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COUNCILMEMBER
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June5, 2009
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To: TheHonorableMufi Harmemann,Mayor

From: CouncilmemberRomyM. Cachola

Subject: Fundingfor rail transitprojectlProposedFD1 for Bill 16 (2009)

Recentmediareportsaboutthedire stateofour economyhavepromptedmeto again
voicemy concernsover finding for therail project.

Justa fewyearsago, youradministrationandrail consultantsinitially submittedaprice
tagof $3.7 billion (includingFTA funds)for the 20-mileMinimum OperableSegment
(MOS). Theyalso statedfor the recordduring previouscommitteeandCouncil
meetingsthat$3.7 billion will beenoughto build theMOS. In today’sdollars,wenow
need$5.4 billion, ratherthan$3.7 billion, to completetheproject.

I believethatto date,ourtransit fundingwill be shortby about$102 billion asfollows:
$ 1.7 billion (thedifferencebetween$5.4 billion and$3.7 billion)

+ 220 million (addedcostto amendMOS from SaltLakeBoulevardto airport)
+ 100 million (addedcostfor right-of-wayacquisitionasreportedby themedia)

= S2.02billion totalestimatedshortage

In addition,theCity mayfind itself deeperin thered dueto thefollowing
developments:

1. ThehalfpercentGET collection continuesto be lower than what was
projected.From January2007to April 2009 (thefirst 28 months),GET collections
wereshortby about$70-75million. GETcollectionswill continueto lagfor the
nexttwo years,basedon futureprojectionsby the StateCouncil on Revenuesand
othereconomists.
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2. The79 positionsin theCity’s rail transit divisionwill be fundedusingthehalf
percentGET increase.Thistranslatesto approximately$83 million overthe
remaining13 yearGETcollectionperiod(2010-2022),notcountingfuturesalary
increasesandbenefits.The$83 million will furtherreducetheamountof GET
revenuescollected.

3. Theadministration’sproposalto float$917million in GeneralObligation
(GO) bonds.It is beingmadeunderthepremisethatit is only short-term
borrowingfor cashflowpurposesandthatthedebtservicewill bepaidfor by the
halfpercentincreasein theGET. This bondfloat translatesto anaddedcostof
about$37 million to $55 million peryearin interestonly, dependingonan interest
rateof 4 to 6 percent.

4. Costsfor O&M. Whenthefirst segmentfrom EastKapoleito Waipahuis
completed,theexpectedshortfall in ridershiprevenueswill beafurtherdrawon the
halfpercentGET collection.Any O&M costspaidusing GETfundswill further
reducethehalfpercenttax collection.

In view of theaforementionedstatementsandfor thesuccessof therail project, I
respectfullysuggestthefollowing:

• SinceGET collectionsarelagging shortofprojections,pleaserefineand
submita revisedfinancialplanfor the rail transit systemto theCouncil
andespeciallythepublic, for thesakeof transparencyandaccountability.We
oweit to ourtaxpayersto be honestandto tell themupfrontthat transitfunding
will fall shortandthat revenueassumptionsandprojectionshavechanged.All
of theseshouldbedonesoonin orderto still gaintheconfidenceandsupportof
thetaxpayingpublic for therail project.

• Deletefor now funding in theCity’s currentoperatingbudgetfor the
proposed79 positionsin therail transitdivision. Fundingthesepositions
will bea furtherdrawon GET collections.Also, wehaveprofessional
consultantson boardwho arealreadydoing thework thatthenewpositionsare
calling for—positionssuchasinformationalofficers, secretaries,engineers,
plannersandothers.Furthermore,thepublic is expectingthe administrationand
theCouncil to fiscally-tightentheCity’s belt during thesetougheconomic
times.

• Deletefor now the authorizationofthe$917million in GO bonds.There
shouldbe no needto floatbondsnow. With $349.3million in GET revenuesfor
thefirst 28 months,with fourmorecollectionyearsto go andwith FTA New
Startsfunds,we arewell onourway to collectingthe amountneededfor
constructionandoperationofthefirst segmentwhich is scheduledfor
completionin 2013.Delayingthis bondfloat WILL NOT affect construction
jobs, sinceconstructionof thefirst segmentwill proceedandstill boostthe
economy.

• Considerapplyingfor a Full FundingGrantAgreement(FFGA).Most, if
not all, municipalitiesand/orcitieswith big transitprojectssuchasHonolulu,
haveappliedfor an FFGA prior to construction.Currently,thereareat least20
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municipalitiesand/orcities aheadof usthat haveappliedfor an FFGA. Also,
the$1.4 billion that hasbeenreportedastheFTA’s sharefor ourprojectis just
anestimateuntil wehaveappliedfor andsecuredanFFGA.

Thebenefitsof anFFGA arethat it:
o Definestheprojectscope
o Establishesa firm datefor projectcompletion
o Providesamechanismfor designatingfundsfor futureyears
o Leadsto thedevelopmentof accuratecostestimates
o Permitstheuseof stateandlocal funding for earlyprojectactivities

withoutjeopardizingfuturefederalfunding for thoseactivities
o Most importantly, it determinestheamountof fundingwewill receive

from theFTA for this project.

An FFGA will also resultin betterpredictabilityandtransparencyandpreventcost
overrunsanddelays.

I hopemy concernsandsuggestionswill merit yourandtheCouncil’sunderstanding
andconcurrence.Taxpayersarealreadycopingwith thelossoftheirhomesandjobs.
Manymorefaceworkerfurloughs,increasedtaxes,reducedbenefitsandare
understandablyapprehensiveaboutthefIxture giventhedire stateof oureconomy.

Speakingoftheeconomy,theCity’s andState’sbudgetshortfallstotal hundredsof
millions of dollars—whichis small comparedto thebillion dollardeficit taxpayers
mayinherit for the rail transitproject.I hateto imaginewhat it would be like for
taxpayerswhentheGETcollectionendsin 2022andthereis still a substantialdebt
serviceleftto pay.

It is for thesereasonsandfor thebestinterestof ourtaxpayersthatI haveintroduced
an FD1 to Bill 16. Fortherecord,I amafirm believerin anefficientmasstransit
system—butnot attheexpenseof overburdeningourcity andtaxpayers.

In closing,I’m alsoraisingtheseconcernsnow sothatfuturemayorsand
councilmembers,aswell ascurrentandfuturegenerationsoftaxpayers,will not look
backandblamethis Councilor thecurrentadministrationforthefinancialpredicament
wewill find ourselvesin.

cc: All Councilmembers
All NeighborhoodBoards


