CCTA — Administration and Projects Commiiftee Sept. 3, 2009 (revised Sept. 16, 2009)

Subject

Measure J Strategic Plan Update

Summary of Issues

Recommendations

Financial Implications

Options

Attachments

Changes from

The Authority updates the Strategic Plan approximately every two years
committing funding to specific projects for the next 5 to 7 years. Updates
to the Strategic Plan are necessary to revisit assumptions relative to
revenue growth and inflation, and to ensure that project commitments do
not exceed projected Measure J revenues. The 2009 Update to the first
Measure J Strategic Plan comes during a significant downturn in the
economy which is adversely affecting Measure J revenues and increasing
debt service on proposed bonds.

Staff has prepared three revised revenue scenarios for the Authority’s
consideration. Under these scenarios, Measure J revenues (in 2004 dollars)
would total approximately $1.5B, $1.55B, and $1.58B respectively, over
the life of the Measure. These scenarios represent a 22% to 25% reduction
from the 2007 Strategic Plan estimate.

The reduction in revenues, combined with the projected increase in bond
debt service lessens the amount of funding available for capital projects in
the first six years. Because the Measure J Expenditure Plan does not
contain a contingency for economic downturns, the Authority will need to
delay some projects and tighten the funding caps on Capital Projects.

Staff recommends approval of the “moderate growth” revenue scenario to
carry forward in the 2009 Update.

Measure J sales tax revenues are now estimated to total $1.5 - $1.58 billion
(2004 dollars) over 25 years (April 1,2009 through March 31, 2034),
down from the $2 billion estimated in 2004 when the Measure passed.

The Authority could defer any action pending further deliberations

A. PowerPoint Presentation
B. Sales Tax Projections Scenarios

The APC approved staff recommendations and directed that the financial

Committee analysis be updated to reflect the finance strategy adopted by the Board on
8/26/09. and that the full Board receive the presentation at its September
16 meeting.
Background

Measure J, which started on April 1,2009, will be in effect for 25 years. The first Measure J Strategic
Plan was adopted in December 2007, covering the period FY2008 through FY2015.

Recognizing that there will be economic cycles and that project development might falter, the Authority
updates the Strategic Plan approximately every two years committing funding to specific projects for the
next 5 to 7 years. Updates to the Strafegic Plan are necessary to revisit assumptions relative to revenue
growth and inflation, and to ensure that project commitments do not exceed projected Measure J
revenues. The 2009 Update to the first Measure I Strategic Plan comes during a significant downturn in
the economy which is adversely affecting Measure J revenues and potentially increasing debt service on

proposed bonds.

WCetasvi\common\04-APC Packets\2009109-03-09\Authority\18 - updated BL.2009 Measure ] SP RevSchlssues.docS:A04-ARC Packets\2009409-

03-09\AutherityAL8—updated BL2009 Measure J-SP-RevSehlssues-dee 3.A.18-1



CCTA — Administration and Projects Committee Sept. 3, 2009 (revised Sept. 16, 2009)

In February 2009, the Authority began the update process. However, it became clear that additional time
may help validate many of the assumptions made in the Update. So the Authority decided to delay the
adoption of the Plan to better assess the impact of the recession on its sales tax revenues, validate
assumptions on financing costs especially for the first bond issuance, account for any bid savings from the
Caldecott and SR4 East widening from Loveridge to Somersville, and complete the review of latest cost
estimates on major Measure J projects.

Actual data on fiscal year 2009 revenues and inflation rate are now available, signs of an economic
rebound are increasing, and the Authority’s plan to issue debt on September 23, 2009 is-being
selidifiedhas been finalized. In addition, construction bids for the Caldecott 4™ bore are due on
September 16, 2009 and construction advertisement for SR4 East widening from Loveridge to
Somersville is targeted in mid September. A cost review of e BART and SR4 East widening from
Somersville to 160 is also underway and expected to be completed by end of September.

Sales Tax Revenue Projections Update

Given the current downturn in the economy, staff has revised the revenue projections. based on actual
FY2009 revenues ($64.3 million actual v. $67.5 million assumed in February 09) and FY2010 budget
($64.3 million). Three scenarios were examined (Attachment B):

o Scenario | (conservative growth) assumes a prolonged recession with the economy continuing to
deteriorate through FY2012, but flattening in FY2013. Economic recovery is assumed to start in
FY2014. Average real growth over the life of the Measure would be 0.69%. Under this scenario,
revenues would total approximately $1.5 billion.

o Scenario 2 (moderate growth) assumes a shorter recession with recovery in FY2011. Average
real growth rate would total 0.84% over the life of the Measure. Under this scenario, revenues
would total approximately $1.55 billion.

o Scenario 3 (aggressive growth) also assumes a shorter recession with recovery inFY2011 but
with an average real growth rate of 1%. Under this scenario, revenues would total approximately
$1.58 billion over the life of Measure J.

Staff recommends the use of the “moderate growth” scenario for the 2009 Strategic Plan as signs of an
economic rebound are increasing. Under this scenario, revenues would be down ~23% over the life of
the Measure.

The average year-to-year real growth rate for the Measure C program was approximately 0.45%.
However, excluding the downturn in FY2009, the average growth rate was 1.13%. A real growth rate of
1% was assumed for the 2007 Measure J Strategic Plan, and also in 2004 when the Measure J
expenditure plan was developed.

Under the “moderate growth” scenario, Measure J would generate $428 million (escalated) through June
30, 2015 compared to $583 million estimated in the previous Measure J Strategic Plan. The 2009 Update
must address the significant drop in projected revenues.

Bond Sizing and Debt Service Update

To expedite high priority projects throughout Contra Costa, the Authority entered into a forward interest
rate swap agreement (swap) in 2005 for $300 million in bonds to be issued starting on September 23,
2009. The swap agreement was entered info at the time to help secure low interest rates on the bonds.
Due to the recent credit crunch, liquidity costs (cost charged by a financial institution to buy Authority
variable rate bonds if not sold on the marke) previously in the range of 0.25% have increased five times.
Therefore the low interest rate of 3.9% hoped to be secured by the swap arrangement is now close to
5.4%.

Prompted by the credit rating downgrade of bond insurers, a portion of the bond proceeds is now required
to be kept in reserve as an insurance policy, making it unavailable for projects in the short term.
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At its special meeting in August 2009, the Authority approved the issuance of Bond Anticipation Notes
(BANS) in the amount of $200 million, and termination of a third of the swap amount ($100 million) at a
cost of $7 to $10 million. -A -second bond in the amount of $100 million will be issued in 2011. This
spreading of the $300 million bond into two issues [$200 million in Sept 23, 2009, and $100 million in
2011] better matches cashflow needs and is expected to be more cost effective in the current financing
environment.

In the 2007 Strategic Plan, it was projected that the Authority will be able to issue two other bonds in the
amount of $150 million and $138 million in 2012 and 2015, respectively. Proceeds from the last bond
were to be dedicated solely to eBART. Given the downturn of Measure J revenues, proceeds from the
last bond are now expected to fotal ~$23 range-between-$33-42-million pending-which-assuming the
moderate growth revenue scenario-is-ised.

B

Policy Issues to be addressed in the 2009 Measure J Strategic Plan

The projected reduction in sales tax revenues and increased bond debt service costs present several policy
issues for the Authority:

Tightening of Funding Caps — As a first step in implementing Measure J, the Authority adopted a
financial framework in May 2006 that segregates Measure J annual revenues earmarked for Capital
Projects from those dedicated to Programs. By committing an “off-the-top” percentage of annual
revenues to each Program, the on-going needs of operating programs are addressed. On the other hand,
for Capital Projects the need for Measure Jfunding is essentially dictated by the project delivery schedule
and ability to secure other funding sources.

With this adopted framework, Progranis will receive an annual distribution of the Measure J revenue
stream based on percentages set in the Expenditure Plan of the actual annual revenues received.
Fluctuations in sales tax revenues on a year to year basis will be reflected in the annual Program
distributions. On the other hand, Project Categories will receive a fixed amount in 2004 dollars that will
escalate based on the Bay Area Consumer Price Index (CP1).

In the absence of an unallocated contingency or a set-aside to recover the cost of bonding in Measure J
Expenditure Plan, the Authority imposed a 90% “Funding Cap” on all Measure J Capital Project
Categories in the first Measure J Strategic Plan. The “funding cap” allows the Authority to pay for
ostimated debt service and bond issuance costs, pay for Overall Program Management consultant costs
(1.5%), provide a contingency against reduced revenues, and pay for staff project management costs. The
BART Extension to East County (eBART) category had a reduced cap of 95% in return for that project
incurring all debt service and issuance costs for the third bond issue which is slated to be dedicated
exclusively to eBART.

The combined effect of diminished sales tax revenues and increased debt service reduces the amount of
funding available for Capital Projects during the Strategic Plan period. In the 2009 Strategic Plan, the
Authority will need to delay some projects and tighten the funding caps on Capital Project Categories to
approximately 669%. The Authority’s decision to infuse State Local Partnership funds over the next five
years (~ $26 million) into Measure J capital projects softened the impact of the revenue reduction.

Measure J Commitments to Major Capital Projects — With the passage of Proposition 1B in November
2006, the Authority successfully applied for funding from the Corridor Mobility Improvement Account
(CMIA) for three Measure J projects:

e  $175 million for the Caldecott Tunnel 4™ bore.

o  $85 million for State Route 4 East Widening from Somersville to SR160.

o $55.3 million for the I-80 Integrated Corridor Mobility (ICM) project (along with $21.4 million in
the Traffic Light Synchronization Program)
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In addition, both MTC and BART agreed to contribute $20 million each from their Proposition 1B transit
funds to the eBART project.

Securing the CMIA funds is contingent upon the Authority delivering promised Measure J funds, and
upon its partners’ ability to deliver other local funding sources. This overriding need to secure the CMIA-
funded projects limits the Authoritys ability to tighten the funding “cap” on these projects. The
Authority’s current commitments to the CMIA projects are:

o Caldecott Tunnel: $127 million (Measure J)

o SR4 East (Somersville to SR160): $132 million (Measure J), $80 million (ECCRFFA), $15
million (Measure C)

o [-80 Integrated Mobility Corridor: $4.9 million (Measure J)

ECCRFFA Commitments to SR4 East Widening - Given the downturn in the housing market, the
Authority and TRANSPLAN commissioned a study to estimate the amount of east county sub-regional
transportation mitigation fees (ECCRFFA) that could be generated through 2015. The study concluded
that only ~$30 million out of $80 million commitment to SR4 East widening may be avaiable within the
project time frame, leaving a $50 million funding shortfall on the project. The Authority, with
concurrence from TRANSPLAN, will need to shift Measure J funds from other project categories in East
County to fulfill the $50 million remaining commitment from ECCRFFA.

Measure J Commitments to eBART—In the 2007 Measure J Strategic Plan, the Authority programmed
~$175 million to eBART, fully funding the project. As part of this programming commitment, the
Authority dedicated the last bond issuance in 2015 exclusively to eBART. Ina related action, both MTC
and BART agreed to contribute $20 million each from their Proposition 1B transit funds to the project.

Given the most recent revenue projections, Measure J funding to eBART would be approximately only
~$7280 million leaving a significant shortfall on the project. The Authority, with concurrence from
TRANSPLAN, will need to consider shifting Measure J funds from other project categories, namely
Major Streets and BART Parking categories, and programs (TLC and Subregional Needs) in East County
to fulfill its Measure J commitment fo the project.

Sub-regional Equity — During the development of the Measure J Expenditure Plan, different sub-regions
placed different emphasis on Programs versus Project Categories. In West County, for example, greater
emphasis was placed on Programs, while in East County the emphasis was placed on Capital Projects.
During the development of the 2007 Measure J Strategic Plan, each RTPC was requested to provide its
Capital Project priorities within a funding target. The funding target was based on each sub-region’s
proportional share of Capital Project Categories in Measure J Expenditure Plan:

Central County (TRANSPAC): 29.7%
East County (TRANSPLAN): 48.5%
West County (WCCTAC): 9.0%
Southwest County (SWAT): 12.8%

In return for dedicating the third bond issue to eBART, which skewed the above percentages in favor of
East County, the Authority adopted a policy to focus programming in the next five STIPs (FY 2014
through FY 2023) primarily on Measure C and Measure J projects completion in west, central and
Southwest County.
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The Authority will need to decide if eBART should incur all debt service and issuance costs for the last
bond issue given the size of the third bond is much smaller. The Authority may also need to revisit its
policy of excluding east county from competing in the next five STIP cycles due to the reduced bond size.

RTPCs Input

Due to the lower revenue projections, all four sub-regions need to re-assess their priorities in the 2009
Strategic Plan. Last March, the Authority requested the Regional Transportation Planning Committees
(RTPCs) to identify capital projects in their sub-regions that can be delayed beyond fiscal year 2015. Both
WCCTAC and TRANSPAC provided recommendations. SWAT and TRANSPLAN elected to delay
action until more information is available in the fall on revenues, debt service on proposed bonds, bid
savings and cost review of major projects. '

Proposed Schedule for the Development of the 2009 Strategic Plan

Feb 09: Approve overall approach and revenue projections

Mar— Apr 09:  Work with RTPCs/Sponsors to determine project priorities and cashflow needs for
projects through FY2015

June 09: Update halted pending further info on revenues, debt service costs, bid savings, etc.
Sept 09: Update Revenue projections based on latest information and preview policy issues.
October 09:  Receive RTPCs input

November 09:  Present draflt 2009 Measure J Strategic Plan.

December 09: Finalize Strategic Plan
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