IX

NORTHERN VIRGINIA TRANSPORTATION AUTHORITY

MEMORANDUM

TO: Chairman Martin E. Nohe and Members
Northern Virginia Transportation Authority
FROM: Mayor Parrish, Chairman, Finance Committee
DATE: October 5, 2016
SUBJECT: Transportation Projects Reserve — Advisory Panel Proposed Policy
1. Purpose: Present Advisory Panel draft Transportation Projects Reserve Policy for the

Regional Revenue Fund as reviewed and recommended by the NVTA Finance Committee.

Suggested Motion: | move the Authority approval of the draft Transportation Projects
Reserve Policy in a form approved by the Council of Counsels.

Background: The Finance Committee requested staff research and report on the
establishment of two reserve funds. One reserve would be for project contingency
(Contingency Reserve) and the other to set aside funds for future large scale projects
(Transportation Project Reserve). The Executive Director established an Advisory Panel to
examine and make recommendations on both reserves. Participation on the Advisory Panel
was open to representatives of all member jurisdictions. Participation of jurisdiction
transportation and finance representatives was especially welcomed.

After several meetings the Advisory Panel prepared a draft policy for the Transportation
Projects Reserve utilizing a reserve of debt capacity as an alternative to reserving PayGo
capacity in the form of a cash reserve. The Advisory Panel also formulated a
recommendation on the Contingency Reserve which is presented in a separate report.

Comments: The Finance Committee expressed an interest in establishing a cash reserve
(Transportation Projects Reserve) within the Regional Revenue Fund to permit the Authority
to set aside funds for future large scale projects. The Advisory Panel made the following
observations related to such a reserve:

a. Funding the Reserve — The reserve is recommended to be established through a
reservation of debt capacity. Since the debt capacity is supported by the Regional
Revenue Fund, the reserve can only be used for transportation projects or debt
service payments, consistent with the provisions in HB 2313 (2013).

b. Reserve Level - A reserve size of at least $100 million was considered as a bench mark
as that amount is indicative of a large transportation project.

c. Project Eligibility - To ensure compliance with HB 2313 projects must undergo all
required screening and ranking processes before funding from the reserve could be
approved by the Authority.



d. PayGo Impact — Using FY2017 as an example, the current FY2017 Regional Revenue
Fund budget has $267 million for PayGo after paying debt service on the Series 2014
Bonds and other obligations:

i. If the reserve were to be funded at $100 million in 1 year, PayGo availability for
that year would be reduced by approximately 38%.

ii. Ifthe reserve were to be funded over three years, (533.3 million per year totaling
$100 million), PayGo availability would be reduced by approximately 13% a year
for three years.

e. Debt Capacity — Debt financing is typically employed for projects with significant
project costs and/or for which PayGo resources are not available in a single year. As
shown in the May 19, 2016 ‘Debt Capacity Analysis’ presentation prepared for the
Authority by our Financial Advisor PFM, the Authority currently has a significant
amount of unused debt capacity.

f. Reserving Debt Capacity — Reserving a percentage of debt capacity for transportation
projects would hold resources in reserve for future large scale projects.

i. Establishing this reserve by reserving debt capacity would eliminate any
immediate impact on PayGo projects.

ii. Asshown in the May 19, 2016 ‘Debt Capacity Analysis’ prepared for the Authority
by PFM (Attachment A), the Authority’s estimated debt capacity through 2037 is
approximately $1.8 billion. For example, if the Authority were to reserve 5.5% of
its total debt capacity for the reserve, that amount would be equal to $99 million.

iii. Any project under consideration would be required to go through the mandatory
screening processes. Therefore, determining and executing a plan of finance for
that project could be done concurrently with the project screening. The plan of
finance would only be executed if the project received Authority approval.

iv. The long term impact on PayGo available funds for projects would be attributable
to the annual debt service payments on future bond issuances.

g. Reserve Capacity Evaluation — The Transportation Projects Reserve and amount of
debt capacity reserved for its use will be evaluated as part of the annual Regional
Revenue Fund budget evaluation and adoption process.

5. Advisory Panel Recommendation. The Advisory Panel recommends a strategy of reserving
debt service capacity in an amount of $100,000,000, or 5.6% of the Authority’s FY2016
through FY2037 estimated capacity of $1.8 billion as the funding mechanism for the
reserve, as shown in Attachment B.

Coordination:

NVTA Finance Committee

Contingency and Transportation Project Reserve Advisory Panel
NVTA Financial Advisor — Public Financial Management (PFM)
Council of Counsel

Attachments:
A: Debt Scenarios & Capacity Analysis, prepared by PFM, May 19, 2016
B: Transportation Projects Reserve — Debt Capacity Reserve
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IX.B

NORTHERN VIRGINIA TRANSPORTATION AUTHORITY

Policy XXX — Transportation Projects Reserve

Debt Capacity Reserve Policy

I.  Purpose. The purpose of this policy is to ensure resources are available for future large scale
projects as approved by the Authority in accordance with HB 2313 (2013).

Il.  Policy. The Authority establishes a Transportation Projects Reserve to ensure capacity for
future large scale projects as approved by the Authority in accordance with HB 2313 (2013).

I1l.  Specific Provisions of Policy.

a. Transportation Project Reserve Priority — The Transportation Projects Reserve will
be in addition to and will only permitted when all other reserves required in the NVTA
Debt Policy (Policy Number 9) are at or above their policy requirements.

b. Funding the Reserve — The reserve will be funded through a reservation of debt
capacity in an amount of $100,000,000 which is currently 5.6% of the Authority’s
estimated debt capacity of $1.8 billion, calculated as of FY2016, and measured through
FY2037.

c. Reserve Capacity Evaluation — The Transportation Projects Reserve and amount of
debt capacity reserved for its use will be evaluated as part of the annual Regional
Revenue Fund budget evaluation and adoption process.

d. Project Eligibility - To ensure compliance with HB 2313 all projects must undergo all
required screening and ranking processes before funding through the reserve will be

approved by the Authority. All projects funded through this reserve must otherwise
also be eligible for funding through the NVTA’s Debt Policy.

Approved by the Finance Committee:

Approved by Northern Virginia Transportation Authority:
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