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FINANCIAL RATINGS SUMMARY

Comparison of FY 2007, FY 2008 and FY 2009 Ratings

( 1 = Low; 2 = Medium-Low; 3 = Medium; 4 = Medium-High; 5 = High )

	
	Overall Financial Rating
	Non-Section 5309 New Starts Share Rating
	Project Capital Financial Plan Rating
	Project Operating Financial Plan Rating

	FY 2007
	3
	N/A
	3
	3

	FY 2008
	3
	N/A
	3
	3

	FY 2009
	3
	N/A
	3
	3


	Change
	-
	-
	-
	-


Capital Finance Plan

	
	Capital Condition
	Completeness of Capital Plan
	Commitment of Capital Funds
	Financial Capacity
	Capital Cost Estimates and Assumptions


	FY 2007
	4
	2
	5
	1
	2

	FY 2008
	4
	3
	5
	1
	2

	FY 2009
	3
	
	5
	2


	Change
	-1
	
	-
	-


Operating Finance Plan

	
	Operating Condition
	Completeness of Operating Plan
	Commitment of O&M Funds
	Capacity to Operate & Maintain System
	O&M Cost Estimates and Assumptions


	FY 2007
	3
	3
	5
	2
	3

	FY 2008
	3
	4
	5
	1
	2

	FY 2009
	3
	
	5
	2


	Change
	-
	
	-
	+1


New Information/Changes

	Factor
	General Comments

	Non-Section 5309 New Starts Share
	Not Applicable

	Project Capital Financial Plan
	No change.  SFMTA’s capital condition is strong and more than 80 percent of the local funding for the CS project is committed.  However, the average age of SFMTA’s bus fleet is greater than six years old, SFMTA does not have sufficient financial capacity (capital reserves or short-term financing arrangement available) to fund project cost overruns or Federal funding delays, and the capital plan has somewhat optimistic estimates and assumptions, which results in an overall rating of Medium.

	     Capital Condition
	SFMTA’s rating dropped to Medium. The average bus fleet age is less than eight years and the bond ratings of the City and County of San Francisco are better than A3/A-. 

	     Commitment of Funds
	No change.  Over 50 percent of the Non-Section 5309 New Starts funding for the CS Project is committed and the remainder is planned, which merits a High rating.

	Capital Cost Estimates, Assumptions and Financial Capacity
	No change.  A Medium-Low rating was assigned since SFMTA has not developed a contingency plan for Federal funding delays or project cost overruns.  In addition, capital cost estimates and assumptions are somewhat optimistic in comparison with historical experience and current trends.

	Project Operating Financial Plan
	No change.  The voter’s approval of SFMTA’s Charter Amendment committed additional operating funds to transit operations.  However, SFMTA’s recent service cuts to offset operating shortfalls and somewhat optimistic estimates and assumptions used in the financial plan result in an overall rating of Medium. 

	     Operating Condition
	No change.  SFMTA’s has a current ratio greater than 1.5, and has historically developed and maintained balanced budgets.  However, SFMTA has cut service in recent years to maintain a balanced operating budget, resulting in a Medium rating.


	     Commitment of Funds
	No change. A High rating is warranted since more than 75 percent of operating funds are committed or budgeted.

	O&M Cost Estimates, Assumptions, and Financial Capacity
	A Medium-Low rating was assigned since SFMTA operating assumptions and estimates are somewhat optimistic.  Further, until SFMTA’s debt capacity is analyzed under the Charter Amendment passed in November 2007, SFMTA does not have the cash balances, reserves or lines of credit to fund more than 8 percent of annual systemwide operating expenses.


PROJECT SUMMARY

PROJECT DESCRIPTION

The Central Subway (CS) project of the San Francisco Municipal Transportation Agency (SFMTA) is Phase 2 of a light rail transit (LRT) project known as the Third Street LRT Project.  The Third Street LRT Project replaces the 15-Third Street motor coach line.  Phase 1 of the Third Street LRT Project, known as the Initial Operating Segment (IOS), began weekend service on January 13, 2007 and full service on April 7, 2007.  The Metro East Light Rail Vehicle (LRV) maintenance and Storage Facility, which is part of Phase 1, is currently under construction and scheduled for completion in September 2008.  This assessment addresses only the Phase 2, CS project, which is presently in Preliminary Engineering.

The CS line will provide rail service to the Financial District and Chinatown, the most densely developed areas of San Francisco.  The LRT line begins at the existing Caltrans Fourth & King commuter rail station, which is the terminus of the IOS, and travels north along Fourth Street.  The route enters a double track subway portal between Bryant Street and Harrison Street, crosses Market Street, and runs under Stockton Street below the existing MUNI and Bay Area Rapid Transit (BART) tunnels, terminating beneath Stockton and Clay Streets in Chinatown.  The current alignment totals 1.7 miles in length and includes four new stations.  The four stations are comprised of one surface level station at Brannan and Bryant and three underground subway stations located at Moscone Center, Market Street/Union Square, and Chinatown.  The Market Street/Union Square station connects with the Powell Street Station serving Bay Area Rapid Transit (BART) and MUNI Metro lines and eight MUNI surface lines on Market Street.  The CS project also includes the purchase of four new light rail vehicles (LRVs).  SFMTA projects the CS line will reduce travel time for both transit riders and vehicle drivers, since the project will take buses off city streets, and increase annual systemwide ridership by approximately 5.7 million trips.  Overall, SFMTA projects the CS line will total 10.1 million annual boardings by 2030.

The current project budget for the CS project totals $1.3 billion, in year of expenditure (YOE) dollars.  In recent years, the project underwent significant project changes including a re-alignment, a new construction method, a longer construction schedule, and a higher project cost.  In June 2005, SFMTA voted to adopt the Locally Preferred Alternative (LPA) alignment.  As a result of the LPA alignment, a supplemental EIS is currently underway, for which completion is projected by May 2008.  During the past year, value engineering and further design development resulted in a refined Fourth Street/Stockton LPA alignment and revised budget, which is a $121 million savings from the prior budget.

PROJECT DEVELOPMENT PHASE

· Project is currently in Preliminary Engineering.

· Current schedule indicates:

· Completed FEIS in November 1998.  

(Completion of the supplemental EIS for the LPA alignment is anticipated by May 2008.)

· Start of Construction by January 2011.

· Begin Revenue Operation by June 2016.

LOCAL PROJECT SPONSOR

The San Francisco Municipal Transportation Agency is the grantee.  The San Francisco Municipal Railway (MUNI), the operating subdivision of SFMTA, will construct and operate the CS Project.
AGENCY DESCRIPTION

In 1999, the voters approved Proposition E, the MUNI Charter Amendment, creating the quasi-independent SFMTA.  SFMTA consolidated the Municipal Railway public transit service, the Department of Parking and Traffic and street management services into a single, major department of the City and County of San Francisco.   The purpose of the MUNI Charter Amendment was to achieve improved coordination, efficiency and integration for developing and maintaining the City and County’s multimodal transportation network by providing SFMTA a degree of autonomy for these decisions.  Despite a degree of autonomy provided by Proposition E, SFMTA is a department of the City and County of San Francisco rather than an independent agency or authority.  As a consequence, SFMTA reports to a variety of policy-making bodies for different issues.

SFMTA is governed by a Board of Directors (Board) consisting of seven directors appointed by the Mayor and confirmed by the Board of Supervisors, the legislative branch of the City and County of San Francisco.  SFMTA’s Board is responsible for setting SFMTA’s basic operating policies, including the operating budget, five-year capital improvement program and contracts that govern SFMTA’s operation.  Final approval of fares, service levels and the operating budget require approval or input from other city agencies.

The Mayor’s office reviews SFMTA’s annual operating budget for consistency with the formula amount of General Fund support as determined by the Controller.  The Controller is responsible for determining, by formula, the base contribution to the SFMTA operating budget from the City General Fund.  The Controller also certifies operating revenue projections from other revenue sources.  According to Proposition E, if SFMTA’s budget does not seek more than the formula amount of General Fund support, the Mayor forwards the budget unchanged to the Board of Supervisors for approval.

The Board of Supervisors approves SFMTA’s annual budget including proposed major service changes, construction contracts, funding applications, and changes to MUNI’s fare policy.  Proposition E states that the Board needs a two-thirds vote to reject the SFMTA budget; they may not modify the budget provided SFMTA’s request does not seek General Fund support beyond the Proposition E formula amount.  The Board of Supervisors also serves on the Board for the San Francisco County Transportation Authority (SFCTA), which provides a significant portion of the local funding toward capital projects under the Proposition K transportation-dedicated sales tax.

MUNI operates a network of 80 transit lines with a multimodal fleet of greater than one thousand motor coaches, trolleybuses, LRVs, historic streetcars, cable cars and paratransit vans.  MUNI averages 700,000 daily boardings, totaling over 216 million annual passenger trips.  MUNI is the second largest transit network in California and the eighth most heavily used transit system in the nation.
PROJECT FINANCIAL SUMMARY

Total capital cost ($YOE)
$ 1,289,740,474

Section 5309 New Starts Share
$ 762,200,000
59.1 %

Non-Section 5309 New Starts Share
$ 527,540,474
40.9%
Language was included in the FY 2004 Omnibus Appropriations Bill (Public Law #108-199) that directs all non-New Starts funding used for the IOS project (Phase 1 of the Third Street LRT Project) to be counted as a match for the overall two-phase project.
Recalculating the Section 5309 New Starts share to account for Phase 1 funds as directed by the 2004 legislation listed above, the revised share is 39.5 percent.  This figure is derived in the following way:

Phase 1

Phase 2
Total
Share
Section 5309 New Starts Share
$    -
$762.2
$762.2
39.5%
Non-Section 5309 New Starts Share
  642.3
527.5
 1,169.8
60.5%

Total Project Budget (Phase 1 & Phase 2)
$642.3
$1,289.7
$1,932.0
Annual project O&M costs (first full year of operation - 2017)*
$ 6,924,972
Total systemwide annual O&M costs (current year - 2007)
$ 613,310,000

Total systemwide annual O&M costs (first year of New Starts Operation - 2017)
$ 1,051,070,000
*SFMTA estimates that when the Central Subway begins operation it will replace some existing motor coach service, yielding an operating cost savings from the discontinued operations.  These savings are netted against the Central Subway’s operating cost to obtain the net incremental cost savings of $1.9 million in FY 2017 for the project.

REGIONAL ECONOMIC CONDITIONS AND FORECASTS
Regional economic outlook and forecast information was documented in SFMTA’s financial plan.

San Francisco is a 49-square mile city.  In 2000, the City of San Francisco’s population was 776,733 according to the U.S. Census.  The 2000 census figure represents the largest population in San Francisco since 1950, and marks a 7.3 percent increase over the 1990 count.  According to the Association of Bay Area Governments (ABAG), the City’s population is expected to grow 20.4 percent to 935,100 by 2030.  Over the same time horizon, population growth in the nine-county Bay Area region is expected to expand more rapidly (29.4 percent).

In 2000, 444,851 San Franciscans were employed and the City of San Francisco had a total of 634,430 jobs (16.9 percent of the region’s total).  According to ABAG, the number of jobs in the City is expected to increase 28.6 percent to 815,680 by 2030.  During the same 30 years, Bay Area region jobs are expected to increase 39.2 percent to 5,226,400.

By 2030, the San Francisco Planning Department projects a 26 percent increase in the Third Street corridor’s population and a 61 percent increase in the corridor’s employment.  The majority of this growth is concentrated in the South of Market and Mission Bay areas.  Both areas are slated for major urban densification and are expected to be among the fastest growing parts of San Francisco over the next several decades.

IMPLEMENTATION ISSUES

· Other Planned Capital Projects in the Region.
The 20-year cash flow analysis only includes capital projects which are fully funded.  Consistent with last year’s submittal, SFMTA identified the State of Good Repair (SOGR) needs of MUNI and applied funding to those needs.  All capital projects were deferred, and excluded from the capital plan, until funding was identified.  Capital projects in the planning or environmental analysis phase are excluded from the Financial Plan.  No other major capital projects are included in this plan. 
· Legislation, Referenda, or Planning Approvals Needed.
In November 2006, voters in California approved a bond measure known as Proposition 1B (Prop 1B).  The bond measure provided $19.9 billion in capital infrastructure funding during the next 10 years throughout the state.  The bond measure included a $3.6 billion Public Transportation Modernization, Improvement and Service Enhancement (PTMISE) program.  The PTMISE program will be distributed to transit operators using the California’s existing State Transit Assistance (STA) formula.  Based on the current formula, SFMTA could receive between $316 and $336 million directly from Prop 1B funds.  On May 15, 2007, SFMTA’s Board of Directors approved Resolution No. 07-064, which authorizes the allocation of $100 million from SFMTA’s Prop 1B funding to the CS project.  On June 27, 2007, MTC approved Resolution 3814, which commits $100 million of MTC’s Prop 1B funding to the CS project.

In November 2007, voters approved Proposition A, a SFMTA Charter Amendment titled “Emissions Reduction and Transit Reform” (Amendment).  The following measures included in the Amendment provide SFMTA additional revenues, reduce costs, or improve SFMTA’s financial capacity:

· Provides SFMTA’s Board of Directors authority to set fares, fines, fees;

· Provides SFMTA’s Board of Directors authority for service changes including bus stop placement and signal placement;

· Authorizes SFMTA to issue debt directly;

· Increases SFMTA’s parking allocation from 40 percent to 80 percent;

· Authorizes SFMTA to keep 100 percent of all increases in parking fees, fines and taxes that are currently shared with the City’s General Fund;

· Increases the percent of SFMTA exempt managers from one percent to 2.5 percent of workforce; and

· Provides SFMTA authorization to move funds within its budget, as long the Board of Supervisors have approved the two-year budget, and SFMTA manages within the limits of the approved budget.

· Innovative Financing Techniques Under Consideration.
SFMTA has not identified any innovative financing techniques under consideration in its financial plan submission.
FINANCIAL RATINGS

Assessment of Local Financial Commitment
N/A

Proposed Non-Section 5309 New Starts Share of Project Capital Costs

$
642.3 million - Phase 1- IOS project

$
527.5 million - Phase 2 - CS project

$
1,169.8 million - Total
60.5 %*
*  Share shown includes both Phase 1 and Phase 2 of the Third Street Light Rail project.  This reflects the instructions included in FY 2004 Omnibus Appropriations Bill (PL #108-199) that indicates that all non-Section 5309 New Starts funding for the IOS project (Phase 1) be used as a match for the overall two-phase project.  The $527.5 million in non-Section 5309 New Starts funding accounts for 40.9 percent of Phase 2 project capital costs which would merit a Medium rating for this financial factor.  Including Phase 1 funding, which is entirely non-Section 5309 New Starts funding, increases the non-Section 5309 New Starts share of the combined two-phase project to 60.5 percent and improves the rating by one level to Medium-High.

ASSESSMENT OF CAPITAL FINANCE PLAN
Current Capital Condition of Agency
Medium
MUNI maintains a diverse transit fleet composed of nearly 500 motor coaches with an average age of 6.8 years, 333 trolley coaches with an average age of 5.9 years, 151 light rail vehicles with an average age of 7.2 years, 47 historic streetcars and 40 cable cars.  The historic streetcars were built between 1928 and 1948; the cable cars were built between 1894 and 1998.  An average age was not provided for the streetcars and cable cars, as these are largely transit antiques.
SFMTA is a department of the City and County of San Francisco.  As a result, bonds issued on SFMTA’s behalf would carry the ratings for the City and County of San Francisco.  The General Obligation Refunding Bonds, Series 2006-R1 and Series 2006-R2 both received underlying ratings of Aa3 (Moody’s), AA (Standard & Poor’s) and AA- (Fitch).
The average age of the bus fleet is under 8 years and the City’s bond ratings are better than A3 (Moody’s) and A- (Standard & Poor’s and Fitch), which results in a Medium rating for this sub factor.
Commitment of Capital Funds
High
As reflected in Table 1, greater than 80 percent of the Non-Section 5309 New Starts funding for the CS Project is committed.  The components of the Non-New Starts funding is summarized as follows:
Traffic Congestion Relief (TCRP) Funds:
$14 million
Committed.  Initially, $140 million of TCRP funds from the State of California were committed to the CS project.  After $126 million was reallocated to the IOS project, the funds were replaced by the Proposition K funds below.  The California Transportation Commission (CTC) approved the TCRP funds in July 2001.  The California Department of Transportation (Caltrans) executed a program supplement for these funds in November 2001.
Proposition K Sales Tax Proceeds:
$126 million
Committed.  These funds are generated from the currently authorized half-cent local transportation sales tax program and administered by SFCTA.  Voters passed Proposition K in 2003, which is expected to generate between $2.4 billion and $2.8 billion over its 20-year life.  In August 2004, SFCTA committed $126 million of Proposition K sales tax proceeds to the CS project.
State Transportation Improvement Program (STIP) Funds:
$92 million
Committed.  The $92 million in STIP funds are categorized as committed and are listed as federal funds (as opposed to budgeted and state funds in the Finance Template) as these are STP funds that have been programmed.  SFCTA has included these funds in the fiscally constrained portion of the Regional Transportation Plan known as Transportation 2030.

MTC Prop 1B Funding:
$100 million
Committed.  In June 2007, MTC approved a framework to distribute the State transit capital bond funds (Prop 1B funding).  Included in the policy framework, set forth in MTC Resolution 3814, was a commitment to provide $100 million to the CS Project.

SFMTA Prop 1B Funding:
$150 million
Committed/Planned.  In May 2007, SFMTA’s Board of Directors authorized the allocation $100 million of SFMTA’s Prop 1B funding from the State transit capital bond funds to the CS project.  SFMTA did not address the status of the additional $50 million of Prop 1B funding included in the Finance Template, which are considered planned.  Approval from SFMTA’s Board of Directors is required to commit these funds.

Parking Revenue:
$45.3 million
Planned.  SFMTA expects the remaining project costs to be funded through a combination of fees and fines, such as revenues generated in the project area from parking meters and garage parking rates.

According to PL #108-199, the non-New Starts funding used for the Third Street IOS project may be applied to the share requirement for the Phase 2 Third Street CS project.  Since the $642.3 million in local funding used to construct the IOS project is considered committed, total committed funding for the IOS and Central Subway projects combined equal $1.1 billion or 92.9 percent of the total Non-New Starts funding for both projects.

Greater than 50 percent of Non-Section 5309 New Starts funds are committed for the CS Project and the remaining funds are planned, which warrants a High rating.

Capital Cost Estimates, Planning Assumptions, and Financial Capacity
Medium-Low

The capital cost estimate for the CS project is $1.3 billion (YOE dollars), which is a decrease of approximately $130 million from the prior year’s cost estimate.  SFMTA attributes the project cost decrease to value engineering and further refinement to the Fourth/Stockton LPA alignment.  A supplemental EIS is currently reviewing the proposed changes.

The project cost methodology uses a four percent per annum escalation rate.  SFMTA indicates in the financial plan that the rates in the inflation worksheet were derived from an independent construction market analysis of regional inflation rates and trends in concert with ENR projections of the State of California Construction Cost Indices.  Further support was proved by AECOM.  The escalation rates were 5.6 percent (2007), 5.0 percent (2008), 4.0 percent (2009 and 2010) and 3.3 percent thereafter.  The PMOC indicated that there is no provision for the extraordinary escalation that has occurred in some materials in recent years.  In the most recent report, the PMOC states that current construction inflation in the San Francisco area is running at eight  percent.  Local contractors estimate next year’s inflation  rate to be in the five to six percent range and the rate dropping to three percent in future years.  Overall, the PMOC “believes the revised escalation estimates are more realistic than the previous applied flat rate, but may still prove to be conservative.”  Overall, the PMOC “does not recommend any substantial revisions of either the cost estimate or schedule as submitted” in its Annual Review for FY09 New Starts/Small Starts Projects.
SFMTA has assumed $762.2 million (YOE dollars) in New Starts funding for the project.  The Funding Sources by Year spreadsheet in the SCC Worksheets projects annually New Starts funding as follows (dollars in millions):

	Year
	New Starts Funding

	2003
	$    1.5

	2004
	8.9

	2005
	9.9

	2006
	25.0

	2007
	5.0

	2008
	20.0

	2009
	25.0

	2010
	120.0

	2011
	120.0

	2012
	120.0

	2013
	120.0

	2014
	120.0

	2015
	66.9

	Total
	$ 762.2


As a result of legislation passed in November 2006, SFMTA has secured the commitment of $200 million in additional local funding for the CS Project during the past year.  Currently 80 percent of the local funding is committed.  The remaining project costs to be funded locally ($95.3 million) will be provided by additional revenues generated by the SFMTA Charter Amendment passed in November 2007, and discussed in the Legislation, Referenda, or Planning Approvals Needed section above.
Section 5307 formula funds for the period FY 2009 through FY 2027 are estimated at 40 percent of San Francisco/Oakland UA allocation, which are based on MTC projections and result in average annual growth rate of 3.2 percent.  However, that growth rate is deceiving since the projected funding significantly increases and decreases between FY 2009 and FY 2028.  Beginning in FY 2029, the growth rate is 4.0 percent annually.  The lowest funding amount during the 30-year projection is $3.4 million in FY 2009 and the largest amount is $109 million in FY 2015.  The average annual funding projected for Section 5307 formula funds is $53.6 million, which is consistent with recent history of Section 5307 funding.  SFMTA averaged $53.6 million in Section 5307 funding for the period FY 1999 through FY 2006.  Funding during the eight-year period was inconsistent.  Section 5307 funding declined each year between FY 1999 and FY 2004.  In FY 2005, SFMTA’s funding increased 70.9 percent.  The funding for FY 2006 decreased 23.8 percent.  The maximum funding received was $126.4 million in FY 1999 and the lowest funding level received was $32.4 million in FY 2004.

SFMTA’s share of Section 5309 Fixed Guideway Modernization funds is also estimated at 40 percent of the San Francisco/Oakland UA allocation for the period FY 2009 to FY 2027, which is based on MTC projections and results in an average annual growth rate of 1.2 percent.  Beginning in FY 2029, the growth rate is 4.0 percent annually.  However, that growth rate is deceiving since the projected funding significantly increases and decreases between FY 2009 and FY 2028.  The lowest funding amount during the 30-year projection is $10 million in FY 2024 and the largest amount is $75.2 million in FY 2026.  The average annual funding during the 30-year projection is $52.9 million, which is optimistic given SFMTA’s recent history.  From FY 1999 through FY 2006, SFMTA averaged $25.9 million in Section 5309 Fixed Guideway funds annually.  The maximum funding was $35.4 million in FY 2004 and the lowest funding level was $22.1 million in FY 2000.  MUNI does not provide explanation for the growth rates projected in excess of historical experience.
MTA’s 30-year capital program is based on the Capital Improvement Program (CIP) in the FY 2006-FY 2026 Short Range Transit Plan (SRTP).  The SRTP is developed and published concurrently with the New Starts Submittal.  The CIP and the New Starts Financial Plan is developed to define and quantify MTA’s financial capacity using a common framework of funding projections, cash flow capacity and capital priorities.  Because the CIP is used to advance an extensive set of projects, the CIP differentiates from the capital program in the New Starts Financial Plan as follows:

· The Financial Plan deferred unfunded projects in the CIP until funding is expected to be available.  The CIP shows these projects early on to advocate additional capital revenues, and  

· Projects that have not proceeded past planning and environmental analysis are included in the CIP, but excluded from the Financial Plan.

The capital program is divided into fleet, infrastructure, facilities and equipment programs.  The program also includes a sinking fund for future rehabilitation and replacement costs for the CS Project.  Overall, the projected capital expenditures total $15.2 billion, excluding the cost of the CS Project.  Program expenditures increase and decrease from year to year in the 30-year cash flow.  Fleet and Infrastructure expenditures average $205.4 million and $236.8 million annually during the projection period.  

SFMTA has not been able to develop a plan to mitigate the potential of Federal funding delays or project cost overruns.  Historically, SFMTA did not have the direct authority to issue debt financing to fund its capital programs, have an established line of credit arrangement, or maintain cash reserves for these events.  In November 2007, voters approved Proposition A, which authorizes a SFMTA Charter Amendment that provides SFMTA direct authority to issue debt.  SFMTA has not identified the extent of the authority or its debt capacity.  SFMTA needs to identify and secure short-term financing or a line of credit arrangement to mitigate potential Federal funding delays and project costs overruns.

If the authority provided by the Charter Amendment is not sufficient to secure short-term financing or a line of credit arrangement necessary to mitigate any potential funding delays or cost overruns, SFMTA could pursue utilizing the City’s debt capacity.  Currently the City Charter caps debt capacity at three percent of the assessed valuation or $3.5 billion.  The city has $1.2 billion in outstanding General Obligation Bonds, leaving nearly $2.3 billion in unused debt capacity available.  The submittal did not include documentation substantiating the City and County’s willingness to provide additional funding if funding shortfalls/delays or cost overruns occur.  SFMTA also indicated in the financial plan that a letter of credit could potentially be secured by one or more of the parking garages with a strong revenue stream and that the debt capacity of the San Francisco Municipal Railway Improvement Corporation (SFMRIC), which is approximately $38 million, is currently available to SFMTA/MUNI.  However SFMTA indicates that any debt service is required to come from the operating budget, which is fully committed.

Historically, SFMTA has received 50 percent of the parking revenues collected by the City.  The Charter Amendment passed in November 2007 increased SFMTA’s share to 80 percent of existing parking revenues and 100 percent of all incremental parking revenues collected as a result of fare increases.  In the financial plan, SFMTA projected that $45.3 million of the new parking revenues will be used as local funding for the CS project.
In lieu of a traditional sensitivity analysis, SFMTA provided analysis and discussion of risks and uncertainties that could potentially impact the financial viability of the project, in the form of a Monte Carlo simulation.  In a Monte Carlo simulation, 100 or more iterations of risk variables are randomly varied.  The following risk variables were applied to the SFMTA financial plan: 

· Operating Risk

· Fares, fare policy and cost recovery,

· Service levels,

· Operating costs, and

· Real inflation.

· Construction Cost Risk

· Construction costs,

· Real inflation,

· Dedicated revenues,

· Capital funding availability, and

· Interest rates.

SFMTA concluded that the mean of the average annual revenue required over the 30-year projection period is $134 million and the mean 30-year total future capital revenues required to sustain the capital programs is $4.0 billion.  Although the Monte Carlo simulation provides a more comprehensive analysis than a traditional sensitivity analysis, the analysis of the results of this simulation failed to make an assessment of the major variables on which the project is highly sensitive.

Overall, A Medium-Low rating was assigned since SFMTA’s capital cost estimates and assumptions are somewhat optimistic in comparison to historical experience and current trends.  Although, SFMTA has improved its financial capacity to fund its capital program, primarily the CS project, with the commitment of $200 million in additional funding and $130 million in project cost savings, SFMTA has not developed a contingency plan to mitigate potential Federal funding delays or project cost overruns.  In November 2007, the voters of San Francisco approved the SFMTA Charter Amendment, which provides SFMTA additional revenues and more autonomy and the authority to issue debt directly.  SFMTA needs to analyze the additional authority provided by the Charter Amendment to determine whether a short term financing arrangement or letter of credit agreement can be obtained to mitigate funding delays and cost overruns without impacting the project schedule.
Summary Capital Plan Rating
Medium
The weighted average of the capital plan subfactors is 3.0.

SFMTA’s capital condition is strong and more than 80 percent of the local funding for the CS projected is committed.  Although the SFMTA Charter Amendment passed in November 2007, SFMTA has not developed a contingency plan to mitigate potential project cost overruns or Federal funding delays.  In addition, the capital plan has somewhat optimistic estimates and assumptions, resulting in an overall rating of Medium.
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Proposed Sources of 

Systemwide

 Operating Funds 

First Full Year of Operation of New Starts Project ($000)

Amount ($)

 % of Total

Level of 

Commitment*

Maturity of 

Sources**

Federal:

  Formula

  CMAQ

  Other

Subtotal Federal

$0

State:

State Sales Tax/ Fuel Assist.

$55,650

5.3%

B

E

Subtotal State

$55,650

5.3%

Local:

Farebox Revenue

$235,130

22.4%

C

E

Existing Parking Taxes

$306,520

29.2%

C

E

New Parking Taxes

$73,380

7.0%

P

N

General Fund Revenue

$226,210

21.5%

B

E

Other Fees & Transfers

$154,190

14.7%

C

E

Subtotal Local

$995,430

94.7%

Other:

Subtotal Other

$0

0.0%

Total

$1,051,080

100.0%

** Maturity Codes

Committed

C

Existing

E

Budgeted

B

New

N

Planned

P

Not Specified

NS

Uncertain

U

Not Specified

NS

Commitment Status

Amount ($)

%

Committed

$695,840

66.2%

Budgeted

$281,860

26.8%

Planned

$73,380

7.0%

Uncertain

$0

0.0%

Not Specified

$0

0.0%

Total

$1,051,080

100.0%

Maturity of Commitment of Capital Funds

Amount ($)

%

Existing

$977,700

93.0%

New

$73,380

7.0%

Not Specified 

$0

0.0%

Total

$1,051,080

100.0%

*Level of Comm. Codes

(2017)


ASSESSMENT OF OPERATING FINANCE PLAN

Current Operating Condition of Agency
Medium
According to the audited Financial Statements of the City and County of San Francisco, SFMTA’s total current assets as of June 30, 2006 were $224.9 million and total current liabilities were $136.8 million, yielding a current ratio of 1.64.
Historically, SFMTA is required to submit a balanced budget.  The audited financial statements reported recent budget challenges for SFMTA and MUNI.  SFMTA and the City have implemented measures to balance the FY 2006 budget by allowing a one-time increase to the General Fund contribution, increasing fares and parking fines/rates/fees, and implementing efficiencies and service adjustments.  FY 2006 service adjustments included a combination of line restructuring, lengthened headways, and labor efficiencies.  The changes were discussed with the public and approved in September 2005.  The changes are intended to be temporary.  When operating revenues increase to a certain level, MUNI intends to restore service, although not necessarily in the same places service was reduced.  Similar strategies were used to balance prior year budgets.

During the past year, SFMTA has focused on identifying new sources of funding and cost savings.  To achieve this goal a Transit Effectiveness Project (TEP) was implemented, the Mayor established a Revenue Panel, and a SFMTA Charter Amendment was added to the November 2007 ballot.

The TEP review is the first comprehensive review of MUNI’s system in 25 years.  The goal of the review, which is expected to be completed in early 2008, is to review and evaluate the existing transit system, make service more attractive to the public and lower operating costs.

The Mayor created a Revenue Panel to develop suggestions on revenue sources and changes to policy to enhance SFMTA funding.  Panel members include the City Controller, the Executive Directors of MTC and SFCTA, the Mayor’s Finance Chief, the former City Administrative Officer, the Director of the Port of San Francisco, the SFMTA Board Chair and two members of the SFMTA Board.  SFMTA estimates that the Panel will complete its review by the end of 2007.  

In November 2007, voters approved a SFMTA Charter Amendment, which provides SFMTA more autonomy over its budget, passenger fares and parking rates, additional revenue sources, potential cost reductions and authority to issue its own debt.

SFMTA’s operating condition was rated a Medium.  The current ratio is greater than 1.5 and SFMTA has developed balanced budgets historically.  However, service cutbacks have been made in prior years to balance the operating budget.
Commitment of Operating and Maintenance Funding
High
In the post-Proposition E era, the City’s contribution to operations has been changed to formula-based.  SFMTA can no longer automatically count on the routine discretionary support once received by MUNI from the City to cover shortfalls in other revenues.  Given that Proposition E is relatively new, there is little history to indicate how forthcoming the City will be if called upon to provide additional funds.  While an additional allocation from the City’s General Fund, above the formula amount, is technically possible, it would negate SFMTA’s autonomy that it achieved under Proposition E.  As a result, SFMTA’s operating plan must rely mostly upon existing and fairly reliable sources such as passenger fares, parking revenues and state and regional taxes.  During the past year, SFMTA has focused on identifying new revenue sources and reducing operating costs (see discussion in the Current Operating Condition of Agency section). 
As shown in Table 2 the sources of systemwide operating funds include farebox revenue, parking fees, general fund revenue, other fees and transfers, and state sales tax/fuel assistance.  Farebox revenue is considered existing and committed as MUNI has collected farebox revenue from bus, trolley, light rail, and historic streetcar service.  SFMTA receives 50 percent of existing parking revenues collected by the city.  The approval of the SFMTA Charter Amendment increases the share to 80 percent, which is considered existing and committed.  SFMTA also plans for incremental parking revenue from parking rate increases and enhance parking initiatives, which are currently under development.  These parking revenues are considered new and planned.  Annually, SFMTA receives a general fund allocation from the City of San Francisco.  This allocation is considered existing and budgeted as the allocation is part of the City’s annual budget process.  The state sales tax and fuel tax are also considered existing and budgeted, as the state tax allocation is part of the State budget process.  Other fees and transfers include advertising revenue and departmental transfers.  These revenues are considered existing and committed.

Approximately 66 percent of systemwide operating revenues is considered committed, 27 percent is considered budgeted, and the remaining amount is considered planned.  Fare revenues, comprising 22.1 percent of total operating revenues, are classified as committed as they are within the control of SFMTA.  Existing parking tax revenues (29.2 percent) are similarly committed. Parking revenues are collected by the Department of Parking and Traffic, which is organized under SFMTA.  In the financial plan, parking tax revenues are projected to increase from 28 percent to 32 percent in 2009, due to the increased parking fees.  The parking tax revenues generated by the projected tax increase (7.0 percent), by contrast, are classified as planned, as the tax increase has not yet been enacted.  General Fund revenues (21.5 percent) are classified as budgeted as they are subject to approval by the Board of Supervisors.  Other fees and revenues (14.7 percent) are an aggregate of numerous small existing sources that are already dedicated to SFMTA.  Intergovernmental revenues are classified as budgeted as they are received from other government bodies.

The High rating is warranted since greater than 75 percent of funds needed to operate and maintain the proposed transit system is either committed or budgeted.

Operating and Maintenance Cost Estimates, Planning Assumptions, and Financial Capacity
Medium-Low
Rather than being an independent authority, SFMTA exists as an agency within the City and County of San Francisco.  SFMTA is required by the City to balance its operating budget annually.  Historically, annual shortfalls and surpluses have been simply evened out by increases or reductions in the General Fund, or other discretionary City revenues.
SFMTA does not reflect operating cash surpluses or deficits in the 30-year cash flow projection.  However, SFMTA does reflect a Transfer to Capital under operating expenses.  The Transfer to Capital is $0.3 million in FY 2007, jumps to $77.6 million in FY 2009 and increases at an average rate of seven percent through the remainder of the projection period.  By FY 2030, the Transfer to Capital is $477.5 million.  This assumption seems rather optimistic based on historical experience and trends created by budget issues and shortfalls. 

Beginning in FY 2009, SFMTA also projects new funding sources from incremental parking tax revenue ($26.0 million) and enhanced parking related revenues ($10.0 million).  SFMTA projects these revenues to grow at an average annual rate of 4.6 percent and 6.3 percent, respectively.  Currently, SFMTA receives 50 percent of the parking revenue collected by the City and County of San Francisco.  The Charter Amendment passed in November 2007 increases SFMTA’s share to 80 percent of existing parking revenues collected and provides SFMTA with 100 percent of all incremental parking rate increases collected by the City.  SFMTA is also implementing changes to the revenue collection at off-street parking facilities and on-street parking meters.  The current estimate of potential revenue increase related to proactive management of parking-related revenues is $30 million annually.  In the cash flow projection, SFMTA phased in the revenue gains over a five-year period (FY 2009 – FY 2013) and a 2.1 percent average annual growth thereafter.

SFMTA has a very small cash reserve relative to its overall operations.  The cash balance at the beginning of FY 2007 was $61.5 million, which represents ten percent (one month) of budgeted operating expenses for FY 2007.  Although the cash balance increases to $1.2 billion by the end of FY 2036, that balance was not considered reasonable, since the new revenue sources were identified to provide SFMTA the resources to improve transit operations instead of creating operating reserves.  The cost of improving transit operations does not appear to be included in the cash flow projection.  

Operating revenues and expenses for existing and future service are combined in the 30-year cash flow projection.  FY 2007 data is based on SFMTA’s approved budget and FY 2008 data is programmed.
The inflation rates used for O&M costs range from 0.56 percent in FY 2035 to 3.36 percent in FY 2013.  Overall, the average inflation rates for the period FY 2009 to FY 2036 are 2.6 percent for motor coach, 3.3 percent for trolley car, 2.3 percent for demand response, 3.5 percent for LRT, 3.3 percent for historic street car and 3.1 percent for cable car.  Other than the CS Project, SFMTA projects very little growth to transit service.  Historic street car is projected to increase approximately 30 percent in FY 2010 with the introduction of the E-line and trolley coach (10.7 percent) and LRT (6.1 percent) is expected to increase in FY 2012 corresponding to the extension to Mission Bay.  Since FY 1999, the actual average annual increase in O&M costs has been four percent, which is the assumed growth rate used in the cash flow projection.  Overall growth in O&M costs has averaged over six percent in the past 10 years and 4.2 percent during the past five years.  Therefore the projected inflation rates used by SFMTA for the 30-year cash flow projection appear optimistic at best.  

Operating revenues are comprised of five sources: farebox revenue, parking revenues, operating assistance, other operating revenues and interest income.  Farebox revenue includes fares paid by transit riders and paratransit users and proof of payment citations.  SFMTA identified three primary factors related to farebox revenues:  ridership, fares, and change in fare evasion.  SFCTA developed the San Francisco County Travel Demand Forecasting Model to provide detailed analysis of travel demand for various planning applications.  The SFCTA travel demand analysis assumes modest growth in baseline ridership in future years. MUNI’s most recent fare increase occurred in FY 2007.  The increase was approximately 12 percent.  Future fare increases are assumed every three years starting in FY 2010.  In the financial plan, SFMTA indicates that ridership reflects fare and service elasticity during the years of fare increases.  However, SFMTA does not discuss the assumptions used for fare or service elasticity in the plan and the cash flow projection does not provide sufficient detail to identify the factors used.  The fare increase in 2004 posted an actual ridership decline of 1.4 percent and was recovered within one year.
Overall, MUNI’s farebox recovery ratio has decreased from 33 percent in FY 1995 to 24.4 percent in FY2005.  SFMTA projects a farebox recovery of 24.6 in FY 2008 and a steady recovery of approximately one percent annually throughout the remainder of the projection period.  In FY 2036, farebox recovery is projected at 33.3 percent.  Improvement in farebox recovery is attributed to the enhanced fare collection policy implemented by SFMTA to improve revenues.  The formal adopted policy includes fare infrastructure replacement, improved enforcement activities, and the implementation of a smart card fare system. 

SFMTA’s other revenue projections appear generally conservative with past trends. Based on the historical data provided by MUNI, fare revenues grew by 3.77 percent annually during the past 20 years, parking revenues grew by 6.9 percent, sales tax revenues grew by 4.2 percent, and General Fund contributions grew by 8.2 percent on an annualized basis between 2000 and 2005. These figures include increases due to inflation, growth of the economy and increases in the rate of taxation or fares. By contrast, over the FY 2007 to FY 2036 period, the comparable annualized growth rates are 3.9 percent for fares, 4.9 percent for existing parking revenues, 2.7 percent for sales taxes, and 2.6 percent for the General Fund contribution. Except for farebox revenue, the projected growth rates for the major funding sources for SFMTA’s operating budget are all conservative relative to historical experience.  

Most of SFMTA’s operating revenue assumptions are reasonable or conservative compared to historical experience and trends.  However, operating expenses are optimistic compared to historical trends and projected inflation.  Overall, assumptions appear to be somewhat optimistic with additional revenue sources.  The Transfer to Capital assumption is very optimistic as the amount exceeds additional revenue sources.  In addition, the cash balance at the beginning of FY 2007 represented only one month of budgeted operating expense, which results in a Medium-Low rating.

Summary Operating Plan Rating
Medium
The weighted average of the operating plan subfactors is 3.25.

SFMTA’s operating condition is strong with a current ratio in excess of 1.5.  Greater than 66 percent of SFMTA’s sources of operations are committed and an additional 26.8 percent are budgeted.  The operating plan’s estimates and assumptions are somewhat optimistic and SFMTA’s cash balance provides for only one month of budgeted systemwide operating expenses, resulting in an overall rating of Medium.
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Proposed Sources of Capital Funds ($000 Year of Expenditure)

Amount ($)

 % of Total

Level of 

Commitment*

Maturity of 

Sources**

Planning and PE 

Funds Expended to 

Date

Federal Section 5309

$762,200

59.1%

N/A

N/A

$11,000

Other Federal:

  STP

$92,200

7.1%

C

E

  CMAQ

  Other

Subtotal Other Federal

$92,200

7.1%

State:

Traffic Congestion Relief

$14,000

1.1%

C

E

$5,000

State Bond (Prop 1B-2006-MTC Share)

$100,000

7.8%

C

N

State Bond (Prop 1B-2006-MTA Share)

$100,000

7.8%

C

N

State Bond (Prop 1B-2006-MTA Share)

$50,000

3.9%

P

N

Subtotal State

$264,000

20.5%

Local:

Proposition K Sales Tax Funds

$126,000

9.8%

C

E

Parking Revenue

$45,340

3.5%

P

E

Subtotal Local

$171,340

13.3%

Other:

Subtotal Other

$0

Total

$1,289,740

100.0%

$16,000

* Commitment Codes

** Maturity Codes

Committed

C

Existing

E

Budgeted

B

New

N

Planned

P

Not Specified

NS

Uncertain

U

Not Specified

NS

Level of Commitment of Capital Funds

Amount ($)

%

Committed 

$432,200

81.9%

Budgeted

$0

0.0%

Planned 

$95,340

18.1%

Uncertain 

$0

0.0%

Not Specified 

$0

0.0%

Total

$527,540

100.0%

Maturity of Capital Funding Sources

Amount ($)

%

Existing

$277,540

52.6%

New

$250,000

47.4%

Not Specified 

$0

0.0%

Total

$527,540

100.0%


CONCLUSIONS

Overall, a Medium rating was assigned.

SFMTA’s capital condition is strong and during the past year SFMTA has identified an additional $200 million in local funding for the CS project and $130 million in project budget savings.  Currently more than 80 percent of the local funding for the CS projected is committed.  However, SFMTA does not have a formal contingency plan to fund project cost overruns or Federal funding delays.  In addition, the capital plan has somewhat optimistic estimates and assumptions.  SFMTA needs to determine the extent of its authority under the Charter Amendment passed in November 2007 to obtain a short-term financing arrangement or line of credit arrangement, which would provide the financial capacity to fund cost overruns or Federal funding delays.
SFMTA’s operating condition is strong with a current ratio in excess of 1.5 and more than 75 percent of operating sources are either committed or budgeted.  The operating plan’s estimates and assumptions are somewhat optimistic and SFMTA’s cash balance at the beginning of FY 2007 provides for only one month of budgeted systemwide operating expenses.  Although SFMTA projects increases to the cash balance throughout the cash flow analysis, the increases are not considered reasonable based on historical experience or the additional funding sources identified in the financial plan. 

Overall, SFMTA’s financial plan shows improvement over the prior year’s plan.  Additional local funding sources for the CS project were identified and committed and additional operating revenues are being implemented, which improve SFMTA’s overall financial capacity.

RECOMMENDATIONS FOR IMPROVEMENT OF RATING

SFMTA’s New Starts Criteria Report was not always updated to reflect FY 2006 actual results when analyzing or presenting historical data.  For example the Historical Operating Data in Figure 12 of the Financial Plan (page 29 of 67) displays FY 2001 to FY 2005 data.

The financial plan included numerous charts, line graphs and bar graphs.  To fully analyze the information presented, the charts and graphs should be supported by data tables included in the document and electronically on Excel spreadsheets.  It was apparent that SFMTA’s effort was considerably more detailed than the prior year but would have been improved with the underlying financial data.

The analysis of the Monte Carlo simulation results was not adequate.  The sensitivity analysis should assess the vulnerability of the assumptions and projections used in the financial plan.

SFMTA utilized several outside sources to provide demographic, inflation, allocation of funds and other data.  The information, assumptions, allocations and estimates developed by third parties were summarized by SFMTA in the New Starts Submission.  Inclusion of the third party reports or analysis in the Submission would improve the overall product, and provide additional information necessary to understand the basis and resources used to develop the conclusions not summarized by SFMTA.
The financial plan does not indicate that FTA has approved the optimistic level of New Starts funding ($120 million annually) included in the financial plan.  SFMTA should indicate how the project schedule would be maintained and how the project costs would be funded if FTA does not approve the proposed funding level.
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