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e PA Auditor General expresses concern about impact of PTC's annual $450 million payment to
state.

e We believe the annual payment has been factored into rating agency and other analysis.

e The essential purpose of the toll road system and PTC's demonstrated willingness to increase
toll rates as needed translate into a strong issuer and well secured bonds.

500 Mites oF ToLL Roap

In recent comments, Pennsylvania’s Auditor General said that the Pennsylvania Turnpike Commis-
sion (PTC) is in danger of becoming insolvent and may default on debt because of an ongoing
obligation of PTC to pay the state $450 million each year. The PTC CEO responded by saying that
“the continued existence of the Turnpike Commission is not in jeopardy, as he alleges, because the
PTC has developed a sound, fiscally responsible approach to meet all of its financial obligations,
including the $450 million annual payments.”

Under provisions of 2007 legislation, PTC is required to make annual payments to the state to be
used to fund non turnpike transportation projects. Initially payments were $900 million per year, to
be financed by toll revenues from expected conversion of I-80, across northern Pennsylvania, into
a toll road. Approval for the conversion was not forthcoming, so an agreement was reached to cut
the annual payment to $450 million. As the Auditor General noted, turnpike finances would be
stronger if this annual obligation was eliminated, but the payment amount has been well factored
into rating agency and other analyses.

Considering a 10% January 1, 2012 toll increase on cash transactions, we believe that PTC has ad-
equate resources and revenue to continue supporting the bonds. Moody's has a negative outlook
on its ratingsa for the various PTC issues based on expectations that debt will continue to grow,
with issuance of up to $5.3 billion in new senior debt in the next 10 years.

Pennsylvania Turnpike Has More Than $7.5 Billion in Bonds Outstanding

Bonds Out

Bond Type (5-31-11)

Ratings Revenue Source

Toll Revenue Senior $3,004 MM Aa3/A+/A+ Secured by toll revenues. SrDSC 3.55 times, Sub coverage is

Toll Revenue Subordinated §3,077 MM  A3/A-A- 178 times (Fitch).
Toll Revenue Subordinated . " . .
. . 3rd lien on revs plus ability to draw on Motor License Fund if

g;i!ﬁ?e_dMOtor License Fund $402 MM Aa3/NR/AA revs insufficients. DSC 1.2 times before MLF backing.
Revenues from motor vehicle registration fees. PTC receives

Registration Fee $436 MM Aa3/A/AA- first $28 million collected annually from total revenue stream
of $200 million per year.

0il Franchise Tax Senior $669 MM Aa3/AA/NR .

) ) ) Revenue from taxes on wholesale gas and diesel sales.
Oil Franchise Tax Subordinated ~ $132 MM A2/A+/NR

Source: Janney Fixed Income Strategy, Moody's, S&P, Fitch and PTC Annual Report
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After a decline in 2009, traffic on the 500 mile system increased in FY 2010 and 11. Linking the
Ohio turnpike in the west and the New Jersey turnpike in the east, the Pennsylvania turnpike is an
essential and busy roadway. PTC raised toll rates as needed in the past. Fitch notes that “traffic has
demonstrated relatively low elasticity through toll increases since 2005."

PTC benefits from some diversity of revenue sources to support bonds, with a variety of issue types,
but about 80% of PTC debt is supported by toll revenue. The impact of future debt issuance must
be closely watched, and it would be favorable to see PTC's obligation to make large payments to the
state either diminished or eliminated, but the essential purpose of the toll road system and PTC's
demonstrated willingness to increase toll rates as needed translate into a strong issuer, and well
secured bonds.

The impact of future debt
issuance must be closely

watched. I, Alan Schankel, the Primarily Responsible Analyst for this report, hereby certify that all of the views expressed in this report accurately reflect my
personal views about any and all of the subject sectors, industries, securities, and issuers. No part of my compensation was, is, or will be, directly
or indirectly, related to the specific recommendations or views expressed in this research report.

ANALYST CERTIFICATION

Disclaimer

This Firm, its officers, directors, employees, or members of their families may have positions in the securities mentioned and may make purchases or
sales of such securities from time to time in the open market or otherwise and may sell to or buy from customers such securities on a principal basis.

Janney managed or co-managed public offerings of securities for Pennsylvania Turnpike Commission in the past and may seek compensation for
investment banking services for issuers mentioned in this report in the next three months.

Unless otherwise noted, market data is from Bloomberg, Barclays, and Janney Fixed Income Strategy & Research (Janney FIS). This report is the
intellectual property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or published by any person for any
purpose without Janney's express prior written consent. This report has been prepared by Janney and is to be used for informational purposes
only. In no event should it be construed as a solicitation or offer to purchase or sell a security. The information presented herein is taken from
sources believed to be reliable, but is not guaranteed by Janney as to accuracy or completeness. Any issue named or rates mentioned are used
for illustrative purposes only, and may not represent the specific features or securities available at a given time. Preliminary Official Statements,
Final Official Statements, or Prospectuses for any new issues mentioned herein are available upon request. The value of and income from
investments may vary because of changes in interest rates, foreign exchange rates, securities prices, market indexes, as well as operational

or financial conditions of issuers or other factors. Past performance is not necessarily a guide to future performance. Estimates of future
performance are based on assumptions that may not be realized. We have no obligation to tell you when opinions or information contained in
Janney FIS publications change. Janney Fixed Income Strategy does not provide individually tailored investment advice and this document has
been prepared without regard to the circumstances and objectives of those who receive it. The appropriateness of an investment or strategy will
depend on an investor’s circumstances and objectives. For investment advice specific to your individual situation, or for additional information on
this or other topics, please contact your Janney Financial Advisor and/or your tax or legal advisor.
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