tiSOUNDTRANSlT

June 13, 2006

Ms. Karen Miller, Chair
Citizen Oversight Panel

22208 53 Avenue West
Mountlake Terrace, WA 98043

Dear Ms. Miller:

On behalf of the Sound Transit Board, I want to thank you for your April 20, 2006 letter
conveying the Citizen Oversight Panel’s specific comments about ST2 operations &
maintenance costs and subarea equity, as well as the Lessons Learned Program staff is
developing.

When the Legislature enacted legislation requiring a vote in 2007, we had just begun to
identify enough criteria to begin meaningful policy discussions on subarea equity and
operation & maintenance (“O & M”) cost assumptions. Because the legislation afforded
Sound Transit a little more time to refine project scopes and cost estimates and to talk
with jurisdictions, we extended the ST2 decision schedule by a few months. As a result,
most of the project costs are being revised and we elected to hold the financial scenario
work in order to incorporate the most up-to-date cost information. We are poised to
receive a briefing on these financial scenarios over the coming months.

In the meantime, | wanted to update the COP on the status of our discussions to date.

Subarea eguity and ST2, The Board engaged in a very lively discussion on subarea
equity at the May 25™ meeting. Paul Matsuoka took us on a trip through “subarea-equity
history.” He pointed out the concept of ‘equity’ is statutorily based and is broadly
defined in Sound Move as “utilizing local tax revenues and related debt for projects and
services which benefit the subareas generally in proportion to the level of revenues each
subarea generates.” From the tenor of the discussion, it appears the Board will continue
to follow the same subarea framework for ST2.

O&M Costs. At the May 11" Board meeting, the Board was briefed on the cost trends
for operating ST Express services, and options for possibly adding financial resources in
the ST2 Plan. Staff informed us that a bus base proposal will be in the mix of projects to
be considered for ST2 because of the acute regional need for additional bus maintenance
capacity. The Board will discuss the effects of varying levels of bus service
cnhancements and the effect of adding bus base capacity when we examine the
investment scenarios.

As you note in your letter both the University Link Peer Review and ST2 Expert Review
Panel have flagged the financial risks of inflation in future years at higher levels than
those forecast within the financial plan. Staff presented the results of a sensitivity
analysis of the University Link Finance Plan to Finance Committee and the University
Link Peer Review. The sensitivity analysis concluded the North King County Subarea
could withstand an increase of $314m in construction costs or a decrease in tax revenues

Central Puget Sounc Regional Transit Authority = Union Station .
401 S. Jackson St., Seattle, WA 98104-2826 » Reception: (206) 398-5000 + FAX: [206) 398-5499 « www.soundtransit.org

BOARD CHAIR
John W. Ladenburg
Pierce County Executive
BOARD VICE CHAIRS
Connie Marshall

Believue Councilmember

Mark Qlson
Everett Councilmember
BOARD MEMBERS
Julie Andersen

Tacoma Councilmeniber

Mary-Alyce Burleigh
Kirkland Councilmember

fred Butler
fssagquah Deputy Council President

Dow Constantine
King County Councilmember

Dave Enslow
Sumner Mayor

Doug MacDonald
Washington State Department
of Transportation Secretary

Richard Marin
Edmonds Councilmeniber

Richard Mciver
Seartle Councilmember

Greg Nickels
Seattle Mayor

Jutia Patterson
King County Councilmember

Larry Phillips
Chair, King County Council

Aargn Reardon
Snohomish County Executive

Ron Sims
King County Executive

Claudia Themas
Lakewood Mayor

Pete von Reichbauer
Vice Chajr, King County Council

CHIEF EXECUTIVE OFFICER
loni Earl




Ms. Karen Miller, Chair
Citizen Oversight Panel
June 13, 2006

Page 2 of 2

of $220m through 2020. The Finance Committee has asked staff to monitor revenue, inflation and
cost changes along with ¢xploring options to reduce risk and increase financial contingencies. Staff
is scheduled to provide an update to Finance Committee during the review of the Agency’s draft 2007
Finance Plan that will include updated inflation and revenue forecasts as of August 2006.

Lessons Learned. With respect to “Lessons Learned”, considerable progress is being made in
developing and formalizing a program. Much of the progress to date has been related to one
component of a comprehensive program that will allow the agency to identify, evaluate, document
and disseminate lessons learned at the organizational and project levels and to benchmark our lessons
learned program against those of similarly sized transit agencies. In reiterating points presented at
our briefing at the May 18, 2006 COP meeting:

¢ The program will be rolled out as a “pilot” and will include recently completed capital
projects (ST Express and Sounder — park and rides, transit centers), and on-going projects
including the Initial Segment of Link. Recall that Lesson 1 of our project lessons learned
program that we provided to you at our meeting was on what has become a significant issue
in the Link program, management and disposal of hazardous soils encountered during
excavation activities. Other sample lessons learned provided at the meeting included Phase
Gate baselining, transition from construction to operations and challenges associated with
integration of our financial and construction management software programs.

¢ The program will be incorporated into our project delivery process Phase Gate so that lessons
can be captured throughout the lifecycle of a project. The Phase Gate process includes not
only the project team but also representation from all Agency departments (e.g., real estate,
finance and IT, tegal, construction engineers and inspectors, and operations and maintenance
representatives). In addition, where appropriate, contractors, the general public, impacted
stakeholders, regulatory agencies and third parties such as Washington Department of
Transportation and partnering municipalities may be included in the development of iessons
leamed.

On behalf of the Sound Transit Board and staff thank you and the Panel for your input and hard work
towards producing a successful plan to bring to the voters in 2007.

Sincerely,

oard Chair

o Citizen Oversight Panel Members
Sound Transit Board of Directors
Joni Earl, Chief Executive Officer
Marcia Walker, Board Administrator
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April 20, 2006
Mr. John Ladenburg, Chair
Board of Directors
Sound Transit
401 South Jackson Street
Seattle, WA 98104-2826

Dear Mr, Ladenburg:

Thank you for your March 24 response to our 2005 Year-End Report. We would
like to follow up with a few more specific comments about a number of the issues
identified in our report and in your letter.

Subarea Equity and ST2. On page 3 of our report we state that “We are
concerned about the lack of open public discussion of subarea equity and
ST2 policy and process issues.” While the Legislature threw a monkey wrench
into the ST2 planning process just as you planned to unveil the long-promised
ST2 financial scenarios, it is still very important for the public to know the results
of the analysis that had been done up to that point. The fundamental fiscal
constraints of the current subareas need to be known so that the public can avoid
unfounded conclusions and the process can be as transparent as possible.

Equally, open public debate of the underlying policy issue of subarea equity by
elected officials will help the public understand the relationship between subarea
financial capacity and project packaging.

Operating & Maintenance Costs and Other Financial Assumptions. As we
stated in our report, we believe that the O&M cost issue in the financial plan is
only partially a policy issue. While we appreciate that adding transit service in
the future would be a Board policy choice, the actual assumptions about cost
increases need to be fiscally realistic and we are concerned that higher possible
increases be tested and the results understood.

Other financial assumption questions have been raised by the Expert Review
Panel and the Peer Review Panel about inflation rates for construction and real
estate, bond structure and capital replacement. We ask that you encourage the
staff to conduct sensitivity analyses of the 2006 finance plan and let the public
know how more conservative assumptions would affect each subarea’s capacity to
build future projects.
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Lessons Learned Program. We are pleased to know that the agency is
developing this program. We believe that the list of items that will be reviewed
for each project is comprehensive. However, we have additional observations.

While we agree that “after action” reviews for individual projects are
useful, we are concerned that such reviews not remain isolated with each
project team, but that the lessons be fully disseminated as a program
across the agency and fully incorporated into future designs, project
management plans and project manager training. You may be planning to
do this, but it was not reflected in your description of the program.
Participants in “lessons learned” sessions should include all disciplines
such as construction engineers and inspectors, operations and maintenance
representatives and perhaps even contractor representatives. Often design
engineers never learn the effect of their designs and specifications on the
construction and operation phase of the project. Participants should also
include neutral, expert professionals who can act as “editors” and
impartial commentators.

The five projects identified as candidates for the first reviews are limited
in size and complexity and limited to the REX program. We would have
expected to sce elements of the Sounder and Link programs, which are far
more complex and larger in scope and budget, included in your review list.
Also, we believe that work in progress, not just completed projects, should
be subjected to ongoing lessons identification. Sounder and Link could
benefit from mid-course improvements and savings if lessons were
identified and implemented along the way. Integrating the lessons learned
program with the Phase Gate process seems clearly a good idea.

We offer these comments to you, as always, in hope of a successful continuing
Sound Transit program for the region.

Sincerely,
CITIZEN OVERSIGHT PANEL

Karen Miller

Chair

Cc:

Sound Transit Board
Jont Earl
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Tanuary 11, 2000 CHAIR
Mr. Jobn Ladenburg, Chair Kuron tilier
Board of Dirvectors
Sound Transit VICE CHAIR

401 South: Fackson Sirset
Scattle, WA 981012826

Dick Ghopin

Dew Mr. Ladenbury:

The Chizen Oversight Panel has been observing with keen interast the nnfolding Patsy Taui Boninesntl
of the ST2 planning process. We appreciated receiving the staff’s comprehensive
biizlings on the ST2 finance plan and on the project selection process the Boasd is
undertaking. The analysis of 81 projects with projece descaiptions, evaluation Aubzey Daviz
cuileria, cost estimales, ridership and ather information 1s an imporiant bady of
work and provides a solid basis for the Board's decision Process.
Bortha Eulos
We are writing to lef you know of a major concern we have about the financial
capacity caleulations that have been presented to date, We understand that more
[inancial planning is underway and will be provided to the Board as project Den Gracn
packages become available in (he coming wecks. However, we believe ‘hat the
current financial capacity esiiimates are overly optimistic for two reasons.
Mirtam Halgelang
* The operating and maititenance costs of the existing fransit services are
projecied to grow at 3% per year in the plan. This assumption does net
reflect the actual experisice of rate increases. that Sound Transit has paid
its fransit contractors nor does it reflect ihe development of futare service
increments to meet the growing ridership demands. We believe a mors
realistic assumption is a growil rate of 8% to [0% per vear. By our
caleulation (assu’ining 9% srowth per year), this would tepreseni an
additionai cast o the region of $360 million by 2020,

Gill LaBorde
Pacl Masien

Tem Ryan

® Regardiess of any new service that may be added in the future, it is
understood that Sound Transit will need two bus maintenance bases Lo
accommodate sysiem demand, The agency's estimated cost of $140
million for thesc tucilitics and the related land is not currenily included in
the financial plan. Paul Wieans:

Larry Bhannen

Together, these assomptions represent a $360 rillion reduetion in regional
financial capacity for ST2. These fiourss are 4 very rough estimale, but we used
the agency’s financial madel 1o arrive at them zpd velizve the order of magnilude
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is correct. We do not alkempt W break down the impact by subares. but believe
that some sudareas will be much more affected than others.

The Panel understands that this information s being brought 1o the Board as part
of your process of policy deliberation. but we are concarred that these may not be
policy choices. These are hasic assumptions abouf reality that will he thare even
i you chooss nal to include lhem in the plan.

In our Sound Move Year 8 report in Aprif 2003, COP previously raported 20 you
our concern about the high cost of Sound Transit’s transit operations and nrged
yol to find ways to bring those costs down. W have previously expressed our
belief that under the current model, O&M costs are unsustainable over time. The
analysis described in this letter may be the sarly warning of that fact.

The other major lesson of Seund Move is, of course, the need for prudent and
conservative cost estimating. We know you agree that the ST2 project
programming decisions must be based on the most reahistic of financial
assumptions. We urge you to divect staff to incorparate realistic operating
assumptions into the ST2 financial planning.

Sincerely,
CITIZEN OVERSIGHT PANEL
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Karan Miller
Chair

Ce: Sound Transit Board
Joui Earl






