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DISCLAIMERS
NON-ADVICE DISCLAIMER
Important Information about Our Communications with You
In connection with its responsibilities under the federal securities laws and the rules of the Municipal Securities Rulemaking Board, Hutchinson, Shockey, Erley & Co.
(HSE) wants to ensure that you understand the purpose of our communications with you and the role we intend to play in any transactions that we may engage in
with you. We are communicating with you for the purpose of soliciting business as an underwriter of municipal securities. We propose to serve as an underwriter,
not as a financial advisor or municipal advisor, in connection with any transaction that may result from our communications. Please note that:
•
HSE is not recommending that you take any action;
•
HSE is not acting as the advisor to you or any obligated person on a municipal securities issue and do not owe a fiduciary duty pursuant to Section 15B of the
Securities Exchange Act of 1934 to you or any obligated person with respect to the information and material contained in this communication;
•
HSE is acting for its own interests; and
•
You and any person that will have a repayment obligation with respect to any municipal securities issue being considered should discuss any information and
material contained in this communication with any and all internal or external advisors and experts that you or the obligated person deem appropriate before
acting on this information or material.
MSRB Rule G-17
HSE would serve as an underwriter in connection with the proposed Offering of municipal securities, not as a financial advisor. Rule G-17 of the Municipal Securities
Rulemaking Board requires an underwriter such as HSE to deal fairly at all times with both municipal issuers and investors. HSE’s primary role in the Offering would
be to purchase securities with a view to distribution in an arm’s-length commercial transaction with the Issuer, and HSE has financial and other interests that differ
from those of the Issuer. Unlike a municipal advisor, HSE as an underwriter does not have a fiduciary duty to the Issuer under the federal securities laws and is,
therefore, not required by federal law to act in the best interests of the Issuer without regard to its own financial or other interests. HSE will have a duty to purchase
any securities sold in the offering from the Issuer at a fair and reasonable price, but must balance that duty with its duty to sell those securities to investors at prices
that are fair and reasonable. HSE makes no recommendation with regard to the hiring of a municipal advisor by the Issuer. HSE’s compensation as an underwriter
would be contingent on the closing of the Offering. Such contingent compensation presents a conflict of interest, because it may cause HSE to recommend the
Offering even if it is unnecessary or to recommend that the size of the Offering be larger than is necessary. If retained, HSE will review the official statement for the
securities sold in the Offering in accordance with, and as part of, its responsibilities to investors under the federal securities laws, as applied to the facts and
circumstances of the Offering.
Informational Accuracy and Future Performance Disclaimer
Some information contained herein has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed.
Any opinions expressed are subject to change without notice. Any performance information shown represents historical market information only and does not infer
or represent any past performance. It should not be assumed that any historical market performance information discussed herein will equal such future
performance.
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TRADITIONAL REVENUE SOURCES
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TYPES OF EXPENSES

• Operating – Used for operating expenses such as for fuel, employee salaries &
benefits

• Capital – used for infrastructure such as buses, light rail and garages
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TRANSIT FINANCING
Revenues to fund mass transit come from several sources including:

•

•

Public Funds: various taxes and appropriations
1. Federal
2. State
3. Local
System Generated Revenue: passenger fares
1. Farebox Revenues
2. Other Revenues

Revenue Sources for Urban Transit

Federal
19%
System-Generated
Revenue
26%

Local
33%

State
22%

Source: FHWA, 2015 Report
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FAREBOX REVENUES
• Farebox Recovery Ratio – fraction of operating expenses which are met by
the fares paid by passengers. It is computed by dividing the system's total
fare revenue by its total operating expenses.
• Average U.S. Transit Agency recovery ratio is 35% while in Europe and
Canada it is 50% and in Asia and Australia – 100%

Source: Moody’s
Source: Moody’s
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TYPES OF TAXES
• Most common transit revenue in the U.S. is the sales tax and fuel tax
• Income and payroll taxes are more rare but are used in states such as New York
and Oregon
• Canada utilizes a property tax
Federal

State

Local

Total

Percent

12,697.9 18,951.9

42,509.2

73.3%

Public Funds

10,859.4

General Fund

2,171.9

3,204.2

4,549.1

9,925.1

17.1%

Fuel Tax

8,687.5

909.8

190.4

9,787.6

16.9%

395.4

91.7

487.1

0.8%

3,455.3

5,431.9

8,887.2

15.3%

10.4

651.1

661.4

1.1%

Other Dedicated Taxes

1,923.3

566.9

2,490.2

4.3%

Other Public Funds

2,799.7

7,470.9

10,270.6

17.7%

12,698.1 18,952.0

15,451.2

26.7%

Passanger Fares

13,608.4

23.5%

Other Revenue

1,842.8

3.2%

Income Tax
Sales Tax
Property Tax

System-Generated Revenue

10,859.4

57,960.4
Source: FHWA, 2015 Report
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LOCAL FUNDING
• Recently, most increases in funding for transit have come from the local level
• Almost all have come from voter approved increases in sales taxes

Source: Bloomberg
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STATE FUNDING
•
•

In 2016, 24 States passed 267 ballot measures expected to support $207 billion in infrastructure projects
State support varies from a high of New York State and California to no State support in Hawaii, Utah,
Nevada and Alabama

Passed State Funding Initiatives in 2016
Maine
(November 2016)

New Jersey
(Oct 2016)

•Legislation to issue $100 million in bonds to improve highways, bridges and multi-modal facilities

•Increase gas tax by 23 cpg and diesel tax by 27 cpg to generate $2 billion per year for transportation funding
over the next eight years
•Ballot measure to constitutionally dedicate all motor fuel taxes solely for transportation purposes

South Carolina
(June 2016)

• Governor signed into law a proposal to use over $200 million in redirected exiting fees (including motor vehicle
sales taxes) and other revenue to bond up to $2.2 billion in one-time funding, with additional department of
transportation reforms

Indiana
(March 2016)

•Legislation to add $228 million from the state’s budget reserves to state road projects and permits counties to
institute a local wheel tax as well as motor vehicle license excise surtax
•Established a task force of lawmakers and transportation advocates to research and provide recommendations
for increasing sustainable transportation funding

Rhode Island
(Feb 2016)

• “RhodeWorks” legislation to charge a toll on large commercial trucks in order to repair and maintain the state’s
bridges
• In combination with new and refinanced GARVEE bonds, estimated to raise $542.5 million over the next five
years
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FEDERAL FUNDING
• Federal taxes fund the Federal Transit Administration (FTA) which then gives
grants to transit authorities
• Federal subsidies account for roughly 50% of transit capital spending

Source: Moody’s
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TRANSPORTATION OUTLOOK
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S&P OUTLOOK
• S&P’s 2017 Outlook released in January on transportation sector is stable-topositive
• Optimism about new Administration’s desire to promote infrastructure
investment
• Outlook on mass transit is stable
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MASS TRANSIT (STABLE OUTLOOK)
• Funding security through Fix America’s Surface Transportation (FAST) Act
through 2020
• FAST Act allows transit agencies to advance complex multiyear projects with
greater funding certainty
• Believe federal funding levels in near term will be on par with authorization
levels in FAST Act
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PRESIDENT TRUMP’S PRIORITY LIST
• Priority list of 50 project totaling $137.5 billion circulated in January of 2017
• Transit projects account for 10, totaling over $60 billion
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GATEWAY PROGRAM
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COTTON BELT LINE RAIL PROJECT

18

SECOND AVENUE SUBWAY

19

DC UNION STATION EXPANSION & REHAB

20

MARYLAND PURPLE LINE
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M-1 RAIL, DETROIT

22

MBTA GREEN LINE EXTENSION, BOSTON
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RED AND PURPLE LINE MODERNIZATION, CHICAGO
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CHICAGO UNION STATION REDEVELOPMENT
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MOODY’S OUTLOOK
• Moody’s has negative outlook on transit bonds after release of Trump
Administration’s budget proposal
• FY18 Budget Blueprint proposes ending certain types of mass transit capital
grants representing nearly $2.4 billion
1. “New Starts” Capital Investment Program: $2.3 billion
2. TIGER Grant Program: $499 million
• Would widen existing capital investment gap
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CAPITAL INVESTMENT GAP
• American Society of Civil Engineers (ASCE) assigned D- grade to US mass transit
infrastructure
• Mass transit capital investment gap equals nearly $90 billion
• Current spending levels are not enough to maintain current transit assets and
complete new projects
• At current spending levels, gap would grow to $122 billion by 2032
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ALTERNATIVE SOURCES OF FUNDING
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Alternative Sources of Funding for Capital Projects
•
•
•
•

Public Private Partnerships (P3)
Debt issuance
Tax Increment Financing
Vehicle Miles Traveled Tax (Oregon)
1.5 cents per mile instead of gas tax of miles per gallon
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P3
• “We don’t have a capital problem we have a revenue problem.” stated at P3
Conference in Dallas February 26, 2017
• Will P3 work for mass transit projects?
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EXAMPLES OF P3 PROJECTS
•
•
•

•

•

Project Location: Denver, Colorado
Client: RTD
The last bridge deck for the RTD Eagle P3 (Public-Private Partnership) commuter rail
project was poured by Ames civil crews in September 2015. After nearly five years in
the making, the 36-mile project is winding down. Ames is a joint venture partner for the
design-build of the project, which is the first transit P3 of this magnitude in the United
States.
The contract included construction of 36 miles of new double-track electric commuter
rail lines, 14 miles of new freight rail track work, 32 bridges, 30 at-grade crossings, 14
stations with Park-n-Ride lots, and a major vehicle maintenance facility. The project is
now in the active testing and commissioning phase.
The 36-mile Eagle P3 is comprised of RTD's East Rail Line, Gold Line, Commuter Rail
Maintenance Facility and Northwest Rail Line Westminster segment; throughout 2016,
the new commuter rail lines will open one at a time in sequence.
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TEXAS CENTRAL RAILWAY
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DEBT
• Municipal bonds (or “munis” for short) are debt securities issued by states,
cities, counties and other governmental entities to finance capital projects
• An investor purchases the municipal bonds, and is in effect lending money to
the bond issuer in exchange for a promise of regular interest payments, usually
semi-annually, and the return of the original investment, or “principal.”
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TYPES OF BONDS
• The two most common types of municipal bonds are the following:
• General obligation bonds are issued by states, cities or counties and not
secured by any assets. Instead, general obligation are backed by the “full faith
and credit” of the issuer, which has the power to tax residents to pay
bondholders.
• Revenue bonds are not backed by government’s taxing power but by revenues
from a specific project or source, such as highway tolls or lease fees. Some
revenue bonds are “non-recourse”, meaning that if the revenue stream dries
up, the bondholders do not have a claim on the underlying revenue source.
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OUTSIDE CONSULTANTS
•
•
•
•

Financial Advisor
Underwriters
Bond Counsel
Underwriter’s Counsel
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QUESTIONS TO ASK
•
•
•
•
•
•

Is this in our capital plan?
Does this meet our agency’s debt policy?
Who are the outside consultants?
What is our rating by the rating companies?
What was our interest rate?
What will debt service payments look like?
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TAX INCREMENT FINANCING
•
•
•
•

Transportation Investment Zones
Tax Increment Reinvestment Zones
Use the incremental increase in taxable value to pay for projects
Used often with Transit Oriented Development
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VEHICLE MILES TRAVELED (VMT)
• The normal source for transportation projects is revenue collected by the 18.4cents-per-gallon federal gas tax. The tax has not been increased since 1993,
however, and the pace of infrastructure expenses is outpacing it, as cars
become more fuel efficient.
• Oregon is implementing a pilot project with 5,000 cars to test the new gas tax
to take the place of the miles per gallon gas tax
• Mileage will be tracked by GPS, odometer tracker or a travel diary
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DISCUSSION

QUESTIONS?
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