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Washington, D. C. 20590 -

Dear Mr. Ryan:

“Per our discussions, please find attached an updated Financial Plan submittal for Entry
into Preliminary Engineering for the Honolulu High-Capacity Transit Corridor Project.
This plan incorporates the revisions to the capital costs estimates recommended by the
PMOC, as well as revised local tax revenue forecast based on more recent data. In
order to help you and Ben Porter go through this plan quickly, we have summarized the
major changes from the Financial Plan dated May 1, 2009 below.

We are also aware of the FMOC's previous comments that are of particular interests to
the FMOC, namely, to obtain a waiver from the City’s administrative policy restricting
the debit financing to a 20% of the annual budget, and to engage an independent
financial professional for the GET revenue assessment.

We were informed by the City’'s Department of Budget and Fiscal Services that their
long-term debt analysis indicates the maximum ratio of all of the Citywide projects,
including the transit project debt financing, is not expected to exceed 19% of the annual
operating budget supported by the General Fund. This effort will be continuingly
monitored through PE and in FD to ensure the policy is being upheld or to initiate the
waver process if necessary.

We have not engaged an independent local economist specifically to assist us in the
long-term forecast of the GET revenue, but one of the most prominent local economists
has been consulted in the development of the assumptions underlying the current
forecast used in the financial plan. Dr. Paul Brewbaker is the Chairman of the State
Council on Revenues that advises the Governor. He is an independent economic
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consultant and the former chief economist for the Bank of Hawaii, the state’s largest
financial institution. We intend to request Dr. Brewbaker for his continuing assistance
through PE and additional independent economists will be included in the similar
capacity.

Changes in Capital Cost

Per FTA’s recommendation, the City has revised the capital cost estimate of the Project

to incorporate the PMOC’s recommendation in its cost assessment presented in its final
spot report (“CLIN 0005: Spot Report”). The change in capital cost also had an impact

on finance charges. The Table below summarizes the difference in total capital cost

and finance charges. The total impact of the recommended change in project capital =
cost resulted in an increase of $174 million year of expenditure (YOE) dollars from the

May 2009 Financial Plan.

Difference in Capital Cost and Finance Charges between May 2009 and August 2009 Financial Plans

YOE $millions May 2009 August 2009

Version Revision Difference
Capital Cost Excluding Finance $4,942 $5,057 $115
Charges, FY2010 - 2019
Finance Charges, FY2010 - 2019 231 290 59
Total Capital Cost $5,173 $5,347 $174

The finance charges presented above also include an upward adjustment to the interest
rate contingency, from 50 basis points above current interest rates to 100 basis points,
thereby reflecting the fact that interest rates are currently at historical lows. The impact
on the weighted average interest rate across all maturities is an increase from

3.27 percent to 3.96 percent.

Please note, as was the case for the May 2009 Financial Plan, that the enclosed
Financial Plan includes costs that are not part of the New Starts Total Project Cost.
Specifically, the Financial Plan includes costs for FY2009, which were prior to
Preliminary Engineering and thus will not be part of the cost included in the FFGA.
Similarly the Financial Plan includes finance charges from after the completion of the
Project. Table 1-1 in the Financial Plan shows the differences between the Project
Cost reflected in the Financial Plan and the Expected FFGA Total Project Cost.
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Changes in General Excise and Use Tax (GET) Revenues

Net GET surcharge revenue projections were revised based on two factors:

a) Actual data for FY2009 receipts: Actual FY2009 receipts totaled $164 million
YOE compared to the $152 million estimate forecasted in the May 2009
Financial Plan.

b) More recent Council on Revenues forecast: the FY2010 growth rate was revised
downward to 0% from a growth rate of 1.34% in the May 2009 Financial Plan,
based on more recent forecast at the State level published by the Council on
Revenues in July 2009. Growth rates for all subsequent years remain the same ~—
as in the May 2009 Financial Plan.

The impact of these two changes led to an increase in net GET surcharge revenues of
$208 million over the period through FY2023. The chart below illustrates the difference
in GET forecast between the two versions of the Financial Plan.

Difference in Net Get revenues Between May 2009 and August 2009 Financial Plans
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This increase in revenues dedicated to the Project is expected to be sufficient to fund
the increase in Project capital cost recommended by FTA and its PMOC. It is important
to note that the numbers presented herein are subject to change as the Project
advances through the development process and economic conditions evolve. The
revised Financial Plan provides more information on underlying assumptions and risks
and uncertainties inherent to the capital and operating plan.

We look forward to discussing this more with Ben in the next Couple weeks and stand
ready to provide him with any supplemental information if needed.

Sincerely,

KENNETH HAMAYASU, Chief
Rapid Transit Division

Attachment

cc: Mr. Leslie Rogers, FTA Region IX
Mr. Edward Carranza, FTA Region IX



