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Virginia Port Authority
Financial and Debt Management Guidelines

The purpose of this document is to formalize financial and debt management guidelines for the
Virginia Port Authority (the “Authority” or “VPA”). The document establishes guidelines for debt
issued by VPA which is secured by revenue generated from terminal operations. For any
Commonwealth Port Fund Revenue Bonds, VPA will reference the Virginia Treasury Board Debt
Structuring and Issuance Guidelines, as updated or amended. The current version of such
guidelines dated as of December 3, 2003 are attached as Exhibit A.

These guidelines are intended to support the following objectives:

o Maintain existing public terminal revenue bond ratings of A1/A- from Moody’s and
Standard & Poor’s assigned to the Series 2016 Bonds

o Set thresholds for affordability of debt burden

» Assure sufficient liquidity for working capital, economic downturns and the Authority’s
operating environment

These Financial and Debt Management Guidelines confirm the commitment of the Authority’s
Board and management team to sound financial management and fiscal responsibility. The
Authority may waive or amend these guidelines from time to time at its discretion. VPA’s Chief
Financial Officer will initiate a review of these Debt and Financial Management Guidelines with the
VPA Finance & Audit Committee at least once every three years and make recommendations of
changes as necessary.

Debt Management Guidelines

1. Debt Affordability Targets

a. VPA’s Bond Resolution No. 16-9 requires debt service coverage to be maintained
at a minimum of 1.0x using Net Revenues, 1.25x using Aggregate Net Revenues,
and 1.35x using Aggregate Adjusted Net Revenues. In these legal debt service
coverage calculations, debt service includes annual payments on the VIG lease plus
debt service on the Series 2016 Bonds (and any future debt on parity with the
Series 2016 Bonds). As a management practice, VPA will target higher levels of
coverage than the legal minimums required in its bond resolution covenants to
bondholders.

b. VPA will target achieving an annual debt service coverage of 1.45x using Net
Revenues by FY 2023 and 1.75x by FY 2026. In this debt service coverage
calculation for management purposes, debt service includes annual payments on
the VIG lease plus debt service on the Series 2016 Bonds (and any future debt on
parity with the Series 2016 Bonds).

c. VPA will target achieving an annual fixed obligation service coverage of 1.35x
using Net Revenues by FY 2023 and 1.50x by FY 2026. In this fixed obligation
coverage calculation, debt service includes annual payments on the VIG lease plus
debt service on the Series 2016 Bonds (and any future debt on parity with the
Series 2016 Bonds) plus any subordinate debt service, such as the Authority’s
master equipment lease debt.



d. For the coverage calculations outlined in b & ¢, Net Revenues include an add-back
of VIT/HRCP II port operator capital expenditures.

e. VPA’s Chief Financial Officer will initiate a review of these debt affordability
targets in FY 2024.

f.  Failure to attain the budgeted targets for coverage shall not be deemed an event of
default, covenant breach or any other form of non-compliance with VPA’s
policies. The affordability targets specified herein are set forth solely as
management tools to guide annual budgeting, long-term financial planning, and
fiscal sustainability.

2. Variable Rate Debt and Derivatives Structures — The Authority adopted a separate
Variable Rate Debt Policy and a separate Derivatives Policy in 2005. A copy of the
amended guidelines are included as Exhibits B & C.

Liquidity Guidelines

1. The VPA’s Bond Resolution 16-9 and the Payment Agreement between VPA & VIT (as
consolidated) require the following reserves and amounts:

a. VIT Liquidity Reserve equal to 1/12" of budgeted VIT Current Expenses for Fiscal
Year plus 1/12" of VIT’s capital budget

b. VPA Liquidity Reserve equal to 1/6™ of VPA’s Current Expenses budgeted for
Fiscal Year

c. Debt Service Reserve Fund, as established by a Series Resolution

d. Revenue Stabilization Fund, maintained in an amount not to exceed $40,000,000

2. The Authority will target a minimum Working Capital Reserve of at least 120 days, targeting
250 days cash on hand by FY 2026. Working Capital will include dollar amounts in reserves
listed in 1a through 1d above, plus dollar amounts in VPA’s General Disbursement
account, Revenue Fund, Residual Fund, and cash at VIT (as consolidated).



List of Exhibits

Exhibit A: Virginia Treasury Department Debt Structuring & Issuance Guidelines dated December
3, 2003

Exhibit B: VPA’s Variable Rate Debt Management Guidelines

Exhibit C: VPA’s Interest Rate and Currency Derivatives Guidelines (To be provided at a later
date)

Exhibit D: Proforma Calculations of Fixed Obligation Coverage & Working Capital Reserve



Exhibit A

TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

1. Authority

These Guidelines are promulgated under the authority of § 2.2-2416 (8) of the Code of Virginia
which empowers the Treasury Board to “establish debt structuring guidelines for bonds or other
financing arrangements executed by or for the benefit of all state agencies, institutions, boards,
and authorities where the debt service payments on such bonds or other financing arrangements
are expected to be made, in whole or in part, directly or indirectly, from appropriations of the
Commonwealth...”

These Guidelines replace the Guidelines for the Structuring & Issuance of Appropriation-
Supported Debt effective since July 1, 1992.

2. Purpose

These guidelines are intended to aid agencies, institutions, boards and authorities in structuring
their financing arrangements in a manner consistent with the best interests of the
Commonwealth. These are guidelines only, and consideration of a structure outside of these
guidelines may be warranted under certain circumstances.

3. Applicability

These guidelines apply to all state agencies, institutions, boards and authorities where the debt
service payments are expected to be made, in whole or in part, directly or indirectly, from
appropriations of the Commonwealth. Pursuant to §2.2-2416(8), the Treasury Board may, in its
sole discretion, exempt from its review and approval (i) specific financing arrangements, (ii)
certain types or classes of bond issues and other financing arrangements, and (ii1) financing
arrangements that are below a stated dollar amount.

3.1.  Exemptions - The following types or classes of bond issues and other financing
arrangements are exempt from the provisions of §2.2-2416(7) of the Code of
Virginia:

1) “Moral Obligation Debt” (as defined herein),

2) Obligations issued by the Virginia Public School Authority which are secured by
obligations of counties, cities and towns, and by a “sum sufficient appropriation”
from available monies first from the Literary Fund and second from the
Commonwealth’s General Fund,

3) Obligations issued by the Virginia Port Authority payable from revenues of the
port facilities and not payable from the Commonwealth Port Fund or other state
appropriations,

4) Obligations issued by the Medical College of Virginia Hospital Authority payable
solely from revenues of the Authority, and

5) Bonds, notes or other financing arrangements secured by local tax revenues and

issued by tax-exempt corporations formed to finance projects pursuant to the
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4.

TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

provisions of the Public-Private Transportation Act of 1995, the Public-Private
Educational Facilities and Infrastructure Act of 2002 and the Multicounty
Transportation Improvement Districts Act, that are not payable, directly or
indirectly, from appropriations of the Commonwealth.

Definitions

The following terms, as used herein, have the following respective meanings:

4.1.

4.2.

4.3.

4.4.

4.5.

4.6.

Bond Counsel — An attorney (or firm of attorneys) retained by the issuer to give a
legal opinion that the issuer is authorized to issue proposed securities, the issuer has
met all legal requirements necessary for issuance, and interest on the proposed
securities will be exempt from federal and/or state income taxation. Typically, bond
counsel advises the issuer on statutory requirements, prepares authorizing resolutions
or ordinances, trust indentures, official statements, closing documents and other
documents required for the issuance of securities, conducts validation proceedings
and supports the issuer in the event of litigation.

Capitalized Interest — A portion of the proceeds of an issue set aside to pay interest
on the securities for a specified period of time. Interest is commonly capitalized for
the construction period of a revenue-producing project.

Capital Lease — Shall have the same meaning as the term is defined in the
Commonwealth Accounting Policy and Procedures (CAPP) Manual.

Call/Redemption — A transaction in which the issuer returns the principal amount
represented by an outstanding security (plus, in some cases, an additional amount or
“premium”). Redemption can be made at maturity of the security, as a result of the
issuer’s call of the securities prior to their stated maturity date, or in the case of
variable rate debt, as a result of the securityholder’s election to exercise a put or
tender option privilege.

Call Provisions — The terms of the bond contract giving the issuer the right, or
requiring the issuer to redeem or “call” all or a portion of an outstanding issue of
bonds prior to their stated dates of maturity at a specified price, usually at or above
par and stated as a percentage of the principal amount called.

Debt Service Reserve Fund — The fund in which moneys are placed which may be
used to pay debt service if pledged revenues are insufficient to satisfy the debt service
requirements. May be funded with bond proceeds, or it may only be partly funded at
issuance and reach its full funding requirement over time. If allowed in the bond
documents, a surety policy from a bond insurance company or other qualified
provider may be used to satisfy the Debt Service Reserve requirement.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

4.7.

4.8.

4.9.

4.10.

4.11.

4.12.

4.13.

4.14.

4.15.

Financial Advisor — A consultant who advises the issuer on matters pertinent to the
issue, such as structure, timing, marketing, fairness of pricing, terms and bond ratings.

General Revenue Pledge — Bonds or other obligations secured by the general
operating revenues (rather than specific project revenues) of an institution of higher
education. General operating revenues may include total gross university sponsored
overhead, unrestricted endowment income, tuition and fees, indirect cost recoveries,
auxiliary enterprise revenues, general fund appropriations and other revenues not
required by law to be utilized for another purpose.

Gross Funding — Issuing the entire amount of the bond authorization with the intent
to use any earnings on proceeds to pay additional project costs. Contrast with Net
Funding.

Moral Obligation Debt — Refers to the structure under which the state pledges to
consider replenishing a deficiency in the debt service reserve fund arising from the
need to draw money from the fund when the underlying project revenues prove to be
insufficient to service the debt. The state is not legally required to replenish the fund.
Commonwealth agencies that have used the moral obligation structure in the past
include the Virginia Housing Development Authority (VHDA) and the Virginia
Resources Authority (VRA). Only the VRA actively uses this structure.

Net Funding — A method of sizing the bond issue in which projected earnings on the
bond proceeds are taken into account as a source of funds for project costs using
anticipated spending schedules and an assumed rate of investment earnings. This
results in a smaller overall issue size.

Present Value — The value at the current time of a cash payment or stream of
payments which is expected to be received in the future, allowing for the fact that an
amount received today could be invested to earn interest until the future date(s).

Present Value Savings — A method of calculating the aggregate amount of savings
on a refunding transaction. In each semi-annual period, the present value of the debt
service on the Refunding Bonds is subtracted from the present value of the debt
service on the Refunded Bonds using the arbitrage yield on the refunding bonds as the
discount rate. The present value savings in each year are added together to result in
the aggregate Present Value Savings.

Present Value Savings Percentage — The Present Value Savings divided by the
principal amount of the Refunded Bonds.

Refunding — A procedure whereby an issuer refinances outstanding bonds by issuing
new bonds. Bonds are usually refunded to either reduce the issuer’s interest costs or
to remove a burdensome or restrictive covenant imposed by the legal terms of the
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

4.16.

4.17.

4.18.

4.19.

4.20.

bonds being refinanced. The new bonds are called the “refunding bonds,” while the
bonds being refinanced are called the “refunded bonds.” An Advance Refunding is
a type of refunding where outstanding securities are refinanced by the proceeds of a
new issue of securities more than 90 days prior to the date on which the outstanding
securities become due or are callable. The proceeds of the new securities are
deposited in escrow and invested in U.S. Government or federal agency securities,
with principal and interest on the escrowed securities used to pay principal and
interest on the refunded bonds up to and including the Redemption or Call. The
Internal Revenue Code restricts the yield on such escrowed securities. A Current
Refunding is a type of refunding where the proceeds of the new bonds are used
within 90 days of closing to retire the refunded obligations. If the proceeds are not
used immediately (i.e., on the day of closing) to retire the refunded obligations, it may
still be necessary to establish a portfolio of escrow securities. However, the Internal
Revenue Code does not impose the same yield restrictions on Current Refundings that
they do on Advance Refundings.

Terms and Structure — As it relates to §2.2-2416 of the Code of Virginia, “terms
and structure” is deemed to include the following: type of debt instrument/obligation,
security, size, method and timing of sale, interest rate structure, principal amortization
method, call provisions, number and level of credit ratings, investment of proceeds,
credit enhancements, synthetic features, (e.g., caps, floors, forwards, swaps),
disclosure, refunding parameters, method of selection of financing team, etc.

True Interest Cost (“TIC”) — Also known as “Canadian Interest Cost.” A method of
computing the issuer’s cost defined as that rate, compounded semi-annually, that is
necessary to discount the amounts payable (on the respective principal and interest
payment dates) to the purchase price received for the new securities, excluding
accrued interest.

Trustee — A financial institution with trust powers that acts in a fiduciary capacity for
the benefit of the bondholders in enforcing the terms of the bond contract.

Underwriter — A firm that purchases a new issue of municipal securities for resale.
The underwriter may acquire the securities either by negotiation with the issuer (e.g.,
RFP) or by award on the basis of competitive bidding.

Underwriter’s Counsel — An attorney or law firm retained to represent the interest of
the underwriters in connection with the purchase of a new issue of municipal
securities. The duties of the underwriter’s counsel may include review of the issuer’s
bond resolution or ordinance and documentation on behalf of the underwriter, review
of the official statement to determine the adequacy of disclosure, negotiation of the
agreement among underwriters and preparation of the due diligence opinion.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

5. Treasury Board Approval

The powers and duties of the Treasury Board are enumerated under §2.2-2416 of the Code of
Virginia. In summary, those provisions require the Board to approve the terms and structure
of bonds or other financing arrangements executed by or for the benefit of (i) educational
institutions and state agencies other than independent state authorities (§2.2-2416(5)), and (i)
state agencies, boards and authorities where debt service payments on such bonds or other
financing arrangements are expected by such agency, board or authority to be made, in whole
or in part, directly or indirectly, from appropriations of the Commonwealth (§2.2-2416(7)).
Both provisions include bonds or other financing arrangements secured by leases, lease
purchase agreements, financing leases, capital leases or other similar agreements, and other
types of agreements relating to the sale of bonds.

Applications for Treasury Board approval will be considered only at regular monthly
meetings of the Board. Board meetings are usually held on the third Wednesday of the
month at 9:00 a.m., however the meeting dates are subject to change and should be
confirmed. Requests for consideration of Treasury Board approval of terms and structure
must be received in the Debt Management Division of the Department of the Treasury a
minimum of three (3) weeks prior to the scheduled meeting date.

5.1. Form of Application
Requests for Treasury Board consideration must include the following items (as
applicable):

5.1.1. Financing Summary in the form of Exhibit A, detailing (among other things) the
specific legislative authority under which the securities are being issued, the terms
and structure, and the firms (bond counsel, financial advisor, underwriter, etc.)
involved in the transaction. The Financing Summary should also include:

e Objectives of the financing,

e Security or source(s) of debt service payments,

e Explanation of any special features (e.g., capitalized interest, reserve
funds, credit enhancements, use of any ancillary contracts, special bond
covenants, etc.),

e Description of the method of sale and how determined,

e Brief explanation of how and when the proceeds are to be spent, and

e Copy of any financial analysis (i.e., debt service, savings analysis, etc.)

5.1.2. Copy of the Project or Issuance Authorization which may be in the form of an
Act of the Virginia General Assembly, budget language, etc., evidencing approval
by the legislative body for the financing.

5.1.3. Copy of the Resolution(s) of Authorizing and/or Issuing Board or Authority
of the appropriate body approving the transaction (e.g., resolution of the Board of
Visitors for an institution of higher education). If the resolution has not yet been
adopted, a draft will suffice for application purposes. Any revisions between the
draft and the final resolution should be provided to the Treasury Board. In the
case of Refunding Bonds, minimal savings thresholds should be specified. The
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

authorizing/issuing board must have adopted the resolution prior to action
by the Treasury Board.

5.1.4. Draft Preliminary Official Statement/Placement Memorandum.

5.1.5. Treasury Board Resolution - the form of the resolution that the Treasury Board
will be asked to approve.

5.2. Presentation to the Treasury Board
The Treasury Board will consider the financing proposal and may propose any changes
to the terms and structure of the financing and the proposed resolution, as it deems
advisable. The issuer and/or representatives of the issuer, including the financial
advisor and bond counsel, may make the presentation. The Board may choose to give
final approval upon the pricing of the securities, or the Board may choose to delegate
final approval to a committee of the Board or to the State Treasurer. Under no
circumstances shall the preliminary offering documents or notice of sale be
released without having first obtained approval from the Treasury Board.

5.3. Treasury Board Review
Treasury Board’s review of the terms and structure of the transaction will include many
of the following components. The suggested terms or parameters are meant to provide
general guidance to the issuer. The issuer should be prepared to explain and/or justify
major deviations from these guidelines.

5.3.1. Method of Sale — While the use of competitive sales are encouraged, negotiated
sales are often justified in cases of a new credit, inexperienced issuer, a complex
refunding, volatile markets or other circumstances.

5.3.2. Financing Structure

e Tax-exempt debt (rather than taxable debt) should be used whenever appropriate.

o Interest Rate Structure — Use of variable versus fixed rate debt. Generally no
more than 20% of an issuer’s aggregate outstanding debt should be in a variable
rate mode.

e Amortization

e The term of the obligations for “New Money” issues (as opposed to
refundings) must not exceed the useful life of the facility or project being
financed.

e A term of twenty-years (20) years should be used whenever possible and the
weighted average life of the issue should be as close to ten years as possible
(on a twenty-year issue).

e Principal repayment should begin within eighteen months of the issuance
unless debt repayment is solely dependent on revenues derived from the
project being financed.

e Structures utilizing term bonds or other “balloon” payments should require
annual sinking fund payments.

e Issues with a debt service reserve fund should use the fund to make the final

payment.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

e Debt service should be computed based on level annual payments or level
principal.

e The issuer should amortize at least 50% of the outstanding debt within ten
years (on a traditional 20-year issue).

e For refunding issues, the final maturity on the Refunding Bonds should be no
longer than the final maturity on the Refunded Bonds.

e Refunding issues should be amortized to achieve level annual debt service
savings. “Up-front” or “deferred” debt service savings structures should be
employed only as necessary to meet specific objectives.

e Sizing the Issue

e Use the project draw (spending) schedule as the basis for sizing the issue.

e Net funding of accounts is encouraged.

e C(apitalized interest should only be used when necessary (typically for
revenue-producing projects) and should be limited to six months beyond the
projected completion date.

e Call Provisions

e Should be as aggressive (i.e., favorable to the issuer) as the market will allow.

e Various call option scenarios should be evaluated so that the most beneficial
can be utilized.

e Sale Date/Closing Date

e Sale date should be driven by the need for proceeds.

e Debt should not be issued before project construction bids are received.

e Consider the use of interim financing to initiate the project, issuing the long-
term debt later.

e Avoid attempts to time the market.

e Avoid market competition with other state issues and/or comparable credits.

e Credit Ratings/Rating Agencies

e Use rating agencies approved by the State Treasurer.

e Obtaining a minimum of two ratings is encouraged.

e Selection of Financing Team

e The use of an independent Financial Advisor is encouraged.

e Bond Counsel and Underwriters’ Counsel should not be the same firm.

e To provide the broadest distribution of bonds, the use of co-managers and
selling groups are encouraged in negotiated transactions. The size of the
transaction, anticipated retail/institutional demand, experience, etc., will
determine the number of participants.

e The services of a Trustee bank are likely to be required.

e Compliance with Federal tax laws (i.e., the Internal Revenue Code) - Tax-
exempt borrowings must include provisions to ensure compliance with all
applicable federal tax laws.

e Issuers must comply with Internal Revenue Service regulations concerning
any reimbursement for expenses incurred prior to issuance.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

e Consider how bond proceeds will be invested and monitored to facilitate
compliance with Arbitrage Rules and Arbitrage Rebate requirements and
assign responsibility for arbitrage compliance.

e Consider the long-term use of the facility being financed. Limits on private
(non-governmental) use apply for the life of the bonds. A change in the use of
the facility, the existence of certain management or service contracts or
privatized arrangements, or the use of the facility by the federal government
could affect the tax-exempt status of the bonds.

e Disclosure — Accurate and complete disclosure is imperative to maintaining the

high quality of Commonwealth debt.

e Primary Disclosure refers to the information distributed to potential investors
at the time of the initial issuance of the securities (e.g., the Official
Statement). Disclosure Guidelines for State and Local Governments published
by the Government Finance Officers Association (GFOA) provides guidelines
for the preparation of primary disclosure documents the form of which is
approved by the State Treasurer.

e Secondary Market Disclosure refers to the requirement for the issuer to
provide ongoing information on its financial condition for the benefit of
individuals purchasing and/or holding the securities subsequent to their initial
issuance. Issuers must commit in the bond documents to provide secondary
market disclosure.

e Investment of Proceeds

Bond proceeds should be invested in accordance with the Investment of Public
Funds Act (§2.2-4500 et seq., Code of Virginia). Bond proceeds should be
invested with the following priorities (in this order) in mind: Safety, Liquidity,
and Return.

If invested in a portfolio of securities, the portfolio should be structured to meet
expected spending requirements. Accordingly, draw schedules should be
reviewed and updated periodically and provided to the investment manager.
Issuers may wish to consider use of the State Non-Arbitrage Pool (SNAP) or
other similar money market account designed to meet investment priorities while
providing certain arbitrage rebate calculation services.

Consider arbitrage requirements when considering investment options (i.e., if not
SNAP, address method of tracking earnings for arbitrage calculations).

An Escrow portfolio should be bid competitively. The underwriter should not
furnish the escrow securities. Details of the process for bidding escrow securities
(including the number and names of bids solicited (minimum of three) and bids
received) should be retained by the issuer for the life of the bonds.

e Credit Enhancements to enhance or improve the ratings on the securities may be
considered on issues where the improved bond rating and corresponding reduction in
borrowing cost to the issuer more than offsets the cost of the enhancement.

A cost-benefit analysis should be performed to determine if insurance or another
type of enhancement is warranted.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

e Ancillary Contracts/Synthetic Features. Legislation approved by the 2002 Session
of the General Assembly (Chapter 407, 2002 Acts) permits the use of contracts on
interest rates, currency, cash flow or other basis.

e Contracts on interest rates, currency, cash flows, etc., including (but not limited
to) interest rate swaps, interest rate caps and floors and guaranteed investment
contracts (GICs) should be carefully evaluated with due consideration to the
creditworthiness of the counterparty or other obligated entity.

e Ifsuch contracts, including synthetic refundings, occur subsequent to original
Treasury Board approval of the transaction, it will be necessary to obtain Treasury
Board approval on the ancillary contract.

e The Treasury Board has adopted Guidelines for Ancillary Contracts as Appendix
B to these Guidelines.

¢ Refunding Bonds should be issued only when the issuance is of benefit to the issuer
and/or the Commonwealth. Bonds issued after 1986 can only be advance refunded
one time. It is therefore of particular importance that the one opportunity be reserved
for situations where the refunding is prudent and warranted.

e Purpose — Refundings are generally undertaken for two reasons: to provide
present value debt service savings to the issuer or to escape burdensome or
restrictive covenants imposed by the terms of the bonds being refinanced.

e Present Value Savings Parameters — For refundings for savings, the following
parameters are suggested to ensure that the single refunding opportunity is
warranted:

e 5% present value savings for bonds refunded within five years of their
issuance date or 4% and present value savings of at least $1 million.

e 3% present value savings for bonds refunded more than five years from
their issuance date.

e 4% aggregate present value savings when refunding bonds of several
different series.

e Forward Refunding — A refunding in which bonds are sold with the intent to close
or deliver at some future point in time, generally more than 30 days after pricing,
and often to coincide with a date 90 days prior to the call date on the refunded
bonds, thereby qualifying as a current refunding.

e Synthetic Refunding — There are certain techniques that can create present value
savings by synthetically refunding bonds that may not be otherwise refunded.
These techniques include the use of interest rate swaps and potentially other
municipal derivative structures. In general, the present value savings should
equal or exceed those available from a more standard refunding transaction, while
minimizing other risks associated with these techniques.

5.3.3. Higher Education General Revenue Pledge Bonds — In addition to the
guidelines described above, issuers of General Revenue Pledge Bonds should
demonstrate the affordability of the bonds being issued.
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TREASURY BOARD DEBT STRUCTURING AND ISSUANCE GUIDELINES

5.3.4.

e The ratio of maximum annual debt service to unrestricted current fund
expenditures plus transfers should not exceed 7%.

e Current net unrestricted revenues should exceed projected maximum annual
debt service by 110%.

e Revenues should not be dependent upon unauthorized tuition increases.

“Alternative Financing” Methods such as privatized arrangements, public-
private partnerships, lease-purchases, long-term capital leases, and the like should
be evaluated against more traditional financing options. The State Treasurer is
authorized to assess a charge of up to ten basis points of the par amount of the
issue for costs associated with alternative financing proposals.

5.4. Closing — Sufficient time should be allowed between the sale (or pricing) date and the
closing date to permit adequate review and execution of all closing documents.

Issues requiring the execution of any document by the Governor (e.g., Consent of
the Governor, Governor’s Certificate, etc.) may require additional time to allow
for review and execution by the Governor.

Closing documents requiring the approval of and/or execution by the State
Treasurer must be provided as soon as possible after pricing in order to allow
adequate time for review and approval. Where appropriate, draft documents may
be provided prior to pricing in order to speed the process.

5.5. Post-Sale — Upon completion of the pricing of the bonds, the issuer should provide the
Treasury Board with the following:

Final Financing Summary detailing the sale results.
Copy of transcript of the final documents.
Other sale information that may be requested by the State Treasurer.
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FINANCING SUMMARY

(dated as of)
$
(Issue Title)
(Series Title)
Title
Issuer
Borrower

Legislative Reference

Purpose

Security

Method of Sale

Pricing/Sale Date

Closing Date

Dated Date

Term

Structure

Interest Payments

Denominations

Registration Provisions

All-Inclusive Cost

Expected Rating

Type of Sale

Optional Redemption

Private Placement Agent

Bond Counsel

Trustee

Cost of Issuance




Verification Agent

Escrow Agent

Net Present Value Savings




Exhibit B

THE VIRGINIA PORT AUTHORITY

Variable Rate Debt Management Guidelines

Adopted on November 22, 2005,
Amended on [January 28], 2020



TABLE OF CONTENTS

INTRODUCTION. ...
l. ApPProach and ODJECTIVES .....uiiiii et eeeeees
Specific Objectives for Utilizing Variable Rate Debt...........ccccooeevvvvveviinnnnnnn.

Prohibited Variable Rate Debt Objectives............cocuviiiiiiiieeeiieecee e,

Il. Permitted INSTrUMENTS . ...oooiiiiiiiiiiiieeeeeeee e
1. Procurement and EXECULION ........cooiiiiiiiiiiii e eeeeees
V. Letters Of Credil ..ottt
V. Variable Rate Debt Analysis and Risk Assessment..........cccccevviiiiiicinnenenn.
Variable Rate Debt RiSKS..........ciiiiiiiiiiiiis e

VI. Limitations on Variable Rate EXPOSUIe.......ccooiiiiiiiiiiiiieeecieeeeiiiee e
VII. (@ aToToT T ale 1Y =T o T=To 1=T o 1= o | SO
VIII.  Budgeting for DeDt SEIrvVIiCe .......coiiii i
IX. Ongoing Reporting ReQUIrEMENTS........ccvuiiiiiiieee et

X. Glossary of Variable Rate Terms ...



THE VIRGINIA PORT AUTHORITY

Variable Rate Debt Management Guidelines

INTRODUCTION

The Variable Rate Debt Management Guidelines (the “Management Guidelines”) outlined
herein is intended to provide general procedural direction and objectives regarding the
future use, procurement and execution of variable rate debt by the Virginia Port Authority
(the “Authority”). Capitalized terms not otherwise defined shall have the meaning given to
them in Section X of these Management Guidelines.

While adherence to these Management Guidelines is expected in applicable
circumstances, the Authority understands that changes in the capital markets, Authority
programs, or other unforeseen circumstances may from time to time produce situations
that are not covered by these Management Guidelines and will require modifications or
exceptions to achieve the Management Guidelines’ goals. In these cases, the Authority’s
management may act, provided specific authorization from the Finance and Audit
Committee or the Chairman of the Finance and Audit Committee is obtained. Failure to
comply in any manner with these Management Guidelines shall not be deemed an event
of default, covenant breach or any other form of non-compliance with VPA'’s policies.

The Authority’s Executive Director and the Chief Financial Officer and Treasurer to the
Board are the designated administrators of these Management Guidelines. The Chief
Financial Officer shall have the day-to-day responsibility and authority for structuring,
implementing, and managing variable rate debt.

l. APPROACH AND OBJECTIVES

Variable rate debt can be a valuable tool for the Authority to use in the management of its
assets and liabilities. Properly used, variable rate debt can increase the Authority’s
financial flexibility, provide opportunities for interest rate savings, and help the Authority
manage its balance sheet through better matching of assets and liabilities. However, the
use of variable rate debt, though historically allowing lower borrowing costs than fixed
rate debt, presents some risks that the Authority must consider.

Variable rate debt is appropriate to use when it achieves a specific objective consistent
with the Authority’s overall financial strategies; however, the Authority must determine if
the use of any such debt is appropriate and warranted given the potential benefit, risks,
and objectives of the Authority.

Specific Objectives for Utilizing Variable Rate Debt

The Authority may consider the use of variable rate debt if it meets one or more of the
benefits previously described in these Management Guidelines or if it:



1. Is expected to result in interest rate savings when compared to fixed rate

alternatives, based on historical interest rate information;

Provides the Authority refunding flexibility that is not otherwise available;

Is used as an interim financing device to be converted to fixed rate debt in the

future;

4. Is used as a component of synthetic fixed rate debt in accordance with the
Authority’s Interest Rate and Currency Derivatives Management Guidelines;

5. Is able to create cash flow relief and/or financial flexibility to absorb unexpected
economic or financial events;

6. Diversifies the Authority’s investor base (for example, attracts new investors
beyond those who buy long-term AMT or taxable bonds); or

7. Results in an improved capital structure, reduced financial risk, or better
asset/liability matching.
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Prohibited Variable Rate Debt Objectives

The Authority will not use variable rate debt that is issued solely for the purpose of
earning arbitrage.

PERMITTED INSTRUMENTS

The Authority is currently authorized to issue debt backed by Commonwealth Port Fund
Revenue and debt backed by Port Facilities Revenue. Debt backed by Commonwealth
Port Fund Revenue is currently subject to Resolution 02-4, as supplemented and
amended. Debt backed by Port Facilities Revenue is currently subject to Resolution No.
16-9, (collectively, the “Bond Resolutions”). The Authority has also issued debt subject to
the Master Equipment Lease (the “Master Lease”). The Bond Resolutions, the Master
Lease and any similar future documents are collectively the “Debt Documents”. Variable
rate debt may be issued subject to either Bond Resolution, provided that the debt will be
subject to the provisions in the applicable Debt Documents.

Unless and to the extent there is specific prohibiting language in the applicable Debt
Documents and subject to the approvals described in Section Il for Commonwealth Port
Fund debt, the Authority may utilize variable rate debt, after identifying the objective(s) to
be realized and assessing the attendant risks. The decision to use variable rate debt at
any point in time should be based on a number of factors, including the relative
cost/benefit to the Authority. Types of variable rate debt instruments are listed below, all
of which are permitted under these Management Guidelines. The Authority may also
utilize new or varied forms of variable rate debt instruments if and when those
instruments are available.

1. Variable Rate Demand Obligations (VRDOS)
2. Commercial Paper
3. Floating Rate Notes

In addition to the instruments listed above, the Authority may utilize synthetic variable rate
debt instruments in accordance with the Authority’s Interest Rate and Currency
Derivatives Management Guidelines.



PROCUREMENT AND EXECUTION

When feasible, the services of professionals such as dealers, underwriters, remarketing
agents and letter of credit or liquidity facility providers should be competitively procured,
either under a competitive sealed bid or competitive negotiation process in accordance
with the Authority’'s Purchasing Policies and Procedures Manual (“PPPM”). At a
minimum, the Authority’s financial advisor and the Chief Financial Officer shall evaluate
the selection of such professionals. The Authority may also utilize any pooled
procurements to which it is eligible (e.g., the Treasury Board/Department of the Treasury
may procure a blanket liquidity facility available to certain Commonwealth credits).

In the event that the contemplated variable rate debt is related to Commonwealth Port
Funds or as otherwise required by law, the Authority will seek approval of the Virginia
Treasury Board prior to issuance. In addition, for any Commonwealth Port Fund
Revenue Bonds, VPA will reference the Virginia Treasury Board Interest Rate Risk
Management Guidelines, dated May 18, 2005, as updated or amended. The Authority
may also choose to seek approval of the Virginia Treasury Board for any other variable
rate debt. Requests for Virginia Treasury Board approval shall be submitted to the State
Treasurer in accordance with policies and procedures established by the State Treasurer.

Principal legal documents required to issue variable rate debt will be approved by the
Authority’s Board, with the advice of legal counsel.

LIQUIDITY FACILITIES

Certain variable rate products may require the use of liquidity facilities. Liquidity facilities
may include lines and letters of credit (“LOC"), or standby bank purchase agreements
(“SBPA”). Selection criteria for liquidity facility providers will include, but not be limited to
the following:

1. Long-term senior rating no less than “A3” from Moody’s Investors Service and “A-*
from Standard and Poor’s;

Trading value of the provider's facility;

Terms and conditions offered by the provider;

Experience with the services being offered,;

Overall exposure of the Authority to the provider and exposure of the market to
the provider;

Fees; specifically, cost of LOC, SBPA, draws, bank counsel and other
administrative charges;

7. Documentation requirements and provider flexibility.

arwnN
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VARIABLE RATE DEBT ANALYSIS AND RISK ASSESSMENT

In connection with any variable rate debt instrument, the Authority, its financial advisor
and legal counsel shall review the proposed financing transaction and outline any
considerations associated with it. Such a review shall include, but not be limited to the
following:



VI.

5.

6.
7

Identification of the proposed benefit and potential risks, which shall include, but
not necessarily be limited to, those risks outlined in these Management
Guidelines.

Analysis of potential savings. If variable rate debt is issued to achieve interest rate
savings, the Authority will determine a) the expected net present value savings
from variable rate debt (including estimated ongoing fees) over the expected life
of the issue and b) the rate at which the cost of variable rate debt will exceed the
cost of comparable fixed rate debt.

Stress testing of the proposed transaction against the Authority’s overall debt
capacity.

Fixed versus variable rate exposure present in the Authority’s capital structure.

To the extent the Authority deems relevant, any rating reports or criteria regarding
variable rate debt prepared by the rating agencies.

Legal constraints.

Analysis of the appropriateness and usefulness of hedges.

In reviewing variable rate debt instruments, the Authority shall consider at a minimum
each of the following types of risks, as applicable:

Variable Rate Debt Risks

1.

2.

Interest rate risk — The risk that interest rates, on a sustained basis, rise above
levels that would have been obtained through a fixed rate issuance.

Budgeting risk — The risk that the Authority’s budgeted debt service is lower than
the actual debt service on variable rate debt. The Authority will develop a plan for
funding potential spikes in debt service, as described more fully in Section VIII.
The Authority may also choose to purchase interest rate caps, collars or other
derivative products to mitigate this risk. The use of these products will be
governed by the Authority’s Interest Rate and Currency Derivatives Management
Guidelines.

Liquidity risk — The risk that the Authority is required to pay a higher interest rate
to the liquidity provider in the event of a failed remarketing. The Authority will
mitigate this risk through the procurement of capable underwriters and
remarketing agents (see Section Ill) and by diligently negotiating the terms of the
LOCs (see Section IV).

Rollover risk — The risk that the Authority cannot secure a cost-effective renewal
of a Letter or Line of Credit to replace a facility upon termination or completion of
the contract period.

LIMITATIONS ON VARIABLE RATE EXPOSURE

Unhedged variable rate debt exposure should not exceed approximately 20% of total
outstanding debt for each of the Bond Resolutions. Cash, short-term investments and
variable rate debt for which the Authority has eliminated or reduced variable rate
exposure through the use of derivative products may serve as a hedge for variable rate
debt, and the Authority may increase variable rate debt over 20% accordingly. Prior to
issuing variable rate debt, the Authority and its financial advisor will evaluate the
appropriate level of variable rate debt.



VII.

VIII.

ONGOING MANAGEMENT

The Authority will seek to maximize benefits and minimize risks by actively managing its
variable rate debt program. This will entail, at a minimum, frequent monitoring of market
conditions by the Authority and its financial advisor for emerging opportunities and risks.
The Authority will periodically, but at least annually, determine whether it is appropriate to
convert any variable rate debt to fixed rate debt.

Also, the Authority, together with the Authority’s financial advisor and legal counsel, shall
periodically review these Management Guidelines and recommend appropriate changes
to the Board.

BUDGETING FOR DEBT SERVICE

Debt service on variable rate bonds will be budgeted at a conservative rate based on
historical fluctuations in interest rate activity and current market assumptions. The
Authority’s budgeting may take into account the Securities Industry and Financial Markets
Association Municipal SWAP Index (“SIFMA Index”), a high-grade market index of
variable rate demand bonds that is reset weekly, and/or the one-month London Interbank
Offering Rate (“LIBOR”), Secured Overnight Financing Rate (“SOFR”), successors to
such indices, or other prevailing variable rate indices in the market at the time of variable
rate bond issuance.

Before issuing variable rate bonds, the Authority will determine how potential spikes in
debt service will be funded. For example, spikes in debt service may be funded with
increased interest earnings on the Authority’s investment portfolio. In that case, the
increased interest earnings on the investment portfolio would be used for bond debt
service before being used for other purposes. Alternatively, the Authority may set aside
any debt service savings derived from lower than budgeted debt service payments in a
particular period and use the funds to establish a reserve for variable rate debt. This
reserve could then be used to cover higher than expected debt service payments.

ONGOING REPORTING REQUIREMENTS

A written report on the status of all variable rate debt issued by the Authority will be
provided to the Executive Director and the Finance and Audit Committee by the Chief
Financial Officer, at least annually (or more frequently, if so directed by the Authority) and
will include the following:

1. A description of all outstanding variable rate debt, including, if and when
applicable, bond series, type of variable rate debt, total amount outstanding and
the rates paid by the Authority.

2. A comparison of the rates paid by the Authority to the rates budgeted by the
Authority and to appropriate market benchmarks.



3. Highlights of all material changes to variable rate debt, such as any conversions
to fixed rate debt, or new variable rate debt issued by the Authority since the last
report.

The Authority will take steps to ensure that there is full and complete disclosure of all
variable rate debt to the Authority Board, rating agencies and in disclosure documents.



X. GLOSSARY OF VARIABLE RATE TERMS

SIFMA Index — The SIFMA Index is a seven-day high-grade market index comprised of tax-
exempt Variable Rate Demand Obligations. The SIFMA Index is calculated and published by
Bloomberg.

Commercial Paper (CP) — Commercial paper is a cash management tool that is used to provide
interim funding for capital expenditures that will ultimately be funded from another source such
as a long term bond. A CP program is a series of short term promissory notes with maturities
from 1 to 270 days. CP is typically secured by a direct pay letter of credit which provides both
credit support and liquidity.

Letter of Credit (LOC) — VRDOs commonly have credit support and liquidity in the form of a
LOC issued by a bank. When this is the case, VRDOs have the ratings and bear interest rates
based on the LOC bank’s rating and credit instead of the issuer’s rating. The LOC provides for
scheduled payments of principal and interest which is reimbursed by the issuer on the same day.
The LOC also provides liquidity in the event VRDOs are tendered and not remarketed by the
remarketing agent.

LIBOR — The London InterBank Offered Rate is the standard benchmark for short term, variable
taxable interest rates. LIBOR is the rate of interest at which banks could borrow funds from other
banks in the London Interbank market. As part of regulatory reforms, LIBOR is expected to be
discontinued after 2021.

SOFR - The Secured Overnight Financing Rate is an influential interest rate that banks use to
price U.S. dollar-denominated derivatives and loans. The daily SOFR is based on transactions
in the Treasury repurchase market, where investors offer banks overnight loans backed by their
bond assets.

Standby Bond Purchase Agreement (SBPA) — A form of liquidity for bonds, usually an
agreement with a bank in which the bank agrees to purchase variable rate demand obligations
tendered for purchase in the event that they cannot be remarketed. Unlike a letter of credit, a
SBPA contains termination events and is not an unconditional obligation to purchase variable
rate demand obligations and does not guarantee the payment of principal and interest by the
issuer.

Liquidity Facility — A standby bond purchase agreement or other arrangement used to provide
liquidity to purchase securities that have been tendered but not remarketed. The provider of the
liquidity facility, typically a bank, purchases the securities until such time as they can be
remarketed.

Put Feature — VRDOs contain a “put feature” that allows the investor to tender the bonds to the
issuer at a price of par on a periodic basis.

Tender — A tender is the surrender of a security to the issuer or its agent for purchase. A tender
may be mandatory or optional.

Variable Rate Demand Obligations (VRDOs) — VRDOs are floating rate obligations that have a
nominal long-term maturity (final maturity is greater than five years from the date of issuance) but
have an interest rate that is reset periodically (e.g., daily or weekly). Typically, an investor has



the option to tender his bonds back to the trustee or remarketing agent at any time with specified
(e.g., seven days) notice. See “Put Feature.”



Exhibit D: Proforma Calculation of Fixed Obligation Coverage & Working Capital Reserve

Example of Fixed Obligation Coverage Calculation for FY 2019:

a.
b.

C.

c.

VIT/HRCP II port operating capital expenditures (pg. 84) = ($6,455,721)

VPA Net Revenue (pg. 84) = $140,664,318

Aggregate principal and interest requirements (pg. 84; VIG Lease + Series 2016 Bonds) =
$105,322,012

Subordinate debt service (master equipment lease debt) = $2,270,075

Fixed Obligation Coverage = (b-a) / (c+d) = 1.37x

Example of Working Capital Reserve Calculation for FY 2019:

R L T

Total VPA Liquidity = $196,651,565

Total VIT Liquidity = $23,425,745

Total Operating Expenses (pg. 26) = $5006,589,923
Depreciation and amortization (pg. 26) = $86,939,592
Working Capital Reserve = [(a+b) / (c-d)] x 365 = 191 days

*Note: page numbers refer to VPA’s FY 2019 CAFR. Net Revenue Coverage calculation shown on
pg. 84 of the CAFR.
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