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ffrey A, Parke
Assbciates To. -

13753 NW 22nd Placs Ft. Lauderdale, FL 33323 Tel 954-345-9410 Fax 954-845-9429

[

Aprl 17, 1997

Ms. Nidya Picayo

U.S. Department of Transportation
Federal Transit Adminismation TPM-41
Room 9301 '

400 Seventh Strest, SW

Washingron, DC 20590

RE: FINANCIAL CAPACITY ANALYSIS OF LACMTA’S JANUARY 1997
RECOVERY PLAN (Task Order No. 3, Contract No. DTFT60-95-C-41016)

Dear Ms. Picayo:

Enclosed please find our Financial Capacirty Analysis of the Los Angeles County Merropolitan
Transporwation Authority’s January, 1997 Recovery Plan. This report consists of a presenmrion- ( '\
oriented Findings section supported by several technical appendices and was prepared in

association with John Milligan, CPA.

Should you have any questions please fes] free to call either Jeffrey Parker at (508) 645-8095 or
me at (954) 345-9410.

Sincerely,

o 4

Ron Wainshal
Director

Enclosure

Vi)
2

cc:  Johm Milligan
Jeffrey A. Parker
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TECHNICAL MEMORANDUM
February 12, 1997

RE: LOSANGELES COUNTY MTA FINANCIAL CAPACITY ANALYSIS
BUDGET VS. ACTUAL EISTORY FOR TRANSIT OPERATIONS

An analysis of MTA’s budgeted versus actual results for transit operations indicates the agency
has not met its deficit reduction projections. For the three most recently completed fiscal years,
the unanticipated shortfall in the agency’s Enterprise Fund budget, which consists of bus and rail
operarions, was approximately 585 million. MTA is projecting an addidonal deficit of 311- 12
million for the current fiscal year. To be sure, MTA has met with a string of adverse events over
the past several years. Nonetheless, this accumulated deficit must be funded by the agency’s other
financial resources. The structural operating deficits have depletad the agency’s reserve finds,
leaving less margin for error.

The summary tabie below shows that unfavorable budget variances have occurred mostly on the
expense side over ime, aithough there are revenue shortfails in each year as weil (see Tables 2
and 3 for detail). This trend has important implicarions regarding the achievabiliry of the agency’s
latest drait Long Range Transportation Plan, given the high level of cost savings siated from
Transit operanons.

Table 1
LACMTA Enterprise Fund
Budget versus Acmual Resuits

(SMillion) Surplus/(Deficit)
Revenue Variance | Expense Variance Variance
Projected FY 1996/ 97 (510.9) 30.0 (310.9)
FY 1995/96 (33.6) (865.3) (365.1)
FY 1994/93 (30.6) (34.6) (85.2)
FY 1993/94 (55.3) (89.0) (3123)
Toral for Parfod (318.4) (875.1) (397.5)

We have not undertaken a derailed operarional analysis of the budger variances shown, although
severa underiying wrends, which are shown in Tables 2 and 3 are worth poinring out and should
be monitored over the months ahead:

Jeffrey A. Parker & Associates, Inc.
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LACMTA Operations Budget vs. Actual Analysis
February 12, 1997

Actual fare revenues have regularly fallen below budget, even before fare levels
were frozen per the consent decres.

Actual salary and wages and fringe benefits in aggregate have excesded budget by
at least $10 million each year, with the exception of FY 94/95,

Allocated overhead costs are increasing considerably. While allocated overhead
did not exist prior to FY 94/95, the factors driving the large increase over the past
two years should be documented.

Bus operating expense overruns have been large until the current fiscal year, while
rail operating costs have been lower than budgeted except for FY 96/97 (see table

" below). As new lines open, rail operarions will become a bigger factor and the

projected increases in rail farebox recovery rarios will ned to be realized.

Table 3
Transit Operations Expenses by Mode
Budget versus Actual Resaits

(SMllion) Bus Operations Rail Operations Total
Projected FY 1996/ 97 s12.7 (S12.7) $0.0
FY 1995/96 (373.1) $7.6 (565.5)
FY 1994/95 ©(520.4) 515.7 (54.6)
FY 1993/94 (315.5) $6.3 (39.0)
Total for Period (§96.3) $17.1 (379.1)
FY 1997 Projections

FY 1997 fisll year projections based on December year-to-date results ffom the draft December
FY 97 Financial Updare show an $11 million deficit." A S21 million projected shortfall in fare
revenues is driving this result. Part of the fare shorrfall is offset by 39 milliont in additional
formula fiunds thar MTA received in the mid-year reailocation. The expense side shows no
change from budger on a full year basis, but assumes cost overruns in the il related to the CNG

bus probiems are offset by operating eficiencies in

the Spring, although no dezails are provided.

'Office

of Management & Budget starf indicated that whiie some wording changes are

likely to the Financial Update, the numbers have been finalized.

2 Jeffrey A. Parker & Assaciates, Inc.



LACMTA Operations Budget vs. Actuai Analysis
February 12, 1997

Notes on Historical Budgeting Process

The introductory message from the Chief Executive Officer in each of the last three adopted
budgets contain sirnilar themes: (1) the budget process started with 2 large deficit; (2) the deficit is
balanced, at least in part, through some significant cost cuts; (3) there is an acknowledgement that
solving the structural deficit issue long-term will be very difficuit. The following are notes from
each of the last 3 budget messages.

Fiscal 1997 Budget

“ie have overcome 2 potemtial $40 miilion operating deficit to present a balanced
budget without reliance on one-time revemues, reduced service or increased fares.
We have achieved this through tightly controlling expenses and benefiting from an
improving economic outlock.”

Noted that FY 1996 budget assumed a reduction in operator salaries and finge
benefits of over $20 million without a reduction in service levels and that the
reduction did not materalize.

Also noted that in FY 1995 actual operating revenue was 344 million below
budget, due to a fare increase thar did not materialize and thar the budget was
ultimately balanced through one time revenue and significant staff reductions.

Fiscal 1996 Budger

“Overall, we began the FY96 budget process with the potential for a $108 million
operating deficit.... To eliminare the budger gap and create an organization that
meats the nesds of our constiruencies while gperating within our means, we
developed an aggressive ser of management and financial objectves... Internal cost
reductions, detailed in the Operating Budget section, have resulted in the net
reduction of over 600 positions, representing approximately $43 million in
savings.”

Tncluded 39 million surplus to fiund the first year of a three year program to
eliminate the prior years’ accumuiated $27 million deficit (which is now
approximately S85 mullion).

Explicitly recognized the reliance on one-time and discretionary revenue sources
for this budget.

Fiscai 1995 Budget

“This strucrual gap berwesn operating costs and revenues has existed for several
years but had been offset previously with reserve funds. That option no longer
axists since the reserves are efectively exhausted.”

Adopted the recommendarions of a Deloitte & Touche study to address a
projested $126 million agency-wide operaring budge: gap. The shortfall was to be
addressed through internal cost reductions (S27 million), net fare adjustments (525

3 Jeffrey A. Parker & Associates, Inc.
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LACMTA Operations Budget vs. dctual Analysis
February 12, 1997

million), service adjustments (S21 million), labor (S14 million), and new or
reallocated resources ($39 million).

. Propased fare structure increase service changes prompted legal action eventuaily
resulting in Consent Decree.
. Was to have avoided reliance on unspecified cost savings.

. FY 1994 fare revenue and other budget shortfalls required use of all remaining
discretionary finds to balance books.

Next Steps

As part of its larest Long Term Transportation Plan, MTA has identified a series of operating cost
reduction measures, some of which are quite specific. Over the coming months it will be
necessary 0 monitor the implementation of these programs as well as assess the gverall budget
picture 1o gauge the level of funding resources demanded by transit operadons. This, in turn, will
help to flag potential finding gaps for Red Line construction.

4 Jeffrey A. Parker & Associates, Inc.
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LACMTA Financial Capacily Analysis

Chart 1
MTA Rail Capital Bond Coverage Ratios
Assuming No Additional Bonds Issued in 1997 LRP

(Except for "Actual/Treasuny” Bonds alreadly issued in FY 1997)
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Analysis of Bonding Capacily to Support the Red Line
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LOS ANGELES COUNTY MTA FINANCIAL CAPACITY ANALYSIS
TECHNICAL MEMORANDUM

March 6, 1997

RE: ANALYSIS OF SALES TAX REVENUE VARIABILITY

M

Summary

Los Angeles County MTA's sales tax revenues are cyclical by narure and some level of year to
year flucnmrion is to be expected. Berween FY 1984 and 1996, annual growth rates for
Proposition A have ranged fom 13.1% (in 1985) to -8.5% (in 1992), while the compound annual
growth rate during this period was 3.7%. By comparison, the 1997 Long Range Plan (LRP)
projects Proposition A and C revenues 10 grow ar a compound armual rate of 6.4% during the FY
1997 to 2010 pegiod without any provision or normal cyclical variation. In light of the large role
sales tax recsipts play im MTA's finances and the degres to which they are leveraged in the 1997
LRP, it is risky to program 100% of anricipated sales tax revenues because of

. the inevitable variation in sales tax revenues over tme: and
. the high forecast rate of revenue growth reiarive to historical resuits.

A capital reserve would mirigare the risk thar normal sales tax variarion will distupt capital and
operating commitments, pardcularfy in the early years of the 1997 LRP when ageressive sales tax

3

growth forecasts are coupled with high expectations for operaring cost savings.
Discussion

MTA’s sales tax revenue estimates are prepared by the UCLA Business Forecastng Project
(UCLA/BFP), one of the ew orgamizations generarng projestons specificaily for Los Angeles
Counry. Its forecast of Proposition A and C revenue growth reflected in the 1997 LRP varies
slightly from year 10 year, increasing at zn anmual rate of more than 7% i thres our of the first 3
vears, and tapering off to less than 6% by FY 2010 (see Chart 1). The higher near term growth
rates are fmportant because they quickly increase the revenue base upon which more moderate
furure growth is applied. Further, the lack of cvclicality in the forecast suggess thar it is intended
to serve as a smoothed long-ierm growth rate—a “base case”, pernaps.

To help assess the effects or economic variability, many leading economerric organizations create
several different forecast scenarios for consideration (e.g.. WEFA Group provides high. medium
and low cases). Such analyses are used by corporations and public enuries [0 sTuUCTUre capital
investment programs. develop conringency plans and quantify reserve requirements. Based on
our discussions with MTA staff UCLA/BFP does not generate such scenarios. oor does it release
statistical variance measures which may be used to gauge the sensitivity of the 1997 LRP to sales

Jeffrey A Parker & Associates, Inc.



Analysis of Sales Tax Reverue Variability

tax revenue volarility. We believe it is prudent to counsider the effects of an economic doOWnIUITL
or ar least a more conservarive, stable growth scenario in addition to this base case. MTA staff
has indicared that no such formalized smdy has been undertaken recently.

As shown in Charts 2 and 3, Proposition A revenues have varied significantly over time. They
reflect the prolonged economic downrurn i Southern Caiifornia in the early 1990's as well as the
strengthening local economy and higher inflation rates berwesn FY 1984 and 1985. Given this
variability, it is more appropriate to look ar average growth rates over longer periods of tme as a
benchmark for firrure growth. Historical compounded amnual growth rates are presented i Table
| below using different starting points to lustrate the effect of year to vear fluctuarions on
longer-term growth rates.

Tabie 1
Starting Prop A Compounded

LACMTA Annual Growth Rate
Fiscal Year Through FY 1996

1984 3.7%

1985 2.8%

1986 i 2.6% ( j

1987 2.3%

1983 1.6%

1989 0.5%

1990 {0.1)%

1991 (03)%

The table above shows that the highest growth rate for any period (at least five years long) is
3.7%. while FY' 1996 revenues were actually lower than in 1990 or 1991, To gauge the affecr of
lower growth rates. Chart 4 compares forecast Proposition A and C revenues per the 1997 LRP
relarive to constant growth rates of 3.7% (the highest rate i Table [) and 2.0% (near the historic
mid-point). A comparison of cumulatve revenue totals presented in Tabie 2 beiow shows the
magnifying effect of sustained lower growth rtes.

2 Jeffrey 4. Parker & Associates, Inc. ( _)



Analysis of Sales Tax Reverue Variability

Table 2

Prop A&C
Revenue Cumulative Prop A&C
Growth Rare Revenue {Sbiilions)

LEP “Base Case™ f.4% 5181
Range of Historical 3.7% S14.3
Experience 2.0% $13.0

While year to year fiucmarions will bave much lesser effects than long-term compound growth
care assumptions, their inevitability argues against programming 100% of forecasted revenues and
for maintaining an adequately scaled reserve which reflects the staristical range of likely revenue
variation.

Conciusion

Tn light of the relarively high sales 1ax growth rare forecasts buiit o the 1997 LRP and their
suscepribiliry to cyclicality, a capiral reserve 10 guard against the financial disruptions caused by
potenrial shorcills is Jeeded 10 mitigare the risks i the proposed Recovery Plan. The size of this
reserve should be quantified with the help of sensitivity apalysis. possibly in conjuncrdon with
UCLA/BFP.

Artachmenrs: Chart | - 1997 LRP Forecast Growth Rares of Proposition A&C Net Revenues
" Chart 2 - Anmual Changes in Proposition A&C Net Revenues
Chart 3 - Proposition A&C Agcrual Ner Revenues
Chart 4 - Proposition A&C Revenue Comparison Based on Different Growth Rates

March 6, 1997

3 Jeffrey A. Parker & Assaociares, Inc.
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LACMTA Financial Capacily Analysis

Chart 3
Proposition A & C Actual Net Revenues

(millions, LACMTA fiscal years)
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L.OS ANGELES COUNTY MTA FINANCIAL CAPACITY ANALYSIS

TECHNICAL MEMORANDUM
March 6, 1997
RE: ANALYSIS OF LACMTA BONDING CAPACITY TO SUPPORT THE
RED LINE PROJECT

M
Summary

Based smictly on debt service coverage ratios, Los Angeles County MTA has ample
bonding capacity (see Chart 1). However, once programmatic limitations and prudent
borrowing policy considerations are factored in, MTA is currently maximizing its bonding
capacity available for rail capiral expenditures. The 1997 Long Range Plan (LRP)
therefore provides no practical reserve capacity to buffer against adversites, such as

" operating cost overruns or shortialls in anticipated sales tax revenues, without

" compromising MTA's debt policies. As a resuit, the availability of adequate and timely
local fanding for the Merro Red Line Project Segment 3 (the Project) is suil subject to
significant risk in the 1997 LRP.

It is MTA’s policy to udiize Proposition A 35% revenues to find rail projects to the
maximum extent possible, while Proposition C 40% proceeds serve as a gap-filer. This
policy derives from the scarcity of less restictive revenue resourcss, FHowever, as shown
in Chart 1 there is no Prop A 35% bonding capaciry avaiiable for rail capital projects undl
ot least FY 2003.! As a result, Proposition C 40% revenues are being bonded o fund rail
capital projects berween FY 1997 and FY 2002 (ses Chart 3). Chart 2 shows the debt
service coverage ratios for both Proposition A and C bonds are at their minimums through
FY 2010 after including the additional bonds issued in the 1997 LRP:

The availability of the Prop C 40% bonding capacity, however, depends on MTA’s ability
to achieve cost savings Tom bus operations and on the accuracy of the 1997 LRYP sales tax
revenue forecast. The highest risk period in the 1997 LRP may well be aver the first few
years when the largest reductions in operating cosis and the fastest increases in sales tax
revenues are projected. The proposed Recovery Plan will be in jeopardy if the large
volume of Prop C Discretionary debt shown over the next three years must be deferred
due to unplanned operating deficits or failure to realize sales tax revenues projections.

| Thers is a two-vear lag berwe=n band issuance and the beginning of debt servics due to capitalization of
interest. This permits Prop A bonds to e issued in 2003 (ses 1997 LRP Plan Assumnptions seczion below),

! The minimum debt servics coverage ratio for Propasition A 33%4 is 1.15 (o revenues. For pianning
purposes. MTA uses a mimmum debr servica coverage rado of 1.03 for Propesition C 40%. aithough this
test differs from the ones coniained in the bond covenants (se= Addirional Bond Tests sectian beiow).



Analysis of Bonding Capacity to Support the Red Line O
Overview

The Full Funding Grant Agreement (FFGA) for the Project dated January 31, 1995 calls
for MTA to:

. establish capital reserves to protect against the financial risks of unforeseen
events;
. accord the Project first priority for use of the capiral reserve amounts;
. adjust the Project’s Local Share to the extent actual federal contributions
? vary from the amounts set forth in the FFGA

The capital reserve is defined in Appendix 6A. of the FFGA to consist of the MTA’s
bonding capacity relative to revenues from Propositions A and C sales taxes.’

While the FFGA capital reserve is traditonaily orjeared toward cost overruns,
LACMTA’s use of aggrassive assumptions for sales taxes, fare revenues, operaring costs
and capiral program commitments, as well as previous shortfails in local cantributons to
MOS-3, point to the need for capital reserves to meer the agency’s local share obligations.

The FFGA obligations for local comtributions (including ISTEA) are 424 million short

(see Appendix 1) and the 1995 Long Range Plan commitments incorporated by reference O
into Secrion 12 of the FFGA are now in their second revision and represent a progressive

erosion in LACMTA's delivery of non-federal fintis to build the Project while continuing

to operate and maintain the existing system. In no small part this erosion int local fiscal

affort is due to LACMTA’s failure to realize prior sales tax revenue projections.

LACMTA’s bond financing for rail capitai projects comes primarily from two sales tax
reverue sources: Proposidon A 35% (rail development program) and Proposition C 40%
(discredonary) revenue bonds. Indeed, all of the Proposition A 35% and most of the
Proposition C 40% revenue bond financing has been used finance rail capital projects.’
MTA’s policy is to leverage oniy the fiunding streams ailocated to raii capital to avoid
borrowing for operatng costs. While the agency could leverage revenues set aside to
fund operations, technicaily, this would compromise LACMTA's commitment to operate
and mainrain the Project and the existing system, and would not represent prudent
financial policy.

Officiai Statements (OS) for bonds backed by Propositon A and C revenues were
reviewed along with other documentation to idenrify issues relating to the availability or

} Proposition A and C each provide MTA witha % of 1% saies mx on saies within Los Angeles County.
* Precise figures have not vet bean provided by MTA Treasury.

- Jeffrey A. Parkter & Associates, Inc. U



Analysis of .Bondfng Capacity to Support the Red Line

the pledged capital reserves and to quantify bonding capacity based on the 1957 LRP. A
review of the bond programs and related issues is presented.

Sources of Sales Tax Revenue Debt

The Ordinances enabfing the Proposition A and C sales taxes provide that the proceeds be
allocated to categories shown in Table | below.

Table 1
Proposition A Proposition C
Use Amount [ Use Amount

Lacal Remmn Program 5% £ | Local Reurn Program 20%
Rail Development Program 35% Fresway & Highway™ 25%
Discretonary 40% Commurer Rail 10%
Toral 100% | Bus & Rail Security 5%
s Discredonary 40%
Tortal 100%

*Transit-related

Notwithstanding the use cazegories above, MTA's sales tax revenue bonds are usually
issued on a more general basis,. There are, however, additdonal bond test restrictions for
Proposition A bonds thar relate to the above caregories (ses Addidonal Bond Tests
secion). The revenue base pledged to bondholders typicaily consists of the overall sales
tax procseds less the Local Allocarion and less an administrative fes paid to the State
Board of Equalization. In most cases, the purpose of ezch bond financing as set forth in
the Official Statemenrs is exzremely general — “to finance the cost of various ransit
projects” and bond-relared costs.’ We have requested MTA provide information about

the use of procesds by debt issue and by project.

The “use of procseds” section in the Official Statements generally shows that most of the
bond procesads are directed to a Construction Fund. There is lirtle or no detail provided in
OS documentation about Construction Fund sub-accounts relating to use caregories or
specific projects. This is true even for Propositon A Second Tier Obligarions, which
placs limits on Non-rail project-related debr.® The Bond trustee’s role in ensuring that
proceeds are used per the limitations set forth in the Ordinancss is also unclear.

S Bond issuancs costs. interest capitalization fund and debr servics reserve fund.
$ Geand Central Square Housing and Redevelopment Sonds can oniy be supported by Proposition A 0%
discratonary funds (see Quistanding Bonds section beiow).

3 Jeffrey A. Parker & Associates, Inc.



Analysis of Bonding Capacity to Support the Red Line m

Proposition A Bond Proceeds Limitations

The California legislature historically imposed limitations on the use of Proposition A
revenues and bond procseds relative to the Red Line project (30% limit) and MOS-1
(maximum dollar amount). These constraints were both repealed effective January 1,
1595. While no longer in effect, these constraints are important in understanding the level
of local support available to the Project over time. The Proposition A funding limitations
were repealed approximately one monzh prior to the January 31, 1995 FFGA signing date
and are referenced in FFGA Appendix 6A (Capital Reserves).

The Los Angeles Counry Transportation Commission Revenue Act required MTA to give
priority to the construction of several transit projects authorized in the LACTC Ordinance
No. 16 (Proposidon A Ordinance) and [imited the amount of Proposidon A sales tax finds
used to Gnance the Red Line Project.” Specifically, Proposition A revenues were limited
to funding 30% of MOS-1 and no more than $300 million in Propositon A-backed bonds
could be used to fund the Red Line in toral. The original bonding limitation was 5100
million, but was amended to S300 miilion in February, 1990. The apparemt intention of
these limitations was to ensure that gon-Red Line rail projects (e.g., Blue and Green lines)
received adequare funding.

B s
O

Propesition C's 40% Discredonary category is one of MTA's least restriczive funding
sources. However, Ordinance No, 49 (Proposition C) conrains the foilowing important
provision relative o MOS-2: “funds Fom diis revenue sourcs will not be used for capital
improvemenrs for the Metro Rail Project berwean Unicn Station and Hollywood.” Since
federal funds 1o complete MOS-2 have now besn exhausted, the sources of finds to fnish
MOS-2 are resmricted.

Bonds Outstanding

Over time MT A has issued several different series of bonds backed by Proposition A and
C revenues with varying levels of seniority. As of June 30, 1996, the following General
Fund debt amounts were outstanding:

*The System described in the Ordinancs was proposed to serve the following areas: San Fernando Valley,
West Las Angeies. South Canrer Las AngelewLong Seach. South Bay/Harbor. Canmry Fresway Corridor.
Sanra Ana Fresway Corridor, and San Gabriel Valley.

4 Jeffrey A. Parker & Associates, Inc. U



Analysis of Bonding Capacity to Support the Red Line

Table 2
Qutstanding
Issue @ 6/30/96 (Smm)
Prop A
First Tier Senior Bonds 51,4063
Tirst Tier Second Senior Obligation(a) $29.9
Second Tier Senior Bonds(b) §135.3
Commercial Paper{c) §2430
-t Subrotal - Prop A(d) $1,815.0
Prop C
First Senior Bonds $0.0
Second Senior Bonds 51,083.9
Commercial Paper(e) $60.7
Subtotal - Prop C(f) §1,144.7
Other(g)
General Revenue Bonds (Gateway) 3169.5
Caruficares of Participation 3158
Subrotai - Other 31851
Total General Account $5.144.7
Notes:

(a) Support Japanese leveraged lease payment abligadons for light rail cars.

(b) Include S31.. million in ourstanding principal for Grand Czaral Square Muitifamily Housing Bonds
and Grand Canmai Square Qualified Redevelopment Bonds. MTA is obligared to make debe servics
payments, but only from the +0% discretionary share of Proposition 4 sales t@x. with respect to the
Redeveiopment Bonds and, under crain circumstancss. the Housing Sonds.

(¢) Maximum authorized amount is S350 million. Amount shown is fax-exempot

{d)’ Inciudes $1.317.0 million of refunding bonds. Does not inciude amgunts due under the Propositon A
Swap Agresment or other financings in which “spillover” Proposidon A revenues (revenues availabie
after debt sarvics for Propesition A revenue bonds and commercial paper) are used to fnd debt
service directly or indirectly as additional credit suoport.

(¢) Maximum authorized amount is S 150 million. Amount shown is @xabie.

() Inciudss $204.1 million of refunding bonds. Does not include amounts due under the Proposidon C
Swap Agresment ar other dnancings in which spillover Propasidion C revenues are used (0 fund debt
service direczly or indirecdy as additional credit support.

(g) In additon to the amounts shown, MTA aiso has $236.5 million in Cartificates of Participation issues
outstanding which are inciuded in the Propriezary Fund accounts and there is approximately $139.9
million cusmnding in Benefit Assessment Distnict Revenue Bonds © support the Red Line.

b Jeffrey A. Parker & Associates, Inc.



Analysis of Bonding Capacity to Support the Red Line
Other Supported Obligations

In addition to the amounts shown above, as of June 30, 1996 Proposition A and C
revenues available after payment of First and Second Tier obligations were used to back
approximately $337 million in additional debt as listed beiow.

»  $30 million of Revenue Antcipation Notes issued on February 28, 1996 (since repaid):
Funded working capiral needs until proceeds of the sales tax and other revenues were
recaived. Payable from the Enterprise Fund and to the extent necessary also from

Proposition A funds.

«  $19.5 million of Special Districts Association COPs for buses leased to the City of Los
Angeles, the County of Los Angeles and the City of Sama Clarita through the
California Special Districts Association. If any of the lessees fails to make their lease
payments, the Authority would be cbligared to make such payments from Proposition
A “spillover funds” (funds available affer payment of Proposition A revenue bonds and
commercial paper).

+ $118.4 million of California Transit Finance Corporation COPs: Lease payments are
supported by numerous revenue sources including spillover Proposition A and C
revenues.

«  $169.5 million of General Ravenue Bonds (Union Station Gareway Project):
Payments are secured by a pledge of fare box revenues and fe2 and advertising
revenues and spillover Proposition A and C saies tax revenues

-

Additional Bond Tests -

The Bond Indenmures for Proposition A and C bonds estabiish limits on the amount of

additional bonds that can be issued based on a ratio of debe service to sales tax receipts.
These limits vary by the senioriry of particular issues and are different for Propositon A
and C borrowings. The additional bond tests currently in effect are summarized below.?

3 The precise definitions of Maximum Annual Debt Servics set forth in the bond indenmures are
compiicated and differ by issue type. The descriptions hersin are summaries oniy and the full text of the
indenmures should be reviewed for more detailed assessments. Additional coverage tests apply
commerciai paper issues and swaps.

& Jeffrey A. Parker & Associates, Inc.



Analysis of Bonding Capacity to Support the Red Line

o A
s 35% of the Annual Tax Collections’ » 115% of Maxdmum Annual Debt Service for ail

First Tier Senior Lien Bonds
(Note: The above test relates to the rail development program use category)

«  75% of the Annnal Tax Collecdons®® > 125% of Total Maximum Annual Debt Service
for all OQutstanding Debt

(Note: The abave test relates ta the comgination of discretionary/non-rail and rail development
program use categories)

. 40% of the Anmual Tax Collections”® 2 125% of Total Maximum Annual Debt
Service for ail Non-rail Debt which is Qutstanding Debt

P ion C:
«  Annual Pledged Revenues® 2 400% of Maximum Anmal First Seaior Debt Service

(Nore: There are crrentdly no Propasition C First Senior bonds outstanding)

. Annual Pledged Revenues* > 130% of Maximum Anmual Debt Service for all Bands
and Debt on Pariry with Second Senior Bonds

There do not appear to be any programmatic additonal bond test reswictons for
Proposition C debt.

1997 LRP Plan Assumptions

MT A assumnes that all additional bonds issued in the 1997 LRD are senior lien bonds. For
planning purposes, the debt service coverage ratios are modified somewhat to account £or
the lack of monthty data and are applied only against rail capital revenues. Moreover, in
the 1997 LRP MTA also imposes an internal adminisratve carge of 5.0% and 1.3% on
Proposition A and C revenues, respectively, thereby reducing coverage proportonately.
Finally, new bonds are assumed to capitalize interest for the frst two years, thereby
delaying the effect of new bond issuance on short term cash flows available to caver

% 4 s nnual Tax Recsips” is defined to be Propositon A sale tax revenues collected for any L2 consecudve
months out of the 18 consecutive months immediately preceding the issuance of additional bonds.

10 % 4 onal Tax Receipts” is defined 10 be Proposition A sale tx revenues callested for any 12 consecutive
months out of the 13 consecutive months immediately preceding the issuancs of zdditional bonds.

" 3 nnuai Pledged Revenues™ is defined to be “Pledged Revenues” collected for any 12 consecudve
months ou of the 18 consecutive months immediately precading the issuancs of addidonal honds. Pledge
Revenues. in turn. ire dafined to equal Zross sales @x rec=ipts less the Local Alloument and less an
administrative fes due to the State Board of Tqualization.

7 Jeffrey A. Parker & Associates, Inc.



Analysis of Bonding Capacity to Suppart the Red Line m
operating and capital expenses. Thus the debt service requirements of new bond issues
do not compete immediately for cash resources.

The 1997 LRP applied a coverage ratio of 115% for Proposition A 35% rail capital
bonds. For Proposition C 40% rail capital bonds, however, te 1997 LRP applies a debt
service coverage ratio of 1.05, which differs from the matios shown above. The bonded
amounts in the 1997 LRP are approximarely one half or less of weal Proposition C 40%
revenues during the plan horizon due to the ned to fund operations and existng debt
service. Operating funding and increasing debt service needs therefore constrain the
agency's bonding capaciry in the LRP model.

Chart 4 shows 1997 LRP debt levels rising steadily berween FY' 1957 and 2010 w0
support rail capital expendinures, although debr issuance slows towards the end of the
pericd. However, Chart 3 shows the propordon of Propositon A and C dabt relative to
MTA (non-Local Rerumn allotmenr) sales tax revenues begins to drop slowly after
peaking in FY 1999, as swong Proposidon A and C revenue growth continues. This trend
reflects the gradual drop in Proposition A 35% and C 40% combined spending on transit
operations and debt service relarive w revemues (see Chart 6).

A comparison of Proposition A 35% and C 40% financing costs relarve w revenues in

Chart 7 shows approximately a 10% rise betwesn FY 1997 and 2001 and then a siow O
mpering. The increase is driven by higher Proposition C 40% debr servics requirements

through FY 2004, reflectng bond issuancs actviry berwesn FY 1997 and 2002. [n

contrast, Proposition A 35% debr generally declines throughout the period in spite of

bond issuances berwesn FY 2003 and 2010. However, the higher coverage ratio for

Proposidon A 35% debt applied in the 1997 LRP is more reswictve relative o the one for

Proposition C 40%, so additonal bonding capaciry does ot increase in groporton (o the

combined drop in debt service relative to reveaue.

Combined transit operations spending reiative to Propasition A 35% and C
40% revenues drops sharply in the first two years and then remains level (see
Chart §), reflecting the demand for rail capital spending. This drop, which
is based on realizing planned operating efficiencies, is critical, as it provides
the bonding capacity needed for the rail capital program.

The merged Proposidon A 35% and C 40% tend masks differencss berween the two
relative to spending on wansit operadons. Propositon C 0% operating spending drops
sharply in the early years {based on assumed bus operating effciencies) allowing for
heavy rail operarions spending and bonding. This drop contnues ar a more moderare
pace as spending for rail operatons is phased our over time. [n conmast. Proposition A

#

8 Jepfrey A. Parker & Associates, Inc. u



O

Analysis of Bonding Capacity to Support the Red Line

operations spending starts out low due to heavy existing debt service requirements and
gradually increases as higher revenues ease this burden.

QOther Issues

~ " . . % e
!

The section describing MTA's Long Range Plan in the OS for the latest Propositon A
revenue bond issue®® contains language suggesting that the delivery of Red Line segments
2 and 3 is dependent on the timing and amourt of federal contributions. This is contrary
to the language of the Full Funding Grant Agresment, which requires the grantee @
maintain the scheduie and complere the Project even if there is a delay in federal finds.
Specificaily, the Official Statement states

“The Long Range Plan assumes thar approximately 50% of the funding for the
Metro Redline Segments 2 and 3 will come fom federal comtributions to the
project, as consistent with the Full Funding Grant Agreement. The assumpton is
carried forward for the funding of thres firure rail lines: San ¥ ermando Valley
East/West and the Eastern and Western extensions of the Metro Red Line. Ifthe
federal conmripution, either on an annual or a total basis, is lower than
anticipated, the timing and delivery of the above projects will be impacted.”

To our knowledge, this language was not included i OS’s for other nrevious borrowings
and may therefore represent a change in palicy and/or disclosure level.

Sales Tax Revenue Forecast

The discussion above assumes realizarion of LACMTA's sales tax revenue forecast.
Appendix 4 conrains a review of the sales tax projections. Shortfails in the sales tax
revenues have a leveraged impact because they are used first w fund operations and
axisting debrt service. The remainder is leveraged through the issuance of debt. Thus, to
the extent the remainder shrinks or disappears altogether, further Project delays would
follow, efectively replaying the current situation. This is an important factor in the aesd
for the Recovery Plan to establish a capiral reserve, as LACMTA's 30- and 20-year pians
have had t0 respond to shortizils in sales tax revenues. Heavy programming against sales
tax forecasts have historicaily ledt little or no ailowance far normal variarions in economic

conditions.

" Proposition A First and Second Tier Senior Sales Tax Revenue 3onds Series 1996-A and Propositon A
Second Tier Sales Tax Revenue Refunding Sonds Series 1996. poth dared July L. 1996.

9 Jeffrey 4. Parker & Associates, Inc.



Analysis of Bonding Capacity to Support the Red Line

Attachments:

Chart 1 - MTA Rail Capital Bond Coverage Ratios Assuming No Addirional Debt
Chart 2 - MTA Rafl Capital Bond Coverage Rarios Including Addirional Debt

Chart 3 - Gross Proceeds from Bond Issuance - Prop A 35% & Prop C 40%

Chart 4 - Prop A&C Debt vs. Prop A&C Revenues

Chart 5 - Ratio of Prop A&C Debt Outstanding to MTA Prop A&C Revenue

Chart 6 - Transit Ops and Debrt Service as %ages of Prop A35% & C40% Revenues
Chart 7 - Prop A35% & C40% Debt Service as Yeages of Revenues

Chart 8 - Prop A35% & C40% Transit Ops Spending as %ages of Revenues

March 6, 1997
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