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Dear Madams and Sirs:

This is the eighth and final letter from the Sound Transit Expert Review Panel (Panel)
providing comments on key assumptions and methodologies being used by Sound Transit to
prepare recommendations for the second phase of their proposed high capacity transportation
system, referred to as the Sound Transit 2 (ST2) plan. The proposed ST2 improvements will
be submitted to the voters in November of 2007,

The authority to create the Panel. and the description of its purpose, is described in State law.,
RCW 81.104.110. This law states that the Panel's role is:

“To assure appropriate system plan assumption and to provide for review of svstem plan
results, an expert review panel shall be appointed to provide independent technical review for
development of any system plan which is to be funded in vwhole or in part by the imposition of
any voter-approved local option funding sources enumerated in RCW 81.104.140.”



The Panel was created in late 2004 and held its first meeting in February 2005, [t has met a
total of eight times, including most recently on June 28 and 29, 2007. All meetings were open
to the public and were two-day sessions. At each meeting Panel members received brietings
from members of the Sound Transit ST2 staft/consultant team, and on occasion from
Washington State Department of Transportation statf. Panel members took several tours
during their deliberations to see first-hand the progress ol construction on the Central Link
light rail system currently under construction {(as part of Sound Move). and to view potential
alignments for bus, rail and light rail improvements considered for ST2. Testimony was
received [rom the general audience at most of the two-day meetings.

Panel members represent a distinguished group of individuals from all regions of the country
with a broad range of expertise. Panel members were selected with experience in the
following disciplines: capital finance, transit operations and maintenance, project cost
estimating, State legal and political architecture, modal analysis, design and constructability,
ridership forecasting and environmental review. See the attachment for a brief summary of
each Panel member’s relevant experience.

RCW 81.104.100 also establishes high capacity transportation planning requirements for
agencies like Sound Transit. The Expert Review Panel 1s directed to "review all reports
required” by the system planning section of the law, with particular emphasis on “service
modes and conecepts, costs, patronage and financing evaluations”™. In previous letters to you,
the Panel commented on planning methodologies used by Sound Transit, how those
methodologies were applied to develop Sound Transit’s recommended ST2 improvements,
and whether Sound Transit was meeting the planning requirements as specified in State law.

This final letter summarizes the Panel’s previous comments regarding each of the specific
requirements of state law and provides the Panel’s [inal comments from the June meeting.
The letter is organized based on those requirements for high capacity transportation system
planning.

SUMMARY OF FINDINGS

The Panel conducted review of the methodologies and key assumptions used by Sound
Transit to prepare the ST2 ballot measure. The Panel concludes that Sound Transit has
carried out an extensive and detailed planning process to develop ST2. This process meets
applicable planning requirements described in state law, During meetings and deliberations
that stretched over thirty months, the Panel suggested numerous adjustments to Sound
Transit’s planning methodologies and assumptions, many of which were incorporated into the
final ST2 plan. Some of the key findings include:

¢ The definition of roles of various state and local agencies that will be involved in the
implementation of ST2 projects is appropriate for the current stage of project planning.
Formal collaborative agreements for all of these multiple agency projects defining the
roles of each agency have not been established, since most of the projects ave at the
planning stage, with less than 5% of the engineering and design work completed.
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o The Panel reviewed the Regional Transit Long-Range Plan. adopted by Sound Transit
in 2005, and concluded that it provided the foundation for the next phase of work to
create recommendations for new regional transit capital investments (ST2).

* The methodologies for estimating capital and operating costs are sound, and consistent
with industry standards.

o Ridership projections are reasonable. in many previous forecasts tor light rail New
Starts projects around the nation, the ridership estimates have chronically been too
high. However, this does not appear to be the case for the Sound Transit ridership
forecasts.

¢ The key financial assumptions included in the ST2 Financial Plan are reasonable. The
Financial Plan is more accurately characterized as a consolidated plan for the capital
programs of both Sound Move and ST2. That is, the plan assumes the continuation of
existing Sound Move revenue sources, along with the adoption of new ST2 revenue
sources. both of which will be used to fund ST2 projects.

o The evaluation methodology, used by the Sound Transit Board for making decisions
about which projects to include in the ST2 package, was appropriate for the types and
fevel of decisions being faced by the transportation decision makers and the public in
Puget Sound.

* Sound Transit has adequately fulfilled legislative requirements for assessment of
social, economic and environmental impacts to select the projects that comprise ST2.

[n addition, the Panel noted several cautions with respect to implementation of the ST2
prograiri:

¢ Additional work is needed to manage the impacts of the potentially unprecedented
level of construction activity in the region if the ST2 and RTID measures are
approved. The Panel has expressed concern about the potential impact on the local
bidding climate. Although significant ST2 construction activity is not scheduled to
occur until approximately 2014, strategies for managing this issue should be
developed.

e Considerable effort has been made to reduce the uncertainty of the unique application
of light rail on a floating bridge. The Panel saw nothing in the analysis completed to
date to suggest that light rail cannot operate well on the tloating bridge. However,
Sound Transit is encouraged to continue analysis of the light rail operation on the {-90
floating bridge prior to significant expenditures on the rest of the corridor. As the
Panel has commented previously, if there would be a major problem with the
operation of light rail on the floating bridge (i.e. the operation of the transition joints,
weight considerations, or other tactors determined as design work progresses) the
function of the entire corridor would be affected.

¢ One of the clear lessons learned from Sound Move was that substantial increases in
some projects costs were divectly related to requirements resulting from agreements
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with other local jurisdictions and institutions. The Panel is pleased to see the level of
etfort to reach agreement on the project scopes at this early planning stage. Sound
Transit is encouraged to continue pushing for more tormal adoption of project scopes
where possible.

|. ORGANIZATION AND MANAGEMENT

RCW 81.104.100(2)(a) provides that a transit agency proposing to provide high-capacity
transportation system must ““define roles for various local agencies, review background
information, provide tfor public involvement. and develop a detailed work plan for the system
planning process.”

A. Defining roles

Planning and developing a regional high capacity transit system requires interactions with a
great many local agencies. The Panel discussed those relationships with Sound Transit staft
at many of its meetings.

Puget Sound Regional Council - Local governments in the central Puget Sound area created
and designated the Puget Sound Regional Council (PSRC) as a regional transportation
planning organization (RTPQ). Sound Transit is located within the PSRC geographic area.
There are various federal, state and local requirements with which plans for high capacity
transit improvements, such as ST2, must conform, including consistency with the land use
and transportation plans approved by the PSRC. Two PSRC plans apply to Sound Transit -
Vision 2020, a regional long-range growth strategy, that was adopted in 1995 and Destination
2030, a regional transportation plan, that was adopted in 2001. In May of 2007 the Puget
Sound Regional Council Executive Board unanimously found that the proposed ST2 plan
conforms with both Viston 2020 and Destination 2030.

Local Transit Providers — Sound Transit also has contractual relationships with transit
agencies in the region (King County Metro, Community Transit in Snohomish County, and
Pierce Transit) to provide bus and rail services. These contracts define roles and establish
rates of payment for the provision of express bus service, light vail operations, and Sounder
rail operations.

Regional Transportation Investment District — Recently enacted legislation requires that a
single ballot proposition be submitted to voters in the central Puget Sound area at the
November 2007, general election that both: (a) Authorizes Sound Transit’s ST2 plan and the
taxes necessary to finance this plan; and (b) authorizes the creation of a regional
transportation investment district (RTID), approves a regional transportation investiment plan
for the RTID, and approves the taxes necessary to support this plan. (RCW 36.120.190 and
81.112.030(10).) Sound Transit, and the regional transportation investment district planning
committee that developed the RTID proposal, were required to coordinate their efforts to
provide for this multi-faceted ballot measure.

Sound Transit has coordinated its efforts with the RTID at both the public official and staff
levels. A joint Executive Comumittee was created to discuss coordination issues between the
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two measures. and a staff interagency steering committee met twice a month. Sound Transit
and RTID had several joint public meetings throughout the region to present the draft transit
and roads packages to the public. Sound Transit staft indicated that they had conversations
with the RTID to discuss the potential sequencing of projects and coordination of
construction. However, the Panel did not review a detailed schedule describing the project
sequencing and timing for both RTID and ST?2 projects, which will be essential in
coordinating the two programs.

Other Agencies — Specific project plans for some ST2 projects involve multiple agencies
defining their respective roles. Formal collaborative agreements for all of these multiple-
agency projects which define the roles of each agency have not been established, since most
of the projects are at the planning stage, with less than 5% of the engineering and design work
completed. However, the Panel believes that the definition of roles for partner organizations
is appropriate for the current stage of project planning.

B. Review of background information, provide for public involvement, and develop a
detailed work plan for the system planning process

Sound Transit has engaged in an extensive and detailed planning process to develop its ST2
plan. This process has involved a review of relevant background information and extensive
public involvement.

Briefings on Sound Transit’s public involvement activities were presented at most of the
Panel’s meetings. A thorough deseription of the ST2 public involvement process is contained
n a document entitfed “Sound Transit 2. Compliance with HCT System Planning
Requirements, Technical Memorandum on Public Involvement and Outreach™, prepared in
May 2007 by Parsons Brinckerhoft. The public involvement process included developing and
widely distributing extensive public information materials, holding numerous public
meetings, use of the Sound Transit web site, providing for community outreach, and engaging
in extensive intergovernmental relations. In March of this year the Panel wrote that it “hay
been impressed with the level of commitment Sound Transit has made to provide
opportunities for the public to make their views known about the appropriate direction of
transit investiment in the region.” The Panel noted that at times the decision-making schedule
established by the Board created challenges for the public review process. For example, when
Sound Transit reduced the list of potential ST2 projects from approximately 80 to
approximately 60 (see below), the schedule for public review and comment was accelerated,
with limited time for thorough discussion of the projects being set aside.

Sound Transit developed and followed a detailed work plan leading to the Sound Transit
Board adopting its ST2 plan. The detailed work plan involved steps to first develop a
Regional Transit Long-Range Plan (an update of the Regional Transit Long-Range Vision
adopted in 1996), then the development of the ST2 plan with specific project
recommendations, The work plans were clear and methodical, and were modified from time
to time to account for decisions by the State Legislature or the Sound Transit Board.

The Panel notes one final point with respect to communication with the public. Later in this
tetter, the Panel points out that the ST2 funding propesal includes: (a) A continuation of the
full rate of the general sales and use taxes that were authorized for Sound Move; (b) the use of
some of the Sound Move revenues for ST2 projects. and (c¢) the imposition of additional, new
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general sales and use taxes, which will be applied to ST2 projects. This is consistent with the
Sound Move Ten Year Regional Transit System Plan, which stated that, “Any second phase
capital progrant which continues local taxes for financing will require voter approval within
the RTA District. [f voters decide not to extend the svstem, the RTA will roll back the tax rate
to « level sufficient to pay off the outstanding bonds and operate and maintain the investinents
made as part of Sound Move.” The Panel suggests that Sound Transit communicate this in a
clear manner to voters during the next several months, so that voter expectations are clear. As
of our June 2007 meeting, the Panel had not seen any public communications that illustrated
this point.

Conclusion: Sound Transit has met its organization and management requirements.

li. DEVELOPMENT OF OPTIONS

RCW 81.104.100(2)(b) provides that high capacity transportation system planning shall
include a study of options to ensure that an appropriate range of technologies and services are
evaluated. The law requires the study of a do-nothing option and a low capital cost option
maximizing the current transit system, along with higher capital options that consider use of
other technologies. A multi-step process was used to develop options.

First, Sound Transit prepared a Regional Transit Long-Range Plan, analyzing the following
alternatives: no action, light rail, streetcar {within the City of Seattle}, commuter rail, bus
rapid transit (BRT), and monorail. This Long-Range Plan included corridor studies in the
north, south and east corridors that evaluated each alternative. Much of the Panel’s focus in
evaluating the options was centered on the east corridor. After review of the analysis
prepared for the Long-Range Plan, the Panel concluded that ~...hased on the analysis we have
seen, we believe that LRT and the BRT alternatives remain valid alternatives for further study
in the 1-90/East King Countv corridor.” In addition, the Panel concluded that “The Regional
Long-Range Plan provides the foundation for the next phase of work to create
recommendations for new regional transit capital investments (ST2)...In general, the various
corridor studies conducted by Sound Transit provide the Board, and the broader community.
with a good foundation for considering transit options in the three-county region.

Once the Long-Range Plan was adopted, the Sound Transit Board narrowed its choice of
technologies to light rail, BRT/convertible to light rail, commuter rail, streetcar, and express
bus service, and work began on developing a package of capital improvements for ST2. An
initial list of more than 500 potential candidate ST2 projects was taken from the Long-Range
Plan, and then reduced to approximately 80 potential projects. After further analysis that st
was reduced to about 60 projects. Sound Transit staft then developed different investment
scenarios that combined [ive technologies (light rail, BRT/convertible to light rail, heavy rail,
express bus, and streetcar) in five different alternatives: Do-Nothing, Bus/Sounder Emphasis
(Low). Bus/Rail Emphasis (Medium), Fixed Guideway Emphasis (Mediwm-high), and Fixed
Guideway Emphasis (High). The low scenario was described as “low-cost enhancements to
the existing system.”

Conclusion: Sound Transit has met its requirements for development of options.
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{Il. ANALYSIS METHODS

RCW 81.104.100(2)(c) requires a transit agency to develop reports describing the analysis
and assumptions used for estimating capital costs, and operating and maintenance costs,
developing methods for travel forecasting, preparing a financial plan, and developing an
evaluation methodology.

A, Estimating Capital Costs

The Panel reviewed Sound Transit’s proposed methodology for estimating capital costs at
four different meetings. In its first review in October 2005, the Panel concluded that “in
general, the methodology s sound and consistent with industry standards.” However, the
Panel raised two issues: the appropriate level of contingencies and the impact of third party
agreements on capital costs.

Contingencies — The Panel initially suggested that the proposed level of contingencies might
not be adequate, given that engineering and design for most ST2 projects will be less than 5%
completed when the plan is submitted to the voters. The Panel encouraged Sound Transit to
consider “using contingency cost ranges that allow estimates to be adjusted for project
complexity and other factors.” At the Panel’s July 2006 meeting, the Panel noted that the
contingency methodology had been revised, and that all projects had high and low cost
estimnates.

Third Party Agreements — The Panel noted that experience in other jurisdictions suggests that
for large capital projects involving multiple jurisdictions, agreements with participating
agencics that are made at a late stage in the planning process often result in higher than
anticipated costs. In addition, the Panel examined Sound Transit’s experience in estimating
costs for Sound Move projects in order to better understand the lessons that were learned and
can be applied to planning for ST2 projects. This examination revealed that one of the major
contributing factors to higher than anticipated costs for Sound Move projects is that after
voter approval of Sound Move the negotiations with third party governments and other public
and private entities resulted in changes to project scopes and subsequent increases in project
costs. In December of 2005, the Panel encouraged Sound Transit at an early stage of planning
to “secure more formal adoption of the project scopes by jurisdictions and major institutions
to better manage unanticipated thivd party costs.” Again in March 2006, we suggested that
“Sound Transit's goal should be to make the third party agreements at thiy early stage of
planning as formal as possible. For example, to secure approval of planiing scopes...”

At the Panel’s July 2006 meeting, Sound Transit staff reported that they were working with
every local jurisdiction within the Sound Transit Service area where an ST2 project would be
located, to create an initial letter of understanding regarding the scope and definition of all
ST2 projects. The letters were not legally binding agreements, but they spell out expectations
regarding what will be included, and not included, in the ST2 project scopes. The Panel also
noted that the contingency methodologies had been revised. and that all projects had high and
low cost estimates.
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In its October 2006 letter, the Panel stated “we are pleased to see the level of effort to reach
agreement on the project scopes at this early planiing stage.” The Panel encouraged Sound
Transit to continue pushing for more formal adoption of project scopes where possible. The
October 2006 letter reconfirmed the Panel’s view that the cost estimating methodology “is
sound and consistent with industry standards.”

Review Process for Developing Estimates — The Panel reviewed the process used both inside
and outside of Sound Transit to review the project scopes and budgets for the potential ST?2
projects. Sound Transit created a series of internal working teams (capital estimates,
operating estimates, construction feasibility, project control, and finance) to review each
project. Sound Transit staff members were asked to use their respective experiences with
Sound Move projects to provide comments on the ST2 project scopes and budgets. Sound
Transit also wanted to encourage review and discussion across disciplines, so a consolidated
review team was created. The external review process consisted of discussions with each ol
the sub-area forums and their technical committees, as well as numerous interactions with
state, municipal and county officials, and business and civic organizations, in the three-county
region. The Panel concluded that “the internal teams used by Sound Transit enabled staff to
utilize experience on Sound Move, and to create ownership among staff that will wltimately
have to construct and manage the projects...”

Application of Cost Methodology — The Panel also examined application of the methodology
in the creation of cost estimates for specific ST2 projects. The Panel analyzed a large,
complex sample project, the East Link light rail project from downtown Seattle to Redmond,
to determine whether the methodology was applied appropriately, what cost-factors were used
(i.e. assumptions about cost and quantitics of materials), and the reasonableness of the cost
estimate. In its January 2007 letter the Panel concluded, “That the cosi estimates for the
projects examined have been based on a consistent application of the approved cost
estimation methodology and that the resulting cost estimates provide a good sense, at this
stage of svstem planning, of the likelv costs for ST2 candidate projects.”

The Panel suggested several modifications to project cost estimates that were incorporated
into Sound Transit’s work. At the April 2005 meeting, the Panel raised questions about the
cost estimates included in the Long-Range Plan for the HOV/BRT option. In particular, the
Panel questioned whether it was appropriate to assume the entire cost of reconstruction of the
[-90/1-405 interchange in the cost of the BRT alternative. As the Panel commented in June
2003, . .only the costs associated with the respective BRT operations should be included. ..
Sound Transit responded to this comment by revising the BRT cost estimate. [n another
example, in April of 2007, the Panel raised questions about the cost for the two proposed ST2
light rail maintenance facilities. In response to the Panel’s comments. Sound Transit revised
its cost estimates for these facilities.

B. Operating and Maintenance Costs

The Panel reviewed the methodology for estimating maintenance and operating costs tor the
ST2 projects, and concluded that “the methodology represents industry practice for estimating
costs for transit services...” The Panel suggested that sensitivity analysis on potential
increases in operating costs should be conducted as part of the analysis of the ST2 Financial
Plan to assess the level of risk associated with future M&O costs. As mentioned below,
Sound Transit staft did prepare sensitivity analysis using several factors, including higher than

8

Sound Transit Expert Review Panel, September 12, 2007



anticipated Consumer Price Index (which is used as the basis for M&O inflation), but not
specifically on M&O costs.

C. Ridership Forecasting

Early in its deliberations, the Panel examined the methodology used to forecast ridership. In
particular, the Panel analyzed three key aspects of ridership forecasting --
population/employment forecasts, specification of the ridership-forecasting model and the
manner in which different technologies arc represented in the modeling approach. Each of
these factors can have important influences on resulting ridership estimates. The Panel
reviewed and commented on each of these three elements.

Population/Employment Forecasts — The most important inputs for future ridership estimates
relate to the Puget Sound Regional Council (PSRC) forecasts for population and employment
in the transit service area, which include both the overall magnitude of population and
employment increases, and the spatial distribution of this new growth. The Panel used a very
simple rule-of-thumb to determine the reasonableness of the population and employment
forecasts--the ratio of the two. Dividing employment by population provides an
approximation of the proportion of the population that is in the labor force. The ratio in the
Seattle area forecasts is projected from an already high base. This trend conforms with the
recent experience in the Seattle-area over the last decade. However, this recent trend in the
Seattle area contrasts with the trend in most metropolitan areas where the current comparable
ratio is lower than that in the Seattle area and where the ratio has been declining over the past
decade.

The Panel investigated whether the forecast ratio is too high, and thus a source of concern,
The Panel concluded that, *...given what we have seen of the PSRC population and
emplovinent forecasts, we believe that they are reasonable as a basis for the planning that heas
been conducted.” Further, if the population projections are correct and the Seattle area
follows the national trend, then the ridership forecasts may be low. In many previous
forecasts for New Starts projects around the nation, the ridership estimates have chronically
been too high. However, this does not appear to be the case for the Sound Transit ridership
forecasts.

Model Specification — The Panel reviewed the components of the forecast model that predicts
mode choice. These include parameters relating to the importance of travel time and travel
cost to individual frip-makers that lead to the trade-off of whether a trip-maker chooses transit
or some other mode of travel, The model’s values attached to the importance of trip time and
cost are very similar to those used in other cities.

The Panel also reviewed the model specification regarding the “costs of travel” which will
likely influence whether a trip-maker selects one mode versus another. The cost of parking is
one of the most influential in this regard. Not surprisingly, if the cost of parking goes up, the
likelihood that a traveler will seek another means of reaching the destination also goes up.

Initially, Sound Transit based its ridership forecasts on an assumed 3% annual growth rate in
“parking costs,” which was defined as a variable that acts as a progy both for parking cost
increases and for possible parking policies that discourage auto travel. The net result of this
growth rate was an approximate 1 1% transit share of all commute trips in 2030. The Panel
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telt that this assumed cost of parking was high and would create a tendency to overestimate
transit commute trips for all transit modes. During the course of our work, the PSRC
developed a new travel demand model which separates parking costs from other types of
parking policy variables that might reduce auto travel. This new model assumed a 1.5%
annual growth rate in just parking costs, which would result in an approximate 8.6% transit
commute share in 2030, Sound Transit adopted the new PSRC approach for incorporating
parking costs into the demand model for analysis of the ST2 recommendations. The Panel
concluded that this was a more reasonable value for parking costs.

The Panel confirmed that the Sound Transit model was subjected to a validation process in
2002 when modeled results were compared to existing ridership counts by route/segiment and
by time of day. This validation indicated that the model results replicated real world 2002
conditions to a large extent. In June 2005, the Panel commented that .. .validation exercises
are important to gain a level of comfort with such a model. However, thev do not necessarily
imply that the model accurately reflects what may occur 20 to 25 years in the future.”” The
Panel also examined previous ridership forecasts for both Sound Transit's Sounder and
Regional Express Bus service and noted that the forecasts over-predicted what has actually
occurred. That same JTune 2005 letter noted that, “we believe that to a large extent these
historical estimations are the result of assumed modal availability and frequencies of service
that were used in the forecast. but that have not materialized in actual operations. This
conclusion was also supported by the recent eight-vear report from the Citizen Oversight
Panel”

Technology Representation — The Panel also examined how the different travel modes are
represented in the modeled network. This is important since travel time and cost are critical
factors in a modeled trip decision. The assumed availability of the different modes, the
average speed of each mode, the frequency of service, the different ways of accessing the
mode (i.e., walking, timed transfers, park and ride, etc.), and the fares, can each have an
important influence on the ridership expected to use a particular transit mode.

The Panel spent considerable time assessing the average speeds and system integration issues
with respect to the light rail and HOV/BRT alternatives in the I1-90 corridor.  For example, at
full light rail system build-out, it is projected that peak-period headways in the downtown
Seattle transit tunnel would be 2.5 minutes (7 minute off peak). Initially, during the review of
the Long-Range Plan, the Panel commented that this operating plan assumption may be
ambitious, especially when operations for a portion of the Initial Segment line occur on
surface streets. Sound Transit indicated that the 2.5-minute headway is a long-term maximum
frequency. It would not likely be approached in the near term and the system is designed for
higher frequency, [.5-minute headways. Sound Transit also indicated that they would
continue to examine this point as more detailed analysis occurs.

The Panel concluded that the assumptions regarding average speeds used to compare one
mode of high capacity transit with another seemed reasonable, given the expected delays that
would occur for different technologies in operation. The model inputs regarding average
speeds did not give one technology an advantage over the other. Sound Transit has generally
made rcasonable assumptions concerning systein integration issues, i.e., access Lo transit
stations and connections to other transit modes.
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The Panel commented that ridership forecasts assume light rail transit will be extended to
Northgate. From a systems ridership perspective, assuming light rail to Northgate is important
in that, as a terminus location, the Northgate station would attract many potential light rail
trips from the [-5 North corridor. Sound Transit is now planning to construct light rail to the
Untversity Stadiwmn (known as University Link} in its first phase of construction (Sound
Move). Extension of the light rail system to Northgate, and beyond to Snohomish County,
will oceur as part of ST2. Planning for the University Link project is now in final design, and
Sound Transit has stated that with remaining revenues from Sound Move and an anticipated
federal New Starts grant, there is sufficient funding to extend the light rail line to the stadium.
Since the Panel’s charge was to review planning for ST2, it did not conduct independent
review of the University Link project.

D. Financial Plan

Our comments on the Sound Transit ST2 Financial Plan are somewhat more detailed than
other comments in this letter because the Panel did not see a completed plan until its meeting
in June 2007,

Developing the Financial Plan — A comprehensive Financial Plan integrates information about
both funding sources and funding uses and must estimate the timing and amount of each to
assess whether a capital plan can be implemented. The most commonly applied tool to
develop a financial plan is a quantitative model, capable ot maniputating vast amounts of
information and running scenarios to assess the impact of changes in the input variables. The
model should be governed by sound financial policies, which shape many of the decisions
upon which the quantitative analyses are prepared.

Sound Transit developed a financial model to prepare the ST2 plan and has a staff member
dedicated to running it. Staff told the Panel that the model has been peer reviewed, which
means it has been examined by experts in the field to ensure the validity of the model’s
structure, but not the validity of the inputs. The financial model was used to assess the
agency’s capacity to fund ST2. It was also used to prepare various sensitivity analyses which
tested the impact of changes in the input variables. The agency has also adopted financial
policies, which the Panel has reviewed and found to be sound and in conformance with
industry standard.

Using its quantitative model, Sound Transit developed the ST2 Financial Plan (the “"Plan™),
dated June 20, 2007, which was reviewed by the Panel. The Plan covers a 20-year horizon
between 2008 and 2027. For ST2, funding sources include: (1} A continuation of Sound
Move sales and use taxes; (2) additional ST2 sales and use taxes; (3) federal grants; (4) bonds;
and (3) farebox revenues. Funding uses include (1) operating and maintenance costs; (2)
capital costs; (3) contributions to reserves and (4) debt service on bonds. The Panel reviewed
the methodology for cach of these sources and uses and comments on them in this letter.

Contents of the Financial Plan — From a financial perspective, the Plan is more accurately
characterized as a consolidated plan for the capital programs of both Sound Move and ST2,
$23.6 billion (year-of-expenditure dollars) for ST2, and $13.1 billion (year-of-expenditure
dollars) for Sound Move. That is, the Plan includes the continuation of existing Sound Move
revenue sources, along with the adoption of new ST2 revenue sources, both of which will be
used to fund ST2 projects. The financial capacity of Sound Transit to fund ST2 projects using
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