SAMDAG BOARD POLICY NO. 037

SAN DIEGO ASSOCIATION OF GOVERNMENTS DEBT POLICY

The purpose of this policy is to establish guidelines for the issuance and management of
SANDACG's current and future debt, including but not limited to that issued related to the
FasTrak toll road that SANDAG operates on a portion of State Route (SR) 125. The policy is
designed to inform decision making and provide transparency to SANDAG's financial market
participants and the general public. The policy confirms the commitment of the Board of
Directors, management, staff, and other decision makers to adhere to sound financial
management practices. Objectives of the policy are as follows:

e Effectively manage and mitigate financial risk
e Preserve future program flexibility
e Maintain stable credit ratings and good investor relations

e Maintain ready and cost-effective access to the capital markets

1. Scope and Authority

This policy will govern, except as otherwise covered by the SANDAG Investment Policy
(SANDAG Board Policy No. 003) and Interest Rate Swap Policy (SANDAG Board Policy
No. 032), the issuance and management of all debt issued by SANDAG, including for
SR 125, and funded through the capital markets.

SANDAG may issue bonds and borrow money pursuant to Article 8 of the San Diego
Regional Transportation Consolidation Act, (Public Utilities Code Section 132370 et seq.) at
any time, and from time to time, payable from the revenues of tolls and any other source
of revenues available to SANDAG and pledged as security for the bonds or other debt.

Day-to-day responsibility for managing the SANDAG debt and finance program will
reside with the Chief Financial Officer. This Debt Policy requires that the Board specifically
authorize each debt financing.

Board of Directors Responsibility:

1.1 Before making a decision regarding any bond issuance, the Board should review all
of the documents to become familiar with their contents. Board members should
pay particular attention to the information contained in the Official Statement to
ensure there are no inaccuracies concerning SANDAG or the FasTrak portion of
SR 125.

1.2  Board members also should ensure that to the best of their knowledge all of the
factual statements are true and correct in all material respects and that the
information does not contain any untrue or misleading statement of a material fact
or omit to state any material fact that would make the information in any of the
documents SANDAG or any of its facilities or operations misleading. It is the Board
of Directors that has responsibility for approving the transaction.

1.3 When carrying out their fiduciary responsibilities, public officials may rely upon
employees, bond counsel, disclosure counsel, and other professionals to assure that
they are in compliance with the antifraud provisions of the federal securities laws, as
long as the reliance is reasonable. In order for the reliance to be considered



reasonable, the public official must: (1) make complete disclosure to the appropriate
professional of any potentially material mistake or omission in the documents;
(2) request the professional’s advice as to what disclosure is proper; (3) receive
advice regarding the appropriate disclosure; and (4) rely in good faith on that advice.

Capital Budgeting and Planning for Debt Issuance

SANDAG will develop an annual Program Budget that incorporates comprehensive long-
term financial planning. The Program Budget shall include one or more specific elements
focusing on the FasTrak portion of SR 125 or any other operations programs upon which
debt is issued. SANDAG will make annual updates to the Program Budget. The annual
SANDAG Program Budget is a Board-approved document that identifies current-year
expenditures and funding sources.

SANDAG will also develop a long-term financial plan with regard to operation of SR 125 to
submit as part of the annual credit rating surveillance and bond disclosure processes. This
financial plan will include forecasted operating costs, toll revenues, ongoing capital
expenditures related to SR 125, other available funding sources, and borrowing needs, if
any, through the life of the Development Franchise Agreement (i.e., through 2042).
Outputs from the financial plan will be used to inform the annual Program Budget. If at
any time the plan indicates there is a risk to meeting required coverage ratios or a risk of
downgrade in the credit rating, the CEO or CFO will notify the Board of Directors and
present recommendations to the Board for review and approval, including whether there
is a need to adjust toll rates to meet the financial and operational objectives of SANDAG
and satisfy the related legal covenants to bond holders.

SANDAG is required to demonstrate that forecasted net revenues will be sufficient to
satisfy the toll and revenue covenants included in the legal documents securing any toll
revenue bonds and obligations. In particular, SANDAG must ensure that the revenues of
tolls and any other source of revenues available to SANDAG through the FasTrak portion
of SR 125 and pledged as security for the bonds are at least 150 percent of projected
annual debt service on all Outstanding First Senior Lien Obligations; 135 percent of
projected annual debt service on all Outstanding First and Second Senior Lien
Obligations; 115 percent of projected annual debt service on all Outstanding First Senior,
Second Senior, and Subordinate Obligations; and 100 percent of .current year's debt
service on all liens plus any funds required to be deposited in funds established under the
legal documents (such as Reserve Funds).

Standards for and Appropriate Use of Debt Financing

31 As borrowing needs are identified, SANDAG will evaluate the nature of the capital
investment (e.g., the use and useful life of the asset) to ensure that long-term debt is
the appropriate financing mechanism to meet the funding need. Standards for the
appropriate use of debt financing will include those described below. Long Term
Capital Projects: Long-term debt should be used to finance essential capital projects
where it is cost-effective and fiscally prudent. The weighted average maturity of the
tax-exempt bonds may not exceed 120 percent of the weighted average useful life
of the capital assets being financed. The ability or need to expedite or maintain the
programmed schedule of approved capital projects will be a factor in the decision to
issue long-term debt. Inherent in its long-term debt policies, SANDAG recognizes
that future users of SR 125 will benefit from the capital investment and that it is
appropriate that they pay a share of the asset cost. Consistent with Internal Revenue
Service code and tax law, long-term debt will not be used to fund operations.




3.2 Debt Financing Mechanism: SANDAG will evaluate the use of financial alternatives
available including but not limited to long-term debt, short-term debt, and variable-
rate debt. SANDAG will consider cost, risk to the portfolio, stability, and future
flexibility when considering alternative borrowing mechanisms.

3.3 Credit Quality: Credit quality is an important consideration for SANDAG. All SANDAG
debt management activities for new debt issuances will be conducted in a manner
conducive to receiving the highest credit ratings possible consistent with SANDAG
debt management and project delivery objectives.

4. Purpose of Financing

The general purpose of bond financing falls into two general categories: (1) to finance new
capital infrastructure or, (2) to refinance existing bonds to reduce financing costs, risk, or
both. These two purposes are described in more detail below.

41 New Money Financing: New money issues are those financings that generate
additional funding to be available for expenditure on capital projects. These funds
will be used for acquisition, construction, and major rehabilitation of capital assets. A
new mMoney issuance may also include the need to fund capitalized interest, the
initial funding of reserves for a new asset, or a debt service reserve fund. New money
bond proceeds may not be used to fund operational activities. New money issues
will be proposed in the context of SR 125 financial plan as part of the annual
Program Budget.

4.2 Refunding Bonds: Refunding bonds are issued to retire all or a portion of an
outstanding bond issue. Most typically this is done to refinance at a lower interest
rate to reduce debt service. Alternatively, some refundings are executed for a reason
other than to achieve cost savings, such as to restructure the repayment schedule of
the debt, to change the type of debt instruments being used, or to retire a trust
indenture for removal of undesirable bond covenants that may excessively restrict
SANDAG's ability to issue additional bonds. In any event, a present value analysis
must be prepared that identifies the economic effects of any refunding being
proposed to the Board.

As a general guideline, SANDAG will target a minimum debt service savings
threshold goal of 3.0 percent of the refunded bond principal amount, on a maturity-
by-maturity basis, unless there are other compelling reasons for defeasance.

5. Types of Debt

The market for municipal finance is well developed and provides numerous products or
types of debt that SANDAG will evaluate on a case-by-case basis. The types of debt
typically available to SANDAG are described in this section.

51 Long-Term Debt

511 Current Coupon Bonds: are bonds that pay interest periodically and principal
at maturity. They may be used for both new money and refunding
transactions.

512  Transportation Infrastructure Finance Innovation Act (TIFIA) Loan: is a loan
provided by the United States Department of Transportation for certain
transportation projects of regional importance. SANDAG may elect to apply
for a TIFIA loan if it is determined that it is the most cost effective debt
financing option.




513  FEederally Subsidized Taxable Bonds: are municipal bonds whose interest cost
is subsidized by the federal government. The subsidized interest cost creates
a taxable bond that is cost-competitive with traditional tax-exempt bonds.
SANDAG will consider the issuance of federally subsidized taxable bonds that
may be available in the future and will compare the net cost to traditional
tax-exempt options.

52 Short-Term Debt

521 Commercial Paper Notes: may be issued as an alternative to fixed rate debt,
particularly when the timing of funding requirements is uncertain. SANDAG
may maintain an ongoing commercial paper program to ensure flexibility
and immediate access to capital funding when needed.

522 Grant Anticipation Notes: are short-term notes that are repaid with the
proceeds of state or federal grants of any type.

523 Lines of Credit: will be considered as an alternative to or credit support for
other short-term borrowing options.

52.4 Bond Anticipation Notes: are short-term notes that are repaid with the
proceeds of future borrowings

53 Variable Rate Debt: It is sometimes appropriate to issue short-term or long-term
variable rate debt to diversify the debt portfolio, reduce interest costs, provide
interim funding for capital projects, and/or improve the match of variable rate assets
to variable rate liabilities.

Terms and Structure of Bonds

The terms and structure of a specific bond issuance will be developed within a prudent
legal framework (e.g., SANDAG existing bond indenture) and with the objective of
maintaining strong credit ratings, addressing investor concerns, minimizing risk to
SANDAG, and preserving future flexibility in a cost-effective manner. A primary, but not
exhaustive list of some of the terms and structural considerations are discussed below.

6.1 Term: All capital improvements financed through the issuance of debt will be
financed for a period not to exceed the expiration date of the Development
Franchise Agreement. Further, the weighted average maturity of the tax-exempt
bonds may not exceed 120 percent of the weighted average useful life of the capital
assets being financed.

6.2 Lien Levels: First Senior, Second Senior, and Subordinate Liens for each revenue
source may be utilized in a manner that will maximize the most critical constraint -
typically either cost or capacity - thus allowing for the most beneficial use of the
revenue source securing the bond.

6.3 Debt Service Structure: SANDAG will examine debt service structures in the context
of program needs and forecasted revenues. The toll revenue bond debt service
structure will be sized within appropriate revenue constraints and with the objective
of maintaining stable credit ratings.

6.4 Additional Bonds Test: Any new issuance of First Senior Lien Obligations must not
cause the SANDAG debt service to exceed the level at which either prior year Net
Revenues or projected annual Net Revenues are less than 175 percent of the
maximum annual principal and interest for the aggregate outstanding first senior
lien bonds, including the debt service for the new issuance of First Senior Lien
Obligations.




6.5

6.6

Any new issuance of First or Second Senior Lien Obligations must not cause the
SANDAG debt service to exceed the level at which either prior year Net Revenues or
projected annual Net Revenues are less than 135 percent of the maximum annual
principal and interest for the aggregate outstanding first and second senior lien
bonds, including the debt service for the new issuances of First and Second Senior
Lien Obligations.

Any new issuance of First Senior Lien, Second Senior Lien, or Subordinate Lien
Obligations must not cause the SANDAG debt service to exceed the level at which
either prior year Net Revenues or projected annual Net Revenues are less than 115
percent of the maximum annual principal and interest for the aggregate
outstanding senior lien bonds, including the debt service for the new issuances of
First Senior Lien, Second Senior Lien, or Subordinate Lien Obligations.

Call Provisions: In general, fixed-rate, tax-exempt bonds will be issued with a
provision that allows SANDAG to call outstanding bonds 10 years after the bond
delivery date at par (i.e., no call premium). Shorter or longer call provisions may be
utilized if there is a specific benefit to or need for their use.

Derivative Products: SANDAG will consider the use of derivative products only in
instances where it has been demonstrated that the derivative product will either
provide a hedge that reduces risk of fluctuations in expense or revenue, or
alternatively, where the derivative product will reduce the total project cost. Interest
rate swaps will be considered in the context of the SANDAG Interest Rate Swap
Policy (SANDAG Board Policy No. 032). Derivative products will only be utilized with
prior approval from the Board.

7. Credit Enhancement

SANDAG will consider the cost and benefit of credit enhancement strategies on a case-
by-case basis with each separate bond issuance.

7.1

7.2

7.3

Bond Insurance: SANDAG will have the authority to purchase bond insurance when
such purchase is deemed prudent and advantageous. The predominant
determination shall be based on such insurance being less costly than the present
value of the difference in the interest expense on insured bonds versus uninsured
bonds.

Debt Service Reserves: When beneficial to SANDAG from a bond pricing and credit

perspective, a reserve fund may be established. SANDAG will have the authority to
purchase reserve equivalents (i.e., the use of a reserve fund surety) when such
purchase is deemed prudent and advantageous. Such equivalents will be evaluated
in comparison to cash funding of reserves on a net present value basis.

Letters of Credit: SANDAG will have the authority to enter into a letter of credit

agreement when such an agreement is deemed prudent and advantageous. The
long-term and short-term credit ratings of those financial institutions offering
letters of credit will be a critical consideration before procuring any letter of credit.

Method of Bond Sale

SANDAG will determine on a case-by-case basis which method to use to sell its bonds.
Generally, there are three methods of sale: competitive, negotiated, and private
placement. Each type of bond sale has advantages and the potential to provide the
lowest cost given the right conditions. SANDAG will work with its financial advisor to
determine the appropriate method of sale under specific market conditions.



9.

10.

1.

12.

Market Relationships

SANDAG will actively provide requested information and maintain relationships with
rating agencies, investors, and other market participants, as needed. Staff will provide
relevant market updates to the Board on a quarterly basis.

9.1 Rating Agencies: The Director of Finance will be primarily responsible for
maintaining relationships with those rating agencies from whom SANDAG requests
and holds ratings. SANDAG may, from time to time, choose to deal with only one or
two of these agencies as circumstances dictate.

9.2 Investor Relations: Timely and accurate information will be provided in response to
inquiries from investors in order to maintain positive, ongoing investor relations.

9.3 Board Communication: As a means of providing feedback from rating agencies
and/or investors regarding our financial strengths and weaknesses as perceived by
the marketplace, information will be provided to the Board as material information
develops. On an annual basis Audited Financial Statements are presented to the
Board, along with the highlights of the operations report.

Continuing Disclosure

It is SANDAG policy to remain in compliance with SEC Rule 15¢2-12 and SANDAG will have
a process in place to ensure they meet the requirements of the continuing disclosure
undertaking.

Consultants

SANDAG will select its primary consultant(s) through a competitive process, as required
by Board Policy No. O16: Procurement of Services.

Post-Issuance Compliance Procedures

SANDAG will establish and document procedures to ensure that SANDAG is in
compliance with requirements of the Internal Revenue Code of 1986, as amended (the
“Code"), that must be satisfied with respect to tax-exempt bonds and other obligations
after the bonds are issued so that interest on the bonds is, and will remain, tax-exempt.
Additionally, as part of the post issuance compliance procedures SANDAG will ensure that
proceeds of the debt issuance are directed to the intended use. The Post-Issuance
Compliance Procedures will be reviewed at least every three years.

Adopted September 2017
Amended November 2025



