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N.]J. Deal to Star $200M in ‘Cinderella’ Deal

By Adam L. Cataldo

The New Jersey Turnpike Authority
has its own Cinderella story.

The authority next week will market $750
million of bonds, including $200 million of
bonds that have the unique ability to morph
into taxable debt and then back to tax-
exempt securities—all without the help of a
fairy godmother.

Lead manager Citigroup Global Mar-
kets Inc. successfully pitched the transac-
tion to the authority and was selected to
manage the deal in part because of its
“Cinderella bond” component.

“This is where you already have tax-
exempt bonds that have already been re-
funded once. We refund them as taxable
until the date on which the call kicks in,
then we current refund them as tax exempt,”
said Dennis Enright, principal at financial
adviser NW Financial Group. “That is
why they are called Cinderella bonds. They
go from tax exempt to taxable, which is
ugly, back to tax exempt again.”

In addition to the Cinderella bonds, the
authority is selling $100 million of new-
money debt and $450 million of traditional
refunding bonds. The new-money debt will
have 30-year maturities.

Bear, Stearns & Co., Morgan Stanley,
and UBS Financial Services Inc. will also
market the bonds. Financial Security As-
surance Inc. will insure
the bonds, which will
have the company’s
triple-A rating.

Enright said the
authority expects the
refunding to generate
net present value sav-
ings of $30 million.
That would be used to
pay for the restructur-
ing, and would still
leave the authority in
today’s market a net

Issuer

with additional maturities coming in 2012,
2013, and 2014.

“As each call date approaches, it rolls
back into tax exempt,” Enright said. “It’s a
very interesting deal and one where we did-
n’t think we would be able to take advan-
tage of the savings.”

Enright said the authority faces a $50
million spike in debt service payments in
2010 and into 2011.

“So we wanted to keep the 2010 calls that
we had so we could address them in the
normal course in 2009 and 2010 and do
refundings at that time,” Enright said. “If
we did a refunding on those bonds that were
callable in 2010 we wouldn’t have the abil-
ity to do anything in 2010. So that’s why
we couldn’t take advantage of the refunding
unless we combined it with the ability to
take care of the debt service pattern.”

Enright said there would not be a retail
order period. Since the deal contains few
bonds with short maturities, most of the
buyers will be institutional investors.

“It’s not going to be tailored for any par-
ticular market segment,” Enright said.

Enright said the authority is back in the
market as part of its capital construction
plan.

“They are planning
a major capital project
on the turnpike to
expand the roadway
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below Exit 8 on the central part of the road-
way,” Enright said. The project is expected
to cost $1 billion to $2.5 billion.

“In preparation for that, they had to take
any anomalies out of their debt service pat-
tern, so that their debt service pattern would
track their traffic growth,” Enright said.
“Getting the anomalies out of the debt ser-
vice then allows for additional funding ca-
pacity for future projects.”

“As roadway traffic grows in a normal
pattern, which is about 2% a year, your
revenues grow that way too,” Enright said.
“It’s when a big item like debt service or
some other expense can grow at a different
rate than your revenues, it will cause finan-
cial pressure.”

This deal, Enright said, will help the au-
thority avoid that problem. The authority
had not planned on entering the market until
this deal came up.

“What happened was the market moved
so much a portion of the issue, nearly $400
million of the issue, has a 6% savings,” En-
right said. “It was very attractive, but in
order to do that we had to give up the call in
2010 and we didn’t want to do that because
in 2010, we were going to take care of these
debt service problems.”

Enright said the authority
received proposals from

them to come up with a
structure that would allow
them to use the refunding
savings to pay for the debt
service restructuring. Citi-
group then came back with
a proposal to issue the Cin-
derella bonds. DeCaotiis,
Fitzpatrick, Cole & Wisler
LLP is bond counsel, and
Wolff & Samson PC is
underwriters’ counsel.

The authority operates the
148-mile New Jersey Turn-
pike, and the 173-mile Gar-
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present value savings
of $6 million to $7
million.

That debt can start
to be called in 2010,
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den State Parkway. The
authority currently has
about $5 billion in debt out-
standing. []
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