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e:~rey A. Per
Assocsates, Inc. ~

[3753 ~!W Z~nd Place Ft Lauderdale, FL 333ti TeL 954-845-9410 Fax 954-845-9429

April 17, 1997

Ms. Ndva Picayo
U.S. Deparrmeat of Transportauoa
Federal Transit Adminisn~arioa TpM-4I
Room 9301
400 Seventh S~ SW
Washington, DC 20590

RE: FINANCIAL C.~P ~CI'TY :~YALYSIS OF I~C',2TA'S JAl'tUARY 1997
RECOVERY PI.~Y (Task Order No. ~, Contract No. DTFTb0-95-~-~I41~

Dear 1~ls. Picayo:

Enciose~. please fnd our Financial Ca~aciry Analysis or the Los Angeles County Metropolitan
Traasporrauoa Auriioriry's January, 1997 Recovery Plan. 'I~us report consists of a presenrarion
orieated Findings se~aon suaported by several tecfsnicai anpendic~ and was prepared in
association with John l~iIli;an, CP 4

Should you have any questions please ~1 free to call either Jeffrey Parke: az (508} 645-8095 or
me at (954) 345-9410.

Sinc~reiy,

~/

Ron ~Iains3~a1
Director

Enclosure

cc: John viiili;an ~ =T _--- ; , __ -
Ie~ey :~. Parker "; = ~- 'mil r ~'.:_ :~ .:;

~; '~
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TECHi~iIC~L MEI~IOR~YDLJI~t

February 12, 1997

RE: LOS ~YG~LES COUNTY I~IT~ FINr~YC7AL C.~P~CTTY ~YAI.YSIS

BUDGET VS. ACTU~iI. HLST~RY FOR TR~1vSTT OPERATIONS

:fin analysis of 1~iT'A's budgeted versus actual results ror transit operations indicates the auency

has aot met irs denct re~ucuon proje~-aons. For the three most recently campleted fiscal years,

the unantic:pate~ shortfall in the a~eacy's E*~terprise Fund budged w~ic:~ cansists of bus and rail

operations, was anproximazely X85 miilioci. ldT~. is projecting an additional dencit of SI I- 1?

million far the current $scat year. To be sure, 1TTA has me: with a string or"adve:Se evenu over

the oast severs! years. Nonerhe!ess, this accumulazed de~cit must be funded by the agency's otfier

financia{ resaurc~. The structural ooeratin~ dencrs have de~le~e~ the a~eacy's reserve :ands,

leaving less ~nargn for error.

~T'ne summary table below snows that unfavorable budget variances have oc~srred mostly on the

e.~ense s:de ova time, although rhe: e are revenue snoc-a~ails in zsc:~ yesr as we1(s~ Tables 2

and 3 or detail). This send has impor-~ant implications regarding tfie acfuevabiliry ar tfie agency's

latest dra.~t Land Range irans~ortarion Phan, given the iugn le~~e3 of cost savings siate3 from

ff~I15iL ODeI3II011S.

Table Y
L~1Cl'IT~ Enterprise Fund

Budgies versus :~c:ual Results

(.~l~i'tllion)
Revenue VariancE Ex{~ense ~iariancE

Surptus!(De~icit)
Variants

Praje~ e~ Y 1996197 (SI0.9) 50.0 (~ i0.9)

FY 1995/96 (~.6) I (SoS.S) I (So9.1)

1994/95 I (~0.6) I (4.01 I (SS.Z)

cy 1893/94 I (~~..;) I (59.01 ~ (51 .3)

Tara! :or Pw~iod I {518.0 I (S79.I) ~ (597.0

We have not ~ande:-~aKea a de.aiie~ operational analysis of she budge: vananc~s shown, ~Ithoush

several unde:iyin~ treads, ~Niucz ?re mown in TaD[es ? end ~ are worh ~oincinQ out snd snouid

oe monitored ave: the mont~is ahead:

Jetjrey ,~. Pzrker 3c .~ssociares, Inc.
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I1?CcLITA Operarians Budget vs Actual Analysis

February 12, 1997

• Actual fare revenues have regularly Callen below budget, even 
bezore fare levels

were iroze~ per the consent decree.

Actual salary and wades and fringe benenu in a.g~e~aze have exc~
sded budget by

at Ieast SIO million each year, with the exc~auon ofFY 94/95
,

• ~lIocated overfiead costs are increasing considerably. While alloc
ated overhead

did not e;Qst prior to FY 94/95, the &ctors driving tine Iar;e in~eas
e over the past

two years should be documented.

• Bus operating expense overruns have besn Iar~e until the current f
iscal year, while

rail operating case have be~..n Iower t#ian budgeted exca~t far FY 
96/97 (see table

below). ~s ae~N lines open, raz1 operations will become a bisz~er facto
r and the

projected increases in rail firebox recovery rarios w~l new co be
 resiize3.

Table 3

Transit Operations Ezpeflses by ~l~Iode

Bud~st versus actual Results

(~Gllion) Bus Opersuons l Rail Opersdons I Total

Proje~e~ rY 1946! 97 I 513.7 I (512.7) I 50.0

FY 1995196 I (Si~.l) , ~;.5 I (5a~.~)

FY Igga/95 I (5~0.~) I ~1~.7 I (54.~

FY 1493/94 I (51~.~) ~ ~6.~ I (59.0)

Total gar Period I (596.x) I ~I7.1 J (~79.I)

FY 1997 Proje~~ions

FY 1997 =ull year orojecaons base:i on December year-to-dat
e results Som the dram De~amoer

FY 97 Financial Uodaie snow an 31 I million ae~ct` :~ ~ZI 
million proje~ea ~noraaIl in fare

revenues is driving phis resui~ Part or the lore snorrtail is ar~se
t 5y S9 million :n addiuona[

rormuia lands that ~fT:~ rec~ive~ in she mid-vest ;eailocarion. T
ne w~mense ~icie snows zo

c:~an~e :tom budgie: on a ~Il yesr basis, but assumes cost ove
: runs in the coil related to the C~tG

ous proolems are onset by ooerarin~ ~ceac.'es in the Spring, ~l
tfiou~ no de~aiis are provide.

~Offica of tifana.se:nent & 3udQeL stag indicated that wni
ie same worain~ c~an~es are

(iicefv ~o the Fnancial L~odate, the numoe:s have oern finali
zed.

Je~fre}~ ,~. Parker ~'c .~ssociares, Inc



I.~CcL1T~ Operations Budget vs Actual ~nalyris

Fet~rvary L, 1997

Notes on Historical Bud~eiing Process

T"ne introductory message from the Chiet Executive Offic~t in eac'~ o~ the last three adopted

budgets captain similar themes: (1) the budget process started with a large dencit; (2) the deficit is

balanced, az least in part, through same siQnincant cast cuts; (3) there is an ac~rnowled~ement that

solving the suuctural dencit issue long-term will be very dimcult The fflllowing are notes from

each of the last 3 budget messages.

Fiscal 197 Budget

• "We have overcome a pote~riai S40 m~lion operating deficit to presem a balanced

budget without reliance on one-time revenues, reduc.-d service or increased fares.

We have acfueved tfiis throw tightly contro(Iing menses and benendng from an

improving economic ou~loak"

Noted that FY 1996 budget assumed a re~ucrion in operator salaries and fringe

oenefiu or over ~ZO million witflout a reduction in service levels and that tfie

reduction did not mase:ialize.

also noted that in FY 1995 actual ooeratin~ revenue was X44 million below

budget, due to a fare increase that did not materialize and thaz the budge: was

ultimazely balanced c~raugh one dme revenue and si~cant szaa reductions.

Fiscal 1996 Budget
"Overall, we bean the FY96 budget process with the potential fora 5108 million

operating denct...To eliminate the budge= QaD and create an orga~on thaz

mer*s the news of our consrituenc.'es ~Nfuie operating witfun our means, we

developed an ag~essive sit or"management and financal objectives..._.Internal cost

reduc:.ions, deta~e~i in the Operanng Budget serrion, have resulted in the net

reduction of over 600 positions, represemin~ anproximate!y ~~3 million in

ravines."

• Included S9 million surplus to fund tie best year of a three year progam co

eliminate the prior years' accumulated X27 million de~cit (which is now

approximately SSS million).

E:cplicirly re~omized the reliance on one-dme and disc: eaonary revenue sourer

for this budget

Fiscal 1995 Budget

"This szructual dap betwer~ operarin~ cnsrs and revenues has ~.~ed for several

years but had 'oeez oases ?reviously with reserve funds. That oouon no lone:

~.Yists since the reserves are e~e~xively ~~ci~austea."

~dopte~ the rec~mmendauons of a Deioirte ~ Toucae study to address a

proje~ ed 5135 million agenc;r-wide ooerarine budgie. Qap. The ~fiorralI was co oe

addressed thrvuQh internal cost reduc~ons (~27 million), net fare adjustments (5
25

Jeffrey ~. Parker ~c ~ssociares, Inc



I~C.~1~IT~ Operarrans Budget vs Actual analysis

Fei~ruary IZ, I997

million), service adjustments (S21 million), Labor (SI4 million), and new or

reallocated resources (S39 mllion).

Proposed fare structure in~ease service cnantes prflmpted legal action eventually

resulting in Consent De~res.

Vas to Eiave avoided reIianc~ on unspe~.IIe~ cyst 5avin~s.

FY 1994 rare revenue and otile: budEe~ shorualls rewired use of ail remainin
g

discretionary funds to balance books.

Nett Ste{~s

As part of its latest Long Term Transport ion Plan, I~IT:~. has idezriue~ a series 
of operating cost

reduction measures, same or whic:~ are quite saeciuc. Over tf~ce cnmin~ months 
ii will be

necessary t0 moniLot' the imple:nentaii0n oT'[hese programs as wes as assess the 
overall budge;

pic~ure to QauQe he level or iunain~ resources demandea 5y transit operations. This
, in tum, will

help to flag potenrial 5inding gaps for Red Line consruc~on.

4 lerJre~~ .-~. P,zru~r ~c .-~ssociares, InG
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LOS ?~YGELES COL~(TY IYiTA FIYi A,lYCI[~L C.~P
ACITY :~Yr1.LYSIS

TECHIVIC~I, l~1El~i0 Rr~YD UYI

tifarc~ 6, 1997

RE: ~:YALYSIS OF SALES TAX REVENUE V~RL-ABILITY

Summary

Los r~nge~es County ?~iT~.'s sales ta~c revenues are cyclical 
by nasure and same level of ;rear to

year flucniarion is to be ~.~mer,ed Beswe~ FY 1984 and 1996
, annual 7owth rates for

Proposirion A have ranEed tom 1~.1°~a (m~ 1985} to -8.~a% (i
n 199?), white the compound annual

~owch rate durumg this period was 3. r%. By comparison, 
the 1997 Long ~e Plan (I.RP)

projects Proposition ~ and C reveaues to mow at a cam~ou
nd affival rate or 6.~°~o dLu7IIg the FY

1997 to 2010 period without spy provision rot normal c fc:i
cal variaIIon. In 1i~nt of the large role

sales tax re~~inu play ~ titT~'s ~nancrs and tl~e dey*e~ to 
wnic}~ they are Ievera~ed in the 1997

LAP, it is risky za pro~a~n 100% of anucinate3 sales tax re
venues because o~

the inevitable variation in sales tax revenues over tie: and

the him forer.~st rte of ~veaue ~owth re?azive ,o historicsL
 results.

(~'~ ~ capital reserve would miciQaze the risk that normal _ales t
aY variation unto disrupt c3nital and

~~~ o~e:ating commitments, partic•.iiariy is ~e ~ariy lesrs of 
she ! 99? LRP wf~ea a»essive sales caY

growth ore^..asrs are coupled -~rirh fii~. e:~er.aiions br oo
~~ c~sz savings.

Discussion

tiIT~'s sales tax revenue estimates are prenare~ by the
 li CL~ Business Forecasrin~ Project

(L~CL.~/BFP), one or he ~e~N ur~auizanons ;e~e:armg 
projer~ons soey.ncaily or ~ os ~e?es

County. its fare~ast orP:opos~ion :~ and C revenue 3ow
th re3e~:e3 ¢t she 1997 LRP varies

sii~htiy from year to veer, uicreasin~ at an annual rate or 
more Shan i% m three ocu of tfie nrst ~

vents, and ~nering ott to [es5 than b°~a by r f 2010 (set 
C`aart I). The Eu~ne: near germ ~vwth

rates are im~orrant be^..ause the~i quic!ciy inc.ease he r
evenue base Amon waic~ more moderate

future growth is appiiea_ r~ircher, the !ac!c of c~~ciicaiiLy in the rore~asz ~~eszs c
hat it is intended

to serve as a smoothes Ions-_erm, ~owch rate—a ~~ase 
case'', pe:yaps.

To help assess the e~e~s of z~anomic vanabiiity, many ;e~d
in~ ~onome~ic oro3niz~rions create

several diaeroIIL LOC~L'3SZ sc~aarios for c~nsideratioa (e.7._ ~N
Ei:~ Group provides ~ medium

and !ow cases), juca ~natvses are us~~ by comoranons ant
i ~uduc ~~uties to ~zruc:ure capital

investment oro~.*ams. ie~reioo c~ntin~eacy plans ana auanui
y reserve ~~uire:nents. Based on

our disc•.issions with ti(T_~ ~zaa. liCL arBF? does not ~
ene~te suca ~c~narios. nor noes i~ relerse

;tatistic~i variance mersures :v'tuch may be nse~ to huge 
:fie ~z:uitiviry or :he 194 r Lam° :o sales

.Ie~frev ~ Par{cer d'c :~..ssociares Inc



analysis of Sales Tar Revenue Variabiliry

tart revenue vo 1an1iN. VJe believe it is prudent to conszder the er~ecu o~ an econo
mic downturn.

or at least a more conservative, stable ~-owrh scenario in addirion to this base ca
se. l~fI'~ staff

has indicated that no such formalized study has begin undertaken recenLiy.

As shown in Charts Z and 3, Proposition A revenues have varied si~incantly over 
Lane. They

reflect the prolonged economic downnun in Sourhe n Calir"or~ia m the early 1990's as 
well as the

srreugtherun~ 1oca1 economy and higher in~arion rates berweeu FY 1984 and 1985.
 Given this

variability, it is more appropriate to look at avera7e ~owt~i rates over 1on~er periods of
 time as a

benc~unark for funize ~-owth. H~storica.[ compounded annual ~owth razes are presented in Table

1 below using dir'~erent szardng points to ~lusffate the e$'ect of year to vest fluctuations on

longer-term ~owth rates.

Table 1

Stamng
L~CI~IT~

Fisc~t Year

ProQ ~ Compounded

:manual Growth Rate

Througf~ FY 1996

1984 3. i°~u

1985 ? 8°%

l 987 I 2.3 °'a

1988 I 1.6°'0

1989 ' 0.9%

1990 (0.1)°'a

1991 (0.3)%

Tne table shove shows ghat the highest ~owzh rate cot any period (ar !east 
eve ve3rs Long) is

3.7°%_ whue FY 1996 revenues were acrually Lower than in 1990 or 1991. T
v ;au~e the ~~ect of

lower ~owch rates. Chart ~ compares corec.~st P:~posiAon :~ and C revenues 
aer the 1997 L:ZP

re!a~ive to constant ~*owth rates or 3.79% (the aiQhesz rye ~.0 Tsole t) and ?.0°% 
(near the historic

mid-point). ~ cDmDariSon o2 cumulative revenue [otais presented in lai~ie'_ 
be?flw shows [he

ma~ni~rin~ z~e~t or sustained !owe: ?*~owtfl gates.

~ IeTJ"rey .~. Parker ~c .-~ssociares. Inc



analysis of Sales I'ax Revenue var
iability

Tsble 3

Prod :~&C

Revenue

Growth Rate
Cumulative ProQ :~3cC

Revenue (Sbiliions)

LR.P ̀ Base Casey 6.-' % ~ 13.1

Range or Historical

E:~erieac~

3.?% S 11.8

2.0% S I ~.0

While year to year flucrnarions wt~
l have much Iesser e$e~rs tl~n lop

s-te.~ compound growth

raze assumptions, weir inevirabuit
y argues against pragramming 100

%a or ~ore~aste~ revenues and

nor maim inm~r an adequately sc.~
ied reserve whicf~ reverts she statisa

cai range or 1i~eiy revenue

variatio a

Conclusion

In light of the re!auve~v ~ie~ sales 
ax ~owzh:~e ;are~szs Suitt into

 the 1997 LRP and Their

;usc~~dniiiry to c.~cuca.[ity, a capit
al reserve co ;card a~~ainst :he ~n

anc:al disruptions caused by

potential shorrralls s aerded to m
iri~e cfie risks in ttie or000sed R~o

very Plan. ine size or'tEiis

reserve 5nould be auantined with 
the vein of sensitivity analysis, nos

sioly in conjunction with

li CLrvB F?.

attachments: Chart I - 199 r ~..RP 
Forecast Grow~h des of Pr000si

tiou ~&C Net Revenges

CSarc ? -annual ~.dIIges in P:00
0s~rion ~3cC vet Revenues

C'nar~ 3 - Pro~osiuon :~cC Victu
al Net ~eveaues

Chart =~ - Proposition ~C Rev
enue Cor~arison Based on Dir

iereac Growth Rats

yiarcn 6. 1997

Je~Jfrev .-~ Parker ~c .~s'saciares, In
c
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LOS ?~YGELES COUNTY yTT~ FTiY~YCIAL C~PAGZTY ~,,vriLYSIS

TECHNIC2~.L ~iOR~i,YDUNI

March- 6, I94?

RE: ~iN?iLYSIS Off' I.~C11~iT~ BONDIYG C.4P:~.CTTY TO SUPPORT 'THE

RED LIlVE PROJECT

Summary

Based strictly on debt service coverage ratios,.Los Aage!es County MTV has ample

bonding capacity (see C~azc I). However, once pro~nunatic limitations and prudent

borrowing policy considerazions are Eactare~ i~ 1~1T~ s currently ma '*n+T ~ its bonding

canaciry ava~able far tali c~ita! e.Ynenditures. I'ne 1947 Long Range Ptah (LRP)

theremre provides as pracrical reserve capacity to buaer a~ainsz adversiries; such as

" operating cast ovemms or snocttalls in anu~nazed 5aies ta.Y revenues, wiihouz

compromising 1~tTA's deft policies. ?~s a result, the avaiIa6iury of adequate aad timely

loca!'iunding for zhe l~ie~ro Red Line Proje~ S~mern 3 (the Projer) is sail suoje~: to

significant risit in the 1997 LR,P.

Tt is 1~1TA's ~oGcy to uuiize Proposiuoa ~ 35% cevernies to fund rah oroje~s to the

ma~amuin extent pos~ol~ wiule Proposirion C ?0°/a prods serve as a fan-der. Ibis

polies derives Frain ttie scarcty oilers restrictive revenue ;esourc~. ~oweve.; as 5~lowri

' in Caart 1 there is no Prop :~ 35% bonding canary availaole rot rail caniial pmaecs until

at tessc FY 3fl03.1 As a result Proposition C 40% re~reaues are being bonde3 to fund tali

canitai projecrs beiweea rY 1997 and FY ?402 {set Cnar~ 3). Chart 2 snows tfre d
ebt

serric~ c~vera$e ratios for both Proposition A aad C bonds are at their minimums tfirou
~h

FY 2010 after inciudin~ ttie additional bands issued in she 1997 LAP.=

The availability of tiie Prop C 40% bonding capacity, aowevet, de~eads on ~1~LT~'s ab
~iry

to ac sieve cast savings mom bus operations aad on the ac~racy of the 1997 LRP sae
s r~x

revenue fore~as~ The his~est risk period in the I99 r L~1' may wet be over the u"rrst f
ew

y~rs when the lar?es= ►educ~ions in operarin~ c~s~s ana the ~stesc inczesses in sales tax
revenues are projected. I:ne proposed Re~~very ?(an will 5e in jeoparay ii she (arse
volume oiProp C Disc:euonary de~c shown aver the ne.Yt thres years a~usz be deferred
due to unnianned ooerarine de~c:ts or caiiure to reaii~.e sales raY revenues proj~ons.

~ There is a rno-Vent fag bern~.z bond issuance snd the beginning of ~c sezvi~ due ~n caoirafiz~don ai

inte:esL This permi[s Proo ~ bonds to be issuaf in'_003 (sc :94; I,.~.p Plan ~,-su~andoas s~::oa oeiow~.

The minimum debt service coverage ratio For Proposition A ~:4'a is I.15 to re~reaues. Far planning

purposes..~fT~ uses a muumum de+~t se.•vi~ cover.~e caua ai 1.05 for Prooasitian C TO°'~. afthoug.~ this

test dit'~ers irom the ones contained in [he bond ca~~manrs (sue ddivanaf Bond i~,sts sedan be'.o~v~.



Analysis of Banding Capacity to Support the Red Line a

Overview

The Full Funding Grant ~reemeirt (FFGA) far tf~e Project dated January 3I, 1995 calls

for MTA to:

• establish capital reserves to protest a~ainsc the financial risks of unforeseen

events;
• accord the Project first priority for use of the capital reserve amounts;

• adjust the Project's Local Share to the aaeriL actual federal conm~utions

~- vary from the amounts set forth in ttie FFGA.

The capital reserve is defined in Appeadpt 6A of tfie FFGA to consist of the I~tTA's

bonding capacity rela~ve to revenues from Propositions A and C sales taxes.'

Wtu7e the FfGA capital reserve is tradirionally orierned toward cost overruns,

I.~~iT~'s use o£ aQ~es~ive assuinotians for safes fixes, fare ceve.~ues, operatin¢ costs

and capital pro~rr-am commiunerits, as well as previous shortfalls in local contributions to

MOS-3, point to the ne.-d For capital reserves to meet the a.gency's local share ob[i~ations.

The FFGrL obli~azions for local cariuioutions ('iaciuding ISTF.~) are X24 mi3lion short

(set ~npendix 1) and ttie 1995 Long Range Plan caaunitmenrs incorporated by reierenc~ O

into Se~xion 12 of the FFGA are now in their send revision and represent a progressive

erosion in LAC12T~'s delivery of non-~~ieral funds to build the Project wiu7e carninuing

to operaze and maintain the wdscing rystem. In no mall Dart ~fiis erosion in Ioca.t fiscal

effort is due to LA~iTA's fa~ure to realize prior sales tax revenue projections.

LAC;I~tTA's band financn~ for rail capital projecs comes primarily from two sales tax

revenue sources: Proposirion :~ 35°~0 (rah devefopmem program) and Proposition C 40%

(discrerionary) revenue bonds. Index, ail of ~e Proposition ~. 35°'o and most of ate

Pmposition C ~°/a revenue band fnancirig has bey used finance rail caDitai proje~ss.'

l~iT~'s policy is to leverage only the funding sins alloc~ued to rah capital to avoid

borrowing for operating cosu. Wh~e the agency could leverage reve.~ues set aside to

£and operations, te~iznically, taus would campronuse L.4G~1~1T~'s cflmmiunent to operate

and maintain the Project and cfie e~dsting system, and would not rearesent prudent

financial policy.

Official Statements (OS) ~r bonds bac~Ced by Proposition A and C revues were

reviewed along with other docsme.~tarion to identity issues re~atin~ co the avazIai~iliry or'

Proposition ~ and C ~c.'~ provide 1TI'~ ~vi~h a'f_ Qf L°~o SdICS L1.Y OII 53105 ~V1[f11II L05 :~AP~CICS COt1I1N.

Precise f lures have not yu br_n provided by MTV Trctsury.

? Jef'f'rey r1. Parlter ~Pc Associates, Inc



Analysis or Bonding Capacity to Support the Red Line

the pledged caDitaI reserves and to quanriry bonding capacity based on the 1997 LRP. A

review or the band programs and related issues is pres~nteri.

Sourc~.s of Sales Taz Reveaue Deft

The Ordinanc e enabling the Proposition A and C sales takes provide that the proceeds be

allocated to catea~ories shown in Table 1 below.

Tahle Z

Pro osition :~ ~F~~"fy<_`S Pranosition CM

U~~. amount b,.'.HY ~S4 ~~O4lll

Local Return Prosram =5°~0 '~~~€A,:~ Local Return Program ZO%

Rail Development Pro~r'am 35°~a ~~~ . Freewa 3~ ~~wa ~`
y

ZS%

Disc:etionazy =~0°,~ ~~ n Comm ter Rail 1Q%

Tat3j 100 /o ..:~, BLIS & R311 $ZLZtIlty ~ , o

., Discrerionary =0%

q~.~ Total 100°'0

'Transit-related

Vorwirhsandin~ the use cate2ores anove, SIT a'; sales tax ; evenue bonds are usually

issuea on a more ;eaerai basis,. There are, however, additional pond ~esz res~icsons rot

Pr000sirion ~ ponds .hat re?ale ~o she above categories (set :~ddiriona! Bond Tesu

sermon). iae revenue base ple~ee~ to bondholders typically consists of the overall sales

tax proc~~s (ess the Local .~lloc~ion and less an aaminis~ative zer paid to the State

Board or'Equalization. In mast cases, tine purpose of eac7 bond unancin~ as seL forth in

the Official Staie.•nen~ is e:ctre:ne!y ~ezeral — "to frnanc~ the cos of various a-ansit

orojer-~s" and 'pond-ce?aze~ costs.' We nave re:~uese~ VtT:~ provide inr'ornarion aoout

tf~e use of prods by deft issue and by ~roje~~

Tne "tis~ of proc~~s" ~~on in the Ofncal Statements ge.~eraliy shows thaz most oz :he

band ~roc~s are direr:e~ to a Conszruc~ion ~ ~.ind. T'ne: e is Iittle or no de:aii provided in

OS docsme:~~ion about Cons~rucaon rued sup-accounts reiarins to use caie~ories or

s~e~inc prajec*s. vs is xue eve. nor P:~000siAon 3 Second Ter Obti~auans, wiuca

place limits on Non-tali ~roje~-fe!ate~ ae~c.' ine Bond trus~e~'s ;a(e in ensuring that

proca~~s are used pe: rile iimiraiions se: or~h in the Ordinances is also unc:ear.

s Bond issuance casts. ince.~t ca~icalization fund and dept se vic_ reserve un~

' Crand C_aual ~aua~ :?oasin~ and Reaeveiopme~t 3onds can only be s~oport
e:i by ?r000sirion .~ =0° o

discretionary tends (ss~ Outstanding Bonds sewn beiaw).

,Ie~Jr~~ ,-~. Parker ~c .-~ssociares, Inc



Analysis of Bonding Capaciry to Sr~pport the Red Line O

pr+~~osmon A Bond Proceeds Limitations

The California le2islamre historically imposed limitations on the use of Pr000sirion A

revenues and bond proceeds relative to the Red Line project (30% limit) and \BIOS-1

(maximum dollar amoum). These consffainrs were both repealed e$'ective January I,

1995. Wh~e no longer in es~£ecr, these constra.inu are important in understanding the level

of loca.[ support avaiIaole to the Project aver time. ?he Proposition A funding limitarions

were repealed approximazeiy one monk prior to the January 31, 1995 FFGrL signing date

and are referenced in FFGA Appendix bA (Capital Reserves).

The Las r~ngeles County Transportation Commission Reveznue rLct required I~iTA to give

priority to the consarucrion or"several u~ansit projesxs autfiorized in the Lr~CTC Ordinance

No. 16 (Pr000siuon A Ordinance) and Cunited the aznourn ofProposition A sales tax Winds

used to finance the Red Line ProJe~t.' SQ~tcaily, Proposition ~ revenues were limited

to funding 30% of1~fOS-1 and no mare than 5 00 m~TIion in Proposition :~-backed bonds

cauld be used co and ~e Red Line in total. The original bonding limitation was SI00

million, but was amende i to ~QO muIion in February, 1990. the apparem intention of

these limitarions was co ensure c~az non-Red Line rail projects (e.?., Btue and Gre~~n lines)

rec~ive~ ade~uaie iunciing.

proposition C a0% Disc; erionarv,~und Limitations

Pmposiuon C's ~0°/a Disc: etionary c3te3ory is one oi1~iT~'~ least restric~ve Funding

sources. However, Ordinance No. 49 (Proposition C) contains the following important

provision relative co I~tOS-?: "5inds prom ttus revenue source will not be used for caDiLa
l

improvements :or cite l~le~o Rai Pmj~: berwe~..n Union Starion and Hollywood." Sind

federal funds to c~moiese YIOS-? have now bin e.~ciiauste~, the sources of funds to f
inish

I~IOS-? are resuicce~.

Bonds Outstanding

Over time I~LT'.~ has issued several diaer~t series of bands bacicecf by Proposition A and

C revenues with varying levels of setiority. :~s of June 30, 1946, the following General

Fund dent aznoums were ouutanding:

'The Sysum desaioe~ in the Ordinance was pcopased to serve the ioilocving sreas: San F
~~nanda Va11ey.

West Los ~ng~~es. South C~ta- Los :~nge'.wLan~ 9eac~. Sough Bayil~aroor, C~~cury =r
er:vay Corridor,

Santa Ana Fr~vay Corridor, and San Gabriel Valley.

=~ Jeffrey rl. Parker do ~#ssociares, Inc O
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~rralvsis of Bonding Capacity to Support the Red Line

~.,J
Table

Outstanding

Issue (a~ 6/30/96 (~mm)

Prop :~
F'u-st Tier Senior Bonds SI,406.3

F'u-st Tier Second Senior Obligarion(a} 524.9

Second Tier Senior Bands~b} SI~5.8

Commercial Pa~erf c) 24; . 0

. Subtotal -Prop ~(d) ~I,SIS.O

Proo C
Fu3t Senior Bonds 50.0

;~S~and Senior Bonds .. ~ . .'~ ~I,083.9

Commercial Pane~e) .. .- ,~ 00.?

5ubtotai -Prop C(fl ~ ~ ~I,1~.7

Othe:~g)

Total Comae: aI ~c~~unt S~, I~4.7

Notes:
(a) Sungort Taoanes~ 1e~reza~e~ Iease payment ooli~rions gar !i~t ~aii cam.

(b) Inc:ude ~ l.! miiIaon in aucszanding prin~~al or Grand C:auai Sauare 
1~fultiiamily dousing Bands

and Grand C:.aQai square Qualifie:i R.~ie~~e?opmeni hands. idT~ is ooligated to 
make deft s~rvi~

paymenc~, but oufy ~m cfi~e ~°% disc:eaonary share of ~rouosirion ~ des ca~c
, ~.viifi re~~~ to the

Re~evelonment fonds and, under ~:tain creunsnn~s.:he :3ousing hands.

(c) 1~faximum aurhoriz~i amount is S~SO million.:mount shown is ~~c-~~eznDc

(d) Includes SI 31 .0 miIlion of r~~unding bonds. Does not include amounts du
e under the 't roposition

Swan ~~me.~t or outer nnancn~,s in waic.+~ ~~ilIovef' ?r000sition A reven
ues (r~f~ues av~ie

ax3er dqL :rezvi~ for Pmnasitian :~ re~~enue sands and c~mmez~ai paper) are ~sseri
 to land cleat

service dir~.iy or indir~.fy as addivanat ~e~it sungort

(e) l~fa.Yimum auchori~.~ mount is SI50 million.:mount s~oam is ra.Yable.

(~ Includes ~Z04.1 million ai :eiundin~ bonds. does not include amounrs due 
uncle: *.fie Proposition C

Swap ~~znent or ether ~nancings in wiucn ~ulwe.- araposiuon C revenues 
are us~:i to land deft

service dir~.ly or indir~~iy as additional c:~iit ~~~ort

(g) In addition to the a~nouncs si~own, lviT~ also has S235.3 million in C: rrinca
tes of~ticnation issues

outsnndin~ tvfuc.~ are :nc:uded in the Proorie:aiy rsnd ac~unts and there
 is an~ro:cimaieiy SI~9.9

million ourstanciin~ in 3eaent ~ss~ssme.~t District ~ie~ue Bonds ~ suD~a
R the cZe~ Line.

CTenerai Revenue Bonds (Gateway) SI69.~ ''

C~*tuicares of Parrici~auon ~ ~ o

S uotota.i - Othe: 1 S ~ . t

5 Jeffrey ~. Parker & .~ssoczates, InG
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Analysis of Bonding Capacity to Support the Red Line

Other Supported Obligations

In addirion to the amounts shown above as of7une 30, 1996 Proposition A and C

revenues available after payment ofFu~t and Second Tier obli3arions were used to back

approximately S37 m~lion in addirional debt as listed below.

• S30 m~Iion ofRevenue :~ntiapation Notes issued oa February 23, 1996 (since repaid):

Funded woriang capita! news unt~I proc~ds of the sales tax and other revenues were

recraved. Payable tom the Enterprise Fund and to the extent nerxssary also from

Proposition A funds.

X19.3 m~lion of Special DisQicrs association COPs for buses leased to the City of Los

Angeles, ttie County ofLos Angeles and the City of Santa. Clarity through the

California Special Districts ~sso~atioa If arty of the Jesse-.s fails to make their lease

payments, tfie :~urtioriry would be obii~ed to make such payments from Proposition

A "spylover funds" (funds available a$er payment of Proposirion A revenue bonds and

commercial paper).

~I IB.~ mu~lion of California Transit Finance Corporation COPS: Lesse payments are

suppoRed by numerous revenue sources including s~iIlove: Proposiuoa A and C

revenues. O

5169.5 million of Genera[ ReveQue Bonds (Union Station Gateway Prnje~x):

Paymenrs are se^~ by a pledge of ire box revenues and rep and adver~ising

revenues and spuIover Proposition ~i and C sales cox revenues

Additional Band Tests

The Bond Indezrures ~r Proposition A and C bands establish limits on the amount or'

additional bands that can be issued based on a ratio of deft servics to sales tax re~~iprs.

These limits vary by the seniority of particular issues and are diaere.~t nor Proposirion :~

and C borrowings. T'ne additional bond tests cirrently in effect are summarized below.3

' The prise definirions ai ytaximum annual Debc Service set forth in the bond indezcures are

complica[ed and di~'e.~ by issue ~yoe. ~e desciorions 5erein are summaries only and the full 
te.~z of the

indentures should be revic~ved for more detailed assessrccezrs. ~ddiaonal coverage cesu apply 
ro

commercial paper issues and mans.

o Jeffrey ~. Parker & .~ssociares, Inc. O
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Provosition ~:

• 35°/a oz the Annual Tax Collections9 z III°/a ofl~aximum Annual Debt Se
rvice for all

F'u~t Tier Senior Lien Bonds
(Note: The above test relates to the rail development pragram use cat

egory)

75n/o of the .manual Tax Colle~rio~° z I?5% of Total 1/faximum r~rtual De
bt Service

for aII Outstanding Def t
(Note: The above test relates co the camoirratiorr o~'discretiorrary

inoa-rci! and rail developnrerrt

progrmn use categories)

40% of the .~nnuai Tax Collections=° Z Imo% of Total l~Ia~atTtum annual De
St

Service for all Non pail Dent which ss Outstanding Debt

~*' t
annual Ple~~e~ Revenuesu >_ 440% of Ma~Qmum annual First Sznior 

DeSt Service

r (Note: 1~rere are crrrently ,ro Proposition C Frrsr Senior Dorrds oursrandi
n~}

~ , 3.

• ~nrlua! Pledged Reveauesii ~~ 1 0% of l~faximum ~~nnual Debt Service
 for aII Bonds

and Deei~t on Parity with Sand Sesuor Bonds

There do not appesr to be any progranimaric aadirionai bond test res~icso
ns far

Pro~osivan C debt

199'1 I.RP Plan ~.ssumptions

tiiT~-~ assumes ti~at alI additional bands issued in the 1997 I..~P are s~i
or Lieu bonds. For

pIannin~ purposes, ~e de5t service c~vela~e ratios are modin"ed som
ewaaz to ac: gum for

the Iac~C of monthly data and -are a~olie:i only against eau ca~irai revenues.
. yloreover, in

the 1997 LRP 1iiT~ also im~os~s an inrernai adminis~-ative c:~ai-~e 
.oi.~.~°/a and I.~a~a on

Proposition .~, and C revenues, resnecavely, thereby re~uc n~ cavera
ge proQortionate~y.

F'uially, near bonds are assumed to ca~ita.iize interest for the first two 
years, ~ere~y

de~ayin~ the et~e~ of new bond issuance on short term cash bows avai
lable to cover

"annual TaY .~inrs" is desired to be Proportion ~ pie ra.Y re~~e cues
 c~lle~d for auy I? cons~sdve

mon[fis aut of the 13 caas~scive months imme~iateiv fir ing the issuance of additianai bonds.

10 ":~nnuai TaY . ipcs" ;s de~ne~ to oe ?:voosition ~ ate caY reve.~ues call~:~i for a
ny I? ~nserudve

months aut ar the IS pns~cuive months imme:iiaufy ping tie 
issuance of :~ddiaonai ponds.

" ~ ~nnua! Pled~e:t Revenues" is deZne:i to be ~Pl~dg~i :teti~enues» 
gall fee any I? ~nseyuuve

months out of the 18 cans~ative months immediate y rat ing the issuance of aadiaonaL bonds. P!e~ge

tZevenues, in turn, ire d~ine:i to equal ;rocs sales ta.Y re.^ripts Less t
he Loril alIotme.~t and less an

adminisu~auve f~ due ro the state Hoard of ~~ualizauon.

~ Je~frev ,-~. Par~ter ~c associates, Ins
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operating and capital e:cpenses. Thus the debt service requirements of new
 bond issues

do aot compete immediately for cash resources.

The 1997 LRP auplied a covera;e ratio of 115°% for Pmposition ?~ 3~%rail capit
al

bonds. For Proposition C 40% rail capirai bonds, however, the 199? LRP applies a 
debt

service coverage rario of 1.05, which dift~rs fiom t~.e ratios shown above. The bo
nded

amounrs in the 1997 LR.P are a~proximazeiy one half or less of coral Proposition C 40%

revenues during the plan horizon due to the nerd to fund opera~ons and ~-Qsting debt

service. Operaring funding and increasing debt service needs therefore constrain the

agency's bonding capacity in the LRP model.

Chart 4 shows 1997 LRP debt levels risia; steadily berxern FY 1997 and ~OIO co

suppon rail c3niral e:rpendinues, aithousa dein issuance slows towards tie end of the

period. However, Chart ~ shows the proportion of Proposition A and C debt relative to

1~ITA (non ~.ocal Return allounent) sales tax revenues bens to neap slowly afrer

peaking in FY 1999, as suoa; Proposirion ~ and C revenue ~owth continues. This trend

re~ects the ~adual drop in Pmposiuon ~ 35% and C ~0% combined 
spPn ins on transit

operarions and debt service relative to revenues (see Chan ~.

comparison of Pr000sirion A 35% anti C 40% financing costs re:arive to revenues in

Chart 7 shows aaproximazely a IO% rise bet~reea rY 1997 and ?401 and ctien a sl
ow

~anering. The increase is driven 5y hi~~ Pronosirion C ?0°'o de5t se.^rice re~uiremears

through FY ?004, rer3e~ring bond issuauc~ ac~viry be:wern FY 1497 aad?002. In

contrast, Proposirion A 35% debt geneally der:ines throe=sour die pe,~iod in sane of

bond issuances be~veru FY X003 and 2010. riowever, the higher coverage rario For

Proposirioa ~ 35%debt aDpiied is cfie 1997 L.~~° is more resnricrive relarive co the on
e for

Proposition C 10°/a, so addiriona! bondin; caaaciry does not incise is ~ropomon to the

combined drop in debt service relanve to revenue.

Combined tz-ansit operations spending relative to Prvpositioa A 35% and C

~0°Jo revenues drops sharply in the first two years and then remains level (see

Chart 3), reflecting the demand for t~iI caQita! speadiay. his drop, w~ic~

is based on resiizing planned operating efficiencies, is critical, as it provides

tf~e banding c~paciiy ne~sied far the rail capiia! program.

T'ne m~;ed Proposition .~ 35% and C =i0°'o ~d mass diaerenc~ be:we-..a the t
wo

re!auve zo .s~endin; on ~ansii ope:auons. PL'OD05IQOA C 1O°~o oDe.3IIIlQ Si7CIIQIIl~ 
dIODS

sharply in the erriy years (bases on assumed bus ~ae:-ating emcie c:es) allowing 
for

aeaw rail onerarions spending and bantling. finis drop con~inues ~ a more mo
de:a~e

~ac~ as speadin~ for rail ooe:ations is phased out over rime. In conBast Proposit
ion :~

Jejfre~~ :~. P~rk~r ~C .~ssociares. Inc
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oQerarions spending s~arrs out low due to heavy e.~cisrin~ debt ser
vice requirements and

~raduaIly inc: eases as higher revenues else this burden.

Other Issues

1- ~ • • • • su- • . - - Y

The section desc:itiin~ 1~IT~'s Long Ranee P!an in the OS for the l
atest Proposirion ~

revenue bond issuer̀  contains lansuage suggesting thaz tfie delivery of
Re;i Line seamenrs

2 and .i is dependent on the timing and amount oz :`ederal canu-iburions. This is cnnuaiy

to the lan~t?4e of tine roll Funding Gram ~r~:nent, wnic7 requires 
the gn~rner to

maintain the sc:~e~ule and comnleie the Proje:.-t even i~ there is a delay in ze
~~al Winds.

Spe~incalIy, the ~fncial Stazemezt states:

"The Long Range P(an assumes that aporoximately ~0% of the iundin
~ far she

yteso Reline Sea:nenrs ?and 3 wiil come from e;ieral conu-iourions to the

projec4 as consistezL with the F~.iII Funding Ganz ~grea:nent T;ze assumpt
ion is

carried forward For *he ~undin~ of three ~mre rail lines: San Fernando Vall
ey

E~-rlWest and the E3ste:n and Wes~e.*n ~.nerisiQns or the tifeuo Red Line. 
~~rhe

federal cann-ivuAon, either on an annual or a total basis, is lmver r
/zan

anticipated, the riming and delivery of tfie above projerrs will be impac
ted"

To our !mowied~e, this lan~sa~e ~~as not nc:ude~ in OS's rot other ?r
eviaus barrowin~s

and may the: eiore ; enresezt a caange in poiic;~ and/or iisciosure level.

Sales Ta~c Revenue ~ore~..sz

The discussion adove assumes realization of L ~Ctifi ~'~ sales tax 
revenue tore~asz.

~paeaciix ~ c~niains a re~rie~N of she safes pax oroie~ons. Snoresails 
in she sues tic

revenues have a feve.~ge~ impac~ be~..ause fey are use3 ~rst ro fu
nd operations and

westing dept services The remainder is Ieve:a~ze:i thrown tfle issua
nce or dept Tnus, to

the wYte:~t she remainder shrinks or disappears altoge:i~e ;norther Pm
je~ delays xould

follow, e~erave~y re~iayin~ use current snktion. T'nis is an imIIor
anL :actor :n the ~1e~

nor ttie Re~~very P!an to asrai~Iisn a capital rese.~re, as L ~C1~iT>~'~ 
30- and _fl-ye :r ?fans

nave had to cesaona to SIIOI~iI~S lII 53~PS cox i2'/e:1L1BS. r~@3V~f DCO~'
3I11II11R~ ~.̂ ainst sales

tax rore~aszs nave hiszoricaily (e.~ Iittie or no ailowanc~ or nornal vari
ations in ~anomic

conditions.

'~ P-000siuon :~ cirsZ and ~~~nd ~~e: ~e:uor Sales ~a~
 Re~:eaue fonds ~e::es 1996-=~ and ?!vpasirio

n

~e~nd Tier ~aies Ta.~ Revenue ~e.%unding Bonds ~~nes
 1996, oath da[ed ~uiy 1. [996.

9 .IetJrev .-~. Parker ~C . ~,.ssociares, fnc
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Attachments:

Chan I - i~fTA Rai Capital Band Coverage Ratios assuming ~To ~ddiuona! Debt

Chart Z - ~1riT~ Rai Capita! Bond Coverage Rarios Inciudin~ Additions! Debt

Chan 3 -Gross Proc~ds from Bond Issuance - Prop A 35% & Prop C 40%

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

Chart ~ -Ratio of Prap r~&C Debt Outstanding to I~iTA Prop A&C Revenue

Chazt 6 -Transit Ops and Debt Service as %ages of Prop 1135% & C40% Revenues

Chart 7 -Prop r135D/o & C40°/v Debc Service as %a.ges of Revenues

Chart 3 -Prop ~5% & C~0% Transit Ops Spending as %ages of Revenues

~ilazch 6, 1997
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