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TEXAS WATER DEVELOPMENT BOARD

REQUEST FOR QUALIFICATIONS FOR
SELECTION OF UNDERWRITERS

PURPOSE

The Texas Water Development Board (the “Board”) seeks professionals in response to this Request for
Qualifications (“RFQ”) from firms with the qualifications and experience to provide investment banking
services in connection with financings expected to be undertaken through August 31, 2016. The Board
requests information regarding qualifications to provide investment banking services, including but not
limited to:

. Assist in the structuring of financing transactions to minimize the Board’s overall cost of
funds;

. Develop and coordinate marketing efforts for bond issuance;

. Manage the sale of bonds, including directing the underwriting syndicate and running
the books during the pricing;

. Assist in the review of the Preliminary and Final Official Statements.

Due to the size, complexity and number of potential bond issues in the near future, the Board expects to
select a number of firms to serve on the underwriting team including opportunities for firms with a strong
Texas presence and Historically Underutilized Businesses (HUBs) to enhance the Board’s marketing
effort.

The Board, in its sole discretion, may select a team for any particular financing that may consist of senior
managers, co-senior managers, co-managers, and/or selling group members, with any combination or
number of participants depending upon size and complexity of the transaction. Determining whether to
negotiate or competitively bid a bond issue is within the sole discretion of the Board. If any variable rate
instruments are issued, the Board may select one or more remarketing agents. Inclusion on the team does
not guarantee a minimum number of transactions or any transaction with the Board.

ADDITIONAL INFORMATION

Should additional information or responses to questions be needed to respond to the RFQ, such requests
should be submitted in writing and received by the Board no later than Thursday, January 23, 2014. Any
such request may be sent by mail, overnight delivery or e-mail and should be directed to:

Texas Water Development Board
Attention: David Carter
Contracting and Purchasing
P.O. Box 13231
Austin, Texas 78711-3231
Phone: (512) 936-6079
E-mail: contracts@twdb.texas.gov

The Board will consider all reasonable requests for additional information and will send written responses
to all recipients of this Request for Qualifications. The Board will respond only to requests seeking
specific information regarding the Board and its outstanding debt obligations. The Board will not respond
to requests seeking an indication of the Board’s preferences or intentions, nor will the Board respond to
any requests that seek to have the Board, its financial advisors, or its bond counsel verify or opine as to the

economic or legal acceptability of any particular proposal. In addition, the Board reserves the discretion to
Page 2


mailto:contracts@twdb.texas.gov

TEXAS WATER DEVELOPMENT BOARD

REQUEST FOR QUALIFICATIONS FOR
SELECTION OF UNDERWRITERS

decline to respond to any request that would create an undue burden or expense for the Board, or create an
unfair advantage to any applicant.

TERM OF AGREEMENT

The term is to be for approximately a two (2) year period from May 1, 2014 to August 31, 2016,
renewable, at the Board’s option, for up to one year. The Board will provide notice of its decision to
renew no less than 30 days before the end of the then current term. The Board retains the right to
negotiate all elements of the engagement. The Board also retains the right to terminate for any reason and
at any time upon the payment of then earned fees and expenses.

The Board reserves the right to shorten or lengthen the duration of the term and may add or remove firms
from the team at any time based on factors including, but not limited to: performance, change in key staff,
firm organization, or ownership status, and/or change in Historically Underutilized Business (HUB)
certification. The Board reserves the right to consider and approve retaining the successor firms due to
mergers or acquisitions of firms selected for the Board’s underwriting team.

Firms selected pursuant to this RFQ are obligated to provide ongoing disclosure to the Board of financial
information, ratings, organizational changes, distribution agreements with other entities, potential or
actual conflicts, and changes to key staff identified in the response. The Board reserves the right to
assemble teams and assign roles as it deems appropriate and reserves the right to request a change in the
professionals assigned to the account at any time.

Performance reviews are completed by the Board after each transaction and annually for the team.

GENERAL INSTRUCTIONS

A brief transmittal letter must accompany each proposal and must be signed by an authorized
representative who is responsible for committing the firm’s resources. There is a 50-page limit excluding
attachments and the proposal must be submitted in hard copy and electronic version. The minimum font
size must be 12 point or larger. Please restate the question at the beginning of each response and
provide a separate section for that response, or indicate why no response is given.

No joint proposals will be accepted. Responses submitted by fax or e-mail solely will not be
considered. Subcontracting activities will not be considered.

By responding to this Request for Qualifications (RFQ), the firm will be expected to adhere to the
Board’s Underwriting Policies and Procedures for Negotiated Bond Sales (UPP’s) and if selected as
part of the new Underwriting Team, the underwriters will be expected to execute and adhere to the
UPP’s as may be modified from time to time by the Board.

It is the policy of the Board to make a good faith effort to include participation by Historically
Underutilized Businesses (HUBS) in its contracts. HUB certified firms are for-profit business entities that
are certified by the Texas State Comptroller of Public Accounts that have not exceeded the size standards
prescribed by 34 Texas Administrative Code (TAC) § 20.23, and has its principal place of business in
Texas. HUBs and other minority and women-owned businesses capable of performing the scope of
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services described in the RFQ are strongly encouraged to respond.

The Board has the sole discretion and reserves the right to waive minor technicalities, or to reject any and
all proposals and to cancel the RFQ if it is deemed in the best interest of the Board to do so.

COSTS INCURRED IN RESPONDING
All costs directly or indirectly related to preparation of a response to this RFQ, or required to supplement
and/or clarify the RFQ shall be the sole responsibility of, and shall be borne by, the responding firm.

SUBMISSION OF PROPOSAL

Professionals and firms responding to this RFQ must not contact or communicate with members of
the Board, executive management, Financial Advisors or Bond or Tax Counsel of the Board, unless
responding to contact or communication from the Board, until the selection process is complete,
unless such contact or communication is necessary for an active transaction and concerns only that
transaction.

The Board Members, executive management and senior finance staff along with selected consultants
will review responses. Notwithstanding the paragraph above, the Board may invite selected firms to
participate in an oral interview process with the Board as part of the RFQ process in order to
provide an opportunity for further discussion of the submitted proposal including strategies
discussed. Reasonable notice will be provided to a selected firm in advance of such a meeting.

EVALUATION CRITERIA

All proposals received in response to this request will be evaluated for the purpose of selecting certain
professionals and firms to assist the Board in the formulation of the financing plan associated with the
Board’s programs. The following areas will be considered:

Demonstrated Understanding of the Board’s Programs, Related Legislation, and Regulations

Proposals should demonstrate significant understanding of the Board’s programs, and all related
legislation, including House Bill 4 (HB4) and Senate Joint Resolution 1 (SJR1) from the 83"
Session of the Texas Legislature, and regulations that have applicability and influence to the
programs’ structure parameters.

Demonstrated Experience

Proposals should demonstrate significant experience in providing similar financing strategies and
ideas for other pooled loan and revolving loan programs. Proposals should also demonstrate an
understanding of how legislatively defined parameters are both similar to, and different from, other
pooled loan and revolving loan funds programs.

Financing Strategies

Proposals should demonstrate thoughtful and creative financing strategies for the Board’s

consideration related to the State Water Implementation Fund for Texas and the State Water
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Implementation Revenue Fund for Texas (SWIFT/SWIRFT), which result in the benefit to the
capacity and flexibility for state water plan projects the Board will be financing. Additionally, the
Board will evaluate ideas related to refinancing strategies for the Development Fund that assist in
mitigating the impact of prepayments.

Personnel

The proposal should demonstrate assignment of qualified and experienced professional personnel,
with preference given to the personnel experienced in working directly with similar pooled loan
and revolving fund programs.

Responses are due no later than Thursday, February 10, 2014, by 2:00 P.M. (CDST). Clearly mark the
envelope containing the proposals with the following phrase in the lower left-hand corner: “RESPONSE
TO RFQ FOR UNDERWRITERS”.

Eight (8) hard copies of the proposal and one (1) electronic copy (in portable document format
(PDF) on CD or flash drive) of the proposal must be delivered by 2:00 P.M. CDST on Thursday,
February 10, 2014 to:

Texas Water Development Board
Stephen F. Austin Bldg.
Attention: Contracting and Purchasing
1700 N. Congress Avenue, Room 610B
Austin, Texas 78701

SCHEDULE OF EVENTS

The Board intends to use the following schedule of events for the solicitation and selection of underwriters
for its underwriting pool:

Date: Description of Event

January 17, 2014 Distribution of RFQ

January 23, 2014 Requests for additional information
February 10, 2014 Underwriting RFQ responses due
Week of March 3 Conduct interview(s) of underwriter(s)
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REQ RESPONSE CONTENT

Please provide the following information in writing:

1.
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A brief transmittal letter summarizing the proposal’s key points. It must be signed by an
authorized representative who is responsible for committing the firm’s resources.

A brief description of the firm, including the size, geographic focus, structure of firm ownership
(e.g., publicly held corporation, partnership, etc.) and any parents, affiliates, or subsidiaries of the
firm. Discuss any recent changes in ownership, management, or staffing, or such changes that are
expected to be completed by December 31, 2014, if any. Only firms that are validly formed
broker/dealers authorized to do business in Texas may be considered. By responding to this RFQ,
the firm is certifying that it is a registered broker-dealer with appropriate federal and state
authorities.

Indicate the names of the personnel to be assigned to the Board-proposed underwriting team,
including their specific roles and responsibilities throughout the process. Please include only those
individuals who will be directly responsible for the work related to this engagement.

Indicate if the firm is headquartered in Texas. Specify whether the firm is certified by the state of
Texas as a historically underutilized business (HUB). HUB certified firms are for-profit business
entities that are certified by the Texas Comptroller of Public Accounts, in accordance with that
agency’s rules found in 34 TAC Part 1, Chapter 20, Subchapter B. If so, please provide a copy of
the current HUB certification.

State which of the following categories best describes the firm and the basis for the description:
a) National, Super Regional, Regional Texas based, HUB/Minority Firm

b) Retail and/or Institutional Distribution of Bonds

Information regarding the firm’s municipal bond underwriting operation, including
underwriters, support staff, and location of the office that would negotiate the bonds for the
Board’s debt issuances.

Give the number of offices and number of registered sales personnel who sell municipal bonds
as noted below:

a) In Texas only: total number of offices and their locations in Texas. Specify the number
of retail and institutional sales personnel in each Texas office.

b) National: total number of offices, including Texas — total sales personnel and number of
sales professionals whose production is primarily from selling municipal bonds.



8.

10.

11.
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Outline the firm’s Public Finance Group that would be assigned to the Board:

a) Please provide a brief description and structure of the firm’s Public Finance Group.

b) Identify the specific individuals to be assigned as Lead Banker, Alternate Banker,
Quantitative Contact, and primary Underwriter.

c¢) Include brief resumes containing educational and professional public finance experience for
specific individuals assigned to the Board. Include resumes of only those individuals who
will have an actual substantive and ongoing role on the team.

d) Please discuss each staff member’s responsibilities if selected as a senior managing
underwriter for the Board. Given the wide range of Board bond and loan programs,
indicate the particular experience and expertise of those individuals, and how it would
benefit the Board.

Briefly discuss and define retail investors in the market today, including professional retail, and
the firm’s experience in marketing effectively to this segment of the market. Provide a specific
transaction summary if it demonstrates the firm’s creativity or success in meeting an Issuer’s
goals with respect to retail participation.

Outline major investor segments in the market today and marketing efforts that are recommended
to reach those investors. Provide a specific transaction summary if it demonstrates the firm’s
creativity in successfully targeting a particular segment or segments of the investor market in a
transaction.

Describe at least two, but no more than three bond transactions relevant to financing a state
revolving fund and/or other pooled loan program where the firm has applied successfully its
creative skills and services. Examples should demonstrate the firm’s creative ability; knowledge
and understanding of pooled loan programs; knowledge and understanding of municipal market
conditions; and analytical capabilities. Please include in your response how the transactions
highlighted could have applicability or bring benefit to any of the Board’s programs. For each
transaction listed please provide the issuer’s name, issue date, par amount, issuer contact and
telephone number, and the lead firm personnel per transaction.
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Specific Instructions for Questions 12 and 13:

For the purpose of this review, proposals should assume the characteristics outlined below. For any
analysis, use the MMD AAA rate as of January 13, 2014, in addition to any applicable investment rates.
Utilize the chart below for assumptions related to the projected funding requirements. Where information is
provided by decade, annual averages of the projections are appropriate to utilize.

Projections of Estimated Program Structure Demand for Purposes of Illustration for RFQ

Please note that these projections are provided only for purposes of this RFQ and are not
representative of actual demand. These projections will change and become more accurate as
additional information related to the state water plan becomes available through the legislatively
defined process. This process will include the regional water planning groups’ project
prioritization efforts, which are statutorily required to be finalized in September.

TWDB Program 2015 2025 2035 2045 2055 Total

WIF Construction S 6,400,000,000 S 4,800,000,000 S 4,400,000,000 $ 4,000,000,000 $ 2,400,000,000 $ 22,000,000,000

State Participation 800,000,000 600,000,000 550,000,000 500,000,000 300,000,000 2,750,000,000

WIF Deferred 800,000,000 600,000,000 550,000,000 500,000,000 300,000,000 2,750,000,000
Total $ 8,000,000,000 $ 6,000,000,000 S 5,500,000,000 $ 5,000,000,000 $ 3,000,000,000 $ 27,500,000,000

For purposes of this analysis, assume the subsidy for the Water Infrastructure Fund (“WIF”) loans to be a
36.3% reduction from the Board’s interest cost structured as level debt for a period of 20 years. For WIF
Deferred loans, assume no interest or principal for the first ten (10) years and then level debt amortization
for the remaining ten (10) years at the Board’s cost of funds with a 36.3% reduction to the interest
component. Sample amortization for the State Participation program has been provided as an example for
your review. Please assume that SWIFT earnings are 4.15% for the life of the analysis and that the SWIFT
may not be pledged to the repayment of any SWIRFT revenue bonds. It is the intent of the TWDB to target
AAA/Aaa/AAA program ratings. If the analysis included in the response to Question 12 does not achieve
those ratings based on current rating agency default tolerance analysis criteria, please indicate so in your
response. As noted above, the chart with projected demand is provided solely for purposes of illustration.
Analysis should utilize this information for purposes of developing structures to target projected funding
demand. The TWDB will evaluate ideas within the context of program goals and parameters provided.

12.  Given the parameters defined in the applicable legislation (HB4 and SJR1), and the assumptions
provided above, recommend a proposed structure for the SWIFT/SWIRFT. Responses should seek
to minimize the overall cost to the Board, while minimizing risk and federal tax law implications to
the Board and preserving the long-term funding capacity of the program.

13. In the event that the recommended structure includes debt service reserve funds, comment on the
strategies the Board should consider related to the debt service reserve fund to be able to earn the
arbitrage yield on the related investments, including any advantages and risks related to such
strategies.
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14.

15.

16.
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The Board has Development Fund bond issues that are currently callable. However, the Board has
significant prepayment risk related to the underlying borrowers whose loans were funded with the
original bond proceeds. What ideas does your firm suggest that would allow the Board to move
forward with the refundings, but mitigate the cash flow and tax law impacts related to prepayments
received after the closing of the refunding bonds?

Attach the firm’s most recent quarterly financial statements, or provide a specific site where the
financial statements may be obtained, and discuss the firm's capital structure including total
capital, equity capital, and excess net capital for each of the last three (3) years, as of December
31, 2013, in accordance with Securities and Exchange Commission (SEC) Rule 15¢3-1. Describe
any restrictions imposed on the access to capital to underwrite municipal securities.

Summarize capital available in the format below for three years as of December 31, 2013.
Include the average daily inventory of municipal securities for the same timeframe. (If a bank,
please provide corresponding equity information.) Adjust table to reflect a different ending
date (if other than December 31, 2013) and provide partial year data to reflect balances as of
December 31, 2013.

December 31 | Total Capital | Equity Capital | Excess Net Capital | Avg. Daily Inventory

2011

2012

2013

17.

18.

19.
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Describe the firm’s current capital position and any liabilities that may impact the capital position
of the firm. Please indicate: (a) how much of the firm’s uncommitted excess net capital is
allocated to the municipal finance area of the firm; and how much of this is held as cash, treasuries,
other liquid securities; (b) indicate the amount which the firm, based upon the answer to part (),
could put at risk for participation in a single Board bond transaction (1) as a legal matter, and (2)
realistically in accordance with firm policy and practice; and (c) provide recent examples of
situations in which the firm has used its capital to support the effective and orderly sale, and
market distribution of issuers’ tax-exempt bonds, with particular attention to examples within the
past six months.

Please identify and describe fully any contractual, informal financial arrangements, distribution
agreements or any agreements, including mergers, joint accounts, partnerships, joint ventures,
corporate affiliations, fee splitting, profit sharing, consulting and/or management agreements and
any other affiliation of the firm with other firms or investment brokers. The disclosure must be
complete and accurate to assess how these arrangements might impact the distribution of the
Board’s bonds.

Please identify and describe fully any potential or actual conflict of interest or business
relationships and/or ownership interests of the firm or any of its employees with the Board’s current
Financial Advisors, First Southwest Company and Public Financial Management, and/or their
corporate affiliates or employees. The disclosures must be in sufficient detail to permit the Board to
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make informed decisions regarding with whom, and upon what basis, the business of the Board is
being conducted.

20. Is there any pending litigation or any investigations by the SEC (or any other state, local, or federal
regulatory body) regarding the conduct of the firm, the firm’s management, or employees? Have
there been any such investigations in the past two years? Describe the resolution of all such
investigations, including detailed information regarding any actions taken against the firm or any of
its employees, in any case whether currently pending, or previously concluded since January 1,
2012.

Note: All information submitted is subject to disclosure under the Public Information Act, Chapter 552, and
Texas Government Code and may be disclosed to the public upon request. Subject to the Act, Respondents
may protect trade and confidential information from public release. Trade secrets or other confidential
information, submitted shall be clearly marked on each page it appears. Such marking shall be in boldface
type of at least 14 point font.
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SAMPLE STATE PARTICIPATION DEBT SERVICE STRUCTURE

SAMPLE - $100,000,000 State Participation Structure

8/1/2014 2/1/2015 Accumulated Remaining
Fiscal 4.500% Interest % Interest Interest Accrual Remaining Accumulated Total
Year  Year Principal Accrual Paid Paid Paid Interest Accrual Payment
1 2015 - 4,500,000 0% - 4,500,000 4,500,000 -
2 2016 - 4,500,000 0% - 4,500,000 9,000,000 -
3 2017 - 4,500,000 20% 900,000 3,600,000 12,600,000 900,000
4 2018 - 4,500,000 20% 900,000 3,600,000 16,200,000 900,000
5 2019 - 4,500,000 30% 1,350,000 3,150,000 19,350,000 1,350,000
6 2020 - 4,500,000 40% 1,800,000 2,700,000 22,050,000 1,800,000
7 2021 - 4,500,000 55% 2,475,000 2,025,000 24,075,000 2,475,000
8 2022 - 4,500,000 70% 3,150,000 1,350,000 25,425,000 3,150,000
9 2023 - 4,500,000 85% 3,825,000 675,000 26,100,000 3,825,000
10 2024 - 4,500,000 100% 4,500,000 - 26,100,000 4,500,000
11 2025 - 4,500,000 100% 4,500,000 - 26,100,000 4,500,000
12 2026 - 4,500,000 100% 4,500,000 3,262,500 - 22,837,500 7,762,500
13 2027 - 4,500,000 100% 4,500,000 3,262,500 19,575,000 7,762,500
14 2028 - 4,500,000 100% 4,500,000 3,262,500 16,312,500 7,762,500
15 2029 - 4,500,000 100% 4,500,000 3,262,500 13,050,000 7,762,500
16 2030 - 4,500,000 100% 4,500,000 3,262,500 9,787,500 7,762,500
17 2031 - 4,500,000 100% 4,500,000 3,262,500 6,525,000 7,762,500
18 2032 - 4,500,000 100% 4,500,000 3,262,500 3,262,500 7,762,500
19 2033 - 4,500,000 100% 4,500,000 3,262,500 - 7,762,500
20 2034 4,810,000 4,500,000 100% 4,500,000 - 9,310,000
21 2035 5,030,000 4,283,550 100% 4,283,550 - 9,313,550
22 2036 5,255,000 4,057,200 100% 4,057,200 - 9,312,200
23 2037 5,490,000 3,820,725 100% 3,820,725 - 9,310,725
24 2038 5,740,000 3,573,675 100% 3,573,675 - 9,313,675
25 2039 5,995,000 3,315,375 100% 3,315,375 - 9,310,375
26 2040 6,265,000 3,045,600 100% 3,045,600 - 9,310,600
27 2041 6,550,000 2,763,675 100% 2,763,675 - 9,313,675
28 2042 6,840,000 2,468,925 100% 2,468,925 - 9,308,925
29 2043 7,150,000 2,161,125 100% 2,161,125 - 9,311,125
30 2044 7,470,000 1,839,375 100% 1,839,375 - 9,309,375
31 2045 7,810,000 1,503,225 100% 1,503,225 - 9,313,225
32 2046 8,160,000 1,151,775 100% 1,151,775 - 9,311,775
33 2047 8,525,000 784,575 100% 784,575 - 9,309,575
34 2048 8,910,000 400,950 100% 400,950 - 9,310,950
100,000,000 125,169,750 99,069,750 26,100,000 26,100,000 225,169,750
Years Payable Interest/Principal
1&2 $0 interest payable/$0 principal (interest accrues but deferred as to payment)
3&4 20% of accrued interest/$0 principal (80% of accrued interest deferred)
5 30% of accrued interest/$0 principal (70% of accrued interest deferred)
6 40% of accrued interest/$0 principal (60% of accrued interest deferred)
7 55% of accrued interest/$0 principal (45% of accrued interest deferred)
8 70% of accrued interest/$0 principal (30% of accrued interest deferred)
9 85% of accrued interest/$0 principal (15% of accrued interest deferred)
10to 12 100% of accrued interest/$0 principal (no accrued interest deferred)
13to0 19 All annual accruing interest plus recovery of equal portions of the previously
deferred interest each year
20 to 34 All annual accruing interest plus principal
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