Niagara Frontier Transportation Authority
Master Liability Management Policy Guidelines

May 22, 2025

1. Scope

This Liability Management Policy applies to all present and future debt of the Niagara Frontier
Transportation Authority and its subsidiaries (NFTA).

All debt transactions, including hedging transactions or commitments will be subject to this
policy and prior review and approval of the NFTA Board of Commissioners.

2. Liability Management Policy Objectives

» Establish a basis for the NFTA's Liability Management Program based on sound
financial principles.

» Set forth a liability management structure to facilitate the sound and efficient
management of debt and cash flows.

* Todefine permissible hedging instruments and limitations on their use.

* To comply with the due diligence requirements that prudent professionals utilize.

* To conform to all applicable federal, state, local and Authority legal requirements.

» To provide guidelines that control the overall process so that all liabilities are
managed in accordance with the stated objectives.

» Develop formalized criteria to monitor, evaluate and establish the basis for
comparing the performance results achieved by the liability management program,
thereby establishing accountability.

3. Philosophy:

The NFTA takes an active role in managing exposures to fluctuations in cash outflows for various
operating expenses as well as changes in interest rates. The active management of exposures
involves an ongoing assessment of the risks facing the Authority and the most efficient methods
for eliminating, reducing or transferring these risks of cash flow fluctuations and other external
influences.

The NFTA, inits liability management, assesses risks and market conditions to determine:

* The most appropriate level of exposure to a particular cash flow or rate level, and
« The most effective vehicle for achieving that exposure.

The NFTA recognizes that the costs and benefits of different hedging instruments and the
desirability of exposure to a particular cash flow or interest rate, or financial price, can vary
over time depending on the market conditions and circumstances of the NFTA. We further
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recognize that our target exposure to cash flows and interest rates and the instruments used to
achieve the stated targets, will also vary with market conditions and the NFTA's current credit
rating, as well as other items known and unknown at this time, which change on a periodic
basis.

The NFTA defines hedging as activities intended to achieve desired exposures to cash flows and
interest rates consistent with our objective of protecting revenues and other assets from adverse
changes in rates or prices. Hedging does not require the elimination of all exposure to a given
risk; rather, hedging should be used to keep exposures within acceptable bounds, as defined by
this policy.

The NFTA defines speculation as the creation of positions that are inconsistent with the
NFTA's liability management objectives. One characteristic of speculation is that it distorts
exposures beyond the range normally encountered.

The initiation of hedges shall be only for non-speculative purposes, to eliminate, reduce, or
otherwise redistribute risks related to existing cash flows and debt positions, and in all cases only
where it is economically justifiable to do so relative to other alternatives. The termination of
hedges is a part of the management liability process and shall not be considered a speculative
activity.

4. Authority

The NFTA is authorized by section 2.08 of the Master resolution dated May 12, 1994, to utilize
hedge, support and other financial agreements. The NFTA Board of Commissioners establishes
liability management policies and guidelines. Based on those policies and guidelines, independent
liability management consultants and financial advisor(s) with demonstrated expertise may be
chosen to help manage the liabilities of the NFTA.

The NFTA shall not solicit or receive communications or proposals, enter into, terminate or take
any other action involving a swap dealer or major swap participant in connection with a proposed
or existing NFTA swap (including executions, novations, amendments, and negotiated terminations
of swaps) unless NFTA shall retain an independent swap advisor (the “Financial Advisor”) in
accordance with, among other things, the requirements of Section 12 of these Master Liability
Management Policy Guidelines.

The selection of underwriters, the financial advisor and bond counsel shall be made in
accordance with the Authority's procurement guidelines through the evaluation of request for
proposals.

In order to capitalize on fast-changing market conditions, the Executive Director and the Chief
Financial Officer may enter into any transaction authorized by this policy, pursuant to the prior
approval of the Board of a resolution setting the general parameters of the transaction.



Niagara Frontier Transportation Authority
Master Liability Management Policy

May 22, 2025

Page 3

The Chief Financial Officer, in consultation with the financial advisor as needed, shall have the
authority to determine if transactions shall be on a negotiated, competitive or on a private
placement basis.

Terms and conditions of any swap transaction as negotiated by the Chief Financial Officer, in
accordance with these guidelines, shall be subject to the provisions of the applicable New York
State statutes and these guidelines.

The NFTA shall be authorized to enter into interest rate swap transactions only with qualified
swap counterparties. The Chief Financial Officer, in consultation with the Executive Director
and General Counsel, shall have the authority to select the counterparties, so long as the criteria
are met. The composition of the approved swap counterparties will change from time to time.

5. Guidelines for the Use of Variable Rate Debt

Variable rate debt can be a valuable tool for the NFTA to use in the management of its assets and
liabilities. However, the use of variable rate debt, though historically allowing lower borrowing
costs, presents some risks that the NFTA must consider. The following guidelines shall be used
in determining if variable rate debt is appropriate.

In general, the NFTA should maintain its flexibility and continuously review new products and
opportunities to allow the Authority to take advantage of changing interest rate environments and
new products or approaches as they become available. In low interest rate environments, the
NFTA should lock in low fixed rates, through conversions, fixed rate debt issuance, and either
traditional or synthetic refundings. In high interest rate environments, the NFTA should increase
variable rate debt issuance, defer borrowing and evaluate other alternatives that will allow the
Authority to reduce its overall cost of capital when interest rates decrease.

Due to the historical spread between long-term rates and short-term rates, the NFTA should
consider maintaining a portion of its portfolio in variable rate debt. However, the NFTA shall
attempt to constrain its unhedged variable rate exposure to no more than 20% of the Authority's
outstanding indebtedness. The NFTA shall identify any short-term cash reserves or balances since
the earnings from these funds will serve as a natural hedge offsetting the impact of higher variable
rate debt costs. In addition, the Authority should also consider other strategies to allow assets and
liabilities to move in tandem, such as entering into a Secured Overnight Financing Rate (SOFR)
based swap. Any synthetic fixed rate debt, achieved through a swap transaction whereby the
Authority swaps variable rate for fixed rate should not be counted toward this ceiling.

Variable Rate Debt Alternatives

Each mode of variable rate exposure has its unique advantages and disadvantages. Decisions
about which mode NFTA should utilize at any point in time should be based on a number of
factors including the relative cost benefit to the Authority. Variable Rate Demand Obligations
(VRDOs) are the traditional means of achieving variable rate exposure and provide municipal
issuers with access to a large, well-established liquid market. Auction rate products offer the
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advantage of not requiring bank liquidity. Synthetic variable rate debt offers issuers access to
the well-established swap market, along with structuring flexibility and potentially lower
borrowing costs.

The NFTA should determine allocations to each class of variable rate debt within caps and floors
and manage the precise allocation based on market constraints in advance of issuing bonds.
Factors impacting decisions will be the capacity of insurers to insure NFTA bonds, the cost of
bond insurance, swap market levels, and the cost and availability of letters of credit, as well as
any other related costs.

6. Authorized Hedging Instruments

Interest rate swaps and options and variable rate debt are appropriate financial management tools
that can help the NFTA meet important financial objectives. Properly used, these instruments can
increase NFTA's financial flexibility, provide opportunities for interest rate savings or enhanced
investment yields, and help NFTA manage its balance sheet through better matching of assets and
liabilities. However, as important as these techniques are, they should not be used for speculation.

Swaps are appropriate to use when they achieve a specific objective consistent with overall
financial policy. Swaps may be used to lock-in a current market fixed rate or create additional
variable rate exposure. Swaps may be used to produce interest rate savings, alter the pattern of debt
service payments, or for asset/liability matching purposes. Swaps may be used to cap, limit or hedge
variable rate payments.

Options granting the right to commence or cancel an underlying swap may be used to the extent
the swap itself is otherwise consistent with these guidelines; however, the NFTA must determine
if the use of any such option is appropriate and warranted given the potential benefit, risks, and
objectives of the Authority.

Variable rate debt, either as variable rate demand obligations, auction rate securities or created
synthetically through a swap, is an important municipal finance tool. However, similar to swaps,
variable rate debt has certain risks and benefits that must be analyzed and understood by the NFTA
prior to entering into a variable rate transaction.

7. Guidelines for the Use of Swaps, Options and other Derivatives

In connection with the use of any swaps, NFTA's Board shall make a finding that, pursuant to
Section 2.06 (Variable Rate Debt) and Section 2.08 (Hedge, Support and Other Financial
Agreements) of the Master Resolution adopted by the NFTA Board on May 12, 1994 the
authorized swaps contemplated herein are designed to reduce the amount or duration of the
interest rate risk or result in a lower cost of borrowing when used in combination with the issuance
of the Bonds or enhance the relationship between the risk and return with respect to NFTA's
investments or program of investment.
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Rationale
The NFTA may utilize financial instruments that:

» Optimize capital structure; including schedule of debt service payments and/or fixed
vs. variable rate allocations

» Achieve appropriate asset/liability match

» Actively manage or reduce interest rate risk

* Provide greater financial flexibility

» Generate interest rate savings

» Enhance investment yields.

The use of derivative financial products may provide a higher level of savings benefit to the
NFTA, or otherwise help the NFTA to meet the objectives outlined herein, as the NFTA may
determine in its sole discretion.

The NFTA may expressly utilize the following financial products on a current or forward basis,
after identifying the objective(s) to be realized and assessing the attendant risks:

* Interest rate swaps, including fixed, floating and/or basis swaps

* Interest rate caps/floors/collars

» Options, including swaptions, caps, floors, collars and/or cancellation or index-based
features

Limitations
NFTA may not use financial instruments that in NFTA's sole discretion:

» Are speculative or create extraordinary leverage or risk
» Lack adequate liquidity to terminate at market
* Provide insufficient price transparency to allow reasonable valuation

In connection with any transaction, the Chief Financial Officer, the Executive Director, the
General Counsel and NFTA's Financial Advisor and Bond Counsel shall review the proposed
transaction and outline any considerations associated with the transaction to the Board of
Commissioners, or a designated committee of the Board. Such a review shall include the
identification of the proposed benefit and potential risks, which shall include, but not necessarily
be limited to, those risks outlined herein. As part of this analysis, the NFTA shall present both
the existing and any proposed transactions consistent with the Market Net Termination Exposure
outlined herein.

Understanding the Risks
Among the items that the NFTA shall examine in determining whether to enter into a swap or
other derivative transaction are the following:



Niagara Frontier Transportation Authority
Master Liability Management Policy
May 22, 2025

Page 6
Market or Interest Rate Risk

» The possibility that your debt service costs associated with variable rate debt
increase and negatively affect coverage ratios and cash flow margins.
Tax Risk
* The possibility that the transaction is subject to a future change in federal income
tax policy.
Liquidity Risk
* The possibility that a VRDO remarketing may fail.
Termination Risk
* The possibility that the transaction be terminated by either party. There may be a
cost involved in termination.
Risk of Uncommitted Funding (Put Risk)
» The transaction may create additional financing dependent upon third party
participation.
Legal Risk
* The possibility that the transaction is not expressly authorized.
Counterparty Risk
» This related to the creditworthiness of the counterparty.
Rating Agency Risk
* The proposed transaction may not be consistent with current ratings.
Basis Risk
» A potential mismatch between the interest rate received from the swap contract
and the interest actually owed on the bonds.
Tax Exemption Risk
» The transaction puts the NFTA's bonds at the risk of being deemed taxable.
Accounting Risk
» The transaction creates any unanticipated accounting issues from a financial
statement perspective.
Administrative Risk
» The potential the transaction can not be readily administered and monitored
consistent with the policies outlined herein.
Amortization Risk
» The risk that there are potential costs of servicing debt or honoring swap
transactions resulting from a mismatch between bonds and the notional amount of
the swap outstanding.
Subsequent Business Conditions
» The transaction or its benefits depend upon the continuation, or realization, of
specific industry or business conditions.

Savings Thresholds

A synthetic refunding, using swaps or other derivatives, should generate present value savings
of at least 5%. Currently a common threshold in the municipal finance industry is that a
refunding should generate 3% present value savings. Financial transactions, using swaps or
other derivative products, should generate 2% greater savings than the benefit threshold then in
effect for traditional bonds. This threshold will serve as a guideline and will be subject to
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amendment should the transaction, in NFTA's sole judgment, helps to meet any of the objectives
outlined herein. The higher savings target reflects the greater complexity and higher risk of
derivative financial instruments.

Terms and Notional Amount of Swap Agreement

The NFTA will use standard International Swaps and Derivatives Association (ISDA) swap
documentation including the Schedule to the Master Agreement and a Credit Support Annex. The
NFTA may consider additional documentation if the product is proprietary or the NFTA deems
such documentation is otherwise in its interest.

The NFTA shall determine the appropriate term for an interest rate swap agreement on a case- by-
case basis. In connection with the issuance or carrying of bonds, the term of the swap agreement
between the NFTA and a qualified swap counterparty shall not extend beyond the final maturity
date of existing debt of NFTA on a specific project, or in the case of a refunding transaction, beyond
the final maturity of the refunding bonds. At no time shall the total net notional amount of all swaps
exceed the total amount of outstanding revenue bonds. For purposes of calculating net exposure,
credit shall be given to any fixed versus variable rate swaps that offset for a specific project or
bond transaction.

The swap agreement between the NFTA and each counterparty shall include payment, term,
security, collateral, default, remedy, termination, and other terms, conditions, provisions and
safeguards as the NFTA, in consultation with its legal counsel, deems necessary or desirable.

Subject to the provisions contained herein, NFTA swap documentation and terms shall include
the following:

» Downgrade provisions triggering termination shall in no event be worse than those
affecting the counterparty.

* Governing law for swaps will be New York.

» The specified indebtedness related to credit events in any swap agreement should be
narrowly drafted and refer only to indebtedness of the NFTA.

» Collateral thresholds should be set on a sliding scale reflective of credit ratings.

» Eligible collateral should be limited to Treasuries and obligations of Federal
Agencies where the principal and interest are guaranteed by the United States.

» Theright to optionally terminate a swap agreement at any time over the term of the
agreement.

» Termination value should be set by "market quotation™ methodology, when NFTA
deems appropriate.

Qualified Swap Counterparties
The NFTA shall do business with highly rated counterparties. Qualified swap counterparties
should be rated:

(i) at least "Aa3" or "AA-" by one of the nationally recognized rating agencies and
not rated lower than A2 or A by any nationally recognized rating agency, or
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(i) have a "AAA" subsidiary as rated by at least one nationally recognized credit
rating agency.

The nationally recognized rating agencies are Moody's Investors Services, Inc., Standard and
Poor's Rating Services, and Fitch Ratings. In addition, a qualified swap counterparty must have a
demonstrated record of successfully executing swap transactions as well as creating and
implementing innovative ideas in the swap market. Each counterparty shall have minimum
capitalization of at least $150 million.

However, the NFTA should not have an immutable credit standard. While, as noted above, the
NFTA will make best efforts to do business with highly rated counterparties of AA- or better.
However, for lower rated (below AA-) counterparties, the NFTA should seek credit enhancement
in the form of:

» Contingent credit support or enhancement;
» Collateral consistent with the policies contained herein;
* Ratings downgrade triggers.

In order to diversify NFTA's counterparty credit risk, and to limit NFTA's credit exposure to any
one counterparty, limits will be established for each counterparty based upon both the credit
rating of the counterparty as well as the relative level of risk associated with each existing and
projected swap transaction.

The NFTA shall structure swap agreements to protect itself from credit deterioration, and shall
consider using a credit support annex or other form of credit enhancement to secure counterparty
performance. Such protection shall include any terms and conditions that, at NFTA's sole
discretion, are necessary or in NFTA's best interest.

Maximum Net Termination Exposure

The guidelines below provide general termination exposure guidelines with respect to whether
NFTA should enter into an additional transaction with an existing counterparty. Such guidelines
will also not mandate or otherwise force automatic termination by NFTA or the counterparty.
Such provisions will only act as guidelines in making a determination as to whether or not a
transaction should be executed given certain levels of existing and projected net termination
exposure to a specific counterparty. The calculation of net termination exposure per counterparty
shall take in consideration multiple transactions, some of which may offset the overall exposure to
NFTA.

Maximum Net Termination Exposure will be based on the sum of
(1) the market value of existing transactions as of the first day of the month prior to the

execution of any new transaction, plus
(i) the expected worse case termination value of the new transaction.
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For purposes of this calculation, the NFTA shall include all existing and projected transactions of
an individual counterparty and all transactions will be analyzed in aggregate such that the
maximum exposure will be additive and netted.

The maximum termination exposure shall be tied to the credit rating of a counterparty and
whether or not the counterparty has posted collateral against this exposure. Under this approach,
NFTA will set limits on individual counterparty exposure based on existing as well as new or
proposed transactions. For existing transactions, exposure shall be based on the market value as
of the first day of the month prior to the execution of any new or proposed transaction. For a new
or proposed transaction, exposure will be based on the estimated maximum exposure assuming
two standard deviations.

The exposure thresholds shall be reviewed periodically to ensure that the thresholds are
appropriate. If a counterparty has more than one rating, the lowest rating will govern for
purposes of the calculating the level of exposure. The following chart summarizes the
thresholds:

Maximum Net Termination Exposure for Counter Parties

Maximum Maximum Maximum Total
Collateralized Uncollateralized Termination
Credit Rating Exposure Exposure Exposure
AAA Not applicable $40 million $40 million
AA $30 million $10 million $40 million
Below AA $30 million None $30 million

If the exposure limit is exceeded by a counterparty, the NFTA shall conduct a review of the
exposure limit per counterparty. The NFTA, in consultation with its Bond Counsel and
Financial Advisor, shall evaluate appropriate strategies to mitigate this exposure.

Swap Collateralization

As part of any swap agreement, the NFTA shall require collateralization or other forms of
credit enhancements to secure any or all swap payment obligations. As appropriate, NFTA, in
consultation with Counsel may require collateral or other credit enhancement to be posted by
each swap counterparty under the following circumstances:

» Each counterparty to the NFTA may be required to post collateral if the credit rating
of the counterparty or parent falls below the "AA" category. Additional collateral for
further decreases in credit ratings of each counterparty shall be posted by each
counterparty in accordance with the provisions contained in the collateral support
agreement to each counterparty with the NFTA.

» Threshold amounts shall be determined by the NFTA on a case-by-case basis. The
NFTA will determine the reasonable threshold limits for the initial deposit and for
increments of collateral posting thereafter.
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» Collateral shall be deposited with a third party trustee, or as mutually agreed upon
between the NFTA and the counterparty.

* A list of acceptable securities that may be posted as collateral and the valuation of
such collateral will be determined and mutually agreed upon during negotiation of the
swap agreement with each swap counterparty.

» The market value of the collateral shall be determined on a monthly basis, or more
frequently if the NFTA determines it is in NFTA's best interest given the specific
collateral security.

8. Contingency Reserve

In the event that the NFTA receives a premium payment or other revenue stream from a
counterparty as the result of entering into a transaction that may result in the future issuance of
variable rate debt, the NFTA shall make every effort to segregate one hundred percent of such
payment or revenue stream in the NFTA's accounts. Such funds shall only be used to pay the
shortfall that may occur if the amount of variable rate debt service paid by the NFTA exceeds the
variable rate payments received by the NFTA from a counterparty, unless otherwise approved by
the Board. In the event that such segregated funds shall exceed the amount that

the NFTA expects to be the maximum aggregate shortfall that could reasonably occur as a result
of the variable rate debt service payments made by the NFTA being in excess of the variable rate
payments received by the NFTA from a counterparty, such excess funds may be used for any
other authorized purpose.

9. Reporting

A written report providing the status of all interest rate swap agreements entered into by the
NFTA will be provided to the Board at least on a quarterly basis and shall include the following:

» A description of all outstanding interest rate swap agreements, including project and
bonds series, type of swap, rates paid and received by NFTA, total notional amount,
average life of each swap agreement, remaining term of each swap agreement.

» Highlights of all material changes to swap agreements or new swap agreements
entering into by NFTA since the last report.

» Market value of each of NFTA's interest rate swap agreements.

» The credit rating and each swap counterparty and credit enhancer insuring swap
payments, if any.

» Ifapplicable, information concerning any default by a swap counterparty to NFTA,
including but not limited to the financial impact to NFTA, if any.

* A summary of swap agreements that were terminated.

» For swap transactions entered into to generate debt service savings, the NFTA will
calculate on an annual basis the actual debt service requirements versus the projected
debt service on the swap transaction. Such a calculation shall include the

10
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determination of the cumulative actual savings versus the projected savings at the time
a swap is executed.

10. Amount of Debt to be Issued

The amount of bond debt that may be issued for the aviation system is governed by the Master
resolutions Section 2.02 and debt. for all other areas of the Authority must be justified on a cost
benefit basis.

All debt must be reviewed and approved by the Audit and Governance Committee before full
Board approval.

11. Liability Management Policy Review

This policy will be reviewed, by the NFTA Board of Commissioners, at least annually and any
amendments, deletions, additions, improvements or clarification will be made if deemed
appropriate.

12. Compliance with 17 C.F.R. § 23.450

Financial Advisor. NFTA shall select and retain a Financial Advisor that satisfies the applicable
requirements of 17 C.F.R. § 23.450(b) in order to solicit or receive communications or proposals,
enter into, terminate or take any other action involving a swap dealer or major swap participant
in connection with a proposed or existing NFTA swap (including executions, novations,
amendments, and negotiated terminations of swaps). NFTA shall not retain a Financial Advisor
that a swap dealer or major swap participant has referred, recommended, or introduced to NFTA
within one year prior to the Financial Advisor's representation of NFTA in connection with a swap
transaction.

Compliance Letter. NFTA’s Financial Advisor shall provide to NFTA a letter demonstrating
compliance with 17 C.F.R. § 23.450(b) (the “Compliance Letter”). The Compliance Letter shall
include:

A Representations of the Financial Advisor to the effect that the Financial Advisor:
0] has sufficient knowledge to evaluate the transaction and risks;

(i) IS not subject to a statutory disqualification as defined in 17 C.F.R. §
23.450(a)(2);

(ii) is not, and within one year prior to executing the Compliance Letter was

not, an associated person of the swap dealer or major swap participant
within the meaning of Section 1a(4) of the Act;

11
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(iv) has no principal relationship with any swap dealer or major swap
participant;

) is not directly or indirectly, through one or more persons, controlled by, in
control of, or under common control with the swap dealer or major swap
participant;

(vi)  has policies and procedures reasonably designed to ensure that it satisfies
the applicable requirements of 17 C.F.R. § 23.450(b);

(vi)  meets the independence test in 17 C.F.R. § 23.450(b); and

(vii)  is subject to restrictions on certain political contributions imposed by the
CFTC, the SEC, or a self-regulatory organization subject to the jurisdiction
of the CFTC or the SEC.

(B)  The legal obligation of the Financial Advisor to comply with the applicable
requirements of 17 C.F.R. § 23.450(b), including the obligation to:

0] act in the best interests of NFTA,

(i) provide timely and effective disclosures to NFTA of all material conflicts
of interest that could reasonably affect the judgment or decision making of
the Financial Advisor with respect to its obligations to NFTA,;

(i) implement and comply with policies and procedures reasonably designed
to manage and mitigate any material conflicts of interest that could
reasonably affect the judgment or decision making of the Financial Advisor
with respect to its obligations to NFTA; and

(iv)  evaluate the fair pricing and the appropriateness of any swap (including
executions, novations, amendments, and negotiated terminations of
swaps).

In the alternative NFTA may amend its retainer agreement with the Financial Advisor to include
the obligation referred to in (B) above. The Chief Financial Officer shall have the authority to,
upon the advice of counsel, agree to all of the terms and provisions (including fees) of, and
execute, any letter or retainer amendment entered into in connection with this Section 12.

Monitoring. NFTA shall monitor the performance of the Financial Advisor consistent with the
requirements of 17 C.F.R. § 23.450(b), including, but not limited to, as follows:

12



Niagara Frontier Transportation Authority
Master Liability Management Policy

May 22, 2025

Page 13

(@) Upon being asked to make any representation to any swap dealer or major swap
participant in connection with a potential or an existing swap transaction, NFTA shall obtain from
the Financial Advisor a letter, e-mail or other written communication to the effect that the
Compliance Letter is true and correct in all material respects.

(b) The Chief Financial Officer of NFTA shall undertake such other shall monitoring
activities with respect to the Financial Advisor as may be required to comply with 17 C.F.R. 8
23.450(b).

Safe Harbor. The Chief Financial Officer of NFTA is authorized to execute written agreements
with a swap dealer or major swap participant or enter into ISDA protocols which are intended to
satisfy “safe harbor” of 17 C.F.R. § 23.450(d).

Defined Terms. The terms “swap dealer” or “major swap participant” and “Act” shall have the
meanings as set forth in the Dodd-Frank Wall Street Reform and Consumer Protection Act of
2010 and applicable regulations of the Commaodity Futures Trading Commission (“CFTC”) and
the Securities and Exchange Commission (“SEC”).
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