giVe us a breakout as to who got

~an aPiocation of bonds. We got those allocations fairly
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p:omptly from the other senior writers, from First Boston, from
Goldman Sachs, and whomever. With Merrill Lynch, we got some
of that information. We did not get a complete report.

The absence of a cbmplete report concerned the
Authority sufficiently that, as I recail, Mr. Watson wrote
Merrill Lynch, you know, telling them that they were éupposed
‘to give us a complete report. While I am not absolutély
certain of this, my best recollection is that while we got a
certain amount of information ébout how they distributed the
bonds they were involved in, we never got a total, you know,
explanation of that distribution. And we certainly did not get
that kind of detail that was on the document that Merrill Lynch
produced for the Treasdrer‘s Office.

So the Authority, at that time, was concerned about
it. It took some steps to get that information. We have
gotten a certain amount of compliance. We did not get
compliance from Merrill Lynch that was completely satisfying.

ASSEMBLYMAN KAMIN: Go ahead, Mr. Gibson.

ASSEMBLYMAN GIBSON: I ambfinished with that, but I
-have something else, unless somebody else--

ASSEMBLYMAN KAMIN: No, go ahead.

ASSEMBLYMAN GIBSON: Okay. On your comparison of
financing costs, you indicated that you have done considerably
better in the current offering than what was done in '84-'87.
Let me take just one item that you have, in fact, done better
in. I would question whether it is all because of additional
talent or additional energy. There may be another explanation
for it. If there isn't, then fine. But take the traffic
consultant as an example. . That went down from $191,000 to
$13,000. ' ‘

ASSEMBLYMAN KAMIN: This is page 10 of that report--

ASSEMBLYMAN GIBSON: - Yes. .

ASSEMBLYMAN KAMIN: --that we are referring to?

ASSEMBLYMAN GIBSON: Yes. '
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ASSEMBLYMAN KAMIN: Thank you, Mr. Gibson. Go ahead.

ASSEMBLYMAN GIBSON: I don't necessarily believe that
is because the current Authority was so much more aggressive in
holding the costs down. Would you please give us some insight
on why you feel that the traffic consultant went down so much?

MR. GOLDBERG: 1I'm sure you're right that that kind of
figure did not come down because we were more efficient. Mr.
Watson may have a more complete answer than I. My guess would
be that we had just gone through the toll increase and, as a
result, the traffic revenue studies we had were very current.
Therefore, it was not necessary for the traffic conSultantvto
vdo much more than just update fairly current reports. ‘

MR. WATSON: That is correct.

MR. GOLDBERG: That, I am sure, is the reason.

ASSEMBLYMAN GIBSON: Are there similar things to that
throughout the--

' MR. GOLDBERG: wéll, there are differences. Each
financing is different. We spent, in some cases, more, and
there are reasohs for that. For example, I don't think we

spent more for counsel, and of course, attorneys' fees between
‘85 and '91 probably went up. | But, for example, we spent
$277,000 for special tax counsel, which was not employed in the
earlier one. We did that because, among other things, it was
the judgment of the Authority, particularly of its Chairman,
that even if I was overloitering the issue, that the complexity
of this transaction was great enough in mny mind that I wanted
the security that came from having the best tax counsel I could
get.

. We used Mudge Rose; we used Bobk Ferdon. We went
through a process in selecting tax counsel, but that process
satisfied me that we got, in Mr. Ferdon, if not the most
qualified tax expert on this kind of issue in the country,
certainly someone who is among the premier group. I considered’
that money well spent. Therefore; you know, the fact that that
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kind of advice was not needed with an ihitial refihancing, in
my mind, -didn't mean that we should not have spent it. It was
money that we should have spent. _

But, look, the order of magnitude speaks for itself.
I mean, you can walk around these numbers as long as you want,
and you can console yourself with the notion that market
conditions were different, and of course, they are different
every single day. But the fact is, the Authority, in 1984-'87,
spent $67 million to do no more than what we did in °'91-'92,
and, on its face, these numbers would not satisfy me. v |

Now, I was not Dbrought into the Turnpike to
investigate this earlier financing, and I did not spend a lot
of time doing that. But I spent enough time to look at these
numbers to satisfy myself that if there was any way we could
avéid spending this amount of mdﬁey in a mandated refinancing,
we were going to do everything possible to ensure that that
happened.

ASSEMBLYMAN KAMIN: I just have to interrupt on this
one, Mr. Goldberg, respectfully. The issues back in the '80s,
in fact, were larger -- over 4.1 billion worth of bonds -- and
it was an ongoing process 1in that there had to be the
recalculations of the fixed interest rates. It was not just a
one-shot deal. So I don't think you can say, in my,view‘é-
correct me if I am wrong here -- that somehow this was only a
little bit different from the last time.

MR. GOLDBERG: In this day and age, if you could do
that same deal the way it was done in °'84, and you did it for
that kind of money in this climate, you would spend a lot more
'time than I am spending explaining why you did it.

Now, if you think that is a good expenditure, you are
entitled to youf opinion. I'm telling you that, on its'face,
that amount 6f money is very hard to jﬁstify, particularly when
you can compare it with the numbers we compiled. If you want
to do it on the basis of calculations on market, fine. But I
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don't believe that that financing cost represented the best
that could be done, or anything close to it. In my mind, the
best proof of it is what we did in '91-'92. You don't have to
accept that. You can disagree with it.

ASSEMBLYMAN KAMIN: Well, the market conditions have
changed, and it is not that deal that is under investigation.

- Mr. Gibson, please go ahead. ,

ASSEMBLYMAN GIBSON: I'm finished, Mr. Chairman.
Thank you, and thank you, gentlemen.

ASSEMBLYMAN KAMIN: If I may, just to finish up on a
couple of points Mr. Gibson had, could youbhelp me with the
call notice?  What is that -- on page 10 again of your -- the
$441,0007 _

MR. GOLDBERG: As part of the refinancing scheme, one
of the things that the Authority had to determine was the
amount of bohds that pursuant to our indenture we could call
and redeem at par, as against that premium. In order to do
that, among other things, we had to go through a call notice,
and that is the cost inéolved in that. I will also tell you
that there is a dispute among some of the owners of the bonds
that were called that is in court. They are arguing that the
Turnpike did not properly do what it could do, or it went
béyond what it should have done and did not call, you know--'
We should not have called certain bonds.

Since that is in 1litigation and in the hands of
counsel, while I would be happy to explain in generalities, I
don't think this is the appropriate forum to get into a lot of
detail on what may affect pending litigation.

ASSEMBLYMAN KAMIN: In a rough sense, how much of the
$441,000 would have been actual cost of the publications versus
technical advice?

MR. GOLDBERG: I don't think there is any advice in
there. T think it is whatever was required as a matter of the
indentures. It is 1like an out-of-pocket expense. I don't
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think there is any lawyering'or anything in there, but I have
to say that I don't really know. '

Can you answer that, Mr. Watson?

MR. WATSON: No. Most of it, as I recall, had to do
“with the selection of ‘what bonds are called. There 1is an
arbitrary prodeSs to do that, and it is a very complicated
process. It came back as that being the cost for the process.

» | ASSEMBLYMAN KAMIN: Two more very brief questions:
One, the other counsel you referred to was also involved in the
other offetings. Who was the other counsel, as referred to on
page 10 -- the name of the firm? , o

MR. GOLDBERG: The firm that served as bond counsel?

ASSEMBLYMAN KAMIN: On page 10, bond counsel--

MR. GOLDBERG: Page 10 of what?

ASSEMBLYMAN KAMIN: Of your report --- bond counsél,
other counsel, special tax counsel -- on your comparison of
fihande costs? '

MR. GOLDBERG: Oh, okay. Oh, all right.

MR. WATSON: Bond counsel was Morgan Lewis.

MR. GOLDBERG: Bond counsel was Morgan Lewis &
Bockius. Another counsel would have been -- an Authority
‘counsel -- Sills Cummis.

ASSEMBLYMAN KAMIN: Who made the determinations as to
what firms were, in fact, filling these slots?

MR. GOLDBERG: Well, Sills Cummis had been retained by
the Authority, in fact,'before Mr. Watson and I arrived, so
that was not a decision that was made as part of the
refinancing. Morgan Lewis, or the selection of bbnd counsel
and the selection of special tax counsel both went through an
RFP process which was basically headed up by Mr. Cummis of the
Sills Cummis firm, which, in turn, was brought back by way of
recommendations to staff, the Chairman, and ultimately, thé
fuil Autho:ity.
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ASSEMBLYMAN KAMIN: So Sills Cummis, in the selection
of these-different firms, functioned in much the same way as
Lazard did for the selection of the underwriting firms?

MR. GOLDBERG: Well, it was a much lesser assignment.
It was an assignment to put together a list of qualified firms,
to interview them, and to make recommendations as to which
firm, or firms, should be considered for selection.

ASSEMBLYMAN KAMIN: My final question: Did anyone in
the Governor's Office or the Treasurer's Office contact you
with suggested names for the RFP?

MR. GOLDBERG: Oh, it's possible. I mean, that I do
not recall, but-- o

ASSEMBLYMAN KAMIN: Mr. Watson?

MR. WATSON: Not that I recall.

ASSEMBLYMAN KAMIN: But it is possible in your case,
Mr. Goldberg? - |

MR. GOLDBERG: It is possible. I don't remember, but
it is quite possible that the names were, at one point or
another, suggested. That does not mean that any-- I got
recommendations for everything, from everybody. I mean, I had
bushels of recommendations from almost everybody who lived and
breathed, it seemed to me.

ASSEMBLYMAN KAMIN: The amount of $2.9 billion does
generate a great deal of interest. - '

MR. GOLDBERG: I was nevef such a popular figure with
Wall Street as I was then, and I never will be again.

ASSEMBLYMAN KAMIN: Mr. Goldberg, Mr. Watsoh, I am
very appreciative of your patience and of your testimony.
today. It has been enlightening.

That concludes today's proceedings. My thanks to the
Office of Legislative Services, again, for their expert help,
and to the Committee members and staff.

This meeting is adjourned.

(MEETING CORCLUDED)
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NEW JERSEY TURNPIKE AUTHORITY

P.0O.Box 1121 New Brunswick. N.J. 08903 (201) 247-0900

DAVID ) GOLOBERG STATEMENT OF DAVID J. GOLDBERG, CHAIRMAN
NEW JERSEY TURNPIKE AUTHORITY
TO ASSEMBLY APPROPRIATIONS COMMITTEE
DECEMBER 14, 1993

The New Jersey Turnpike Authority appreciates the
opportunity to appear today before the Assembly Appropriations-
Committee to respond to any questions concerning the Authority’s
refinancing activities.

Within the last ten years, the New Jersey Turnpike Authority
refinanced its entire bonded indebtedness on two occasions. The
first occurred between 1984-1987. The most recent occurred in
1991-1992.

The 1984-87 refinancing took place primarily because the
Authority in 1985 borrowed 2 billion dollars to finance a widening
of the Turnpike in the north between interchanges 11 and 18,
including both the eastern and western spurs. The widening also
included dualization of the portion between interchanges 8A and 9.

At the time of its 2 billion dollar borrowing, the _
Authority’s program was conceptual. The Widening Program had not
been designed and essential state and federal permits had not been
obtained.

1984-87 REFINANCING

In undertaking this refinancing, the Authority:

1. Did not retain or use an independent financial advisor
‘ until 1987 at which time the program was substantially
completed.

2. Did not engage in any public solicitation of underwriters
to carry out the program. ’

3. Assigned the responsibility to act as Authority financial

advisor and lead underwriter to a single underwriter,
Smith, Barney, Harris, Upham & Co., Inc. (Smith Barney).
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" NEW JERSEY TURNPIKE AUTHORITY

4. Left the structuring of the underwr;tzng essentzally to
‘Smith Barney.

5. Did not undertake an effective cost control effort. As a

' result, the cost of the refinancing was approximately 67
million dollars. Underwriting costs alone exceeded 57
million dollars. Payments to Smith Barney for its
services as Financial Advisor exceeded 4 million dollars.
Printing costs were more than 2.5 million.

By contrast, the 1991-92 refinancing cost $26 million; $40
million less than the 1984-87. The Financial Advisor received
$2.275 million and underwriters $20 million. Printing costs were
less than $600,000.00. (See attached chart).

1985-90 CONSTRUCTION PROGRAM

Significant problems arose because the Authority decided to
borrow 2 billion dollars before its program had progressed beyond
the conceptual stage. The 2 billion dollar borrowing was premised
on the Widening Project being completed by the end of 1990.
However, the Authority was able to place under construction
between January 1986 and April 1990 less than 250 million dollars.
In an effort to accelerate construction, the Authority spent
approximately 70 million dollars to plan and design the widening
of the Western spur before obtaining required State and federal
approvals. Because the required permits were not issued, the
Administration of Governor Kean in 1989 abandoned this project.
The 70 million dollars expended on these plans have been of no
value to the Authority.

1985-90 FINANCING DECISIONS

. The borrowing of 2 billion dollars also substantially .
distorted the Authority’s financial decisions. 1In 1985 as part of
the 2 billion dollar borrowing, the Authority committed itself to
increase tolls by 40% effective July 1, 1986 and by an additional
40% January 1, 1990 to pay for the increased costs of the
Authority’s debt. The 1985 borrowing predated more stringent tax
limitations imposed in 1986. The Authority, therefore, for a five
year period, was able legally to invest unexpended construction
funds and to divert the arbitrage earnings from such investments
to pay Turnpike expenses. Since the construction program did not
proceed on schedule, most of the 2 billion dollar borrowing
remained available for investment and produced substantial
short-term earnings. The Authority decided in lieu of raising
tolls on schedule to apply these investment earnings to the
growing shortfall between toll revenues and Authority expenses.
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New Jersey Turnpike Authority

Comparison of Financing Costs
1984 - 1987 Offerings

1984 1985 1987
Service Oftering Offering Offering Total

Underwriting/Remarketing Fees 314,758,673 24,012,500 18,243,323 $57.014.496
Management/Financial Advisor Fees - 2,500,000 1.621.286 4,121.286
Advertising 247,572 - 118,788 366.360
Accounting 45,000 82,000 18,314 155.314
Verification Agent 35,000 - - 35.000
Bond Counsei 384,236 531,674 159.427 1,075,337
Other Counsel 58.854 105,650 268,426 432.930

Special Tax Counsel - - - -

Call Notice - . - - -
General Consultant 7.979 - - 7.979
Traftie Consuitant 29.806 161,590 - 191.3926

Marketing - - - -
Printing 616,739 1,247,181 704,058 2.567 9238
Rating Services . 69,950 95,000 85.000 249,950
Trustee, Registar, Paying Agent 594,475 25,000 25,000 634 475
Misceilaneous _ 34.985 - - 34 985
$18 683.269 28.770.565 21.243.622 S66 827 2€6

New Jersey Turpike Authority
Comparnson of Financing Costs
1991 ~ 1992 Oftenngs
1991 A 1991 8 1991 CO 1992 A 19928 :
Service Cffering Citenng Offering _Oftering _ Oftering _ Teal

Underwrmaing Remarketng Fees 2376331 610.442 10.959615 5,499 036 638,761 20584 165
ManagemertFinancial Advisor Fees 425,000 125.000 1,200.000 525,000 - 273 00
Advertsing - - - - 213,166 13166
Accounting 25.000 11.000 11,000 11,000 8,000 &6 000
Verification Agent 5.000 5.000 4,500 - - *4 500
Bond Counsel 380.875 2336 264320 63,039 112761 843 331
Other Counsel 214211 23865 139258 54458 13,754 38 5436
ASpoa'al Tax Counsel 91,140 17 541 155,004 11,093 2,808 77 %86
Call Notice 2,384 2384 437,165 - - 41933
General Consuftant 24250 1,147 - - - 5 397
Traffic Consuttant 8,824 - 4,330 - - 13154
Marketing - - - - 7 056 27 056
Printing 112,047 60.323 . 154617 96 266 155379 ST8622
Rating Services 122,000 63.000 155,000 120,000 12,600 472,600
Trustee, Regisvar, Paying Agent 32,601 15813 240,883 14911 13,891 318199

Miscellaneous = - - - 4764 37
3819663 957 851 13 725692 6,354 803 1,203,040 $6 o s
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NEW’JERSEY*TURNPIKE'AUTHOR!TY

Between 1986 and 1990, the gap between revenues and expenses
increased to $462 million. The shortfall was covered by arbitrage
earnings. In 1990, however, under the tax laws, arbitrage
earnings could no longer be used for this purpose. To close the
revenue gap, it was necessary for the newly appointed
Commissioners to adopt a disproportionately large toll increase.
The toll increase was approved in January 1991 effective in March
1991.

1991 DECISION TO REFINANCE TURNPIKE INDEBTEDNESS

In February, 1991, Governor Florio’s Administration proposed
the sale to the Turnpike Authority of the portion of Interstate 95
from the northern terminus of the Turnpike to the George
Washington Bridge. The Turnpike Authority, during a series of
hearings before the New Jersey Senate and General Assembly,
supported this proposal provided (1) legislation was enacted which
directed the Turnpike Authority to purchase the section of 1-95
for 400 million dollars and (2) the Turnpike indebtedness was
fully refunded. The refunding of the Turnpike debt was considered
desirable in order to remove restrictive provisions within the
" existing bond resolution and essential to eliminate any questions
concerning the use of Turnpike funds for such a purpose.

The State supported the sale of I-95 to the Authority to
obtain 400 million dollars to assist the funding of essential
State services for the fiscal period starting July 1, 1991. It
was clearly stated that if legislation directing the Authority to
purchase I1-95 was adopted, the Authority not only would have to
refinance its existing debt, but also would have to complete such
refinancing quickly to have funds to pay for the acquisition of
I1-95.

~ Although the legislation directing the Authority to purchase
I-95 was not approved until June 30, 1991, the Administration and
the Authority, in anticipation of its possible approval, started
discussions concerning a possible refinancing in February and
March 1991. Extensive discussions between the Administration and
the Authority continued through June. These discussions concerned
the details of the purchase agreement between the State and the
Authority, the redrafting of the Authcrity’s bond resolution
particularly the extent to which excess Authority funds could or
should be used for general State purposes and the manner in which
this extremely large refunding would be carried out. '

Because of these preparations, it was possible for the
Authority to adopt its Plan of Finance on July 2, 1991. The
Authority’s prompt action was key to the ultimate success of the
program.
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NEW JERSEY TURNPIKE AUTHORITY

PREPARATIONS FOR REFINANCING

The Turnpike Authority considered itself responsible for
carrying out the refinancing that would be mandated by legislative
action. It did not believe, however, that it had sufficient
expertise to undertake such a difficult assignment without the
services of the well qualified professional consultants and the
assistance of the Administration, particularly the Treasury
Department. '

At the outset, the Authority reviewed the manner in which the
1984-87 refinancing had been carried out. It was our judgment
that the procedures used during that refinancing could not and
should not be utilized. ’

The Authority concluded that it required the assistance of an

independent financial advisor. It solicited RFP’s from qualified
firms including Kidder Peabody & Co., Inc. (Kidder Peabody), the
firm that had been providing such services to the Authority since
1987. The Authority provided that the firm selected as Financial
Advisor would not be permitted to participate in any future
financing in order to avoid a possible conflict of interest. This
condition resulted in the resignation of Kidder Peabody and its
withdrawal from consideration. Details concerning the selection
of Chase Securities and its resignation and replacement by Lazard
Freres & Co. are set forth in prior Authority reports and are not
repeated here.

Before retaining Bond Counsel and Special Tax Counsel, the
Authority also solicited requests for proposals from qualified
firms. Moreover, the Authority decided not to concentrate the
~responsibility for implementing its refinancing plan in the hands
of a small, select group of underwriters. The newly designated
'Financial Advisor was directed to develop a proposed refinancing
plan and to recommend how the refinancing should be implemented.
The Authority directed the Financial Advisor to open the selection
process to the entire financial community. The Authority also
insisted that underwriting firms based in New Jersey and such
firms that were owned by women or minorities be given a fair
opportunity to be included in any proposed refinancing to the
greatest extent possible consistent with a successful refinancing.

The Authority established objectives to be achieved by the
Financial Advisor. One objective was to reduce underwriting costs
from the 57 million dollars spent in 1984-87 to approximately 20
million dollars. Remaining costs were to be held to 6 million
dollars. It was understood that the Authority would negotiate a
fee substantially less than the 4.1 million dollars spent for
management and financial advisory services in 1985-87. The actual
amount paid for such services would reflect the success of the
Financial Advisor in achieving Authority objectives.

-4-
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NEW JERSEY TURNPIKE AUTHORITY

RFP’s were solicited from the entire underwriting community.
A total of 49 proposals were received. The eleven firms that
requested to be assigned a role as senior manager were
interviewed. Based upon the recommendations submitted to the
Authority by its Financial Advisor all eleven firms received a
senior underwriting assignment. The Authority approved without
change the Financial Advisor’s recommendations for the refinancing
and the underwriters assignments at its public meeting on July 2,
1991. The Plan of Finance and the underwriter assignments were
publicly set forth by the Authority and its Financial Advisor at
that meeting. No expressed criticism or public disagreement with
the Authority’s actions concerning the proposed underwriting were
received.

I will not burden Committee members at this point with
further details of the refinancing program. There is submitted
with this Statement for inclusion in the public record of the
Committee proceedings the following documents which discuss in
greater depth the Authority’s program.

1. Report to Governor, Treasurer, and Chairman and
Commissioners of the New Jersey Turnpike Authority on the
1991-92 Bond Refinancing by Donald L. Watson dated May
24, 1993.

2. Letter with attachments from Donald L. Watson to
Honorable Rodney Frelinghuysen dated October 7, 1993.

3. Letter with attachments from Donald L. Watson to
Honorable Rodney Frelinghuysen dated October 8, 1993.

4. Memorandum dated December 6, 1993 from Donald L. Watson
' to Chairman David J. Goldberg responding to Mr. William
Cobbs’ Testimony before the Assembly Approprlatlons

Committee on September 14, 1993.

In conclusion, the Authority undertook a mandated
refinancing, at a time not of its choosing and at the direction of
the State’s hlghest policy makers; the Governor and the :
Legislature. It is our belief that we handled this ass1gnment
respon51b1y and successfully.

At the time that the Plan of Finance was adopted, the opinion
of most knowledgeable observers was that the Authority would be
fortunate if the refinancing did not increase debt service costs.
In fact, the Authority reduced the debt service costs on its
existing debt by more than 260 million dollars.

-5-
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NEW JERSEY TURNPIKE AUTHORITY

When the refinancing was undertaken, in view of the
downgrading of the State’s credit rating, it was believed likely
that the Authority’s favorable bond rating would also be

downgraded. The Authority was successful in maintaining its
rating. :

By comparison with the 1984-87 Refinancing, the Authority
reduced issuance costs by 40 million dollars.

I would be pleased to answer any questions the Committee may
have. :

Y24




REPORT
TO
GOVERNOR JIM FLORIO
TREASURER SAMUEL F. CRANE
AND
CHAIRMAN AND MEMBERS OF
NEW JERSEY TURNPIKE AUTHORITY
oN THE
1991-92 BOND REFINANCING
BY
DONALD L. WATSON

EXECUTIVE DIRECTOR
~NEW JERSEY TURNPIKE AUTHORITY

David J. Goldberg, Chairman
Frank E. Rodgers, Vice Chairman
Leonard Cohen, Treasurer

Clay Constantinou, Commissioner
Thomas M. Downs, Commissioner
Raymond M. Pocino, Commissioner

DATE: May 24, 1993
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INTRODUCTION

In 1991 the New Jersey Turnpike Authority carried out a
complete refinancing of its outstanding debt with results that
were widely considered_to have been highly successful.

Recent weeks have seén this success obscured and the
procedures adopted by the Authority for the refinancing called
into some question, following disclosure of a federal |
investigation and subsequent media reports on its possible
ramifications. .

This report describing the reasons for the refinancing, the
| process for carrying it out, why the process was employed, and the
results of the overall effort was prepared at the direction of the
Chairman.

Itvshould help resolve any issues which may have ‘arisen with
respect to the integrity of the Turnpike’s operations and should
demonstrate that the refinancing was carried out with careful

regard for the public interest.

-1~
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EXECUTIVE SUMMARY

Early in 1991, it became apparent that the New Jersey
Turnpike Authority must consider accomplishing a massive $2.9.
billion debt re-financing, one of the most complex public finance
transactions ever undertaken} and do it under extreme time
constraints.

Mindful of the history of such efforts by the Authority, its
leaders decided to implement what turned out to be the most
rigorous selection criteria for professional firms and cost
cohtrols ever utilized by the Authority.

As a result, the re-financing achieved the following goals:

The re-financing provided flexibility for

new projects which the Authority was required to
undertake, and for a critical $400 million purchase of
part of Interstate Route 95 to help balance the State
budget.

The Authority’s fiscal approach to the refinancing was
regarded so favorably that its "A" bond rating was
maintained, thus permitting the bonds to be sold at
lower interest rates, saving more than $260 million
over the life of the bonds.

The cost of the re-financing, at $26 million, was less
than one-half the cost of the previous ventures by the
Authority in the 1980s. :

‘The Authority avoided the necessity of considering a
future toll increase for at least four years.

.The achievement of these goals was not easy. It required a
long and Exhaustive’prbcess and decisions on a great many

technical matters.




For the first time, the Authority determined to utilize a
competitive process in every aspect of the entire bond issue, and
began it with the selectibn of an experienced financial advisor
with a national reputation to assist the Authority with its final
determinations. Among the recommendations advanced by the
financial advisor was identification of the prospective
underwriters.

The underwriters were officially selected through a
Resolution adopted by the Authority on July 2, 1991 approvihg the
recommendations of the financial advisor. These recommendations
included a list of firms which would be involved in actually
selling the bonds. 1In view of recent media reports, it is
important to note that the Authority at no time had before it, nor
did it approVe, the names of Armacon Securities or Consolidated
Financial Management as‘part of that group.

-The prime motivation of the Authority throughout the entire
re-financing process was to obtain the best re#ult for its

bondholders, its toll payers and the State of New Jersey. The

record demonstrates that goal was achieved.
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I. Prelude to the Refinancing

In accordance with existing bond covenants, the 1989
Certification of the Comptroller evaluated the financial condition
of the Authbrity and stated that an operating deficit would occur
because of rising operating costs and debt service. This was
partly due to an anticipated 1986 toll increase that was not
implemented.

Later in 1989, the Authority proposed to raise tolls to cover
this deficit. After Governor Jim Florio assumed office in January
1990, the New Jersey State Departmeht of the Treasury conducted a
preliminary review of the Authotity's finances and the proposed
toll increase in consultaéion with Authority staff, the New Jersey
Department of~Transportation and TreasurY’s special financial
ad?iéor, Dillon, Read & Co. | |

The Treasurer found the Authority’s finances to be in need of
substantial restructuring in light of current and'projected
deficits, and its proposed widening construction program to be
"poorly defined and not supported by any coordinated planning or
statewide transportation policy."” (Exhibit A). The toll increase
was postponed by the Treasurer until the Authority put its
financial and capital programs in order.

Shortly thereafter, in April 1990, Govefnor Florio appointed
David J. Goldberg as Chairman of the Authority to oversee actions
of ﬁhé Authority, and Donald L. Watson as Executive Director to
.manage its daily operations. Their first charge was to review and
tee;;luate the Authority'sbwidening Program and financial

structure and to implement necessary reforms.
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Concurrent with these actions, the Governor signed an
Executive Order.mandating that all state transportationAagehcies
participate in the Transportation Executive Council. This Council
was directed to inteér;te the individual plans of each agency for
the benefit of the citizens of the State of New.Jersey. As a
‘result, the Authority developed a Business Plan (its first), which
was adopted in December 1990.

Based on favorable reception of the Business Pian, a toll
increase‘was approved for implementation in March 1991. This
served to remedy part of the operating defiéit. Additional efforts
were made to réduce the annual growth in operating expenses,
including a zero-based budge£ process, reducﬁion in the number of
operating departments and significant reduction in discretionary
spending. |

Finally, the Authdrity began to explore ways in which.it
could reduce the annual debt cost on the Authority’s outstanding
bonds--in short, a refinancing.

I11. How the Refinancing Effort Was Started

Perhaps the most critical aspect at the beginning of the‘
refinancing efforﬁ was the selection of a financial advisor. This
came about as a direct result of the Authority'’s review of what it
considered to»be undesirable results of its forays into the bond
‘market in the 1980s when it did not have such independent
assistance. And without guestion, the most important aspect of

thé'decision to obtain a tcp-notch financial advisor, made right
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at the start, was the basic policy decision that this firm could
not participate in the underwriting of the bonds.

No such independent advisor waé in place in 1984 wﬁen the
Authority ﬁoved-to refinance its outstanding 1966 and 1977 bonds
to achieve cost savings, allow for more flexible bond'covenants,
and provide funds to make statutorily mandated payments to thé
'newly-created New Jersey Transportation Trust Fund.

In 1985, $2,001,000,000 of new bonds were issued to (1)
finance widening of the Turnpike from Interchange 8A in Jamesburg
to Interchange 9 in East Brunswick and from Interchange 11 in
Woodbridge to Interchange 18W in Ridgefield Park; (2) construct
‘new interchanges and noise barriers, andv(S) reconstruct existing
interchanges. 1In 1987, thg 1985 bonds were remarketed bgsed on'A
change in market conditions. This rémarketing was an automatic
prévision of the 1985 bond covenants known as the "drbp-lock
conversion", which conyerted the previous variable rate bonds to
fixed rate bonds. | |

In each instance, the Aﬁthority chose its long-time
underwriter, Smith Barney, Harris Upham & Co., Incorporated
("Smith Barney"), to structure the offering and to serve as lead
underwriter. The Authority did not retain a financial advisor
until>1987, too late to review how the issues had been structured,
6r to help negotiate'the compensaﬁion-of Smith Barney or the other

underwriters to insure a fair price and terms.
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Authority records indicate that as early as September 1983
and continuing through the first half of 1984, Smith éarney
provided general financial advice to the Authbrity on the possible
refihancing“of its then outstanding debt. These services appear
to‘have grown out of fhe firm's long-term relationship with the
Authority, rather than through any specific Authority
adthorization. Smith Barney had been the Authority’s informal
investmenﬁ advisor since at least 1955.

Consequently, when the Authority voted to adopt a finaﬁcing
plan in June of 1984, it naturally was the one submitted by smith
Barney. At that same meeting, the Authority appbinted Smith
Barney as Senior Managing Underwriter for the $500 million bond
issué called for in the financing plan, and as the Dealer-Manager
for a proposed tender offer for'the Authority’s dutstaﬁding bonds.
And on July 17, 1984, the Authority named seven co-managing
underwriters for fifty percent (50%) of the issue. These actions,
all taken without any formal competitive selection process, set
the pattern for the Authority’s later actions in 1985 and 1987.
Smith Barney received a structuring fee, management fee and
underwriting fee for the 1984 bond‘issue.

In 1985, Smith Barney developed another finanéing plan and
the Authority once again designated them as lead underwriter‘fOt a
$2 billion bond issue.

Authority docuﬁents indicate tﬁat Smith Barney was discuésing

a possible bond issue with the Authority for months prior to any
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formal action by the Authority appointing Smith Barney in an
official capacity. By August 1985, Smith Barney had prepared a
hypothetical.financing schedule fér an Authority bond issuance.

Althouéh the arrangements structured by Smith Barney drew the
‘attedtion of the'State Treasurer, who expreséed concern in October
about Smith Barney's compensation package, and about the guarantee
that they would be lead underwriter in remarketing of bonds, the
Authority decided to proceed.

For the 1985.$2’billion bond issuance, Smith Barney again
recéived_a structuring fee, a management fee and an undé:writing
fee, as well as a commitment to remarket the bonds, for additional
compensation of $14.8 million out of a total of $24 million in
underwrlters’ fees. ‘

The Authority’s overall pfocess in marketing of its 1984 and
1985 bonds received much scrutiny by the Legislature, State
Treasurer, bond community and media, énd soon after they were
issued the Treasurer wrote the Chairman advising that the
Authority should retain an independent financial advisor.

The Treasuref's Office proceeded éo_prepare a draft scope of
work, and a solicitation letter to four firms for the post of
financial advisor to the Authority was :eady by the summer of
1996 | The letter noted that under exzstxng industry rules, the
f1nanc1al advisor could not part1c1pate in underwrztxng any
Authority bonds while still serving as financial advisor.

Although interviews occurred in September 1986, Kidder, Peabody &
Co.; Incorporated ("Kiddé; Peabody") was not formally appointed by

the Authotity until January 20, 1987.

-8~
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Even as Kidder, Peabody was being retained, Smith Barney
continued to push forward as the "remarketing agent" for the 1985
bonds. By September 1986, it had prepared a financial analysis of
the convetsion from a variable to a fixed'interést rate |
as contemplated by the 1985 bonds. By January 1987, it had
completed a‘financing schedule calling for the conversion to take
place on March 5, 1987. On January 30, 1987, ten days after the
formal naming of a financial advisor, the Authority approved Smith
Barney’'s proposal to implement the conversion. The Authority has
no record of Kidder, Peabody having given input into the Smith
éarney proposal.

. As with its 1984 and 1985 issuances, the_Authority did not
seiect the underwriting group for the 1987 remarketing by any
formal competitive process. The pattetn of using Smith Barney as
lead underwriter was'repeated. Remaining underwriters were chosen
without any open public solicitation of intere#t. In 1987, the
Authority did have thé services of its recently retained financial
advisor, Kidder Peabody; however, that advisor could only counsel
the Authority on implementation of the remarketing previously
negotiated with Smith Barney. » |

Remarketing the 1985 bonds produced a management £ee'andb
"remarketing" underwriter fees for Smith Barney amounting to $3.8
million out of a total cost of $19.7 million.

The "closed" process of 1984-87 resulted in fees
disproportionately higher than those of the more open and
competitive 1991-1992 apprcach, even though the size, effort and

complexity of the two efforts were comparable. (Chart I).
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CHART I

N Corﬁparison of Financing Costs

1984 - 1987

Total Cost

66,897,456

_10- 8% ‘

Service | Offerings 'Z)gffg;rin;sg .
Underwriting Fees 38,771,173 | 20,084,185
Remarketing Fees 18,243,323 0
Management/Financial Advisor Fees ; ,4.1214.286 2,275,000
~ Advertising 366,360 213,166
Accounting 155,314 66,000
Verification Agent 35.000 14,500
Bond Counsel 1,075,337 843,331
Other Counsel 432,930 445,546
Special Tax Counsel 0 ; 277,586
Call Notice 0 441,933
General Consultant 7,979 25,397
Traffic Consultant 191,396 13,154
* Marketing 0 27,056
Printing 2,567,948 578,632
Rating Services 249,950 472,600
Trustee, Registrar. Paying Agent 644,475 318,199
Miscellaneous - 34,985 4,764
26,101,049




By March of 1991, the Authority was reviewing whether some
form of new financing might be needed. On the 12th of that month,
Ridder, Peabody & Co. told the Authority it wished to withdraw as
financial advisor, in hopes of obtaining a future underwriting |
assignment. (Exhibit B).

Since passage of legislation requiring the $400 million I-95
purchase would necessitate Turnpike action, there was a critical
" need to prepare for the possible tefinancing without delay, .
meaning the Authority must act quiékly to retain a new financial
advisor. A competiﬁivé selection process was instituted
immediateiy. .

The Authority's Comptroller, with the input of’the State
Treasurer, prepared a Request for Proposal ("RF?") in early Match;
It was sent to twelve firms which had either expressed interest in
the role in the paét, had a national reputation for such services,
or had the recommendation of the State Treasurer. The scope of
services included, among other things, reviewing the Authority’s
financial structure and recommending cost saving measures, and
advising on the implications of a broad-based refinancing program.

The RFP specifically precluded any firm appointed financial
advisor from handling the underwriting of Turnpike bonds. |

(Exhibit C).

As anticipated, industry inierest in the financial advisor’s
role was extremely limited. | .

- Proposals were received in response to the RFP from only four

firms. Because of the light response, those firms that did not

-11-
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respond were asked why they did not wish to participate. Six
firms were more interested in potential underwriting
opportunities; the other two did;not feel they had sufficient time
‘to prepare a proposal.

- The four firms were interviewed by the Chairman, the
Executive Director, and the Comptroller on March 20th. They

’ identified Chase Sechfities, Inc.‘as the first choice,

based on its experience and credentials in transportation
financing.

At the March 28, 1991 Commission Meeting, the Commissioners
appointed Chase financial advisor. (E#hibjt D). Chase began
working immediétely on an RFP for underwriting services in the
event the Authoiity chose to refund its outstanding bonds and
issue new bonds.

Less than a honth after it had been selected as the
Authority’é financial advisor; Chase notified the Authority that
as a result of a corporate reorganization, it had decided to
wiﬁhdraw from the business of providing municipalbadvisory
services and to discontinue its services as.the Authority’s
financial advisor. (Exhibit E). By now, time was of the essence,
and so ﬁhe Authority’s Commiséioners approved a special resolution
at their April 30, 1991 meeting authorizing the Executive Director
to select a new financial.advisor to replace Chase, to be

confirmed by the Commissioners at their May meeting.
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Firms previously contac¢ted were contacted again by the
Authority's Comptroller, advised of recent developﬁents, and given
a new opportunity to submit proposals; Lazard FteresE& Co., which
had not made a proposal originally, submitted one on May 2, and
the two other firms which had previously expresséd interest in
interviewing for the position, but did not do so for laék of time,
also made presentations. The Exécutive Director, Comptroller and
- Executive Assistant reviewed Lazard’s proposal, conducted
interviews with all three of the new prospective financial
advisors, reconsidered the firms previously interviewed, and
unanimously selected Lazard, one of the nation’s top financial
advisory firms. (Exhibit F).

ITII. 1991-1992 Bond Issues

The new financial advisor confronted two immediate tasks
which, of necessity, had to be performed within the short time
remaining-—preparatiqn of a Plan of Finance and managing the
underwritiﬁg RFP then in progress. In essence, the‘Plan of
Finance was a policy document outlining the objectives of the
refinancing, decisions on how many separate issues should be
marketed, how they should be structured, and a number of othér
tax, financial and legal considerations involving the Authority’s
need for greater flexibility in utilizing the proceeds. 1In
addition to the financial advisor and staff>of the Authority, the
offices of the Attorney General and.Tteasurer were involved in
this process. (Exhibit G).

" Managing the underwriting RFP, including recommendations as

to the Senior Underwriters and Co-managers, was considered a

-13-
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teéhnical professional effort in which the financial advisor
generally acted as the lead.b

First drafts of the RFP for underwriting services had been
prepared by Chase but were finalized by the‘Comptrollér after
Chase withdrew. The RFP was released to thermarkgt on May 2nd.
(Exhibit H). This RFP indicated that the Authority had not yet
decided whether to refinance, but wanted to be in a position to go
to‘market és.quickly and economically as possible.

The RFP was sent to app:oximately 54 firms that had expressed

an interest. (Seé Exhibit I for list of firms). A legal
advertisement was printed in the Bond Buyer, the mﬁnicipal finance
industry’s primary source of daily information on. Monday, May 6 .
(Exhibit J).

Lazard’s first duty with regard to the RFP was to review the
document that had been distributed on May 2 and to'prepare
additions to the RFP for distribution a week later. (Exhibit K).

Propdsals to participate in various underwriting capacitieé
were received from the 49 firms indicated in Exhibit L at Lazard's
offices on May ZOth.

The following eleven firms ptoposed to serve as senior
managing underwriters (the underwriter who coordinates the sale
and who represents the interests of all .other underwriters to be
allocated bonds in that particular offering, as‘well as its own

{

interests):

. PaineWebber Incorporated 7. Goldman, Sachs & Co.

. Lehman Brothers 8. Dean Witter Reynolds, Inc.
Merrill Lynch & Co. - | 9. Kidder, Peabody & Co., Inc.
Dillon Read & Co., Inc. 10. smith Barney, Harris Upham & Co.

. Donaldson, Lufkin & Jenrette 1l1. Bear Stearns & Co., Inc.

.- The First Boston Corporation

UL WD -

-14-
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All proposals were distributed for review to the Acting
Comptroller, the Executive Assistant to the Execuﬁive Director,
the State Treasurer and Lazard. Propbsals from the prospective
senior managing underwriters were circulated to these persons and
to the Chairman, Executive Director, Comptroller, Director of Law,
General Counsel, Bond Couhsel and Special Tax Counsel.

Lazard was instructed by the Authority that the underwriter
selection process was to be open to all firms interested in
participating, so that all firms expressing an interest wouid be
included in the financing in some role. Further, Lazard was
‘charged with the responsibility of makiﬁg certain the lead
underwriter made a fair allocation of bonds and érofits to other
underwriters'invblved in actual sale of Turnﬁike bonds.

'And, in view of the Authority’'s concern for New Jersey based
businesses and for minority and women-owned firms, a policy
directive was‘issued to Lazard that every opportunity be given to
such firms to participate in the sale.

The eleven firms seeking to participate as senior managing
underwriter were invited to oral interviews led by Lazard in early
June. Each was limited to no more than four key representatives
who would work on the ﬁfansaction. Interviews were limited to one
hour with each firm given the opportunity to make a brief opening
.and closing statement. The interviews actually took between 40
and 50 minutes. The remaining portion of each hour was'used by

\

the interviewers to discuss the interview among themselves and to

-15=-

23K



- prepare personal evaluatiohs of the prospéctive underwriters. 1In
the interest of even-handed treatment, a standard series of
sixteen questions was drafted by Lazard'with‘input from the Acting
. Comptroller, and theserquestions were posed by the interviewing
committee. . (Exhibit M). To fﬁrther assure fairnéss, only the
prepared dueStions Qe:e used.
| The designated interviewing committee consisted of:
Lazard Freres Patﬁners Richard Poirier
and Jack Tamagni ' ’
(Mr. Tamagni attended some, but not all,
interviews)
Chairman David Goldberg
Executive Director Donald Watson
Acting_Comptroller John Jacobsen

In addition, the State Treasurer’s representative, Director
of Finance Robert Lurie, was present at all the interviews, and
the Authority Commissioner Clay Constantinou attended some.

Up to this point, the Authority had not decided to proceed
with a refinancing. However, on June 30 legislation was adopted
directing the Authérity to purchase the I-95 Extension from the
State for $400 miliion. While legislation was before the Senate
and General Assembly, Chairman Goldberg testified that the
approval of this legislation would'reqﬁire the total and immediate
refinancing .of the Authority’s then outstanding bonded
indebtedness.

In anticipation of the pagsage of the legislation, Lazard

prepated underwriter recommendations, based on the personal’

evaluations of the proposals, interviews, the discussions that had
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occurred after each iﬁterview, and Lazard’s first-hand‘expertise
in the underwriting field. (Exhibit N). These recommendations
were transmitted to the Authority via the chart shown as a part of
Exhibit O. | |

These included a schedule showing senior managing, co-éenior
managing, co-managing and selling group underwriters for each
series then proposéd, based on the pafticular needé (i.e.,
institutional sales, retéil sales, financial strength, and
innovative expertise) of each offering. The senior and co-senior
managers recommended by Lazard and approved at the July 2, 1991

Commissioners Meeting were:

Series Series Series
1991A/B 1991C/D , 1991E *
Senior Managing The First Boston ‘Merrill Lynch & Goldman, Sachs
Underwriter Corporation Co. & Co.
Co-Senior . Bear, Stearns & Donaldson, Lufkin ~ Dillon, Read &
- Co., Inc. & Jenrette Co., Inc.
PaineWebber .Kidder, Peabody &  Lehman Brothers
Incorporated " Co., Inc. "

Smith Barney, Harris Dean Witter
Upham & Co., Inc. Reynolds, Inc.

When changes in the marketing strategy for certain issues
were later shifted to maximize the'capabilities of marketing to
individual investors, First Boston was replaced by PaineWebber as
the senior.managing underwriter for the Series 1991B offering, and
Goldman-Sachs was replaced by Lehman Brothers as senior manager
for the Seriés-19925 issue. These changes were.permitted under
the Authority’s RFP.

In the selection of particular professional firms from among
a group of organizations generally regarded as leaders in their

* Note: Series 1991E became Series 1992A and B.
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field to perform complex technical services, it is viriually
impossible to assign separate and distinct pfecise "scores" to
- each of them. No such effort was made in this instance.

Lazard’s final recommendations were based on the discussions
at the interview sessions and Lazard’s own professional
expertise. It should be recognized'that all these firms
interviewed demonstrated a willingness to accept a refinancing
controlled by the Authority through its independent financial
advisor, an ability to service a broad spread of retail and
institutional customers, :he necessary expertise to carry off such
a éomplicated series of tranéactions, a commiﬁmént to absorb any
losses that might occur as a result of intérest rate shifts
between the date of signihg of the contract qf pdrchase and the
date of closing, and ﬁhe financial resources to carry through on
the pledge to absdrb pre-closing losses.

The Authority accepted all the ﬁnderwriter recommendations
submitted by Lazard, including the selection of Merrill Lynch to
manage the largest and most complex component of the refinancing.
Lazard’s choice was based upon Merrill Lynch'’s track record,
innovative financing expertise, broad marketing capabilities in
both institutional and retail sales( and financial ability to
absorb any losses had the 1991C and 1991D Series proved
unprofitable, técognizing'that the senior managing.underwriter

bore the lion's share of the risk associated with these offerings.

-18-
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‘Unlike the experience of the 1980s, there was no public
criticism whatsoever of these selections at the time they were
announced.

Througnout the entire refinancing process, the Authority was
vitally concerned to preserve its favorable "A" bond rating. 1In
an effort to make certain the ratinq was safe, the Authority
agreed to have the refinancing reviewed by three major bond rating
organizations. Affer a searching series of intefviews, the "a"
rating.was maintained. At no time was there any criticism nf the
underwriting arrangement.

Final assignment of all underwriters was tied to the Plan of
Finance, simultaneously prepared by Lazard, which set out the
broad contours of the anticipated refinancing plan.

This plan involved analysis of ;osté and benefits given
current and projected market conditions. The Authority’s policy
objectives for the Plan of Finance were:

- obtain a more flexible bond resolution so that Authority
resources cnuld be maximized for ﬁhe benefit of the
statewide transportation planning process,

- Provide funds for the Business Plan and delay future toll
increases as long as possible, |

- Maintain the Authority’s strong "A" credit rating,

- Realize interest savings over the life of the bonds,

- Reduce issuance costs substantially below the level of the

Authority’s 1984-87 financings.
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All these objectives were achieved by‘thei1991-1992 bond
refinancing. '

Lazard’s Plan of Finance proposed four steps involving a
series of bond offerings and other actions needed to refund
‘outstanding boﬁdé and creéte'newkdebt. This would permit more
innovative financing to fund the p:ojects‘set forth in the
Business Plaﬁ, new transportation projects not yet funded and,
very impqrtantly, acquisition of the I1I-95 Extension. After review
and comment by the Chairman, Executive Director, Acting
Comptroller, General Counsel, Bond Counsel and Special Tax
Counsel, the Plan of Finance addpted at the July 2, 1991
Commis#ion Meeting provided for:

1. Restrﬁcturing existing investments to free cash for use

in refundings of 1984 and 1985 bonds;

2. Refunding the Series 1984 bonds with the proceeds from
the sale of tax-exempt Series 1991A and 1991B bonds;

3. Refunding Series 1985 bonds with proceeds from the sale
of Series 1991 C and 1991D tax-exempt bonds
and with excess proceeds from the 1985 bonds arising
from the abandonment of the Western Spur
widening; and ’

4. Issuing Series 1991E bonds (later changed to Series
1992A and 1992B) to pay for the acquisition of the I-95

" Extension and to fund new projects contained in the
Business Plan.

(Exhibit 0).
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During the activities discussed above, there were several

other professional services being retained to complete this

refinancing, including special tax counsel, bond counsel, trustee,

paying agent, verification agent, swap provider and financial

printing services. All these services were procured using a

competitive selection process similar to those previously

described.

(Because of the obvious public interest in the process for

selecting the underwriters for the 1991-1992 bond issue, a

thorough discussion of the rationale for the process is described

in Appendix II.)

_Iv. Conclusion

The results of the offering were considered highly successful

by the Authority, the State Administration and the municipal bond

market.

Each issue was positively received by the markets and

quickly sold out.

The re-financing provided flexibility for

new projects which the Authority was required to
undertake, and for a critical $400 million purchase of
part of Interstate Route 95 to help balance the State
budget.

The Authority’s fiscal approach to the refinancing was
regarded so favorably that its "A" bond rating was
maintained thus permitting the bonds to be sold at
lower interest rates, saving more than $260 million
over the life of the bonds. (Exhibits P through T).

The cost of the re-financing, at $26 million, was less
than one-half the cost of the previous ventures by the
Authority in the 1980s.

The Authority avoided the necessity of considering a
future toll increase for at least four years.
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Based on these results, the Authority believed then--and
still does--that the 1991-1992 refinancing was a considerable
success, and the process described in this report demonstrates

~throughout careful regard for the public intérest.
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APPENDIX I

_‘The New Jersey Turnpike Authority is an aéeﬁcy of the State
of Néw Jersey established within the New Jersey Department of
Transportation and assighed the powers and responsibilities set
forth in NJSA 27:23-1 et seg. Although described as an
independent Authority, the prbvisions of this law mandate that the
Authoriﬁy carry out its responsibilities in close coordination
“with thé Executive Branch of State Government. The Commissioner
of the New Jersey Department of Transportation serves as a member
of the Authority in an ex officio capacity. Although Authority
members have specified terms df years, the Chairman is designated
by‘the Governor and serves at his pleasure. All actions of the
Authority set.forth in its minutes are subject to review by the
Governor. In addition, NJSA 27:23-3(F) requires the prior
~ approval in writing of the Governor and State Tteasufer or the
Director of the Division of Budget and Accounting in the
Department of the Treasury before the Authority may issue or

refund bonds or other obligations.

On June 30, 1991, législation was enacted which directed the
New Jersey Turnpike Authority to acquire a 4.4-mile section of
the limited access super highway known as Interstate 95 ("I-95"
Extension), which extended from the then existing northern
terminus of the Turnpike to the George Washington Bridge. This

legislation prdvided that the State would sell this section of
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I-95. The Authority, in turn, was obligated to pay to the State

in consideration therefor the sum of $400,000,000.
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APPENDIX 11

Rationale for Process Used to Select Underwriters

The RFP process is é standard technique used by public
agencies for selecting financial, engineering and like
'p:ofessional Services. In contrast to sealed bidding, where the
lowest bidder»automatically receives the award, the RFP process is
particularly suited for selecting private firms to perform complex
work br tasks calling fqr the exercise of discretion or
professional judgment. The RFP process is premised on the
judgment that the firm offering the lowest transaction costs may
not ultimately provide the least expensive service in the
long-term, considering the financial and legal consequences of
poor judgment or lack of experience on the part of the
professional. Governor Florio’s recent promulgation of Executive
Order 92 recognizes that sealed bidding may be the more
appropriate underwriter selection process for conventiohal bond

transactions but nevertheless provides for an RFP process on

particularly complex debi offerings.

The selection of underwfiters for the 1991-92 refinancihg is
'a prime example of the sort of complex offering where the exercise
of poor judgment or the lack of expertise could ultimately have

proved costly to the Authority and its bondholders by reducing or
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eliminating the savings that could be realized by refinancing.
ThebAuthority's desire to explofe andvbenefit from innovative
financing techniques such es interest rate swaps ealled for the
selection of senior managing uhderwriters having significant
experience in such endeavors. - Just as impertant,_the selection df
a firm based purely on the lowest quoted interest rate and
underwriters’ discount fo:_any of the bond offerings could have
resulted ip an award to a firm or firms heving little experience
or limited capacity .to underwrite and market the Authority's
bonds. Such a firm could have weakened £he market’s confidence in
"that and subsequent bond offerings. This could have had serious
finapcial and legal consequences for the overall succees of the
Plan of Finance. Thus, the Authorityvcpnsideted it essential that
firms of the highest caliber and reputation be selected to lead
each‘pf the five offerings} based on the their respective

| strengths and the particular needs of each offering (i.e.,
institutional versus retail marketing strength, ability to absorb

losses in the event of unsuccessful sale, ability to structure

" . innovative debt instruments).

The technical and legal requirements of the Authority’s Plan
of Finance were such that phe alternative, sealed bidding or
competitive sale of the bpnds, was not a feasible method of
accomplishipg_the Plan of FidanEe. Thepcompetitive bidding
approach to the issuance of securities requires that all the

significant terms of the securities (except interest rate) be
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knbwn in advance of the actual sale of securities; These termé
must be fixed for publication in a "notice of sale" at least one
or two weeks in advance of the receipt of sealed proposals.
Underwriters then bid on the published terms and conditions by
del1ver1ng a sealed quote for specific 1ntetest rates for each
maturity. When the sealed b1ds are opened, the award is made to
the underwriter offering to buy the bonds at the lowest interest
rate. The issuer of the bonds is obligated either to accept the
lowest bid or to reject all bids.

This method of selling bonds works where the securities are
easy to understand and virtuaily all the terms of the bonds'are
known with a high level of certainty prior to advertising the séle
of the bonds. The Authority’s Plan of Finance involved
determinations about the terms of the debt sécurities that could
not be known until the interest rates for the bonds were being
negotiéted in the market. For example, the Authority needed the
flexibility to adjusﬁ the maturities of the bonds and the
principal amount of the bonds within any maﬁurity in order to take
advantage of the lowest possible rates available in the market at
the time the bonds were being offered. Such adjustments might
have been, and in fact were, material. These adjustments could
not have been accomplished in a competitive sale, except with a
very narrow range, once a notice of sale had been published
identifying the specific maturities to be bid upon. With the

guidance of the Authority’s financial advisor and underwriters,

.



the Authority was able to structure the matutities in response to
market conditions in each of its 1991-1992 financings in order £o
obtain the most favorable interest rates. |

Similarly, the Authority took advantage of certain
complicated financing techniques that likeﬁise do not lend
themselves to the competitive sale process. The selecfive use of
~municipal bond insurance is an example. Thé decision to use
municipal bond insurance depends on whether insured bonds will
offer an interest rate sufficiently lower than the rate oﬁ
uninsured bonds such that the savings from the lower interest
rates on thé'insured bonds will offset the cost of the premium
paid for the bond insurance; A decision whether to use municipal
bond insurance cannot be made until the interest rates on the
bonds 5re known. 1In some instances, insurance will save money
while in’other instahces it will not. This is a decision that
could have been made by the Authority only at the tiﬁe'of
negotiating the'iﬁte;est rates for the bonds.

As a further example, the Authority also took advantage of a
municipal’bond'insurance policy for fundihg a debt service reserve
fund on one of its.issues. Normally, such reserves are funded
with cash from the proceeds of the bonds; however, if market
éonditibns are suitable, savings can be achieved by using a
reserve fund insurance policy. The decision to use the reserve
fund in#utance policy was not made until the Authorityrnegotiated
thé‘pfices_on the bonds. Under the-comPetitiVe bidding approach,
the Aulhority would have been required to select this feature in

~advance and hope the decision proved to be correct.

-6-
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As yet another example, the Authority’s Series 1991D‘bonds
were issued as variable rate bonds where the interest rate on the
bonds fluctuates weekly subject to a bondholders’ right to tender
the Bond to the Authority for full payment. Such transactions
cannot be competitively bid because the initial interest rate is
effective only for a short time. 1It is impossiblevto sell this
type of securities on a weekly basis sﬁbject to competitive
bidding. Once the securities are issued, it is critical that.the
Authority have a relationship with an underwriter having the skill
~and experience in the variable rate marketplace to continue to
reset the interest rate on the bonds and to maintain a viable
;ecpndary market in the bonds. The cohpetitivé sale process
provides no assurance that the Authority would be able to maintain °
such a secondary market or have firms capable of properly setting
variable rates on a weekiy basis. . ‘

The Authority also took advantage of an interest rate swap
agreement in the context of the Series 1991D bonds. This
agreement permitted the Authority to protect itself from rising
interest rates by exchanging the variable rate paid on the Series
1991D bonds for a fixed ratg that wés lower thap comparable fixed
rates being offered for the Authorit?'s bonds at that time. The
deci#ion to use this complicated financial structure was not made
ﬁntil the day the bonds were priced, when it could be ascertained
that such a financing technique would result in savings to the

Authority. The competitive sale, which requires that all

LN
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significant terms of the bonds be established and fixed well in
advance of the sale, would have precluded the Authority from
implementing this technique. The Aufhority did, however, evaluate
proposalsifrom and conduct interviews with five different
providers of swap arrangements. The proposalsbinvolved
coﬁgiderations of cost, experience and security. ;AIGVFinancial
Products was ultimately‘selected as the AUthofity's swap provider

Timing was alsb a key factor in the implementation of the
Plan of Finance. Federal income tax laws dealing with the
issuance of tax exempt bonds required that the Bond issues be
‘ separated by at least thirty-one days. The use of competitive
bidding on inte:est.rates requires at least two-weeks’ lead time
for the sale of bonds to an underwriter on a fixed.date regardless
of market conditions. 1If market conditions were unfavorable at
the time the sealed bids were opened, the Authoriiy would,haQe
been put in the position of either rejecting all the bids and
starting over or accepting a bid that was not in its best |
interests.

By contrast, in a negotiated sale, the Authority is permitted
to withdraw from pricing on a bad day and is free to undertake
piiting as conditions improve. 1In this refinancing, the Authority
withdrew the scheduled pricing of its Series 1991C bonds and
enﬁered the market the next'day when market conditions were more

favorable. Had the bonds been sold competitively, the Authority
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would have been required to accept the below-market price fbt the
bonds or to reject all bids on the scheduled date and republish a
notice of sale for as many as two or three weeks later, all with
no assurance that market conditions on fhat date would be suitable
for the financing. SuchJa delay might have ihpe;iled the |
Authority’s ability'to COmpléte its Plan of Finance on Schedule,
given'the'issue separation requiremehts and timing ihposed by the
Federal income tax laws. Use of a éure "competitive sale" of the
Authority’s bonds (i) offered the Authority no assurance that it
would receive the best intetest rates ana gréatest savings; (ii)
would have precluded the Authority from using financing techniques
that resulted in savings; and (iii) might have resulted in a
failure to complete the Plan of Finance. Accordingly,‘the
Authority used the RFP process for the selection ofwsenior

managing underwriters for the 1991-91 series of bond issues.



JiM FLORIO
‘GOVERNOR

EXHIBIT A

STaTE OF NEW JERSEY

DEPARTMENT OF THE TREASURY
STATE MOUSE
CN 002
TRENTON. NEW JERSEY 08828-0002

OOUGLAS C BERMAN

STATE TREASURER

February 23. 1990

Honorable James J. Florio
Governor

State House
"Trenton. N.J. 08628

Dear Governor:

You recently requested that the Department of the Treasury review the

necessity for the New Jersey Turnpike Authority to institute by April 1 one of several
contemplated proposals for a'toll increase.

In connection with that review the Department evaluated the following

materials suppiied by the Authority as jusufication for an increase in 1990 inciuding:

The Authority's 1987-1989 financial statements:
The 1990 Proposed Operating Budgex:

The Toil Sensitivity and Revenue Projection Study prepared by Wilbur Smith
Associates:

' The bond documents for the Authoriry’s 1984 and 1985 Bond issues:

The Authority's financiai projections (and underiving assumptions) througn 2001:
The Authority’s 1990 Capirai Plan.

The Department has consulted with the Authority’s staif. counsel. Bond

Counsel. and investment banker. Also. the Department worked closely with staif from vour
office and the Department ot Transportation in performing its review. Further, we retained
Dillon. Read & Co. as a special financial advisor for conducting the project.

Based on our work we find that:

There is no financial or legal need for a toll i increase in 1990; funds are availabie to
prudentiy meet ail financiai obligations: .

The capital program is pooriy defined and not supported by anv coordinated pianning
or statewide (ransportation poiicy;

A toll increase of 0% - 70%% wiil be required. and shouid be instituted by mud-1991.

SV Y} ¢




but not before a full accounung of the operating and capital budgets can be made to th
puolic: _

«  ‘The actual amount of the toll increase will depend on the revised operating budget and
the projected cost and tirmung of the uitimate capital program.

We recommend two steps that can be taken to obtain a cash surplus in 1990
to meet the covenants of the 1985 Bond issue and eliminate the need for a toll increase in
1990. First. the Authonity’s operating budget should be cut. The Authority has increased its
operating budget by an average of almost 109 per year for several vears, and the same was
irunially proposed for 1990. Qur analysis shows that the budget could be cut to below a 7%
growth rate, resuiting in about $4 rullion in savings. Second. the Authority shouid use ail
interest earnings to pay for interest expense on its bonds. This is a common practice 1n
financing toll roads. as indicated by Dillon Read & Co. in the attached letter. There is
approximately $30 muilion of current vear earnings and $64 million prior years earnings
avaiiable for that purpose. The Authonty’s projected 1990 deficit was based. in large part
upon its decision to use construction fund earrungs as additional construction funds for its
ill-defined capital program rather than as an otfset to its current interest expense.

In summary. we believe that toll-payers’ funds should not be spent until there is a
comprenensive and integrated statewide transporiation planning process which
incorporates an appropriate Turnpike Authority construction program. Bondholders
shouid also take comfort from these actions since better coordination will enhance public

support for future Authoriry toil proposais.
lmy vours. ;wv
glas/C. Berm

tate Treasurer



GOS Mkiaon . L s
212- 9067000

February 22, 1990

Honorable Douglas C Berman

Sate Treasurer

Oevarmnent of Treaswry

- Sate House. ONOR

Trenton. New jersey 08625
Dear Doug:

As part of our review of the fnancal stus of the New Jersey Tumpike Autheney (the -
“Authonty”). you have asked us 1o comment on whether 1t 18 appropriate for an issuer, such ag’
the Authonty, to use mrErest earmungs from a CONSTUCTON fnd to offset debt servace meurred
duning construcnon We belreve that such an approach is approonate as it results in a Anancal
TArching of PTOTCT CORS 10 those users wio will recesre proyect benefits. ,

User fee financmg programs such as toll roads freguently set rates based upon experss for
cniv those raalities which are in use. Charges for new facilities are posiponed until complenen.
To accompiish this finanqally. issuers oiten establish capemiized mrerest accounts to fund debr
>erice dunng CONSTUCEON OF they use inteTest earrungs from the CORSTUCEON fund 1o offset debt
sevice. [ the latter case. isers are charped for cedt service in proporaen to the amount of
construcacn Amds wihich have been spent.

:t has deen the past pracuce of the Authonty 0 ualize interest CArTUNES O OFsat nrerest
sTense. The Authontyv's 1987 Remarkeang Memorandum contempisted conanwng Yus pracace.
Prowcoons 1n that doquwment indicared a traduai increase in the amount of dett service wiich
would have to be paid from Net Revenues based on the proporaon of consgrucnon cTORTS
ssamnated to be compieted over arme. As of foday, the Widemng Program has not progressed at
'S engmally projected expenciture leves. leavang apprommarely 70% of the consgucaon funds
sall unspene. T :

In summary, we believe that the practce of allowwng interest exrangs on unspemt
- Sonstrucnon funds (0 offset the mrerest expense assocated with such fands 15 consistent with the
snnazie of only charging users for the cost of the monev which has been spent on prowects for
thar benesit.

Yours suncerely,

A bk AN

Mark D. Maver
Senor Vice Prendent
& X




EXHIBIT B

Kidder, Peabody & Co.

lacorporsted
10 HANOVER SQUARE
. NEW YORK, N.Y. 10008

Lawsie B, Lewis : ' (212) 510-2488

SENICA VICE PRESIDENT ‘ BPAN: (218) 8885759
- March 12,1981
Mr. Donald Watson
Ezecutive Director
New Jersey Turnpike Authority
P.O.Boz 1121

New Bruaswick, New Jersey 08903

Dear Don:

As you know, Kidder, Peabody has been the Turmpike Authority’s financial
advisor since 1987, an sssignment we have found both rewarding and challengizg.

However, we feel that our basic business focus on the oﬁ?nation and trading of taz-
exempt debt precludes us from continuing our advisory role to you beyond April 15.

I certainly do Eope that we can do business with the Authority in the future as ozne
of your underwriters. ,

\
/

Sincerely, A
a2
(VIBVE gy YLt

Laurie B, Lewis
~ Senior Vice President

LBL:adg
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EXHIBIT C

NEW JERSEY TURNPIKE AUTHORITY
P.O. Box 1121 New Bruniwick, N.J. 08903 (201) 247-0900'
| March 7, 1991

Michael J. DelGiudice, Partner
Lazard Freres & Co.

One Rockefeller Plaza

New York, New York 10020

RE: Financial Advisory Services
Dear Mr. DelGiudice:

The New Jersey Turnpike Authority (hereinafter "NJTA") wishes
to engage the services of a competent financial advisor to provide -
advice to the Comptroller on financial matters of the NJTA. Such
matters may include, but would not be limited to, the examination
of the financial structure of the NJTA. and examination of the
investment strategy, preparation of cash flow projections, and
examination of any additional bonding proposals or refinaneing
proposals. A comprehensive Scope of Services is attached as
Exhibit A. '

The solicitation for these services is being conducted
pursuant to the statutes and laws cf the State of New Jersey, as
found in N.J.S.A. 27:23-6.1 and the regulations and policies of
the NJTA as they regard the procurement of professional services.

The NJTA will require the following information to be
submitted in response to this solicitation:

1. Firm name, mailing address, street address, telephone
- number, and fax number.

2. A brief history'of the firm's background including the
date of establishment, senior partners/executives, and the:
anticipated partner/executive-in-charge of this account.

3. The credentials of all professional staff expected to be
assigned to this account, emphasizing the staff's experience
in providing financial services to firms/agencies similar in
size and structure to the NJTA.  Please provide detail as to
the role each member of the team would have on this account.

J X




NEW JERSEY TURNPIKE AUTHORITY

RE: Financial Advisory Services
March 7, 1991
Page Two

4. List the transportation financings on which your firm has
served as financial advisor or senior managing underwriter .
during the past two (2) years. Please include the amount,
date, issuer, purpose, your firm's role, and the staff
responsible for each financing.

. Provide at least three examples of relevant, similar work
done for other clients by the primary members of the team
vyour firm is proposing for this account.

€. Explain to the NJTA the method/system used by your firm
to obtain timely bond information.

7. Please provide your firm's rate schedule including hourly

rates for partners/executives, associates and administrative

services. The anticipated contract ameount for these services

is 850,000.00 annually, however this amount will be prorated
- £cr 1991.

€. 1Identify the limits of liability for professional errors
and omissions insurance that your Zirm currently holds.

©. References from public agencies, or other clients of a
similar nature. This may inciude any letters of
recommendation from any client wishing to provide same.

10. A statement of your firm's Policy on Equal Employment
Cyportunity/Affirrative Actieon. Additionally., your firm's
acknowledgment to complete zll forms required by the New
cJersey Departzent of the Treasury, Office of Affirmative
action. :

1. Please complete the Affidavit of Moral Integrzty,
attached as Exhibit B.

<. Each proposal submitted must te signed by an by an
cfficer authorized to make binding commitments for your £irm.

etain the services of a

The NJTA reserves the right no b
ime i s stances deem it in the

ncial advisor at this t

Zina i um
Zest Interests cf the NJTA. However, 1I such services are
retained based on this solicizaztocn. services will be required
zeginning May I, 18¢1.



NEW JERSEY TURNPIKE AUTHORITY

RE: Financial Advisory Serv1ces
Mareh 7, 1991
Page Three

The firm selected as the NJTA's financial advisor will be
precluded from any underwriting activities the NJTA may require at
a future date for any bond activity which may occur during the
life of any agreement for the serv1ces listed in this
solicic atzon.

~ The firm selected to provide these services will be expected
to comply with the NJTA Code of Ethics, and any and all Federal
and New Jersey State laws and regulations pertaining to the
financial industry.

Please be advised that any firm which has any clients which
would present any actual or potential conflicts of interest with
the NJTA, may be disqualified from participation in this
solicitation. Should your firm determine that it has a client
which appears on its face to possibly present a conflict of
interest, please list any and all such clients so that the NJTA
‘may make a determination as toc whether an actual or potentzal
confl-c. exists.

Copies of the 1984 General Zevenue Bond Resolution, the First
Suppiemental Revenue Bond Resoluticn, the Second Supplemental
Revenue Bond Resolution, and NJTA 1889 Annual Report are attached
for your information.

Should your firm wish to respond to this solicitation, please
do so by supplying five copies of the requested information in
writing to Catherine A. Schladebeck, Zomptroller, New Jersey
Turnpike Authority, P.O. Box 1122, New Brunswick, New Jersey,
08903, (908)-247-0900, no later than Marceh 15, 1991. Should you
wish to deliver your proposal, the street address is Rte. 18 South
and Interchange 9. Please direct any any and all inquiries on
this matter to the undersigned.

Very truly yours,

[ led b S

Catzherine A. Schladebeck
Zsoptroller :

,-e‘n‘cl:s.'.::e - | “x




SCOPE OF SERVICES

Financial Advisor

The Financial Advisor for the New Jersey Turnpike Authority
(hereinafter "NJTA") would be expected to perform the following:

1. Reviev of NJTA’s financial structure; make recommendations for
greater efficiency and/or cost effectiveness.

2. Review, evaluate, comment and coordinate responses to financing
ptoposals to NJTA from investment banking community.

3. Provide bond market information to NJTA on a timely basis.

4. Assist in updating the investment community (in particular the
Rating Agencies) on the NJTA’s financial plans and the status of
its projects.-

S. Attend NJTA board and staff meetings, as requested.

6. Perform computer cash-flov modeling to project the effects of
various financial strategies.

7. EIxamine and evaluate arbitrage and reissuance questions.

8. If bond financing becomes necessary during the term of this
agreement:

a. Advise on the financial structure that achieves the lovest
-cost of debt for the Authority,

b. Advise on the timing of the sale,

¢. Advise on the structure of undervriting and/or selling
groups, :

d. Reviev and assist in developing specifications for obtaining
the services of a competent undervriter, and in negotiating
all undervriting and placement fees for the bonds,

e. Perform arbitrage calculations as necessary,

f. Attend a}l_document meetings.

9. <vork with NJTA staff. Investment Bankers, Bond Counsel, Special
Tax Counsel and General Counsel in NJTA financial matters.

10. 3e available to provide financial advice on an as needed basis.

#7.’(



, ) EXHIBIT D
NEW JERSEY TURNPIKE AUTHORITY

March 27, 1991

MEMORANDUM TO: Donald L. Watson
) Executive Director

RE: Authorization to Retain the Firm of
Chase Securities, Inc. to Provide Financial
Advisory Services to the Authority

‘ The New Jersey Turnpike AutRlority requires the services of a
competent Financial Advisor to assist in. the planning of financial
investments on behalf of the Authority. Kidder, Peabody & Co. has
served the Authority for several years in the capacity of
Financial Advisor. This association will end at their request on
April 1S5, 19¢91. '

In anticipation of this separation, on March 7, 1991 the
Authority solicited proposals for Financial Advisory Services froa
twelve firms: four of the firms responded. The four firams which
submitted proposals are Chase Securities, Inc., Publiec Finaacial
Management. Inc., Alex Brown & Sons and Ernst & Young. Each fizaz
was interviewed by the Chairman, EZxecutive Director and
Comptroller. :

During each interview, clarification was given to each firm
regarding the reference in the Sclicitation for Services
indicating a §50,000 annual cap for the services to be performed.
Each proposer was advised that in the event of a major financial
restructuring or other extraordinary financial transactions. the
cap would not apply and the proposed rate schedule would govern.

Chase Securities, Inc. is reccmmended to be retained by the
Authority for the provision of Financial Advisory Services. Their
proposal outlined excellent experience and staff credentials.
Chase's primary business is underwriting and trading U.S.
treasury, federal agency, municipal, corporate and asse:= backed
securities. This experience is in line with the current ‘
investment strategy of the Authority. The team Chase has assigned
to the Authority account has significant experience in
transportation infrastructure financing. The hourly rates
proposed are as follows:

President and Vice President §is0
Associates ~ $ 785

Chase does not charge an hourly rate for administrative services
provided in the course of a Financial Advisory Contract. However.
out-of-pocket expenses will Lte reimbursed separately.

48X 00




NEW JERSEY TURNPIKE AUTHORITY

Therefore, authorization is requested to retain the firm of
Chase Securities, Inc. to provide Financial Advisory Services to
the Authority and to serve at the pleasure of the Authority with
30 days written notice for termination of services. '

The Comptroller joins with the undersigned in recommending
Chase Securities, Inc¢. to provide Financial Advisory Services to
the Authority. Please charge this item to Account No.
10-890-4608.

Herbert I. Olarsch
Director of Law

CERTIFIED FOR CONSIDERATION:

Denald L. Watson
Executive Director

00
94X



Chase Securities, Inc.
+-Chase Fiaza

| New York, New York 10081 _
' EXHIBIT E

May 17, 1991

Chairman David Goldberg
New Jersey Turnpike Authority
Route 18

Turnpike Interchange 9

East Brunswick, NJ 08816

Dear Chairman Goldberg:

'As you know Chase Municipal Securities, Inc. has made a decision to close its operations

on May 31, 1991. As a result, we understand that the Authority has hired Lazard Freres to

~serve as financial advisor. As indicated in a letter to you on April 25, 1991, it is Chase’s

intention to maintain sufficient staff resources in order to service transactions in progress.

However, in light of the fact that principal members of the Chase Team responsible for
providing financial advisory services to the Authority are in the process of negotiating future
employment with one or more firms that may be subrmmng proposals to serve as
underwriter, we believe it would be in the Authoriry's best interest if we resigned.
Therefore. with your approval, Chase Municipal Securities, Inc. will no longer serve as
"interim financial advisor" effective Friday, May 17th.

We appreciate your patience and undersmnding on this difficult matter.

Sincerely,

Ky{x S. Arnone ,A

cc:  Donald Watson .
Executive Director REGEIVED
' Now Jersey Turnpike Autherity
MAY 23 1991

| N A
o X CHAIRMAN'S CFFICE




NEW JERSEY TURNPIKE AUTHORITY

EXHIBIT F
May 15, 1991

MEMORANDUM TO: Donald L. Watson
Executive Director

RE: Confirmation Of Agfeemeat With Lazard Freres & Co.
For Professional Financial Advisory Services

At the Commission Meeting of April 30, 1991, the Executive
pirector received authorization to select a new Professional
Financial Advisor to be confirmed at the May 30, 1991 Commission

"Meeting. This action was necessary due to the sudden dissolution
of the Authority's previous Financial Advisor, Chase Securities,
Inec.

The Authority had initially solicited proposals from several
firms from which Chase Securities, Inc. was selected at the March
28, 1991 Commission Meeting. In order to expedite the replacement
of Chase Securities, Iac.., the Authority received propesals from
three of the firms orginally invited plus three additional firms,
and selected Lazard Freres & Co. This firm offers comprehensive
Financial Advisory services with &8 well experienced professional
financial staféf.

The terms will remain for one year at a $§50,000.00 annual cap
for the services to be performed except the cap will not apply in
the event of a major financial restructuring or aay other
extraordinary financial transactions. The hourly rate schedule
- for Lazard Freres, & Co. is as follows: Partners - $250.00;
Senior Vice Presidents - $200.00; Vice Presidents - $150.00; and
Associates = $125.00.

Therefore, it is requested that authorization be granted to
enter into an Agreement with Lazard Freres, & Co. for Professional
Financial Advisory Services in an amount not to exceed $50,000.00
sanually with the exceptien of a major financial restructuring.

The Comptrolle: eoncurs in this recemmenaation. Plesase
cha:qe this to Acecount No. 10-890-4608.

Herbert I. Olarsch
Director of Law

(4

CERTIFIED FOR CONSIDERATION:.

Bt

Donald L. Watson v ‘
Executive Director K Kf' X

FUNDS AVAILABLE
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EXHIBIT G
\
' STATE OF NEw JERSEY
DEPARTMENT OF THE TREASURY
, ' OFFICE OF PUBLIC FINANCE
JiM FLORIO “A:,'. :’;’" ROBERT ¥ wmtﬁ
QOVERNOR ' ~ TRENTON. NEW JERSRY (8838-0002 ‘ BEPUTY BIRECTO
DOVELAS C BERMAN i )
STATE TREASUREN f ; . Apgil ¢, 1991
To: Douglas C. Berman
. | ‘L
From: Robert F. Lurie A~
° . ‘ .

Subject: Turnpike Underwriter Selection

The proposed Turnpike refunding may be the largest, and the most
gcrutinized, financial transaction in the State‘'s histery. Not only .
Wall Street, buti also the Legislature, the press, 8snd the publie
will be watching this deal for any appeazance of conflicts of
interest or other perceived wrongdoings. This memo suggests a
process designed ‘to avoid adverse perceptions. It also suggests an
underwriting group structuze to keep iz mind when selecting firms.

@ RFP: There should be sn eoxtensive, detailed Reguest for
Proposals for all management group positions. The RFP should be
gsent to any firm who wishes one. We may want to place an
advertisement in the Bond Buyer to soliecit proposals. PFizms
should be given at least two weeks to respond. .

e Oral xntervim:, FPirms on a "shoct list® after review of the
written proposala should be interviewed and asked follow-up
questions regarding their proposals.

e Review Committee: There should be a committee formed to ceceive
and review the propossls, and to make recommendations, The
committee could bs the Finance Committes of the Turnpike
Authority, with assistance from Turnpike staff, our office, and
pechaps uomeono from DO'r staff.

® Criteria for sneetion. The proponls should be qradod by the
committes sccording to a pre-established set of cciteria, with a
written review asvailable to responding firms. PFirms should be
selected in gcnoral aceordance with the grades assigned.

L4
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SENT BY:COREN. SHAPIRO=N. Ui ¢ 4=18=81 § 14:37 6086951328~ 201247347278 3

Douglas C. Berman
April 4, 1991
Pasge 2

¢ Components of Eh. RIFP:

- Capitll (unusually 1m§oztant on this large an:
undezwziting).

Distribution strength, both institutional and retail.
Banking exzperience in transportation.

Expertise in designing & complex transportatienm eredit.

Expertise in advance refundings.

gzeativn. and legal, ways to save money on the refunding.
ees. !

New Jersey presence - contcibution to the State economy.

Minority ewnership and/or f£inaneing team members.

- There should be st least five classifications, or tiers, of
firms in the underwriting greup. The rule of thumb is, the higher
the tier, the more underwriting risk the firm should take, and the
more bonds the firm should bs allocated.

1) Book-running Senior Manager: meanages the marketing and
gllocation process. This firm must have a very strong capital
base, and a broad distribution netwotrk with. a balance of
institutional and retail capability. Compensatioen will be
primarily in the form of “"takedown®, or sales commission, since
this fi:zm will receive the lazgest allocation of bonds .for sale

to its customers. Will also get a small management fee.

2) “Senior Banker®: Traditionslly the same firm as the Book-running
Manager, but need not be. This firm i3 almost another financial
adviser. Develops the financial plan. Msnages the document
drafting. Runs computer analysis for the refundings. Works
with the Book-running Manager to structure debt amortization.
This firm will get a relatively lerge management fee for their
banking se:vices. It will also ¢get the asecond largest share of

the bonds.

3) Co-senior Managers: Paticipate in the structuring &ad document
dzafting process. May attend some working group meetings.
There should be a very small management fee; compensation will
ke mostly {an "takedown®. These firms will gst more bonds then
co-managesrs, discussed below. There should be no more than
three Co-senior Managers. Each should be lerge firms with a
strong capital base, but may be ianstitutionsl or reteail
specialists, as long as other firms provide balance. .

4) Co-managers: Assist in underwriting and selling bonds. No
management fees. These firms will get 8 large allocation of
bonds. These should be primarily good at marketing. New Jersey
based firms and minority firms should probably qo hozo aua to -

S3X



Douglas C. Berman
Apeil 4, 19391
2age 3 |

their relatively éoik capital base. There should be asbout six to
eight co-managers on a deal this size, and there may be two tiers of
co-managecs based upon their pa:tieisatioa in the underwriting risk.

i
5) 8elling qroup members: Will a:sist in selling bonds, but will

get only a small allocation. These firms will not participate
in the underwriting risk. The number of selling group members
is unlimited. - .

® The financiasl plan may include three separats bond issues: the
1985 refunding ($1.6 billion), the 1984 refunding (83500
million), snd the new money issue (8450 million). This presents
an opportunity to rotate firms in various positicns in the
management group.

¢ Co-senior managers and the Bookerunninﬁ aonicz manager coeuld
rotate.

- @ The "Senior Banke:’ firm should not be rotated; there must be a
consistent, integrated financisl plan for all three issues,
which must be -adjusted as interest rates and othar variables
cehange. Oﬂs‘fltm must manage that process.

® Thete cculd be more than eight firms roteting though the oigh:
~ co-manager slots uvailable on each deal.

¢ There should not be‘moro than a total of three co-senior
managers in total, since it would be extremely unwieldy to keep
more firms involved in the deal strucuring process. Thus, there
should 8lso noet be a rotation from co-manager to co-senior

mnanagesr.

2 (names for illustration only):

Goldman Sache
("Senior Banker”")
. -
(Co-senior Managers)  : Dillon Read Pru Bache Bear Stearns &
(Cé Managers) DusWite  PintBoston  LaandFrere
(choose u to dght Morgan Stanlsy Paine Webber i.D:{mn Bros.
for each d ‘!yunlu* Printon Kane First Fidelity
(co-angrs with lexc .B. Hansuer MR. Beal Gri Brandford
risk pasticipation) ‘I _ ad A
(Selling Group Members) ~ (unlimited numbaez)

C: Nate 8Scovronick
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EXHIBIT H

May 2, 1991

NEV JERSEY TURNPIKE: AUTHORITY
REQUEST FOR PROPOSALS

FOR UNDERVRITING SERVICES

I. INTRODUCTION

The Nev Jersey Turnpike Authority (NJTA) invites proposals for
professional undervriting services.

NJTA is interested in receiving detailed information concerning
restructuring and/or refinancing alternatives for its outstanding
debt including a potential refinancing of all of its indebtedness.
Such indebtedness in the original principal amounts of $501,825,000
Nev Jersey Turnpike Authority Turnpike Revenue Bonds, 1984 Series and
$2,000,000,000 New Jersey Turnpike Authority Turnpike Revenue Bonds,
1985 Series Bi-Modal Multi-Term Format (BMTF) 7.20% Mode A Bonds are
herein referred to as the Series 1984 and Series 1985 Bonds,
respectively. The NJTA currently has $350 million in Series 1985
bond proceeds which have not been allocated as part of the revised
"1985-90 Videning Program."” Consistent vith its overall financial
analysis, the NJTA is assessing hov these proceeds should best be
used in connection vith a potential restructuring and/or refinancing
of the Series 1984 and Series 1985 Bonds. Howvever, your proposal
should consider the possibility of issuing new debt, in an
approximate amount either separately or as part of a refunding, so
that the NJTA can fund future anticipated State projects. It should
be understood that as of the current date, the NJTA has made no final
decision as to vhether to restructure or refinance all or any portion
of the Series 1984 and Series 1985 Bonds.

_The solicitation for these services is being conducted pursuant to
the statutes and lavs of the State of MNev Jersey, as fcund in
N.J.S.A. 27:23-6.1 and the regulations and policies of the NJTA as
they regard the procurement of professional services.

The firms selected to provide these services, if any, will be
expected to comply vith the NJTA Code of Ethics, and any and all
Federal and Nev Jersey State laws and regulations pertaining to the
financial industry. '
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II. TIME SCHEDULE

In oider to be considered, complete responses in the indicated
quantity must be delivered in vriting to the folloving parties at the
addresses, and by the date and time specified below.

NJTA ‘ : Catherine A. Schladebeck
(15 copies) Comptroller
, o (908) 247-0900

P. 0. Box 1121
Nev Brunsvick, NJ 08903

Mailing Address: Nev Jersey Turnpike Authority

Federal Express Nev Jersey Turnpike Authority
Address: Route 18
Turnpike Interchange 9
o East Brunsvick, NJ 08816
Proposal Due Date: May 20, 1991

Time: 3:00 p.m. Late responses
vill automatically be rejected.

III. INQUIRIES

Any questions regarding the Request for Proposal (RFP) must be
directed in vriting as follovs:

Catherine A. Schladebeck
Comptroller

Mailing Address: V Nev Jersey Turnpike Authority
P. 0. Box 1121
Nev Brunsvick, NJ 08903

Federal Express Nev Jersey Turnpike Authority

Address: Rouze 18
: ' Turnpike Interchange 9 :
East Brunsvick, NJ 08816

The Authority will allov facsimile transmissions (908-249-9635) but
accepts no liability for errors in transmission vhether clerical or
mechanical. = . : -

Relevantvtax lav questions may be directed as follovs:

‘ Special Tax Counsel

Mudge Rose Guthrie Alexander
& Ferdon

Richard Nicholls

(212) 510-7616
or

Jeffrey Piemont

(213) 61?&]}




IV. PROPOSAL GUIDELINES

Proposers must comply vith instructions and restrictions embodied in
this RFP vith regard to preparing and submitting proposal responses.
Proposers are expressly prohibited from contacting any NJTA
Commissioners or other officials once this RFP has been released for
distribution, other than as specified herein. Failure to comply wvith
proposal guidelxnes may result in disqualification of the respective
proposer. :

The folloving criteria, not necessarily exhaustive nor listed in
order of significance, will be used to evaluate responses.

1. The proposer’s detaxled description of an appropriate plan of
finance.

2. The ability of the proposer to identify comprehensive financing
alternatives and the marketing and rating agency implications of
each. :

'3, The ability of the proposer to execute the financing plan from a
technical and marketing perspective.

4. The proposer’s general approach to the requirements of the RFP.

5. The qualifications and relevant experience of personnel to be
assigned vith projects of similar scope, size and complexity.

6. The firm’s relevant past experience in engagements of similar
scope, size and complexity.

7. Proposed fees.

V.  RESERVATIONS OF RIGHTS

The NJTA reserves the right to:
1. Reject any and all proposals vith or vithout cause.

2. Inits sole ‘discretion, accept the proposal vhich 1t considers
most favorable to the NJTA’s 1nterest.

3; Vaive minor irregularities or defects in all procedures relative
to this RFP.

4. Rejcct all proposals and seek nev proposals vhen such procedure
1% reasonably in the interest of the NJTA.

S. Request and receive such additional information as the NJTA may
reasonably require and to disqualify any proposer and reject any
proposals for failure of the responsible party to promptly
provide such additional information.
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9.
10.

VI.

Conduct intervievs vith any or all proposers prior to selection.

Conduct pre-contract negotiations vxth any or all proposets
prior to selection.

Reviev and approve any change in significant staff members,' as
vell as the right to discharge the firm promptly. based on such
personnel changes.

Approve undervriters counsel.

Negotiate all fees.

NJTA LIABILITY

" The NJTA shall not be liable for:

nI.

Any costs incurred in the preparation of responses.

" Any costs incurred by the proposer in connection vith any

interviev or negotiation relating to this RFP.

Any costs whether or not included in the proposal unless such
costs are agreed to in a subsequent letter of engagement or
contract.

Any disclosure, vhether by negligence or othervise, of any
material or information in any form submxtted by any proposer in
response to this RFP.

'BACRGROUND IN?ORHATION ON THE NJTA: REQUESTS POR ADDITIONAL

INFORMATION

~ The folloving enélosed information is intended to provide backgréund
information on the NJTA’s outstanding indebtedness:

The Official Statement for the Series 1984‘Bonds.

‘The 0fficial Statement for the Series 1985 Bonds.

Special Report ptepared by Ernst & Vhinney tegarding the
Series 1984 Bonds.

Financial Report of the NJTA as of March 31, 1991.
NJTA "Business Plan for the 90’s" December 1990.
Investment Schedule for Bond Proceeds as of March 31, 1991.

Projections of Toll Revenues, Operating Expenses and Maintenance
Reserve Deposit for Calendar Year 1991.
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Requests, if any, for additional information or materials must be
submitted in vriting to the NJTA in accordance vith the process set
forth herein under Section III. Inquiries. Such requests will be
revieved to determine if they are reasonable and relevant. BHovever,
ve vill not electronically transmit the return response.

VIII. CONFLICT OF INTEREST

Please be advised that any firm vhich has any clients or
relationships vhich would present any actual or potential conflicts
of interest with the NJTA, may be disqualified from participation in
this solicitation. Should your firm determine that it has a client
or relationship vhich appears on its face to possibly present a
conflict of interest, please list any and all such clients or
relationships so that the NTJA may make a determination as to vhether
an actual or potential conflict exists.

IX. REQUIRED PROPOSAL CONTENT

If you are interested in serving only as a co-manager in any
potential NJTA financings, please provide the information requested
in Questions 1-5 and Questions 13-18.

1. Transmittal letter not to exceed one page signed by an officer
authorized to make binding commitments for your firm.

. 2. Executive Summary not to exceed two pages.

3. Specify the firm name, mailing address, federal express address
if different from mailing address, telephone number, fax number
and primary contact. Indicate whether your firm wishes to be
considered for senior manager or as a co-manager..

4. . Identify the four primary individuals for your firm wvho vould be
assigned to the NJTA and vhy their background is relevant.
Please include information relating to applicable experience of
these individuvals. Detail the role each member would have on
this account (Limit Three Pages).

5. Summarize the firm’s experience, in chart form, as a scenario
book-running manager of Turnpike revenue bonds or other surface
transportation issues vith a par amount in excess of $100
million sinece January 1, 1985. Co-senior and co-manager
experience for the above should be delineated in a separate
chart. For each issue specified vithin the tvo above-referenced
chaits indicate the Par Amount, Sale Date, Issuer, Gross Spread
by component and the primary staff person responsible for each
financing.

59X



If NJTA concludes that current borroving documents unduly
restrict and limit the NJTA, a total defeasance of the Series
1984 and Series 1985 Bonds may be necessary in order to provide
enhanced flexibility to administer programs responsive to the
needs of the State of New Jersey. The Governor, in his FY 1992
budget, has included a proposal for the NJTA te purchase from
the State certain roads for $400 million. In describing the
range of financial options, in response to Question No. 6
proposers should assume as one option that a) the road purchase
vill occur; b) the issuance of bonds, if necessary, and the
actual payment to the State of $400 million, will not ocecur
before the defeasance and/or retirement of all ecurrently
outstanding NJTA debt has occurred; and ¢) that the payment of

'§400 million to the State vwill occur not later than June 30,

1992.

Please describe in detail the range of financing options
available to accomplish the foregoing, including a scenario that
is reflective of current market conditions. Provide s summsry

~ ‘table describing the present value savings for each option or

scenario. Present value savings should be computed by comparing
the aggregate debt service currently paid to the aggregate debt
service after all nev bonds have been issued. Any change in
investment cash flov should be taken into account.

Provide all debt service and savings schedules and assumptions
used to support your recommendations in a clearly identified
appendix. Quantify costs and specify other considerations vhich
the NTJA should be avare of for each option.

a) Hov would varying market conditions affect your proposed
approach? Outline scenarios in which it is possible to
achieve debt service savings given a complete defeasance
and quantify the magnitude of expected savings.

b) Assuming a variety of market conditions, discuss hov the
NJTA should approach the timing of the total refunding
under consideration indicating any tax lav and other
legal constraints you feel are relevant.

e¢) Assuning a variety of market conditions, discuss the vays
in vhich the NJTA should apply the existing funds on hand
to maximize'the efficiency of a proposed total refunding.

Discruss your experience in senior managing advance refunding
transactions vhich required complex "transferred proceeds"
calculations. Include in your discussion techniques vhich you
have used to mitigate and/or elizinate the negative consequences
of "transferred proceeds” vhich vould be applicable to the
Series 1984 Bonds (Limit Two Pages). :
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10.

11.

The NJTA intends to explore several options regarding vays to
expand its mission to better serve the -people of New Jersey.
Assume for the purpese of Question Nos. 9 through 11 that some
or all of the folloving goals may be pursued:

a) making available surplus fundé and bond proceeds for
projects that are expected to result in deficit operations;

b) permitting the use of bond proceeds for projects that may
- be authorized by future actions of the State Legislature:

¢) permitting the use of modern toll management techniques;
and

d) permitting a future expansion or reorganization of the NJTA
by statute.

Given the NJTA’s potential desire to construct a nev set of
legal documents in order to provide increased financing
flexibility, please discuss hov you vould propose to structure
the proposed refundings in terms of priority claim on revenues
(L1m1t Tvo Pages).

Discuss your recommended rating agency approach if the NJTA vere
to undertake a total refunding and adopt a nev resolution.
Responses should address appropriate debt service reserve
requirements, the net revenue requirement, additional bonds test
and coverage requirements.

Discuss your marketing strategy as it relates to a total
refunding. In addition, provide your assessment of the
investment community’s reaction to and acceptance of a total
refunding of the Series 1984 and Series 1985 Bonds (Limit Tvo
Pages).

Based on your recommended plan of finance in response to
Question No. 6, identify your proposed Gross Spread by
component, assuming marke: conditions as of the close of ;
business on Hay 6, 1991. Indicate the management fee you vould
expect to receive as senior book-running manager only. It is
expected that the proposed management fee vill be a firm
commitment and vill not be subject to increase. Itemize the .
expense component. Expenses should also be expressed as a not

to exceed amount.
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12.

13.

14.

15.

16.

17.

18.

In absence of a complete defeasance, assuming no nev money
needs, vhat restructuring and/or refinancing alte;natives vould
be available to the NJTA to achieve debt service savings on the
Series 1984 and Series 1985 Bonds. Provide all debt service and
savings schedules and assumptions used to support these
alternatives in a clearly identified appendix. Hov wvould
varying market conditions impact your recommendation for
alternatives? '

Indicate your firm’s most recently reported total capital,
equity and capital and excess net capital. Provide your most
recent Annual Report or audited financial statements, and

~ comment on your firms profitability over the last five years.

Provide three client references vhere your firm served as senior
manager for advance refunding and/or Turnpike revenue bonds or
other surface transportation issues vith a par amount greater
than $100 million since January ‘1, 198S.

Provide information on the nature and magnitude of any
litigation or proceeding, during the past three years, vhereby a
court or any regulatory or administrative agency has ruled
against the firm in any matter related to the activities of the
firm., Similar information must be provided disclosing any
currently pending litigation.

The successful Consultant agrees that it does not discriminate
in the hiring or promotion of any minorities, as designated by
the Equal Employment Opportunity Commission of the United States
of America, or the department of Civil Rights of the state of
Nev Jersey; and that it does not discriminate against any person
or persons on the basis of race, creed, age, color, sex,
national origin or handicap.

In addition the successful Consultant agrees to complete the
appropriate forms as follows:

a) Mandatory Language for Professional Service Agreements

b) AA-302 form - State of Nev Jersey Affirmative Action
Employee Information Report

Hovever, if a firm maintains a current Letter of Federal
Approval, or a current Certificate of Employee Information
Reporr Approval as issued by the Department of ‘the Treasury,

~ State of Nev Jersey, it may be submitted in place of b) above.v‘

Identify the limits of liability for the folloving insurance
coverages - comprehensive general liability, wvorkers’
compensation, comprehensive automobile liability, professional
liaoxlity, and valuable papers.

Please complete the Affidavxt of Moral Tntegrity, attached

hereto. ) €2 %
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.David B. Thompson, Vice President, Public Finance
Janney Montgomery Scott Inc.

1601 Market Street

Philadelphia, PA 19103-2473

215-665-6000

/Mr. Steve Faber, Vice President
Butcher & Singer
2 Logan Square
18th and Arch Streets
Philadelphia, PA 19103

/Mr. Peter Shapiro
CitiCorp Securities Markets Inc.
S5 YWater Street, 43rd Floor
Nev York, NY 10041
212-291-7768

+ Mr. Timothy L. Carden
Donaldson, Lufkin & Jenrette Securities Corporation
140 Broadvay
New York, NY - 10005
212-504-3000

; Mr. Derek Davis
Pryor, McClendon Counts & Company, Inc.
3 Penn Center
1515 Market Street, Suite 819
Philadelphia, PA 19102

s Mr. Theodore P. Swick
William E. Simon & Sons Municipal Securities, Inc.
55 Madison Avenue, Suite 310
Morristown, NJ 07960
201-924-9000 - 800-872-0850
FAX 201-984-3021

/ Mr. Sam Trove
First American Municipals
156 villiam Street, 8th Floor
New York, NY 10038

Mr. Francis J. Sveeney, Vice President
Y Morgan Stanley & Co., Inc.

1251 Avenue of the Americas

39th Floor

New York, NY 10020

212-703-4348 FAX 212-921- 9638

/ Mr. Ken DeRoberts
Printon Kane Group
S1 JFK Parkwvay
Short Hills, NJ 07078
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/ Mr. Thomas H. Cochran, Sr. Vice President
Lehman Brothers Division
Shearson Lehman Borthers Inc.
American Express Tover World Financial Center
Nev York, NY 10285-2000
212-298-2710
FAX 212-619-7165

Mr. Dennis Santo
E. A. Moos & Co.
350 Springfield Avenue
Summit, NJ 07901

v Mr. Michael Schaefer
Springsted Inc.
85 East 7th Place
Suite 100
St. Paul, HN 55101-2143

/ Mr. Lavrence Bashe, Vice President, Public Finance
*The First Boston Corporation

Park Avenue Plaza, 37th Floor

New York, NY 10055

JMr. Timothy Sullivan
Gibraltar Securities Co.
10 James Street
Florham Park, NJ 07932

/Mr. Michael A. Baumrin, Managing Director
Merrill Lynch Capital Markets
Vorld Financial Center
North Tover
Nev York, NY 10281-1309
212-449-0633  FAX - 212-449-7174

JMr. Michael Maron
GE Capital
44-2 01ld Ridgebury
Danbury, CT 06810
203-796-2320

j Mr. Martin Ted Mayden
BT Securities Corporation
130 Liberty Street, 31st Floor
Nev York, NY 10006
212-250-7624

Jhr. Tristan P. Renz, Sr. Vice President
Rirchner Moore - A Division of George K. Baum & Co.
7220 Texas Commerce Tover
600 Travis
Houston, TX 77002
713-222-0701
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Mr. Robert Dailey

Kidder, Peabody & Co. Inc.

10 Hanover Square

Nev York, NY 10005
212-520-3438 FAX 212-558-6759

s ¥s. Deborah Vetzler
Bowne
345 Hudson Street, 10th Floor
Nev York, NY 10014

. Ms. Carol Belamy, Managing Director
Bear, Stearns & Co. Inc. .
245 Park Avenue ~
Nev York; NY 10167

1212-272-3199

/ Mr. Harold E. Doley, Jr., Chairman
Doley Securities, Inc.
170 Broadvay, Suite 610
Nev York, NY 10038
212-385-3641 FAX  212-608-3911

/Mr. Harry Tyson
Smith Barney, Harris Upham & Co.
333 Vest 34th Street
Nev York, NY 10001

.Ms. Roberta Connolly

Artemis Capital Group Inc.

635 Madison Avenue, 12th Floor
Nev York, NY 10022
212-593-2317

Mr. Jack Kelly, Sr. Vice President
Prudential Securities Inc.

1 Liberty Plaza, 46th £loor

Nev York, NY 10006

J&r. Clarence Otis
Chemical Securities, Inc.
277 Park Avenue, 1llth floor
Newv York, NY 10172

J Mr. Timothy C. McDonough, Vice President
A. G. Edvards & Son = .
136-150 Main Street, Building A ~
Princeton Forrestal Village
Princeton, NJ 08450
609-452-0033 - 800-688-3386 FAX 609-452-1142

JHr. Mark Meyer
Dillon Reade & Co., Inc.
535 Madison Avenue

New York, NY 10022 - ¢ {Y‘



Ms. Joan Greene
Ryan, Beck and Co.
- 80 Main Street
Vest Orange, NJ 07032

/ Mr. Steve Vood
Paine Webber _
1285 Avenue of the Americas, 10th-floor
Nev York, NY 10019 '
212-713-4590

.'Ms. Beth Boldeschvieler
Marine Midland
140 Broadvay, 10th floor
Nev York, NY 10015

/Ms. Jan E. Rosenfeld, Vice President, Municipal Finance
Goldman, Sachs & Co. :
85 Broad Street
Nev York, NY 10004
212-902-56541 FAX 212-902-0654

/Hs. Amy M. Vinchell, Vice President
Fiduciary Communications Company, Inc.
149 Franklin Street
Nev York, NY 10013 :
212-226—344& FAX 212-925-1896

o Mr. James V. Ritter, Managing Director
Lamberson Knight Securities, Inc.
636 Morris Avenue, Suite 1B
Short Hills, NJ 07078
201-376-1000 800-233-4427
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. Richard Helmbrecht
Reinoso & Co.
30 Broad Street, 32nd Floor
New York, NY 10004

- Mr. John Donovan
Dean Vitter Reynolds
Tvo World Trade Center, S9th Floor
Nev York, NY 10048
212-392-4023

_ Grigsby Brandford Povell
One VWorld Trade Center
Suite 1535
Nev York, NY 10048

/Mr. Steven Hunt, Vice President and Manager ~
Bank of Nev York
One Vall Street, 17th Floor
Nev York, NY 10286

/Mr. Lee K. Barba, Managing Director
Bankers Trust
130 Liberty, 31st Floor
Nev York, NY 10006

/ Mr. Bernard B. Beal
President and CEO
M. R. Beal & Co.
489 Fifth Avenue
Nev York, NY 10017

. Hs. Barbara Shattuck
Cain Brothers, Shattuck & Company
452 Fifth Avenue, 25th Floor
New York, NY 10018

. Mr. Villiam C. Schutt, President
Discount Corporation of New York Municipals
S8 Pine Street
Nev York, NY 10005

, Mr. Craig Douglas Janmes, President
Douglas James Securities, Inc.
14 East Fourth Street, Suite 607
Nev York, NY 10012

Mr. Alexander S. Williams, Executive Vice President
First Fidelity Bank, NA, Nevw Jersey
S50 Broad Street i
Newark, NJ 07192
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v Mr. Andrev M. Heath, III
First Interregionial Equity Corporatxon
830 Morris Turnpike
Short Hills, NJ 07078

/ Hr. Michael Jacobson, Vice Chairman
J. B. Hanauer & Co.
59 Northfield Road
Livingston, NJ 07039

~ Hr. John Twomey Booth, President
Jersey Capital Markets Group -
Riverviewv Historical Plaza
45 Newark Street

" Hoboken, NJ 07030

/Mr. Richard Poirier, Senior Vice President
Lazard Freres & Co.
One Rockefeller Plaza
Nev York, NY 10020

J Mr. John K. McColloch, Managing Director
J.- P. Morgan Securities
23 Vall Street
Nev York, NY 10260

; Mr. Arthur F. Powell, President
Povell Capital Markets, Inc.
40 Clinton Street, 2nd Floor
Suite 200
Newvark, NJ 07102

-Mr. John C. Glidden, Jr. Manager
Prudential-Bache Capital Funding
Public Finance Department
100 Gold Street
Nev York, NY 10292

o Mr. Al Sturdivant
Sturdivant & Co., Inec.
130 North Broadvay -
Suite 1007
Camden, NJ 01801

s Mr. Robert F. O’Neill, Public Finance
Tucker Anthony & R. L. Day, Inc.
120 Broadvay .
Nev York, NY 10271

{ Mr. Vardell R. Lazard, Principal
VR Lazard ‘8x
One Rockefeller Plaza

- New York, NY 10020
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" REQUEST FOR PROPOSALS
UNDERWRITING SERVICES

NEW JERSEY TURNPIKE AUTHORITY
To All Interssted Parties:

if you are Interested In receiving an RFP, contact the New Jersey
Turnplke Authorlty &t 808-247-0800, &xt. 5100, Your proposal must
be received by the Authorlty no later than May 20, 1881 to be con- |
sidered for this possible underwriting.

X
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EXHIBIT K
Hay 8, 1991
NEV JERSEY TURNPIKE AUTEORITY |

REQUEST FOR PROPOSALS FOR UNDERVRITING SERVICES
ADDENDUM NO. 1

This addendum is in addition to the RFP previously sent, dated Hay 2, 1991. to
- your office.

II. TIME SCHEEDULE

Five copies of your firm’s proposal must be submitted to the NJTA’s FPinance
Advisor, Lazard Freres & Co., by the Proposal Due Date at the folloving address:

. Gordon Bryant ,
Lazard Freres & Co.
One Rockefeller Plaza, Suite 2330
Nev York, NY 10020 :

III. INQUIRIES

All questions regarding the Request for Proposai pust be received in vritten
form by 5:00 p.m. May 13, 1991 (Fax, 212-632-6057) to the attention of Gordon
Bryant) not Catherine Schladebeck at the NJTA. No response vill be provided for
questions judged to be 1rre¥evant or unreasonable.

v. RESERVATIONS OF RIGHTS

Please nnte the folloving additional reservation of rights:

In order to assure a fair and equitable evaluation of the merits of each
applicant undervriting firm, no joint proposals will be accepted. The NJTA
reserves the right to choose combinations of nanaging undervriters as it
determines to be appropriate.

IX.  REQUIRED PROPOSAL CONTENT

The folloving additional questions are incorporated into the RFP:

19. Describe any innovative financing techniques developed aﬁd utilized by your
firm vhich have successfully resulted in u financing in the last tvo years.

20. Describe any changes in the staffing of your municipal finance,
undervriting, sales and trading departzents over the last five years.
Include the number of professionals staff separated by category; @municipal
finance, undervriting; sales and trading in 1986 and the number today.

21. Active and meaningful participation in the financing by minority and
vomen-ovned firms is important to the Authority. WVhat means do you
recommend to ensure attainment of this goal? '

22. The Authority is interested in providing firms that participate in this
~ transaction fair access and equitable treatment in bond allocations.
Provide a description of a fair pricing methodology for the undervriting
group and a bond allocation proposal. This should include an itemized
breakdovn of the wvay in which charges for a sale vould be broken out and hov
bond allocations would be assigned, you serving as senior managing
undervriter and your co-managers.
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NEW JERSEY TURNPIKE AUTHORITY

EXHIBIT L

RECEIPT OF PROPOSALS AT LAZARD FRERES & CO.

T+

Muriel Siebert & Co.
Howard Gary & Co.

Raymond James

BT Securitiés

PaineWebber

Clayton Brown

E.A. Moos & Co.

JB Hanauer & Co.

Kirchner Moore & Co.

Butcher & Singer

AG Edwards & Sons

Reinoso & Co.

Apex Securities

Gibraltar Securities

Alex Brown & Sons

Morgan Stanley

Chemical Securities

Ryan Beck & Co.
arine Midland

PHN Capital Funding - -

Tucker Anthony

Prudential Securities

The Chapman Co.

First American Municipals

Lehman Brothers

Merrill Lynch

Janney Montgomery

Dillon Read

Donaldson Lufkin -

Citicorp

First Boston

Pryor McClendon

Artemis Capital Group

Goldman Sachs

Printon Kane Group -

Dean Witter

Kidder Peabody

Smith Barney

William E. Simon & Sons

A.H. Williams & Co.

- Sturdivant & Co., Inc.

Doley Securities
Bear Stearns

WR Lazard Laidlaw & Mead

* Senior Managing Underwriters

+ Co-Senio_r

Managing Underwriters
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5/20/91
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EXHIBIT M

OralIntervicws - Tune 7 & 10, 1991

- Interview Committee: David Goldberg Chairman, NJTA
Donald Watson Executive Director, NJTA
John Jacobsen Acting Comptroller, NJTA :
“Richard Poirier Finaneial Advisor, Lazard Freres & Co.
John Tamagni Financial Advisor, Lazard Freres & Co.

1. On an A rated $500 million Turnpike Authority fixed ratc 30 ycar bond
issuc, who are the buyers? What percent is retail? What percent is
institutional sales? On a AAA rated basis the same question? Outline your
firm’s dcfinition of a retail investor versus an institutional investor. at-
do you consider your firm'’s greatest marketing strength?

2. Describe very bricfly a marketing approach to maximize the placement of
bonds to New Jersey purchasers, . . ,

3. How do you feel retentions should be determined? For examplec, what
perccntage of a term bond shouid be rescrved for retail? Would you sct up
a special term bond for New Jersey rctail? '

4. What is thc most cffective sales communication method for institutional
buyers? How would you differcntiate your relationships with institutions
from that of other firms. Who arc the four top institutional purchasers for
NJTA bonds? What investors cun you attraci that others can't? How would
you achievc that success?

S. What is the lowest possible takedown if these bonds arc sold on an
ins;ilutional basis in today’s market?

6. [lypothetical: You arc bringing a thirty ycar $800 million bond issuc, we
have a threshold interest rate lcvel, you have orders for $700 million of
bonds, $400 million is going away business, you can’t cut price, the market
scils off § basis points, a futures contract is 3/4 of a point too cheap to the
cash market, what would you do?

7 low would you involve MBE/WBE firms and regional firms in the
; marketing of 8 New Jerscy bond issue?” A :

8. Very briefly, what direction do you forecast short and long tcrm interest
rates through 19917 What does your inrward ealendar look like over the
next 90 10 120 days? What marketing concerns do you have in placing over
$2 billion of Turnpike Authority bonas over the next few months? '

23X



lo.
{1

12

13.

14,
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Given interest rate risk to the Authority, discuss brdgin élcqhanisms.
What specific structuring details (CAB s, supcssinke, eLc.gua aad vaue 1n
today’s market? What roic do you see forifloating rate deht? ,

Would you recommend that a portion of the refunding bonds be
subordinate lien bonds? Why? ‘ .

‘The NITA will be actively involved in the{allocation of bonds, Would you

consider that a problem?

What pereentage of the orders on a bond issue will you generate? How do
you feel a participation level of a co-manager should be reflected in
allocations? Generally, how would you handle the allocations?

From a marketing point of view, what is the most difficult financin you
havel ?eomplctcd that you felt was a success, and why was your firm able to
exce

What do you feel m_igﬁt be a weakncss in your firm?

1low do you coordinatc several issucs you have in the market at the same

- lime? How many financings do you eémilet?e in a week? How do your
et ' |

16.

salesman allocate time properly to pre-mar

Please discuss what you believe to be an apornvriate role for the NJTA
éragﬂc enginecr and a consuiting engineer in m~*keting 1urnpikc Authority
ebt. :

74X




20 I Ape
SURARG TP OENOW)
Agragay aleve
YR Spafoan s zz LB
mgemswoy) | assmmoeq D 498
o0 anep axg DAnborn - g -Gz
Ay apan, . QT S——y 2
mbmapron  smowp L . o tacs *
8/oup omesec0 wetmenny oo idemm) weorvs e vys - *
Sobmetyy sy upyg P AN Agsagoy ————p) oL SN Ao SERS [ 1)) » s
) POCRIMANCODY XIN S48 - PO LS mOampyonmsg -yt o o3 Oragmys  OOLCERIE Ze0mmy gy esoamcut MOTARIY
SSB¢ cOmE 23
Ayrany wgmen)
G051 uCumy Sors . PROP P
il;. ~BIPSAR() ARTRgY, CED |
———) L T )
BB wOuTD £5TS SBeny CRME) R0 IR canem Oy Y L™
ipomany amafyy L] ssteumgos
mbewnga) axny amng Sapmg 9 opng o)
L) Lancd : e
we/osfe L ) ~Gopang DamenanoD) W90 COSTS L 1] GOCI-LEEDE AN ROA s8N
Fot ;oY P amyog Agcngmy wepsRg WA S Ayt 0OEXS s 0
g pemsEaceceany - by J0p05 FESYIRY EPAWIOARSDO) REISOEREDVOWEY  PPERRIDY  (WOL 00T mbmopopes  Bmaustg ) Bion ] “0) ¢ wutp gLy
L T ] —wm ]
fatinmoe) 1m0 Lsisguny  dmmpaay ) ey gy wogussdeansy

|
| .!gn'
|
é
i

95X



[°ERY]

GREDS LA DS
OB NGy D08 e any) o Weo
G861 WO 004 TR P OO
G064 com 0043 by AomeRS
QUS4 ORI 0018 o0 “Temy PRGOS
Apmpsoy wingd Ll L 14 ] DRSSO
concm 62 TG} yommy
etmeeproD L and e d
Opn] TR0 . ‘dAZmmg
0S5) STRIW 008 S RO I PO i w18 Ll ]
[ do] shagey ) AR asseoeg puoied .
oee-d ‘s D e ] ‘90 Supowng SEvane (e
W wmop v uley €008 AN MDA BN
[LY77, I D58 VEgERR B01S wnpOoRany ‘AN . .oy 255 vome IV AN SRI) PYRA D)
. b onmg Apimany ¥0d AW DS aweed © 50 [ L s . voram9 ‘S A Queons) sy
03 PRRESMANGORY 1N [¥3 -3 opeg SENSD RN FL wogEenoo) UMKy T ) SROMRgMd  ROLEB opmg SBONOQ V8 NOr e SmeNy ST
SB58 VoMY GOIS
Apprey w4 Do e WS .
bty ECH voms 0Pt 20 Culiommpy 75
N1 va IS [ ] ] w——— 0C gy PrRg
ogdumy TW mNed
P ] vEg—) RO SEOEOY
O ouSweRe) SRS LT 113 vome 28 e oy
-=gpon Safieng ~) CORCAUS.S [ O .t 0l .
] dogpwnes i g 0D “Af) OTUOCISY
o oR0N] BLVS WO0Q SBweRtL um 2o
[F77 ] BOSI VOuDS E01S Lo AN . VN S5 =g TS 19103 AN¢ WOA sy
inbaramyy sy Ageanrwg 10 ot ©8Q LS AEDICSUS cum—y 2§ 90 Owbmeny 5. sy DEd ST
29 PUPMERICORY) N 73274 LD LR/ AL CIRDS  ANERMENY ) NG ERepEly  FRLOS g D VRS -y ) § SRS Y
IR XS ke ] RN %0 L) [ ) GRS TeRAD — =g ) L sy
Joapaeny 0 weg o ] g ey [ o vy copemnd sy

. ’ex




. A
L 84 W3 d W,

wome kvt ‘A SOpmy
OCINCD) 0 TS . % © ememzr PR ImEm []
ominans 3 sssmsang astenmpra) . oS tnD ¢
Mgy SaEe0g ) CoNOVED§ L v <cposo) N T Z20m a0 WOA on T
oswxy 6215 s *) dagom) ABmpaTep OV §-
WA (O WRSSMMAMAT) (A5 ©008) NORL N G885 uome ©38 sepemdny ;
X maaj o/ NS AOD G WY IGS  PEKDY \PUOs) AN 0SS L] ‘d'AJOpeg Shesacsg smammy .
L] eSeQ pRsp3 D L 1] #50), oRs SeOWENY, oS DY) Y oMty 3 wppr) wmppug’
) 10 MRS
VORI O DO mecewy
L g ] ) DOEE “umaieg
oy deeasys ‘XN “A0 Suimieyy
umag 0y A vamn Cs Lo L")
W) Py L L1 o 52 .
Bugms avtwy 3 ey nweegos il -
saace) 6ot t womervs Z200s Ae WA apy ¢
aumy o 3G e, Ag>3 12T w01 Aoy Ay GONPOW 505
1] SRewERd MO INS . mleweyy wpiag i 03N >e 0> @ peny S0 :
L] N CEaEND W By i
[ ] —— L %

-----

21X



18UseéidIoY ./ b

vd)
BEI0 v
BOT-G0 MEAPERL
RNy  UrwwaERiems)
= AN
NORST ananyj | )
uge ] 3

: "
Cagpes IR WY Meady DOA AAN A 21 -3
WOPES ARGy DAY SRA LS ABI SIS
Ay e MOREISIDCD owmEs) MO0y IERERAEON 215 CINXS
SONREORERI]
0 “Wng Sy
<OCRRISPNOY B
1663 - SOEER.OOLS GREBAS 20) WOV
CES - oy GO1S s | ommmg
108 - sy 0OI'S .
Apmngry sy Y UOCSMOCEN /)
2ebeungyoy RGN AN
'V sopmg0D ‘) 0 A0
ey ) PBNY N
98 wOWK SZis cemang
Pty pma) ano) s by
4988 ™ -—ed Wy Ansvo?) SApinng 0 oM oS
Agscanroy w0d - o) o Agmong
“mbeiawyy sopat Amoesdg oy Suoemdpoq L KL ] AMTmpoy  $00) B0B4
BIREAFY SRR PV NS § OREy TewsdU
Aoy ooy Lasay sog) regde)

_____

?73%




SE51 uomg IS
Y SPnANY A0y »e; ooy DI, M L/ %0S
Pt WD WO
8961 souws eCt Ve conbpnp
AP CReniBipi ABSIRT ey TOTO M) GARSBALY Wy e
DY 06 - (aisy spsnrsey
004 NORY ¥ IEIT 8 O WIS S iy L LK ]
dm -oN am) B - way e oy Aayy uomg 1es
~nenn SRETD casuste o T WETS WA € wrwe; CT PO Mpsrg
ORD) cowND COIS WY VAL - bruny Aam UOPONOONE), elaumyy-o)
ATEngmY WO 4 @ =M DOT W “wag wmban Py
COEPRERS LS00 05 T8 mbevepro) Wy " SO INIS  usap aue) MY
PES pRecnrEY g by e P2 anogy
s, suoN Droen teapes tv . Ean ] g A oG
20pws0) <« (£ o nes Swecac) 001 URRRCD W oty ]
3 ones0D (2 Leamaa § mN oo a1 g3
1651 vouRve 0815 xmtmseye-ss ung sty UBSl @Iy A3 TS samny 0 b
L] Aysngrry wO 4 NP G0 14 L 1 04 GNLS g B watig W Wy
SOIG
G54 U CO1S wmpAS agpemy Aoy
Avamvy vod aumsy O d A ooy
2wy og Aomg
96 L 0OLS: -ABIRENY . Eleng
Ausgey 30y 1w sonsSdooo - usCm— 6,
=] . 250 51 1033 gy D sy
GBS\ WORNW 2278 soms pabuop Soums )0 ‘A g _—y o
Kanarey Samagin ) TN o= 0 /4 P ey uy, mboayyo) Pry.
s » ey 0 b 120 aney g mon
1381 YO OO KOS VRp Seo i) 0 4D an mNED S Y 9050y
. ] 'S Amecugareg WO 4 (abTan0sq) 6 uAy GuD OU sommad [0 AQ Crammuncp AWV sorany “50 Eufionayy
- ™ uty oy g wpory O M0, RIS gy oy ey
R W) sy ] ST SRy TSR . BEEERY ey sl Ry
- Aosof ey} Anog any ) awmrny seneusdm:

------




190824797688 ¢

2123111854

V52843 0 HT20RM

s oeHl UYIWACHIELL L1VISH N

o pepeem——ty 10N

FoX ;




EXHIBIT O

 NEW JERSEY TURNPIKE AUTHORITY

RESOLUTION

WHEREAS, the New Jersey State Legislature (the
“"Legislature”) has pursuant to Senate Bill No. 3549 (L.1991
€.183) (the "Act") authorized and directed the New Jersey
Turnpike Authority (the "Authority") te purchase a portion of
Interstate Route 95 between the northern terminus of the existing
New Jersey Turnpike System and the approach to the George
Washington Bridge (the "I-95 Segment"”) for a purchase price of
$400,000,000; and.

WHEREAS, in furtherance of the directive of the Legislature
to purchase the I1-95 Segment as reflected in the Act and in order
to permit the Authority to accomplish the purpoéses of the Act
while giving due regard to the rights of the holders of the
existing outstanding bonded indebtedness of the Authority, a Plan
of Finance has been prepared and submitted to this meeting and is
attached as -‘Appendix A hereto. (the "Plan of Finance"): and

WHEREAS, the Authority also believes it to be in its best
interest to implement the Plan of Finance for the purpose of
modifying its existing debt structure to provide greater
flexibility to the Authority in order to serve the future
transportation needs of the State. ,

NOW, THEREFORE, be it tesolved by the Authority as follows:
1. The Authority hereby approves the Plan of Finance.

2. That the Executive Director, the staff and the agents
and advisors of the Authority are hereby authorized and directed
to take all necessary and desirable action to implement the Plan
of Finance in substantially the manner described in this
Resolution with such modifications, additions, supplements and
deletions as the Executzve Director and staff of the Authority

may recommend.

3. The Authority hereby appoints the investment banking
firms listed on Appendix B hereto as senior and co-senior
managers, co-managers and selling group members for each
respective portion of the Plan of Finance as more fully set forth
on Appendix B hereto, subject, however, to the right of the
Authority to make such adjustments and revisions to said
appointments as the Authority determines to be in its best

interest.

g1




NEW JERSEY TURNPIKE AUTHORITY

4. The Executive Director and staff of the Authority are
authorized and directed to take such further and additional
action as may be necessary to carry out the intent of this
Resolution including, but not limited to: (i) the distribution of
one or more preliminary official statements in connection with
the issuance and sale of bonds issued by the Authority pursuant
to the Plan of Finance; (ii) select and retain financial printers
for the printing and distribution of such preliminary official
statements and any final official statements as well as the
printing or engraving of bonds or the printing of other documents
which will be necessary or incidental to the foregoing: (iii) ¢to
enter into agreements with one or more trustees, paying agents,

. fiscal agents, registrars, verification agents, or securities
clearinghouse firms in connection with the issuance of any bonds.

I hereby certify the foregoing

to be a true and correct copy of
Resolution adopted at the regular
meeting of the New Jersey Turnpike
Authority on July 2, 1991.

Herbért I. Olarseh
Secretary

£3)




Appendix A
JS.@Z, 1991

NEW JERSEY TURNPIKE AUTHORITY
PLAN OF FINANCE

The financing plan for refinancing the outstanding debt of the Authority and the purchase
of the northern section of I-95 consists of the following transactions: :

" (1) Restructure Investments

o - Determine the total amount of evailable bond proceeds that will be gvailable
to redeem Series 1985 Bonds at par. Restructure the remaining investments
to maximize the investment income from invested funds available after the

refunding program.
(2) Refund Series 1984
"0 Issue tax-exempt debt to refund the non-economic Series 1984 ; . ads.
o  Issue taxable debt to refuad the remaining economic Series 1984 bonds.

o  The refunding will be structured to take maximum advantage of the
provisions of the Internal Revenue Code governing such transactions.

(3) Refund Series 1985

o Redeem a portion of the Series 1985 bonds at par with available bord
' proceeds. Using available bond proceeds to redeem 1985 bonds at par
increases savings and reduces the size of the refunding issue. -

o  Issue tax-exempt boads to refund the remaining Series 1985 bonds.

(4) Concludicg Bond Issue

o  Issue bonds to fund the purchase of the northern section of I-95 and to
replace funds used in the refinancing program. : .

Tax law, market considerations and restrictions in the 1984 resolution require that the
_refinancing program involve muitiple issues each segarated by at least 31 days. In addition,
the municipal bond interest rate market has been fluctuating. The Authority will modify
the financing program outlined above in response to market conditions, As a result, the
exact structure of the financing plan may be different at the completion of the program.

P
L
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Scries 1991A & B
Refunding of 84 Serics

Senior Mamager The First Bostoan Corporation

Co-Sexior Mamagers  Bear, Stearns & Co. Inc.
PaiacWebber Incorporated

Abex. Brown & Scus, Inc.

Doley Securities, lnc

‘Grigsby Brandfosd Powcll koc.
Janacy Moatgomery Scott lec.
Prudcntial Scauritics Incorporated

Co-Managrrs

Pryor, McCicodon, Counts & Co., lac.

Tudkter Anthony Incorporated
WR Lazard, Laidlaw & Mead, Inc.

Apex Securitics, Inc.
The Chapman Company
Qlayton Brown & Auocnlzs, Inc,

Sclling Group

Muricl Sicbert & Co, Inc.

PHN Capual Punding Inc.
Roosevell & Cross Incorporatod
United Damicks Secusitics :

*These rocommendations may be sabject 1o change at
any time.

Co-Managers

Selling Group

LAZARD FRERES & CO. ,
*BOND UNDERWRITER RECOMMENDATIONS
NEW JERSEY TURNPIKE AUTHORITY

- REFUNDINGS AND COMPLETION BOND FINANCING FROGRAM

199i SERIESA - B

JULY 2, 1991
Scries 1991C & D
Refunding of 85 Seri
Senior Manager Merrill Lynch & Co.

Co-Scuior Managers Donlds:n,l.ulhn&]mtcﬂcScuum

Corporation
Kiddex, Peabody & Co., Inc
Smith Barmey, Harnis Upbam & Co, Inc.

MR. Beal & Company

BT Sccuritics Corp.

Butcher & Siager

A.G. Edwards & Sons, loc.

Howard Gary & Company

Marue Midland Capital Markets
Corparation

E.A.Moos & Co.LP.

Raymond James & Assodates, Inc.

Ryan, Bock & Co.

William E. Simon & Sons Mumapal
Securitics

AH. Willizmis & Co., Ioc.

Apcx Securitics, Inc.

, The Chapaaan Company :
Clayton Brown & Assodates, Inc.
First American Muniopals, Inc.
Kwachner Moore
Muriel Sicbert & Co,, Inc.

PHN Capital PFumding Inc.
Rooscvelt & Cross Incorporated
United Danicls Securities

Scries 1991 E

Conchuding Band Issne:

Senior Manages Goldman, Sachs & Co.

Co-Scaiar Managers  Dillon, Read & Co. Inc.
Lehman Brothers
Dcan Witter Reynalds loc.

Co-Maaagers Ancmis Capital ‘Gmup. Inc.
Chemical Securities, inc.
First Albagy Cocporation
Gibraltar Seamives Co.
JB. Hamauer & Co.
Morgan Stanlcy & Co. loc
Prinioa, Kane Group, loc.
Reinoso and Company lnc.
Sturdivamt & Co., Inc.

Sclling Group Apex Seamiges, Inc.
The Chapman Compaay

Clayton Brown & Assodiatcs, Inc.
First Amcrican Muamapals, Inc.
Kirchoer Moore

Muriel Sicbert & Ca, Inc

PHN Capital Panding Inc.
Rooseveht & Cross [ncorporated
United Danicls Secuntics
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Standard & Poor’s Corporation | w rr ,
Municipal Financs Department ‘ . eJ
H EXHIBIT P

)
25 Broadway 'dg‘n
New Yoik, New York 10004-1064 _ ' |
Telephone 212/208-1752 .

Hyman C. Grossman ‘
Managing Director
Municipsl Finance Deparoment Scptember 3’ 1991

Mr. John S. Tamagni

- Lazard Freres & Co.

One Rockefeller Plaza - ,
New York, New York 10020

Re: $423,205,000 New Jersey Turnpike Authority, Turnpike Revenue Bonds, Series A
1991 (Refunding Bonds), due: January 1, 2014, dated: August 1, 1991

. Dear Mr. Tamagni:

ARG St 415 0 A e

Pursuant to your request for a Standard & Poor’s rating on the above debt obligations, we
have reviewed the information furnished to us and, subject to the terms and conditions of the

'MEMORANDUM OF AGREEMENT on the reverse side hereof, have assigned a rating of

‘A’ to the obligations.

Please note that the information referred to in the third paragraph of the MEMORANDUM
OF AGREEMENT includes annual audits and budgets and, for revenue bond ratings in
connection with constructon financing, progress reports, not less often than quarterly,
covering the project being financed. :

In the event that you decide to include this rating in an Official Statement, prospectus or
other offering literature, we request that you include S&P’s definition of the rating together
with a statement that the rating may be changed, suspended or withdrawn as a resuit of
changes in, or unavailability of, information. '

We are pleased to have been of service to you. Our bill will be sent in due course. If you
have any questions, please contact us.

Very truly yours,

cj¢




: MEMORANDUM OF AGREEMENT

RE: MUNICIPAL DEBT CONTRACT RATINGS

Stangaro & Poors Corporation (SaP) rates ine cregitworthiness of specific DONSS or Cedt obligabons for a fee upon wntten request from an ISSUEL, O fror
an ungerwnter. fiN3NCial CONSUILANL. INSHIILLION O Other purcnaser. prowiced that the 1Ssuer Nas knowiedge Of INe request.

The tee 1S based on the ime ang etfort '0 geterming Ihe rating and accrues upon Compieton Or termnation of the ralng Process and is NOt CONTNGENS U
the saie of the Bonas Of 0eb! obigations The fee s not a Davment 10 circulate. dissemnale or Subhcize the rating. However. SSP has the nght 10 Cisseenyr:
the raling 10 1ts Own CusIOMers angd sudscriders or INTOUGN 1S own Of olnev meoia. Expenses incurred. such as those for meemgs outsioe S&P's oikcesc

for hieiG Inps. aré aiso payadie to S&F

The Applicant agrees to Drovice Or otherwise turrish 10 S8P all pertinent informancn m 3 imety manner 1ogether with all subseauent matenal Enange:
in and 30a:ions 10 such nformanon pnor to. at the me of. and subsequent to the assignment of the rating. Failure 10 turArgh mforManon 1 & hmen
manner May result In NO ranng or withcrawa of the raung. SAP reies ON the party SUDAMLAG SUCK INIOIMALION fOF AS SCCUTraCy and COMPISIENESS an

substantiation thereof.

It 13 unaerstood that the ratng 1S 3N evaluation of the MIOMaNON SUDMUTteG and OES AO! MVONe an auait by S&P S&P has the nght to raise. lower. Susdenc

Or withGraw the ranng at any ime. in its sCie Siscrenon. Cepenaing oh the formanon SSP then has. or the 1ack thereo!, of other crcumstiances. uang

Dut not rmited 10. 1ISSUaNCe Of New DONCS O Sed! ODIIGANLONS Dy the 1Issuer. all without nonce.

Neither party may assign thus agreermen: a1npyt the consent of the Other party.

CCRPORATE AND MUNICIPAL DEBT RATING DEFINITIONS

Long-term aeot

A S1ancara & Poors COMDOIIe Or MUNCIDd! ICD! F3NQ 13 3 Current auesmm ol
79 CTE0I WONNINESS Of 3N ODLCO! with reS0RS: 13 3 SDECIE JonGaLon This agsess-
Ment Mav Laae ¥MO CONSIORTALION ODIGOPS SUC™ 3% QUBIALIC:S. MSUrers. O lessees

The 380! raung 13 NCL 3 recCMM.encaCn O JLICHase SeN. OF MO0 3 $ecu-
nty, i ASMUCH 38 il 30€3 NO!I COMMEnt as 10 MArke: pr:ce of SUItaduity tor 3
DALUCLIAT INveSIOr.

The ratungs 278 BRSEC ON CUITENI :ACIMALOR “UrNigREY Dy IR 153U’ OF CDIAINGE Dy

'S4P from other sources i corsigers renadie SAP 2008 ACI DErCrM an audi n

CONNECTION with Mty raLNG AN May. ON OCCAZION. 1@y ON UNBLTIED LAANCIA! NTOMa-
von. The raungs may De CNaNGed. SUSCENTea. Sf wiRGIawN 33 a resull Of CAINGES 1
or unmmv ©f. SUCN INIOFMALON. Of 107 OINEY CITCUMSIANCES.

The raungs are Daseqd. in varyng Segrees. oOn the 131I0ownG CONSIBRranons:

1 Likeinoog of detauli—capacity ang wilhfhchess of the ODhGOr 33 10 the tumelty
payment of mierest NG reDAVMEN O SNFCTI! 1N 3CCSIEARCE with the terms of
the oBigaLon:

2. Nature of an0 provisions of the oZigation:

3. Protection atioreed By. ang relatve POJILON Of. Ihe OBIGILON 1 ING Event Of
DanKrupicy. reGrgamzancn. or Other aIrangement unger e 1gws ol unmuot:y
ang other 1ows a11eCUNG Creanors ngnts.

AAA Cedt um ‘AAA’ has the nignes! raung assigned by Stancaro & Poors.
Caoacity 1o pay nterest ana repay DrinCIDa! 1S esireMely SIrong

AA Dedtraied AA has 3 very SIrONG CaC3L1Y 1O DA iMerest 3N reDay PrineIDa!
ang gifiers lrom the Fugnest raled 1ISSUES ONlv » SM3i degree

A DeDdt rateG A has 3 Srong Cadacity 10 Dav mnterest ang repsy PNNCIBA!
2IINOUGN 1t 13 SOMEwAa! MOry SUSCEDIDIR 10 INe a0verse eflects of changes
N CUCUMSIANCES ANC ECONCMC CONGILONS AN GeX € RGNAY 1816 CAIEQONES.

BEBB Debdl rates BEB 13 regarced as Naving an a06cuaie C0aCIty 1O Pay MErost
angreday oNNCIpal. Whereas il NOrMatly @sr.dits 30ecuale Drolecuon Daram-
1275, A0VRrSE ECONOMIC CSNOIIONS OF CRANQING Circumglances are More

hkety 10 1030 10 3 wednened CADAC Y 10 DAV NIRIES] ANG €03y DNNCIDA! 10¢

Cedt 1n TS CaleGOry INAN 1A AIGNEY raled CAlegones.

Speculative grade rating definitions

Dedt raied BB. 'B. 'CCC. 'CC. ana C’ 13 regarded as Raving precommnanity
SDECULAlIvE CRSTICIENSHCS with re3DECT 10 CADACIY 10 DAy Interest 3nG repay DANCIDAL.
‘BB incicates the teass degree of speculalion and 'C’ tha ghest While such aeot wll
ikely nave SOM@ Cuaily 33 DrE1eCiive CRaracIensiics, (Mese 8@ Outwarghed Dy large
uncEnainnes or ﬂ'\w SXDOSUIeS 10 3Cverse CONGIHIoNS.

BB Dedirated BB’ has less near-ierm vuineratiny 10 Gelaull than oiher 30ecu-
Latve 1sSUeS. HOvaver, i 13CES MAIOT ONGOING UNCEIIAINDES Of BXDOSWIE 10
a0verse Dumness, HNSNCIa). Of ECONORIC CONAONS wheh could lead 10
N20EGUIE CADACTY tD MEd! DMaly Nerast and pANCIDM! PayMents.

B Dedt ratea 'B° has 3 greater vuineradiity to Gefault &t currenity has the
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Moodys Investors Service 99 Churcn Street. New York, N.. 10007

August 16, 1991

Mr. Donald Watson :

Executive Director ’ o ‘4(/6‘ o
N.J. Turnpike Auth,. ' G... 2l
Administration Bldg.
New Brunswick, New Jersey 08903 . S Gy

Cear Mr. Watsoa:

We wish to inferm you that our Rating Committee has assigned
the rating of A to the $423,000,000 New Jersey Turnpike
Authority, Turnpike Revenue (1991 Resolution) (Non-Priority
Bonds) to be sold through negotiation August 20, 1991.

We have also reviewed and confirmed the rating of A to the
outstanding Turnpike Revenue Series 1985 Bi-Modal Multi-Term
Format Mode A and to the outstanding Turnpike Revenue Subordinate
Lien Bonds. .

In order that we may maintain this rating over the period of
the loan, we will require current financial and other updating
infcrmation. We will appreciate your continued cooperation in
the future.

We would ‘appreciate receiving a copy of the final Official
Statement when available. ‘ )

Under separate ccver you will be receiving a copy of our
credit report on the above referenced bond sale.
. . v
Should you have any questions regarding the above, please do
not hesitate to contact Michael Johnston at (212) 553-7810.

Sincerely yours,

L, .7
r . y . el .
Vogeed M Hosee
Daniel N. Heimowitz. -
Executive Vice. President
Director :
Public Finance Departaent

MI:cn | RECEIVED

cc: Mr. Richard Poirier . '
lLazard Freres & Co. AUG 19 1981
Cne Rockefeller Plaza ’ 37K

Vo WAyl Yaur VYAwl AN

EXECUTIVE DIRECTOR
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|nvestors Sefvice, Inc.
ate Strec: Plaza

August 14, 1991

Mr. Donald L. Watson
Executive Director

] New Jersey Turnpike Authority
"New Brunswick, NJ 08903

Re: $423 million Turnpike Revenue BOﬂdS Series 1991 A, (Refunding
Bonds)

Dear Mr. Watson: .

Fitc: Investors Service, Inc. has assigned a rating of "A" to the
above referenced bonds. The "A" rating is defined as "...Bonds
consilered to be investment grade and of high credit quality. The
obligor's ability to pay interest and repay principal is considered
to be strong, but may Pte more vulnerable to adverse changes in
econcmic conditions and circumstances than bonds with higher
ratings."

For Conditions Relatlﬁg to the Rating, please refer to page 2 of
this letter. :

In order to keep our ratings current, we will expect to receive all
material information on a continuing basis, including final closing

Rn;—nngu&e ¢cv- thg nns-v-enﬁ- #—a-ea;—‘-~

f:j We are pleased to have had-the‘oppo;tunity to be of service to you.
R If we can be of further assistance, please feel free to contact us
4 at any time. A copy of the credit analysis published by Fitch

Investors Service in connection with the above 1ssue will be
forwarded.

i Sincerely;

Muiie @ L

Claire G. Cchen
- Executive Managing Director
Governmental Finance

Ty

Lo B VDRI



FITCH

ESTABLISHED 1913

CONDITIONS RELATING TO THE RATING

i TRatings assigned by Fitch Investors Service, Inc. are based on the
documents and information provided to us by the issuer and its
experts and agents and are subject to receipt of the final closing
documents. Fitch does not verify the truth or accuracy of such '
information. ‘

Ratings are not a recommendation to buy, sell or hold any security.
Ratings do not comment on the adequacy of market price, the
suitarility of any security for a particular investor, or the tax-
exenmpt nature of taxability of payments made in respect of any
security. ' : .

It is important that Fitch be provided with all information that
may be material to the rating so that our ratings continue to
accurately reflect the current ccndition of the issuer. Ratings
may be changed, withdrawn, suspended or placed on Fitch#*Alert in
the event we do not receive adequate or timely information.

, ¥ RECEIVED
| AUG 19 1981




M- odys Investors Service 99 Churcn Street. New - EXHIZIT o

Y

Mr. Donald Watson

Executive Director

N.J. Turnpike Autherity
Adnministration Building

New Brunswick, New Jersey 08503

' September 24, 1991

Dear Mr. Watson:

We wish to inferm you that our Rating Committee has assigned
the rating of A to the $80,665,000 New Jersey Turnpike Authorzty,
Turnpike Revenue Subcrdlnate Llen Bonds to be sold through »
negotiation September 24, 1991. :

We have also reviewed and ccnfirmed the rating of A to the
outstanding Turnpike Revenue Series 1585 Bi-Modal Multi-Term
Format Mode A Bornds.

In order that we ray maintain this rating over the peried of
the loan, we will require current financial and other updating
infcrmation. We will appreciate your continued cooperation in
h“e future.

We would appreciate receiving a copy of the final Official
Statement when available.

Under separate cover you will be receiving a copy of our
credit report on the above referenced bond sale.

Should you have any questions regarding the above, please do
not hesitate to contact Marie Pisecki at (212) 553-7120.

sincefely yours,

JXCLJ.LCi\yq'qiii’“&é;LJ'y
; ' Daniel N. Heimowitz
' Executive Vice President
Director
Public Finance Department

MSP}cn

cc: Mr. Jack Tamagni - 96X ) RECEIVED

Municipal Finance Dept. - , 1
Lazard Freres & Cc. , | SEP 2 6 158




T0: MR. DON2ID L. WATSON -

Standard & Poor’'s Corporation

Mu cipal Finance Depantment

25 Broadway ,

New York, New Yerk 10004-1064 \,

Telephone 212/208-1767 - /X\\/

{
!; Richard P. Larkin

Managing Director . . '
Municipei Finance Decannment v Septcmber 30’ 1991

T
== ")

Mr. John S. Tamagni

Lazard Freres & Co.

One Rockefeller Plaza

New York, New York 10020

Re: 878,960,000 New Jersey Turnpike Autkority, Turnpike Revenue Boncs, Series
1991-B (Refunding Bonds), due: January 1, 2001, dated: August 1, 1991

Dear Mr. Tamagni:

Pursuant to your reguest for a Standard & Poor’s rating on the above debt obligations, we
have reviewed the information furnished to us and, subject to the terms and conditions of the
MEMORANDUM OF AGREEMENT on the reverse side hereof, have assigned a rating of
‘A’ to the obligations.

Plexse note that the informaton referred to in the third parcgraph of the MEMORANDUM
OF AGREEMENT inciudes annual audits and budges and, for revenue bond ratings in
conneciion with construction financing, progress reporns, not less often than quarterly,
covering the project being financed.

In the event that you decide !0 include this raung in an Official Statement, prospectus or
other offering literature, we reguest that you inciude S&P’s definition of the rating together
with a statement that the rating may be changed, suspended or withdrawn as a result of
changes in, or unavailability of, information.

We are pleased to have been of service to you. Our bill will be sent in due course. If you
have any questions, please contact us.

Very truly yours,

"RECEIVED
C0CT 07 it

' .
X FXECUTIVE DIRECTOR
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.estors Service, Inc.
sGrent Tl
RN

. mo A,
e

Septermber 23, 198¢l

- My. Dorald L. Watsen
i Executive Directer
_ New Jersey Turnpike Authority
3 p.c. Box 2121
" New Brunswick, NJ 08903 -

ne: S30,600,000 Turnpike Revenue Bonds, Series 1991 B (Refunding
Benés) _

Dezr Mr. wWatscnh:

Tizan Investcrs Service, Inc. has assicned a rating of "A" to the
apcve referenced :tcncs. The "A" rating is defined as ", ..Bonds
c-omciferes to be investnent grade andé ci high credit quality. The

liger's ability <o pay interest and repay principal is consicdered
e strcong, kut may ke rore vulnerable to adverse changes in

ic conditisns and circumstances than bonds with higher

For Ccnditions Relating to the Rating, please refer to page 2 of
this letter. :

srdzs 22 kzep our ratings current, we will expect to receive all

5 naterial information on a continuing basis, including final closing
§ documents for the current transaction. -

We are pleased to have had the opportunity to be of service to you.
If we can be of further assistance, please feel free to contact us
at any time. A copy of the credit analysis published by Fitch
Tavestors Service in connection with the above issue will be
forwarded. : '

Sincerely,

o/ . ) . , ,
i [l | RECEIVED

Claire G. Cochen

Executive Managing Directcr 92X | SEP 7 5 1991

.
Gevernmental Finance

mvrANITIVE PMIDEATAR
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| FITCH

ESTABLISHKED

CONDITIONS RELATING TO THE RATING

xatings assigned by Fitch Investors Service, Inc. are based on the
documents and information provided to us by the issuer and its
experts and agents ancd are subject to receipt of the final closing
documents. Fitch does not verify the truth or accuracy of such

information.

Ratings are net a recexnmendation to buy, sell or hold any securi ty.
Patingz 2o not oTo=eant e the adcydacy cf market price, the

IR - i - - wwwmes =

suicability of any secur.ty for a particular investor, or the tax-
exempt nature of taxability of payments made in respect of any

security.

It is important that Fitch be provided with all information that
may be wmaterial to the rating so that our ratings continue to
accurately reflect the current cenditien of the issuer. Ratings
may be chanced, withdrawn, suspended or placed on Fitch Alert in
ths event we co not receive adecnate or timely information.
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EXHIBIT R
MOOdyS Investors Service 99 Church Street. New York, N.Y. 10007
_ : CEe
U November‘'20, 1991
Mr. Donald Watson - ‘
Executive Director AT
New Jersey Turnpike Authority N

Administration Buildilng
New Brunswick, New Jersey 08903
Dear Mr. Watson: . R Ve

We wish to inform you that our Rating Committee has
asgigned the rating of A to the $1,636,200,000 New Jersey
Turnpike Autherity, Turnpike Revenue Bonds which.seld
threugh negotiation November 19, 1991.

In order that we may maintain the rating, we will
require current updating information. We will’ appraczata
your continued cooperaticn in the future.

Should you have any questions regarding the above,
please do not hesitate te contact Marie S. Pisecki at

(212) S553-7120.

S;ncerely,

Daniel N. He;mow;tz 5

Executive Vice President .

Director
Public Finance Department

DNH:v1w

RECEIVED

?Hlx' NOY 2 2 108t
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MOOdys Investors Service 99 Church Street, New York. N.Y. 10007

Y

.
[

December 6, 1591

Muniecipal Bond Investors Assurance. Corporation
113 King Street
Armonk, New York 10804 i

Dear MBIA Corp.:

Moody’s Investors Service has assigned the rating of Aaa (MBIA Corp.
Insured-Policy No. 10576) to the $50,000,000 New Jersey Turnpike
Revenue Bonds, Series 1991 C (Insured Maturity Due January 1, 2013),
dated Novenrber 15, 1591, wvhich sold through negotiatien on November
22, 1991. The rating is based upon a palicy provided by Municipal
Bend Investers Assurance Corporation. :

Should you have any questions regarding the above, pleases do not
hesitate to contact the assxgned analyst, Michelle Beinhacker at
(212) §53=7779.

Sincerely yours,

/ ,
aniel N, Heimow t2

Executive Viee President
° ' : Director
Public Finance Department’

Dﬁ:cr

9sX
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MOOdys Investors Service | §9 Churen Street. New York, N.Y. 10067

Decenber 9, 1991

 AMBAC Indemnity Corporatien
One §tats Street Plaza
New York, New Yerk 10004

Dear AMBAC:

Moedy’s Investors Service has assigned the rating of Asa (AMBAC
Insured-Policy No. 6440BE) to tha $169,725,000 New Jersey Turnpike
Authority, New Jersey, Series 1591C Turnpike Revenus Bends, dated
November 15, 1991, consisting ef $73,640,000 in aggregate principal
amount ©f Serial Bonds maturing on January 1, 2007 and $§96,085,000 in
aggregate principal amount of Saerial Bonds maturing oen January 3,
2010, which s0ld through negotiation en Nevember 21, 1991, The rating
is based upen an insurance pelicy provided by AMBAC Indemnity
Corporation. . :

Should you Rave any queétions regarding the abévo, pleass do not
hesitata te contact the assigned analyst, Cynthia Shapire at (213)
§83=4866. _ .

‘Sincerely yours,

my
Daniel N, Boizciitz
Exasutive Vice Prasident

Directer . :
Public Finance Department

DH:ecr

§éx




Moodys Investors Service 9 Church Street. New York. Y. 10007

December 11, 1991
a ¥

Mr. Donald Watson ‘
Executive Director

New Jersey Turnpike Authority
Administration Building

New Brunswick, New Jersey 08903

Dear Mr. Watson:

We wish to inform you that our Rating Committee has

assigned the rating of Aaa/VMIG 1 to the New Jersey
Turnpike Authority Turnpike Revenue Bonds Series 1991 D.

The long-term rating is based upon an insurance policy
provided by the Financial Guaranty Insurance Company. The
short-term rating is based upon the letter of credit
provided by Societe Generale, and will be changed whenever
the bank's rating is changed. Additionally, the short term

~rating expires December 4, 1992, upon conversion, or earlier .
termination of letter of credit.

In assigning our rating we relied on documents provided

to us. In order to maintain the rating, we must be provided
with a complete set of executed docunments blacklined against

drafts we used to rate the issue as soon as possible.

Under separate cover you will be receiving a copy of
our credit report on the above referenced bond sale. Should
you have any questions regarding the above, please do not
hesitate to contact the analyst assigned to the transaction,
Thomas C. Letteri, at (212) 553-4554.

Sincerely,

De~— V. <E£JL"‘;£,t:;g

Daniel N. Heimowitz
Executive Vice President
Director

Public Finance Department

TCL:cqgj

91X
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standard & Podr’'s Cerporation
iond insurance Agministfation

| B
: ®

'S Broadway f ; _ » 'ﬂ.ﬂ ﬂ
lew York, New Ybrk 10004-1064 _ . _ s
elephons 212/208-1061 '
AX 212/208-8262 ‘; , ¥

s : . ¢ |

b | -December 6, 1991

|

funicipal Bondkchstogs Assurance Corporation
13 King Street | - -
rmonk, New Y#rk 105804

=:  $50,000, 060 New Jersey Turnpike Authonrity Tumpike Revenue Bonds, Series 1991C
dated November 5, 1991 due January 1, 2013 (Policy No. 10576) ,

!
idies and Gentlamen:

rsuant to your fequest:for a Standard & Poor’s rating on the subject obligations, we have
viewed the intb{matioq submitted and have assigned a rating of ‘AAA". ‘
:i8 reflects our issessmam of the likelihood of repayment of principal and interest based on
: bond insurancé policy your company is providing.

dng adjustment:s may gesult from changes in the financial position of your compa.ny or
'm alterations in documents governing the issue. With respect to the latter, please notify
of any changesior amf.ndmem.s over the term of the issue. '

1en using this Randard & Poor’s rating, include S&P’s definition of the rating together

th a statement that this may be changed, suspended or withdrawn as a result of changes 1n,
unavailability of, information. - This rating is not a “market rating”, because it is not a
“ommendation 16 buy, hold or sell the obligadons. B .

:ase remember @\at complete documentation relating to this issue must be submitted no
:r than 90 days Rfter the date of this letter. If you have any questions, please contact us.

5 » |
* Very truly yours,
i . , S| -

t

78X




28 Brosdway , .

New York, New York 10004.1084 8
Telaphone 212/208-1081

FAX 212/208-8282

Standard & Poor’s Corporatio‘n : n "»
Bond Insursnce Administrason eJ H H

.
December 9, 1991

Ms. Zeyba Rahman
Vice President
AMBAC Indemnity Corporanon
One State Street Plaza - 17th Floor
New York, New York 10004

Re: $169,725,000 of $1,247,850,000 New Jersey Turnpike Authority, Turnpike Revenue
Bonds, Sertes 1991C, dated: November 15, 1991, 873,640,000 (Serial) due: January
1, 2007, $96,085,000 (Serial) due: January 1, 2010 (POLICY #6440BE/ACN 6212)

Dear Ms. Rahmaan:

Pursuant to your request for a Standard & Poor's rating on the subject obligations, we have
seviewed the information submitted and have assigned a ratng of ‘AAA’. '

This reflects our assessment of the likelihood of repsyment of principal and interest based on
~ the bond insurance policy your company is providing.

hﬁng ad,)ustments may result from changu in the financial position of your company or '
irom alterations in documents governing the issue. With respect to the latter, please noufy
s of any changes or amendments over the term of the issue.

“Nhen using this Standard & Poor's rating, include S&P’s definition of the ﬁ@g together
with 2 statement that this may be changed, suspended or withdrawn as a result of changes in,
ot unavailability of, information. This rating is not a “market rating®, because it is not a
‘ecommendation to buy, hold or sell the obligations.

?lease remember that complete documentation relating to this issue must be submitted no
ater than 90 days after the date of this lettes. If you have any questions, please contact us.

Ve ly yours

" - o hidS




standard & Poor’s Corporation

| | W/
Municipal Finance Department ’ - ‘ é £ W
25 Broagway r"ﬂ H
New York, New Yerk 10004-1064 - : 2 .
Telephone 212/208-1767 v

Riehard P. Larkin
Managing Direstor :
Muricipel Finance Depsromont . Decemper 11, 1991

§
Mr. John Tamagni .
Lazard Freres, & Co.
One Rockefelles Plaza
New York, New York 10020

Re: $1,247,850,000 New Jersey Turnpike Authority, Turnpike Revenue Bonds, Series
1991-C, due: January 21, 2016, dated: th‘embgr 15, 1991

Dear Mr. Tamagni:

Pursuant to your request for a Standard & Poor’s rating on the above debs-obligations, we

have reviewed the information furnished to us and, subject to the terms and conditions of the

- MEMORANDUM OF AGREEMENT on the reverse side hereof, have assigned a rating of
‘A’ to the obligations.

Please note that the information refeszed to in the third paragraph of the MEMORANDUM
OF AGREEMENT includes annual audits and budgets and, for reveaue bond ratings in
connection with construction financing, progress reports, not less often than quareriy,
covering the project being financed. . -

In the event that you decide to include this rating in an Official Statement, prospectus or

other offering literature, we request that you include S&P’s definition of the rating together

~ with a statement that the rating may be changed, suspended orwithdrawn as a result of ‘
changes in, or unavailability of, information.

We are pleased to have been of service to you. Our bill will be sent in due course. If you
have any questions, please contact us.

od .
cc: Mz, Donald Watsen
Executive Director
New Jersey Tumpike Authority
P.O. Box 1121
~ New Brunswick. New Jjersey

760X



Standard & Poor’'s Corporation

N e
Bond lasurance Administration . . ’ ry
25 Broadway - L m H
New York, New York 10004-1064 F. L]
Telephone 212/208-1081 ¢ :

FAX 212/208-8262
| December 11, 1991

Ms. Marilyn T. Mullaney

Manager of Operations

Financial Guaranty Insurance Company
175 Water Street, 15th Floor

New York, New York 10038

Re:  $371,000,000 New Jersey Tumpz'ke Authority, Turnpike Revenue Bonds Series
1991D, dated: Decernber 12, 1991, due: January 1, 2018, ——
(POLICY #91010513/DSRF 91010514)

Dear Ms. Mullaney:

Pursuam to your request for a rating on the subject obh.ganons we have reviewed the
information submitted and have assigned ratings of ‘AAA/A-1+', -

The first rating addresses the likelihood of repayment of principal and interest as due based
on the bond insurance policy your company is providing. The second rating reflects the
likelihood of repayment based on the Letter of Credit issued by Societe Generale during the
“put” period.

Rating adjustrnents may result from changes in the financial positions of your company or of
the entity providing the liquidity facility, or from alterations in the documneats governing the
issue. With respect to the latte:, please be certain to not;fy us of any changes or amend-
ments over the term of the issue.

When using this Standard & Poor’s rating, include S&P's definition of the rating together
with 2 statement that this may be changed, suspended or withdrawn as a result of changes in,
or unavailability of, information. This rating is not a “market rating”, because it is not 2
recommendation to buy, hold or sell the obligations. -

Please remember that complete documentation relating to this issue must be submitted no
later than 90 days after the cate of this letter. If you have any questions, please contact us.

‘ Very truly yours, N
/élx IR
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cember 11, 1991

. Donald L. Watson

acutive Director

4 Jersey Turnpike Author;ty
+ Brunswick, NJ 08903

$1.3 Billion Turnpike Revenue Bonds, Scries 1991C
$300 Million Turnpike Revenue Bonds, Series 1991D (Refund;ng
Bonds) (FGIC Insured)

\r Mr. Watson:

:ch Investors Service, Inc. has assigned a rating of "A" to the
.3 Billion Turnpike Revenue Bonds, Series 1991C referenced ahove.
'AAA/F=1+" rating has becn assigned to the $300 Million Turnpike
renue Bonds, Scries 1991D (Refunding Bonds). The "A'" rating is
finod as "...Bonds considered to be investment grade and of high
:dit quality. The obligor's ability to pay interest and repay
incipal s considered to be strong, but may be more vulnerable
adverse changes in economic conditions and circumstances than
ids with higher ratings." The "F-1+" rating is defined as,
..EXceptionally streng credit quality. Issues assigned this
ting are rogarded as having the strongest degree of assurance for

lely payment."

2 "AAAY claims paying ability rating is defined as: "The ability
pay claims is extremely strong for insurance. companies with this
jhest rating. Fcresceable business and economic risk factors
5uld not have any material adverse impact on an insurer's ability
pay claims on this policy. Profitability, overall balance shect
rength, capitalization, and liquidity are all at very sccure
vols and are unlikely to be affected by adverso underwrlting,

vestment, or cyclical ecvents."

¥ Conditions Relating to the Rati ing, please refer to page 3 of
is letser.

order Lo keep our ratings current, we will expect to reccive all
terial information on a continuing basis, including ‘1wal closing
curnents -for the current t:ansac:ic

° 2 X




Mr. Donald L. Watson
Docembeyr 11, 1991

Page 2 . » ¥,
L4

We are pleased to have had the opportunity to be of service to you.
If we can be of further assistance, plcase feel freo to contact us
at any time. A copy of the credit analysis published by Fitch
Investors Service in connection with the above issue will be
forwarded.

Sincoroly, . o §
01:ééf/G.Cohon

Executive Managing Director
Governmental Finance

103 Y




CONDITIONS RELATING TO THE RATING

1 ;
tings assigned by Fitch Investors Serviée, Inc. arc based on the
cuments and information provided to us by the issuer and its
perts and agents and are subject to receipt of tha final closing
cuments. Fitch does not verify the truth or accuracy of such

formation.

tings are not a recommendation to buy, sell or hold any seccurity.
tingg. .do .not comment on the adequacy of market price, the
itability of any security for a particular investor, or the tax-
empt nature of taxability of payments made in respect of any

curity.

{s important that Fitch be provided with all information that
y be material to the rating so that our ratings continue to
curately reflecct the cur.ort condition of the issuer. Ratings
Yy be changed, withdrawn, sucpended or placed on Fitch Alert in
e event we do not receive adequate or timely information.




EXHIBIT S

Moodys Investors Service 68 Churen Stmet, New York, N.Y. 10007

January 3, 1992

Mr. Denald Watson
Executive Director :
New Jersey Turnpike Authority =
Adninistration Building

New Brunswick, New Jersey 08903

Dear Mr. Watson:

We wish to inform you that our Rating Committee has
assigned the rating of A to the :$775,000,000 New Jersey
Turnpike Authority Turnpike Revenue Bonds to be sold
through negotiation January 9, 1992.

'In order that we may maintain this rating over the
period ef the loan, we will require current financial and
other updating infermation. We will appreciate your
continued cocoperation in the future.

We would apé%eciats receiving a copy of the final
Official statement when available.

Under separate cover you will be receiving a copy of
eur credit report on the above referenced bond sale.

Shouid you have any questions regarding the above,
pleasa do not hesitate to contact Michael Johnston at (212)

553=7810.

Sincerely,

Daniel N. Helmowitz i:f

Executive Vice President
Directer
Public Finance Department

MJ:cqj

ce: Mr. John S. Tamagni
Lazard Freres & Ccmpany
One Rockefeller Plaza
New York, New York 10020

r08%




REVISED COPY

Standard & Poor’s Corporation
Municipsl Finance Department

28 Broadway
New York, New York 10004-1064

Telephone 212/208-1767

TS
=7

Richard P. Larkin
Msanaging Director

Municipal Fnance Depsrument ’ v Janua’gy 14, 1992
Mr. John S. Tamagni - S e

Lazard Freres & Co.

One Rockefeller Plaza

New York, New York 10020

Re: $741,110,000 New Jersey Turnpike Authority Revenue Bonds, Series 1992A, dated:
January 1, 1992

Dear Mr. Tamagni:

Pursuant to'your request for a Standard & Poor’s rating on the above debt obligations, we
have reviewed the information furnished to us and. subject to the tezms and conditions of the
MEMORANDUM OF AGREEMENT on the reverse side hereof, have assigned a rating of

‘A’ to the obligaﬁons.

Please note that the information referred to in the third paragraph of the MEMORANDUM
OF AGREEMENT includes annual audits and budgets and, for revenue bond ratings in
_connection with construction financing, progress reports, not less often than quanerly,
covenng the project being financed.

In the event that you decide to include this rating in an Official Statement, prospectus or
other offering literature, we request that you include S&P's definition of the rating together
with a statement that the rating may be changed, suspended or withdrawn as a result of
changes in, or unavailability of, information.

We arc pleased to have been of service to you. Our bill wﬂl be senat in due course. If you
have any quesuons, please contact us.

Very truly youss,

cjc :
cc:  Mr, Donald Watson
Executive Director
- New Jersey Tumnpike Authority
P.O. Box 1121
New Brunswick, New Jersey

~—— .
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wvestors Service, Inc. : .
‘e Street PlAza : .

=+« NY 1000+

8-0500

January 6, 1991

Mr. Donald L. Watson
Executive Director
New Jersey 7Turnpike Authorlty

P.O. Box 1121
New Brunswick, NJ 08903

Re: 5775,000,000 Turnpike Revenue Bonds, Series 1992A

Dear Mr. Watson:

Fitch Investors Service, Inc. has assigned a rating ot "A" <¢o the
above referenced bonds. The "A" rating is defined ac "...Bonds
-considered to be investment grade and of high credit quality. The
obligor's ability to pay interest and repay principal is considered
to be strong, but may be more vulnerable to adverse changes in
economzc conditicns and czrcumstances than bonds with higher

ratings.'

For Conditions Relating to the Rating, please refer to page 2 of
this letter. ‘ .

In order to keep our ratings current, we will expect to receive all

material information on a continuing basis, 1nc;ud1ng final closing
documents for the current transaction.

We are pleased to have had the opportunity to be of service to you.
If{ we can be of further assistance, please feel free to cecntact us
at any time. A copy of the credit analysis published by Fitch
Investors Service in connection Wlth the above issue will be

forwarded.

Sincerely, 4

Mo f L

latre G. cchen RECEIVED

L‘>ec:t.n::we Vice President
Governmental Finance . ‘ JaN U 9 1892

csc/bac S 107X EXECUTIVE DIRECTOR




- CONDITIONS RELATING TO THE RATING -

Ratings assigned by Fitch Investors Service, Inc. are based on the

‘documents and information. provided
experts and agents and are subject to receipt of the final closing

documents. Fitch does not verify the trut? or accuracy of such
information. ; K

Ratings are not a recommendation to buy, sell or hold any security.
Ratings d¢ nel comment on the adequacy of market price,  the
suitability of any security for a particular investor, or the tax-
exempt nature of taxability of payments made in respect of any

”ccurlty

It is important that. Fitch be provided with all information that
may be material to the rating so, that our ratings continue to
accurately reflect the current condition of the issuer. ' Ratings
‘may be changed, withdrawn, suspended or placed on Fitch Alert in
the event we do not receive adequate or timely information.

103X
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~Standard & Poor’s Corporation - , N 'l'

- Bond lngurance Administration : eJ .ﬂ

. 25 Broadway ' i
New York. New York 10004-1084 ' ) a

Telepnone 212/208-1061
FAX 212/208-8262

" April 6, 1992

Ms. Susan Cansdale _ .
Vice Presidens of Opcrations '
AMBAC Indemnity Corporation

One State Street Plaza - 17th Floor

New York, New York 10004 ’

Re:  $30,016,972 New Jersey Turnpike Authority, Turnpike Revenue Bonds, Series

1992B, (Garden State Savings Bonds), dated: April 15, 1992, due: January 1, 2000-

2012 (POLICY #6849BE/ACN 6595) |
Dear Ms. Cansdale: |

Pursuant to your request for a Standard & Poor's rating on the subject obligations, we have
reviewed the information submitted and have assigned a rating of ‘AAA". »

~This reﬂeczs our assessment of the likelihood of repayment of principal and interest ba.sed on
the bond insurance policy your company is providing.

Rating adjustments may result from changes in the financial position of your company or
from altcrations in documents governing the issue. With respect to the latter, please notify
us of any changes or amendments over the term of the issue.

When using this Standard & Poor’s rating, include S&P's definition of the rating together
with a statement that this may be changed, suspended or withdrawn as a result of changes in,
-or unavailability of, information. This rating is not a “market rating”, because it is not a
recommendation 10 buy, hold or sell the obligations.

Please remember that complete documentation relating to this issue must be submitted no
later than 90 days after the date of this letter. If you have any questions, please contact us.

Very truly yours,

o Vo £ MD/C‘-{

r0OX




NEW JERSEY TURNPIKE AUTHORITY

P.O. BOX 1121 v NEW BRUNSWICK, N.J. 08903 (908) 247-0900
FAX: (908) 247-3472

DAVID J. GOLDBERG, Chairman DONALD L WATSON
FRANK E. RODGERS, Vice Chairman Executive Director
THOMAS M. DOWNS. Commissioner

LEONARD COMEN, Commigsioner

CLAY CONSTANTINOU, Commussioner

RAYMOND M. POCINO, Commissioner

October 8, 1993

The Honorable Rodney Frelinghuysen
Chairman, Assembly Appropriations Committee
Park Square Bldg., 10 Park Pl., Rm. 312
Morristown, New Jersey 07960

Dear Chairman Frelinghuysen:

Your staff verbally requested supplemental information
to the documents that the Authority delivered to you on October

7, 1993.

Specifically, your staff requested information as to
when the Commissioners authorized that an appropriate fee be
negotiated with the Financial Advisor in the event of a major
financial restructuring. Those documents are enclosed.

Sincerely yoyrs,

Donald L. Watson
Executive Director

Enclosures

7724 K




NEW JERSEY TURNPIKE AUTHORITY

May 15, 1991

MEMORANDUM TO: Donald L. Watson
' - Executive Director

RE: Confirmation Of Agreement With Lazard Freres & Co.
For Professional Financial Advisory Services

At the Commission Meeting of April 30, 1991, the Executive
Director received authorization to select a new Professional
Financial Advisor to be confirmed at the May 30, 1991 Commission
Meeting. This action was necessary due to the sudden dissolution
of the Authority's previous Financial Advisor, Chase Securities,

Inec.

The Authority had initially solicited proposals from several
firms from which Chase Securities, Inc. was selected at the March
28, 1991 Commission Meeting. In order to expedite the replacement
of Chase Securities, Inc., the Authority received proposals from
three of the firms orginally invited plus three additional firms,
and selected Lazard Freres & Co. This firm offers comprehensive
Financial Advisory services with a well expe:zenced profess;onal
financial staff.

The terms will remain for one year at a $50,000.00 annual cap
for the services to be performed except the cap will not apply in
the event of a major financial restructuring or any other
extraordinary financial transactions. The hourly rate schedule
for Lazard Freres, & Co. is as follows: Partners = $250.00;
Senior Vice Presidents - $200.00; Vice Presidents - $150.00; and
Associates - $125.00.

Therefore, it‘is requested that authorization be granted to
enter into an Agreement with Lazard Freres, & Co. for Professional
Financial Advisory Services in an amount not to exceed $50,000.00
annually with the exception of a major financial restructuring.

The Comptroller ‘concurs im this recommendation. Please
charge this to Aecount No. 10=890-4608._ -

Herbert I. Olarsch
Director of Law

CERTIFIED FOR CONSIDERATION:

FUNDS AVAILABLE
‘ 53

Donald L. Watson .
Executive Director I(I{

0w X
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Executive Director Watson requested confirmation of the
selection of the firm of Lazard Erefes & Co. as Financial Advisor.
At the Commission Meeting of April 30, 1991, the Executive Director
received authorization to select a new Financial Advisor due to the sudden
dissolution of the Authoritf's previous Financial Advisor, Chase
Securities Inc. |

The Authority had initinlly solicited propdsalu from several
firms among which Chase Securities was selected at the March 28. 1991
Commission Heéting. In order to expedite tha replacement 6tVChasé
Securities, the Authority received proposals and interviewed three of the

firms originally invited plus three additional interested firms.

Out of that interview process, the firm of Lazard Freres & Co.

‘was selected which offers comprehensive Financial Advisory services with a

well experienced professional financial staff. The term for the services

to be perfo;med will remain for one year at a §$50,000 annual cap; the cap

will not apply in the event of a major financial restructuring or any

other extraordinary financial transactions. The hourly rates are:
Partners - $250; Senior Vice Presidents - $200; Vice Presidents - $§150;
and Associates - $125.
Acting Comptroller Jacobsen certified that funds are available.

Executive Director Watson certified the recommendation for confirmation.

on motion by Commissioner Constantinou, seconded by Commissioner |
Cohen, and‘carried. the Authority unanimously confirmed the
recommendation; authorized entering into an Agreement with Lazard Freres &
Co. for Professional Financial Advisory Services, in an amount not to
exceed $50,000 annually, with the exception of a major financial
restructuring which is not covered by the Scope of Services and which will
be negotiated separately.

ooo0oco

I hereby certify this to be a true and
correct copy of the excerpt of the Minutes
of the New Jersey Turnpike Authority's May 30,
1991 Commission Meeting.

b r3x

Harhaws+ T L S—




NEW JERSEY TURNPIKE AUTHORITY

P.O. BOX 1121 . NEW BRUNSWICK. N.J. 08903 (908) 247-0900
' - FAX: (908) 247-3472

DONALD L. WATSON

DAVID J. GOLDBERG, Chairman Executve Director

" FRANK E. RODGERS, Vice Chairman
THOMAS M. DOWNS, Commissioner
LEONARD COHEN, Commissioner
CLAY CONSTANTINOU, Commissioner
RAYMOND M. POCINO, Commissioner

October 7, 1993

The Honorable Rodney Frelinghuysen
Chairman, Assembly Appropriations Committee
Park Square Bldg., 10 Park Pl., Rm. 312
Morristown, New Jersey 07960

‘Dear Chairman Frelinghuysen:

Your letter dated September 30, 1993 confirmed your
request for information relative to the Authority’s 1991-92 bond
issue and advised that Chairman David J. Goldberg and I need not
appear at a committee hearing previously scheduled for October
7th.

The requested information is attached. Previously, I
sent to each member of the Committee a copy of my detailed
"Report to Governor Jim Florio and Treasurer Samuel F. Crane on
the 1991-92 Bond Refinancing," dated May 24, 1993

It is my understanding that you will contact us
regarding any future hearing where our attendance is required.

Sinc ely yours,

Donald L. Watson
Executive Director

Enclosures

0wy Y




NEW JERSEY GENERAL ASSEMBLY

- RODNEY P. FRELINGHUYSEN
ASSEMBLYMAN 251‘11 DiSTRICT CHAIRMAN
MORRIS COUNTY APPROPRIATIONS COMMITTEE

10 PARK PLACE
PARK SQUARE BUILDING ASSEMBLY BUDGET OFFICER

MORRISTOWN, NJ 07960
201.983-1300
FAX 201.-993-95666

September 30, 1993

David J. Goldberg, Chairman
Donald Watson, Executive Director
New Jersey Turnpike Authority
P.0. Box 1121

New Brunswick, NJ 08903

Dear Mr. Goldberg and Mr. Watson:

I am writing to confirm requests for information by staff to
the Appropriations Committee and also to advise you in writing
that your attendance at the committee hearing previously
scheduled for October 7th will not be necessary. We will be in
contact with you regarding any future hearing requiring your
attendance. :

In the meantime, the committee requests the following

information be provided no later than Qctober 7th:

An identification of the financing costs, by individual bond
issue, shown on chart 1, page 10 of your May 24, 1993 report.

An identification as to who invested the proceeds of each
bond issue and what process was used in making the
investments.

A copy of each billing and all supporting documentation
submitted by Lazard Freres for its financial advisory
services for each of the bond issues.

An identification of each member of the sellmg group for
each of the bond issues.

752 ¢
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Mr. Donald Watson
Page 2
September 30, 1993

In addition, the committee requests that any and all
transmittals, documents, and personal schedule or diary entries
that reference meetings or discussions between Chairman Goldberg
and Joseph Salema, Governor Florio's former chief of staff, or
Chairman Goldberg, Mr. Salema, and Clive Cummis, of Sills Cummis
Zuckerman Radin Tischman Epstein & Gross, General Counsel to the
Authority, be provided by October 7th as well. The time-frame of
interest for these documents is between May 1, 1991, and the date
of the first bond issuance on September 5, 1991.

-Thank you for your cooperation in providing the requested

informatiog.
Rodney Frelinghuysen, Chairman '
Assembly Appropriations Committee
RPF:

RECEIVED

New Jorsay Tumplke Authority

ocT 91 w93
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New Jersey Turnpike Authority
Comparison of Financing Costs
1984 - 1987 Offerings

1984 198§ . 1987
Service Offering Offering Offering Total
Underwriting/Remark eting Fees $14,758,673 24,012,500 18,243,323 $57,014 496
Management/Financial Advisor Fees - 2,500,000 1,621,286 4,121,286
Advertising 247,572 - 118,788 366,360
Accounting 45,000 92,000 18,314 155,314
Verification Agent 35,000 - - 35,000
Bond Counsel 384,236 531,674 159,427 1,075,337
Other Counsel 58,854 105,650 268,426 © 432,930
Special Tax Counsel - - - - -
Call Notice - - - -
General Consultant 7.979 - - 7.979
Traftic Consultant 29,806 161,590 - 191,396
Marketing - - - - .
Printing 616,739 1,247,151 704,058 2.567.948
Rating Services 69,950 95,000 85,000 249,950
Trustee, Registrar, Paying Agent 594,475 25,000 25,000 644,475
Misceilaneous 34,985 - - ) 34,985
$16.683.269 28,770.565 21.243 622 $66.897.456
New Jersey Turnpie Autherity
Comparison of Financing Costs
1991 - 1992 Offerings
1991 A 1951 B 1991 CD 1992 A 192 B
Service Oftering Offering Offering Offering Offering Total
Underwritng Remarketing Fees $2.376,331 610,442 10959615 5,499,036 638,761 $20,084,185
ManagementFinancial Advisor Fees 425,000 125,000 1,200,000 £25,000 - 2,275 000
Advertising - - ) - - 213168 213,166
Accountng 25,000 11,000 11,000 11,000 8,000 65,000
Verification Agent 5,000 5,000 4,500 - - 14 500
Bond Counsel 380,875 2336 264320 63,039 112,761 843331
Other Counsel 214211 23,865 139258 54,458 13,754 445546
Special Tax Counsel 91,140 17.541 155,004 11,093 2,808 277588
Call Notice ) 2,384 2384 437,165 - .- 44193
General Consultant 24250 1,147 - - - 25,297
Traffic Consutiant 8,824 - 4,330 - - 13,154
Marketing - - - - 27056 27086
Printng 112,047 60,323 154617 96 266 155379 578,632
Rating Services 122,000 63,000 155,000 120,000 12,600 472,600
Trustee, Registar, Paying Agent 3,601 15813 240,883 1491 13,891 318,199
Miscellaneous = = - - 4,764 4,764
$3619663 957,851 13725692 6,354 803 1,203,040 $26,101,049

17X
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NEW JERSEY TURNPIKE AUTHORITY

Open Market Purchases of Investments
of Bond Proceeds

Investment Process:

The investment of the proceeds of each bond issue was managed by our
financial advisor, Lazard Freres. Requests for quotations and bids were
sent to various companies and the investments were awarded based on the °
offers received and, in the 1991C & D bond issue, specially tailored
securities for escrov requirements were certified as to fair-market
value by the provider and attested to by the financial advisor in
accordance with applicable Federal Income Tax rules and regulatioms.

The folloving is a listing of the awardee for each bond issue.

Type of Security Avardee
1991A Treasury Securities First Boston
- 1991B Treasury Securities . First Boston
1991C&D Treasury Investors - HerrilllLynch
Growth Receipt (TIGRs)
19924 Treasury Securities PaineVebber
Treasury Securities Goldman Sachs
Treasury Securities First Boston
Repurchase Agreement Morgan Stanley
backed by Treasury
Securities
1992B Treasury Securities Goldman Sachs

27w&X




Global Swaps
Debt Markets Group

World Financial Center

North Tower

New York, New York 10281-1307
212 4496177

%Meni" Lynch - © FAX 2124498920

Telex 671 6341 MLB SCTR

December 11, 1991

New Jersey Turnpike Authonty
Route 18

Turnpike Interchange 9

East Brunswick, NJ 08816

Mudge Rose Guthrie Alexander & Ferdon
180 Maiden Lane
New York, NY 10038

Morgan, Lewis & Bockius
2000 One Logan Square
Philadelphia, PA 19103

Ladies and Gentlemen:

In connection with the sale by the New Jersey Turnpike Authority (the "Authority") of its
Turnpike Revenue Bonds, Series 1991 C (the "1991 C Bonds") and its Turnpike Revenue
Bonds, Series 1991 D (the "1991 D Bonds"), we have entered into a contract to sell the
Securities set forth in the confirmation issued with respect to the 1991 C Bonds and the
1991 D Bonds.

Merrill Lynch, Pierce, Fenner & Smith, Inc. ("MLPF&S") certifies that: (i) the prices for the
securities sold the Authority were determined in arm’s - length transactions; (ii) the prices
were determined without any intention to reduce the yield on the securities; (iii) the prices
of the securities sold to the Authority were no higher than the prices we could have
obtained for any other customer under similar circumstances; (iv) there is an established
market for the securities; (v) the prices of the securities sold to the Authority were market
prices.

Sincerely,

ﬁclstem

Vice President
Merrill Lynch, Pierce, Fenner & Smith

"X



LaZARD FRERES & Co.
ONE RocEEFELLER Praza
New Yorg. N. Y. 10020

NEW York

TELEFDONT (212} 632-6000
FacsiMire (212) 632-6060

EXHIBIT I

December 12, 1991

New Jersey Turnpike Authority
Route 18

Turnpike Interchange 9

East Brunswick, New Jersey 08816

Mudge‘Rose Guthrie Alexsnder & Ferdon
180 Maiden Lane ‘
New York, New York 10038

Morgan, Lewis & Bockius
2000 One Logan Sguare
Philadelphia, Pennsylvania 19103

Ladies and Gentlemen:

In connection with the sale by the New Jersey Turnpike
Authority of its Revenue Bonds 1991 Series C and D, we
acted as financial advisor to the Turnpike Authority.
In our capacity as financial advisor, we assisted the
Turnpike Authority in purchasing the securities set
forth in Schedule III and IIIA of the Verification
Report. :

At the time of purchase by the Turnpike Authority of the
Securities mentioned above, we advised our client that,

in our opinion, they were puchasing the securities at
Prices which were on the market. ,

LAZARD FRERES & CO.

Y Soa— . .

/6;hn S. Tamagni
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Lazarp Frerss & Co.

O=s Recseemesa Praza
THLEPEGYD 818) 068 000 NEW YORK
Pasotuiad S 6G8-0890

November 8, 1991

gm;dl : Gome AutBority
ew

Route 18, 9

Post O%ee Bax 112

New Brunswick, New Jersey 08503

Re: Pinancial Advisery Compensation
Dear Chairmasn Goldberg:

We are wrt © explain the basis for ow tvpcsed fees of $2.0 millios in
coansction th tbe New Jerzsoy Turaopxka Authority's Sesies A, B & C
refinancing

of the Authority’s ousanding de

As you know, the Autharity incusred fees of $67 million in connecton with the

issuance of the Series 1984 and Series 1988 bond issuss. As Snaneisl

1o the Authority for these financings, we will help realize g subsiantial

e S o i s o o
ers, even @ mu (-

We estimace thas we uﬂbeable»uldmwlou@gm

mmmxm mﬂneﬂonm

As you also lmow, Lasard Freres has broad experieace in the service of public
agencies of all kinds. We are especially proud of our reeord in public
sransportatian In many cases, our fees bave been in excess of §1.00
pes boad. WeummmeAumonwWhuwpsyubged the cost
sffestivansss of the bond issus, our expertise and the atientios we to ths
mager., We welcoms the oppormunity 10 sefve the Autbornty on this basis.

contract, we Bave been financial advisor to the since May, 1991.

aazual fee under the contract, which is basad solaly on the tizs we devore
10 Aptbority matters, cannot exceed $30,000, and on 8 pro-rated dasis, may be
less in asny yeas, s2d our services iavolve providing geaeral advice to the
Agmty 68 how it can taciutatc its financing geeds and make them cost

PRIX
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When Lazard Freres agreed to become the financial advisor 10 the Anthority,
you and the Authority’s other members emphasised tha, if the Autherity
decided to rafinance, our duties were to be greaily expanded. One reasoa you
wisked us 10 take on additional respoasibilities i3 cosmection with the

ing was your beliaf that the cost of the Series 1984 and Series 1985 band

issues was excessive and that the current 1 was extrem
e e o s o B B o
and 10 refund the bond imues &t a significant savings to the Autherity, both of
which are being sccomplished. o

Indeed, we hawe already completed the sale of a $423 millica Series A bead
lssue and a $79 million Serles B bond issue at a east cost savings 10 the
State. The com of issusnes t0 the Autharity was $4.5 million. By eompasisan,
the cost of fizancing to ths Autherity was reduced by $13 million on the Series
1984 refunding. TBe Autherity also reslized additional savings of approximasaly
$20 million in debt sesvice by refunding this 1984 Turapike Authority bond issue.

La2ard Freres was able to complete this transaction at a rate of interest
igns y that of other nanional Stats level Turnpiks Anthoritiss
fingnciags completed in 1991 and in a manner that reisioreed the ¢ of
bond nnaL;_ sgeacies on the fmndaia. With onr guidance, the Turapike
incained its A sating with both § & Posr’s and Meody's. In :
for the first ime the Authority appiied to Fiteh Iavestor Services, Inc,, which also

gave the Autbosity's issuss an A ranng,

A primary reascn for the magritude of the expsases of the 1984 and 1985 issues
was that there was 6o flnancial advisor for the program and & single senior
manager performed the segrvices of the financial advisor and managing
underwriter policing their own actvitles. By utlizing Lazard Preres fn
the financial advisor rele, the Autherity will realizs savings of i
$40,000,000 of reduced eosts compared 1o the bond issues ia 1984 and 1985, and
it will sealize these savings on transactions that are more complex aad e &
substastially lasger issue than the 1984 and 1933 financings combined.

Our role as finsncial advisor to the Antharity on the refunding and new
bﬁd&:ﬂiﬁmmmmﬂmadmﬁaMWot vhi

ars 5ot typically providad by a financial adviser, 16 maks this 8 success.
Thess ;ﬁal all of wm?a we render to you in addidon m under our
existing conac, inelnds:

L Amaaamwmw d‘- tag the Series 1984
 and Series 1989 fssues and the purchass of 1-99: .

2 Together with bond counsel aad the Authority’s general
couzsel, p:om general bond resoiution and other
related legal 3 ~

3 Wa%u&@mmmp@;

4. Structuring separate capital finaneing alteraatives and
developing & financial plaa with four scparate series plass;

722X




§. Des aad mansging presantations to bond {nsurers and
credit raung agencies to mainmin the Authority’s high ranng '

6. ervising the debt {ssumnce process sand selecting
rwritess, prigters, trustess, verification agents and other

who are an {ntegral part of that process;

7. A Projec masager of the debt finance team, which {5 one of
the largest groups of finsnee professionals ever assezablad.
There are over 50 uaderwri ﬂmmwmm

a0t ineluding other professi

8. . Dewelo acd structuring finaneial, enginee: aad le
repoﬁsgnésn them campsublc with mn&ng‘}f mng-l

9. Structured finsacing to liquidate over $500 aillion in FNMA
guaranteed isvestmeat contrasts;

10. Developed interest rate swap finmancing program.
11, Preparing the offering prospectus;

12. Develo 4 marke lan with meetings with sumerous
m;og%wwm 4 chasess as well as retail gluﬁrm

13, Allening the boads on an equitable basis to all participating
underwrniters; and

e !n mgbondxsmmumm&nnWHA&Bm
w

~ In addition to all of the nsud ﬁzancal advisor functions listed above, you
engaged us o serve WO major Rm ehmemtymdthe
mdg@m&rmmcmﬂutﬁe SZJbimDndebumAammmz

by & senior 87,

T‘he comprebenstve anlym of the Aumorlxy’s restructuring options was
t0 detsrming whether debt restrusturing was in the best interests of

necessary
the Authority and the State. The senior manager services insured that the series

of was fully esordinsted and compisted in a timely fashion. Four
general pariners, & senior vice president, several viee presidenn and 8 gumber of
other compnter and underwriting profeasionals st Lazard Freres have
undsrtakan sdditional responsibilities speading numerous person hours

deveioping this progrem.
We believe that Lasasd Freres is the oaly flrm which can mceeutuny asd

eﬁmaﬂywhtunommum both ity of assiy
publlz \vlth lex amml'mglem which is unpanllel:':‘m e
publis s, its iedge of the Authority aad its finansial rols in the

program which is emcn to eaeh af me aforementioned trtnsunons. lt is
important to whma eonsistensy wmmm % nubﬂky tor
two transsctions bave a cozmmon finan respo

that coardinacve etfort. ewper, Laaard
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Of course, Lazard Freces has extensive experience &s 8 financial agvisor 0
states, municipalities, publie authorities and political subdivisions of all lands.
For exampis, we have undernaicen, 2ad su Ly completed. the financings for
the S:ate of Texas, for the cities of Chicago and W on, D.C. and for
Pitaburgh Interaananal Aispert to name & few. For each of these governmental
Clieats, a=d for others, Lazard Freres bankess have assisted i the
Fng b et o o raion e sope e o et
- ons reteation &nd § ion o ©
comp !z‘oe_gundami ing and have provided addl?a.aa.l m’& the issues
were sald. In eash case, the fees 1o our clients were more thas $2.00 per bond.

As already soted, we will ot charge & fee based upon the oumber of bonds, and
we are sasisfied 10 bill you based upon the expertise we bring to tais manter and
the afteanon we devote 16 it. The 52 million fee is completely in line with these
critesia and is, in facy, comparable to, or lower thas, what we bsen paid for
financial advisor engagements 03 financing on bebalf of other public b

In face, the $2.0 millian total projeci ement fee we oB the Series
A, B azd C boads is approximately one-balf of the fse that the thres different
senior recetve for each of the ransactions. In conmast, we have done
the bulk of tze work oecessary o make this financing program a success. We
thus believe our fee is fair and ressonable and earned, given the cost of
{ssuance savings 10 the Authority of an estimated $40 million and overall debt
$ervice saviis and revenuss estitated st more than $100 million.

We are confident we will repest in the upcoming issuss the success we hsve had
is reﬁnndn&the $423 milllon Series A and §79 milliog Series B issues.
izi 8t the Autbority will evaiuate the qum of our work, but in

ecofun
consideration of the fact that our fees must eome out of individual bond issues as
they are compisted, we are proposing the following fee :

«  Payment for the besic Finsncial Advisor sesvices: $50,000,
sro-rated fram May, 1991, ‘
- Pavment for Supplesientary Financing Evaluatiog Services:
§240.000. | ! |

- Paymest for transaction structuring and Dest services
lﬁlﬁl%ﬂAaCMde £2.0 billion:
§1.750,000 plus out-0f-pocket expenses.

The Series D issus of betwees $700 and $800 million will be sld in 1992, By
thea, we will have demossizated 16 you our entitlement of s fes for work 12
coanection with thas issue. However, we would like you and the members of the
Authority to observe the success of the eatire issue befors fixing our fizal
eompensation on ta¢ Series D issues.

¢ 24X




Finally, with respeet to the tirzing of the billings, we pro three paymeass in
1991. yWe hnve aiready w:ng‘Z,.WO ang cave rgap\:: paymeat. For the
September boad issus, we billed $125,000 iz October. For:heScaestand
fssue of 1§§xoxmmely $1.6 billicn, we propese to bill the Authority an
additionsl 51,450,000 at the November 215t board sutmg. We would also
request a1 the November 215t board meeting that all bills received by us be
approved by the board at that time.

It is our bope you find this flaxible opproaeh acapmblo. Wo look forward to
meeting with you to faslize it

IS



NEW JERSEY TURNPIKE AUTHORITY

September 20, 1993

MEMORANDUM TO: Donald L. Vatson
Executive Director

SUBJECT: Fees Paid to Lazard Freres & Co.

Following is the information you requeéted:

Series 1991 A 'S 425,000

Series 1991 B 125,000
Series 1991 C & D 1,200,000
Series 1992 A 525,000

$2.275.000

’

il —

Catherine A. Schladebeck
Comptroller

/28%




NEW JERSEY TURNPIKE AUTHORITY

Date: SEPTEMBER 26, 1991
CHECK REQUISITION

Check is requisitioned in favor of:

NAME: Lazard Freres & Cd.

ADDRESS: One Rockefeller Plaza, New York, NY 10020

In the amount of: Gross $425,000
Dise. = 0
Net $425,000

DESCRIPTION OF CHARGE:

Turnpike Revenue Bonds, Series 1991 A
Fee for Financial Advisory Services as per
agreement

CHARGE TO 20-000-2790-0000

N4

Requisitioned by: Approved by:
L4
. N g f ]~
| (a4, £/ it X .:van!,tyl é (/{/o%égh
Catherine A. Schladebeck . Dénald L. Watson o
Comptroller Executive Director

Register No. 1091068

Department
: AUTE*:*‘%?\ZSE Serv. Comp. or Mdse. Rec’d.
-’M Approved for Payment
Ext. & Add. ?‘( /__Budg. ot_Authgy‘
Qf( "~ Account No. RA0-000-A790

v.c./ /a.Cc./ [ /G.L./ 7aUD./ Ay
4
Check No. CCC 71/9-@[

1985.90

CONs O WIDENING

CTION E(inA

(J?X



LAZARD FRERES & CO.
OXE ROCEEFELLER PLAZA

New Yorg, N. Y. 10020 »
, August 27, 1991

New Jersey Turnpike Authority
Route 18

Turnpike Interchange © :
East Brunswick, NJ 08°03

Re: $423,205,000
New Jersey Turnpike Authority
Turnpike Revenue Bonds, Series 1991 A
(Re funéing Bonds)

ks per Agreement -

Fee for Financial Rdvisory Services - $425,000

———————
—————

Yours truly,

RECEIVED per pro.LAZARD FRERES & CO.

SEPOU Y g feteir e
EXECUTIVE D d |
R IRECTOR

NZi¢'a




NEW JERSEY TURNPIKE AUTHORITY

September 17, 1991

MEMORANDUM TO: Donald L. Vatson
Executive Director

SUBJECT: Authorization to Pay Invoice of the Firm of
Lazard Freres & Co. for Major Financial Restructuring

At tRe Commission Meeting of May 30, 1991, ir r=sponrce
to the Authority’s request for proposals, the firm of Lazard Frares &
Co. vas retained to provide the Authority with Financial Advisocy
Services. An annual compensation of $50,000 was approved alcig with
appropriate hourly rates for various professionals. Provisior wvas
provided, that in the event of a major financial restructuring or any
other extraordinary financial transactions, the cap of $50,000 a year
vould not apply. In the event of such a transaction, an appropriate fee
vould be negotiated by the New Jersey Turnpike Authority and Lazard
Freres & Co. Since the original approval, the Authority has undertaken
a major financing program and hence has negotiated a fee of $425,000 for
financial advisory services for the issuance of Turnpike Revenue Bond,
Series 1991 A, in the amount of $423,205,000. ' '

An extraordinary amount of time vas required to

structure this complicated financing program vhile managing a large
undervriting group, therefore, authorization is requested to pay Lazard

Freres & Co. the amount of $425,000.
(AL dbi Ve

Catherine A. Schladebeck

: Comptroller
/bdg

CERTIFIED FOR CONSIDERATION:

WWWHW Director AUTHOR}ZED

MEETING OF
. - | __7_/4’4/7/ '_ ,é}df

X 39 x



NEW JERSEY TURNPIKE AUTHORITY

~ Date: November 21, 1991
/ CHECK REQUISITION

Check is requisitioned in favor of:

NAME: Lazard Freres & Co.

»/ ADDRESS: One Rockefeller Plaza, New York, NY 10020

In the amount of: Gross $125,000.00

Disc. 0
Net $125,000.00

. DESCRIPTION OF CHARGE:

As per Agreement - Fee for Financial Advisory
Services Jiil. /2

chéRGE TO
Requisitioned by: ' Approved by:
iy
y ) e
Catherine A. Schladebeck Donald L. Watson
Comptroller . Executive Director
Register No. 1110659
Department
Serv. Comp. or Mdse. Rec’d.
AUTHORIZED Approved for Payment
M .
EEHNG F : Ext. & Add. }4“ / _Budg. or Auth.

[y ot R O 000 <275

V.C./ /a.C.t K— s6.L.s sawn./(Y
Check No. £ U 4«1?‘/

1985 90 w:o:mNG

Ul" POl mias .

/Jo KX




LAZARD FRERES & CoO.

ONE ROCEEFELLER PLAZA
New Yorg, N. Y. 10020

September 27, 1991

New Jersey Turnpike Authority
Route 18

Turnpike Interchange 9

East Brunswick, NJ 08903

Re: $79,340,000 .
New Jersey Turnpike Authority
Turnpike Revenueé Bonds, Series 1991 B
(Refunding-Bonds)

As per Agreement =

ree for Financial Advisory Services - $125,000

RECEIVED ~ Yours truly,

per pro.LAZARD FRERES & CO.

UL g2 18t | A-/ )
EXECUTIVE DIRECTOR f /6’3” ZL;:"““? 5.

goat 832

130K
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NEW JERSEY TURNPIKE AUTHOR!TY

November 7, 1991

MEMORANDUM TO: Donald L. Watson
Executive Director

SUBJECT: Authorization to Pay Invoice of the Firm of
' Lazard Freres & Co. for Major Financial Restructuring

v At the Commission Meeting of May 30, 1991, in response
to the Authority’s request for proposals, the firm of Lazard Freres &
Co. vas retained to provide the Authority with Financial Advisory
Services. An annual compensation of $50,000 was approved along with
appropriate hourly rates for various professionals. Provision wvas
provided, that in the event of a major financial restructuring or any
other extraordinary financial transactions, the cap of $50,000 a year
vould not apply. In the event of such a transaction, an appropriate fee
would be negotiated by the New Jersey Turnpike Authority and Lazard
Freres & Co. Since the original approval, the Authority has undertaken
e major financing program and hence has negotiated a fee of $125,000 for
financial advisory services for the issuance of Turnpike Revenue Bonds,
Series 1991 B, in the amount of $79,340,000.

An extraordinary amount of time vas required to

structure this complicated financing program vhile managing a large

undervriting group, therefore, authorization is requested to pay Lazard
Freres & Co. the amount of $125,000.

Cathéﬁ%ﬁEQZ?/;chladebeck

Comptroller
/bdg

CERTIFIED FOR CONSIDERATION:

Lot (0

Donald L. Vatson, Executive Director

| AUTHRTR

: | MEETING oF

Y/,

e

32 Y




CHECK REQUISITION

Date: December 11, 1991

Check is tequisitioned in favor of:
NAME: Lazard Freres & Co.

ADDRESS: "One Rockefeller Plaza
' New York, NY .10020

In the amount of: Gross $1,200,000
Disc. -
Net $1,200,000

DESCRIPTION OF CHARGE:

Financial Advisory services for
Turnpike Revenue Bonds, Series 1991 C and D

Requisitioned by: Approved by:

(e Deld 5 foloon,
Catherine A. Schladebeck Donald L. Vatson :
Comptroller Executive Director

&gﬁmrML 1120546

Department

Serv. Comp. or Mdse. Rec’d.

Approved for Payment

Ext. & add. & / Budg. or Auth.
Qﬁ&ccount No. R0- ©0C0-27%/
VC/ /s 2 sGrs savn.s B
EAL Check No. £ U 433
SO | o s [ 13/

1 75599 wiDENING

AUTHORIZED
CONSTRUCTION FUND  \p e o

//1/2.//‘/

133X




| LAZARD FRERES & CO.
ONE ROCKEFELLER 1”LAZA
New Yonx, N. Y. 1002

November 18, 1991

Mew Jersey Turnpike Authority
Route 18

Turnpike Interchange 9

East Brunswick, NJ 08903

Re: $1,636,200,000 _
New Jersey Turnpike Authority
Turnpike Revenue Bonds
Series 1991 C

~

:r As per Agreement -

x Fee for Financial Advisory Services - $1,200,000
RECEIVED

Yours truly,

NOV 191391 per pro. LAZARD FRERES & CO.
EXECUTIVE DIRECTOR | g i Freces ¢ Co.

pones 333
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NEW JERSEY TURNPIKE AUTHORITY"

November 21, 1991

"MEMORANDUM TO: Donald L. Watson
Executive Director

SUBJECT: Authorization to Pay Invoice of the Firm of
Lazard Freres & Co. for Major Financial Restructuring

Turnpike Revenue Bonds, Series 1991 C and Series 1991 D

At the Commission Meeting of May 30, 1991, in response
to the Authority’s request for proposals, the firm of Lazard Freres &

Co. wvas retained to provide the Authority with Financial Advisory

An annual compensation of $50,000 was approved along with

Services.
Provision was

appropriate hourly rates for various professionals.
provided, that in the event of a major financial restructuring or any

other extraordinary financial transactions, the cap of $50,000 a year
wcuid not apply. In the event of such a transaction, an approprizte fee
wctld be negotizted by the New Jersey Turnpike Authority and Lazard
 Freres & Cu. Since the original approval, the-Authority has undertzken
a2 mzjor financing program and hence has negotiated z fee of $1,200,000
for financ:al a2dvisory and menzgement services for the issuance of
Turnpike Fevenue Bonds, Series 1991 C &nd Series D, in the amount of
$1,6535,200,000. ' ‘

tn extrzordinary amount of time vas required to

struciure his complicated financing program, menage a large
undervriting group and to perform additional services beyond advising

the Authority.

Authorization is requested to pay Lazard Freres & Co.
the amount of 51,200,000 at the closing of the Series C and Series D

Bonds.

C%j‘,/,c’:d‘_ Ac— Cv'/jk
Catherine A. Schladebeck
Comptroller

CERTIFIED FOR CONSIDERATION:‘ .:79
. i,
s MEETING GF
Donald L. Vatson, Executive Director /Zéﬁl-zzyév
_ , . z<:f%§%L_

/bdg

J J-2

(ADDENDUY)
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' CHECK REQUISITION

Date: January 16, 1992

Check is requisitioned in favor of:
NAME: _ Lazard Freres & Co.

. ADDRESS: One Rockefeller Plaza
New York, NY 10020

In the amount of: Gross $525,000
Disc. -
Net $575,000

DESCRIPTION OF CHARGE:

Financial Advisory services for
Turnpike Revenue Bonds, Series 19924

Requisitioned by: - ’ Approved by:

”
7 ' ’ 4
a, \
()L/J./k uzv

Catherine 4. Schlacebeck Donald L. Vatson

Comptroller Executive Director

Register No. _ 201089/

» ' .Department

Serv. Comp. or Mdse. Rec’d.

' Approved for Payment

Ext. & Add. K / Budg. or Auth.
Account No. Y2 —000- 2793

ved \sncs K se.s s
Checl&o. C /C l?é;L

o

WIDENING
" -CONSTRUCTION FUHE

b o

/36x
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LAZARD FRERES & CO.
ONE ROCEEFELLER PLAZA
NEw Yorg, N. Y. 10020

January 9, 1992

New Jersey Turnpike Authority

Re: $742,000,000
New Jersey Turnpike Authority
Turnpike Revenue Bonds, Series 1992A

As per Agreement -

Fee for Financial Advisory Services - $525,000

Yours truly,

f‘?éqéﬁz/.w /Q

’37X
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NEW JERSEY TURNPIKE AUTHORITY

January 8, 1992

MEMORANDUM TO: Donald L. Watson
Executive Director

SUBJECT: | Authorization to Pay Invoice of the Firm of
Lazard Freres & Co. for Major Financial Restructuring
Turnpike Revenue Bonds, Series 1992vA

At the Commission Meeting of May 30, 1991, in response
to the Authority’s request for proposals, the firm of Lazard Freres &
Co. was retained to provide the Authority with Financial Advisory
Services. An annual compensation of $50,000 was approved along with
appropriate hourly rates for various professionals. Provision vas
provided, that in the event of a major financial restructuring or any
other extraordinary financizl transactions, the cap of $50,000 & year
would not zpply. In the event of such a transaction, an appropriate fee
would be negotiated by the Nev Jersey Turnpike Authority and Lzzard
Freres & Co. Since the originzl approval, the Authority has uncdertaken
a mejor financing program znd hence has negotiated a fee of $523,000 for
financial advisory and managezent services for the issuznce of Turnpike
Revenue Bonds, Series 1992 4, in the azmount of $742,000,000.

£n extrzordinary zmount of time was required to
structure this complicated financing program, maznage a large
undervriting group and to periorm additionzl services beyond zéviging
the Authority.

Authorization is requested to pay Lzzard Freres & Co.
the amount of $525,000 at the closing of the Series 1992 A Bonds.

(ot d B
Catherine A. Schladebeck

Comptroller
/bdg v

CERTIFIED FOR CONSIDERATION:

Donald L. Watson, Executive Director




Selling Group

NEW JERSEY TURNPIKE AUTHORITY

Series 1991A

Apex Securities, Inc.

The Chapman Company .
Clayton Brown & Associates, Inc.
Dean Vitter Reynolds Inc.

Dillon, Read & Co. Inc.

Donaldson, Lufkin & Jenrette Securities Corp.

E. A. Hoos & Co. Inc.

First American Municipals, Inc.
Gilbraltar Securities Co. '

Goldman Sachs & Co.

Halpert and Company, Inc.

J. B. Hanauer & Company

Kidder, Peabody & Co., Inc.

Kirchner Moore/George K. Baum & Co.
Lehman Brothers

Merrill Lynch & Co.

Mid-State Securities Corp.

Muriel Siebert & Co., Inc.

Printon, Kane Group, Inc.

Roosevelt & Cross, Inc.

Ryan, Beck & Co.

Smith Barney, Harris Upham & Co., Inc.
United Daniels Securities Inc.

Villiam E. Simon & Sons Municipal Securities

'3%x

Inc.



] " NEW JERSEY TURNPIKE AUTHORITY

. Series 1991B

Selling Group Apex Securities, Inc.
The Chapman Company
Clayton Brown & Associates, Inc.
Dean Vitter Reynolds Inc.
Dillon, Read & Co. Inc.
Donaldson, Lufkin & Jenrette Securities Corp.
E. A. Moos & Co. Inc. '
FIA Capital Group, Inc.
First American Municipals, Inc.
The GMS Group Inc. '
Gilbraltar Securities Co.
Goldman Sachs & Co.
Halpert and Company, Inc.
J. B. Hanauer & Company
Xidder, Peabody & Co., Inc.
Kirchner Moore/George K. Baum & Co.
Lehman Brothers
Merrill Lynch & Co.
Mid-State Securities Corp.
Muriel Siebert & Co., Inc.
PHN Capital Funding Inc.
Printon, Kane Group, Inc.
R. Seelaus & Company, Inc.
Roosevelt & Cross, Inc.
Ryan, Beck & Co.
- Smith Barney, Harris Upham & Co., Inc.
United Daniels Securities Inc.
Vantage Securities Inc.
Villiam E. Simon & Sons Municipal Securities Inc.

’¥ox




. _ NEW JERSEY TURNPIKE AUTHORITY

Series 1991 C & D

Selling Group Apex Securities, Inc./Samuel A. Ramirez & Company
Bear, Stearns & Co., Inc.
The Chapman Company
Clayton Brown & Associates, Inc.
Dean Vitter Reynolds Inc.
Dillon, Read & Co. Inc.
Ferris, Baker, Vatts, Inc.
FIA Capital Group, Inc.
First American Municipals, Inc.
The First Boston Corporation
The GMS Group
Gibraltar Securities Co.
Golden Harris Capital Group
Goldman Sachs & Co.
Halpert and Company, Inc.
J. B. Hanauer & Company
Kirchner Moore/George K. Baum & Co.
Lehman Brothers
Mid-State Securities Corp.
Muriel Siebert & Co., Inc.
PaineVebber Inc.
Printon, Kane Group, Inc.
Roosevelt & Cross Inc.
R. Seelaus & Company, Inc.
United Daniels Securities, Inc.
Vantage Securities Inc.
V. H. Mell Associates, Inc.

‘/'Hx



'NEW JERSEY TURNPIKE AUTHORITY

Series 1992A

Selling Group A. G. Edvards & Sons, Inc.
' A. H. Villiams & Co. Inc.
Apex Securities, Inc.
Bear, Stearns & Co. Inc.
Carmona and Company
The Chapman Company
Clayton Brown & Associates, Inc. '
Donaldson, Lufkin & Jenrette Securities Corp.
FIA Capital Group, Inc. '
First American Municipals, Inc.
" The First Boston Corporation

First Interregional Equity Corporation
Ferris, Baker, Watts, Inc.
Kidder, Peabody & Co., Inc.
The GMS Group
Golden Harris Capital Group
-Halpert & Company, Inc.
Kirchner Moore/George K. Baum & Co.
Merrill Lynch & Co.
Mid-State Securities Corp.
Muriel Siebert & Co., Inc.
PHN Capital Funding Inc.
PaineVebber Inc.
Prudential Securities Inc.
R. Seelaus & Company, Inc.
Raymond James & Associates, Inc.
Roosevelt & Cross Inc.
Ryan, Beck & Co.
Smith Barney, Harris Upham & Co., Inc.
United Daniels Securities, Inc.
Vantage Securities Inc.
V. H. Mell & Associates, Inc.
Villiam E. Simon & Sons Municipal Securities Inc.

Series 1992B

Selling Groﬁp Golden Harris Capital Group, Inc.
4 ' Merrill Lynch & Co.

/sl_-‘zx |




SiLLs CuMMIsS ZUCKERMAN RADIN TISCHMAN EPSTEIN & GROSS

ARTHUR J SIlLS (917-1982)

CLIVE S CuMMIS
STEVEN S RADIN
HERBERT L ZUCKERMAN
MICHAEL B. TISCHMAN
MORTON S BUNIS
STANLEY TANNENBAUM
BARRY M EPSTEIN
STEVEN E GROSS
THOMAS J DEMSKI
JEFFREY % NEWMAN
LAWRENCE S HORN
CHARLES J. WALSH
JEFFREY J GREENBAUM
BARRY L SHAPIRO

MORRIS YAMNER
THEODORE: L ABELES
WILLIAM S GREENBERG
GERALD SPAN

JEFFREY BARTON CAHN
HARRY F GOLDBERG S

ROBERT CRANE
MARC S KLEIN

PHILIP R SELLINGER
RAYMOND'S. FERSKO®

JERRY GENBERG
STUART M FEINBLATT
MARGARET F BLACK
ROBERT M. AXELROD
ROBERT J. FETTWEIS
BRIAN § COVEN
TRENT S DICXEY
RICHARD J SCHULMANS
BERNARD ! FLATEMAN

DAVID BECX
VICTOR FUTTER®

DENA L WOLF

MICHAEL A OE ANGELIS®
GRIFFITH T. PARRY
MITCHEL E OSTRER

© ADMITTED IN NY ONLY

4 ADMITTED IN NY.& 2 RISDICTION (8) OTHER THAN NJ
O ADMITTED N JURISDICTION (5 OTHER THAN NJ

A PROFESSIONAL CORPORATION

ONE RIVERFRONT PLAZA
NEWARK, NEW JERSEY O7102-5400
(201) 643-7000
FAX: (201) 643-6500

250 PARK AVENUE
NEW YORK. NY 10177-0040
(212) 643-7000
FAX: (212) 319-0578

17 GORDON'S ALLEY
ATLANTIC CITY. NJ 08401-7406
(609) 344-2800
FAX: (609) 344-7038%

1133 CONNECTICUT AVE.. N.W.
WASHINGTON. DC 20036
(202) 338-7000
FAX: (202) 457-6566

wmrsza'osloméﬂ Egh ngBER:

October 1, 1993

Mr. David J. Goldberg, Chairman

Mr. Donald Watson,

Executive Director

New Jersey Turnpike Authority

Ploa

Box 1121

New Brunswick, NJ 08903

Gentlemren:

L JEFFREY LEWIS
NOEL D HUMPHREYS
PATRICIA M KERINS
PETER B. FALLON
MARK J BLUNDA
MARTIN J MILITA JR
ALAN J. COHEN
JASON | BITSKYD
WAYNE B. HEICKLEN®
CMERIE LEE MAXWELL
FRANK N D'AMBRA
GLENN E DAVIS
HARRY B NORETSKY
STEVEN B. JACKMAN®
STUART ROSEN®
NATHAN £ ARNELL®
JOANNE JORDAN DOWD
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PLEASE REPLY TO NEWARK

I am in receipt of a letter dated September 30, 1993 from
Rodney Frelinghuysen, Chairman of the Assembly Appropriations

Committee.

In the last paragraph of that letter he asks for "any

and all transmittals, documents, and personal schedule or diary
entries that reference meetings or discussions between Chairman
Goldberg and Joseph Salema, Governor Florio’s former chief of

staff, or Chairman Goldberg, Mr. Salema, and Clive Cummis."

_ This is to advise you that I know of no transmittal
document, personal schedule or diary entry that would reference a
meeting or a discussion between myself and Joseph Salema
concerning the Turnpike’s bond issue for the period between May
1, 1991 and September 5, 1991, for the reason that I had no
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written or oral communication WIth Mr Salema during that time
frame on that subject matter.

Veny t l;\yours,

I
Vit

l
Clive S.

RECEIVED
0CT 04 1333

EXECUTIVE DIRECTOR
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NEW JERSEY TURNPIKE AUTHORITY

P.O. Box 1121 New Brunswick, N.J. 08903 . (201) 247-0900

DAVID J. GOLDBERG
" CHAIRMAN

October 4, 1993

VIA FAX

Executive Director, Donzld L. Watson
New Jersey Turnpike Authority

P.O. Box 1121 A

New Brunswick, NJ 08903

Dear Don:

This is a follow-up to our conversation concerning the letter dated September 30, 1993
from Rodney P. Frelinghuysen, Chairman of the Assembly Appropriations Committee.
Chairman Frelinghuysen has requested "any and all transmittals, documents, and personal
schedule or diary entries that reference meetings or discussions between Chairman Goldberg and
Joseph Salema, Governor Florio’s former chief of staff, or Chairman Goldberg, Mr. Salema and
Clive Cummis of Sills, Cummis, Zuckerman, Radin, Tischman, Epstein & Gross, General
Counsel to the Authority". The letter states that the time-frame of interest for these documents
is between May 1, 1991 and September 5, 1991.

In specific response to this letter request, I have reviewed my personal diary and time
sheets at my law firm. There are no entries during this time period which reference a meeting
between me and Mr. Salema or a meeting with Mr. Salema and Mr. Cummis. I also do not
have any documents that reference such a meeting. '

You have undertaken to review the documents maintained by the Authority at the
Chairman’s office. To the best of my knowledge there are no such documents. Should you
located any, please send them to Chairman Frelinghuysen with a copy for my files.

S_incer.‘ely/q .
/Q/W |
David J. Goldberg

-

DIG/bg | - RECEIVED
0CT 05 1993
EXECUTIVE DIRECTOR
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NEW JERSEY TURNPIKE AUTHORITY

October 5, 1993

MEMORANDUM TO: Donald L. Watson
» Executive Director

RE: Assembly Appropriations Committee
1991-1992 Bonding

I have examined all Department files and all files in the
Secretary’s office of the Authority concerning any and all
transmittals, documents, and personal schedule or diary entries
that reference meetings or discussions between Chairman Goldberg
and Joseph Salema, Governor Florio’s former chief of staff, or
Chairman Goldberg, Mr. Salema and Clive Cummis of Sills, Cummis,
Zuckerman, Radin, Tischman, Epstein & Gross, General Counsel to
the Authority. These documents cover the time-frame between May
1, 1991 and September 5, 1991. ;

In addition, I have examined all documents, personal diaries,
memoranda and notes on file with the Turnpike Authority. I wish
to advise that there are absolutely no documents, entries or
references concerning any meetings between Chairman Goldberg,
Joseph Salema and Clive Cummis or between any two of these
gentlemen.

Herbert I. Olarsch
Director of Law/Secretary

HIO/cjh

RECEIVED
0CT 06 1993
EXECUTIVE DIRECTOR
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NEW JERSEY TURNPIKE AUTHORITY

December 6, 1993

TO: David J. Goldberg
Chairman
FROM: Donald L. Watson
"Executive Director szzsz/
RE: Response to'Testimony of William Cobbs of

Public Resource Advisory Group

At your request; I am responding to the testimony
given by Mr. William Cobbs to the Assembly Appropriations
Committee at their hearing on September 14, 1993.

Mr. Cobbs testified that his firm was only given 24
hours to respond to the Request For Proposal (RFP) for Financial
Advisory services. In reality, Mr. Cobbs’ firm, Public
Resources Advisory Group (PRAG) received the RFP on March 7,
1991 and responded in writing on March 15, 1991, that they would
not be submitting a proposal. Ultimately, the Authority _
selected Chase Securities Inc. to serve as Financial Advisor at
the Commission Meeting on March 28, 1991. Several weeks later,
when Chase indicated they would be withdrawing due to a
corporate reorganization, we contacted each of the firms who
received the original RFP and gave them another opportunity to
submit proposals. This was appropriate since there were no
changes to the RFP released on March 7, 1991. Mr. Cobbs’ firm
submitted a proposal on May 2, 1991 almost two months after

receiving the RFP.

I might also point out a contradiction in Mr. Cobbs’
testlmony as to his firm’s professional involvement in New
Jersey. During PRAG’s presentation to the Turnpike Authority
interview panel, they made it clear they had worked in New
Jersey previously. Yet, Mr. Cobbs testified to the Assembly
Appropriations Committee, "We have never worked in New Jersey
despite our rankings." Obviously, Mr. Cobbs had forgotten this

fact.

Several times during the Assembly Appropriations
Committee hearing, Mr. Cobbs and some Committee members pointed
out that PRAG was ranked as the largest financial advisory firm
by Securities Data for the previous 2-1/2 years. However, it
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David J. Goldberg ( .
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Page 2

should be noted that when Turnpike Authority representatives
were selecting a Financial Advisor in the Spring of 1991, PRAG
was not ranked very high in the specialized area of
transportation. In 1989, they were ranked No. 8 in the nation

" overall; but did not even make the top 10 for transportation
advisors. 1In contrast, in 1989 Lazard Freres & Co. was ranked
No. 4 in the nation overall and was ranked No. 5 in the field of
transportation finance advisors. 1In 1990, which would have been
the most recent information available to the selection
committee, PRAG again did not make the top ten list for
transportation financial advisors whereas Lazard Freres & Co.
was ranked No. 3 in this category.

Another area that needs clarification is that of the
actual scope of Financial Advisory services and the fees for
such service. It is important to draw the distinction between
the type of work involved for the Financial Advisor versus that
required to manage the major financial restructuring decided
upon by the Authority approximately six weeks after Lazard
Freres & Co. had been selected as Financial Advisor. Mr. Cobbs
seemed unable or unwilling to accomplish this distinction in his
testimony. :

The scope of services to be performed by the
Authority’s Financial Advisor included computer cash flow models
to project the effects of financial strategies, reviewing the
Authority’s financial structure and recommending cost-saving
measures, and advising on the implications of a broad-based
refinancing program.

This scope of work had an annual cap on fees of
$50,000. This work as Financial Advisor is what PRAG was
interviewed for on May 3, 1991, along with Lazard Freres & Co.
and Lamont Financial Services. 1In fact, Lazard Freres & Co. was
ultimately paid $30,000 as the Authority’s Financial Advisor in
1991 for such services. The $50,000 was prorated because they
were not approved by the Commission until May 30, 1991.

It was made very clear to all proposers for the
financial advisory services that $50,000 was the annual cap.
However, each proposer was advised that in the event of a major
financial restructuring or other extraordinary financial
transaction, the $50,000 annual cap would not apply.

_ Lazard Freres & Co. did generate $2.275 million in
fees by early 1992, but not for serving simply as a financial
advisor, as Cobbs suggests. Those fees were received because
Lazard Freres & Co. managed the refinancing of $2.9 billion, one
of the largest, most complex public finance transactions ever
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NEW JERSEY TURNPIKE AUTHORITY

David J. Goldberg
Dec. 6, 1993 : .
Page 3 \ '

undertaken; wherein they oversaw the work of 49 underwriters,
maintained the Authority’s "A" bond rating, saved $260 million
over the life of the bonds and held the financing cost to $26
million, less than half the cost of the financing for the 1984-8
bonds. Those fees were negotiated by the Commission, as
approved by Authority’s action on May 30, 1991.

' Mr. Cobbs also claimed during his testimony that his
firm told Turnpike officials that PRAG would provide the
services needed for $200,000 to $300,000. According to Mr.
Cobbs, the offer was relayed to the Authority by telephone.
There are several problems with these statements. The
Authority’s telephone records show that no such proposal was
ever received. 1If the call had been made, the proposal would
have been meaningless since the Authority only accepts proposals
in writing. Further, Mr. Cobbs did not indicate what services
PRAG would provide for that fee. 1If it was for the financial
advisory service, with the $50,000 annual cap, for which PRAG
proposed, then that fee was too high. Finally, if the fee was
floated in May 1991 for managing a refinancing plan that did not
exist and that was not approved by the Commission until July
1991, it was meaningless. No one can consider such statements
made two years after the fact credible.
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