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THE WHITE HOUSE

WASHINGTON

oo

April 28, 1975

MEMORANDUM FOR{ THE VICE PRESIDENT
FROM :

SUBJECT : tyuction and Financing

Here is the background on the financing of the
Washington subway system.

In brief, OMB recommends that the incompleted
sections be financed by money transferred from
state highway funds.

Attachment




5 EXECUTIVE OFFICE COF THE PRESICENT
L . h OFFICE OF MANAGEMENT AND BUDGET
* : WASHINGTON, D.C. 20503

‘KPR 16 -&75 ACTION

MEMORANDUM FOﬁ THE PRESIDENT
FROM: JAMES T PYNN

SUBJECT: METRO Construction and Financing

Statemeﬁt of Issue

What should the Administration's position be with respect
to further financing of the Washington area METRO rail
system?

Background

Current METRC construction stems from a substantial history
of executive and congressional legislative support for a
regional rapid-rail system. Based on earlier studies,
Canareace anthnrivad a evetem NnT 28 milac in TQAR Tha
Washington Metropolitan Area Transit Authority (WMATZ) had
been created as an interstate compact agency to plan and
carry out the transit program. To obtain greater partici-
paticn from local jurisdictions and improve area-wide:
transportation, a 98-mile system was proposed late in the
Jochnson Administration. The legislation was resubmitted,
with some technical changes, as a Presidential program
proposal early in the Nixon Administration. The Congress
enacted the MNational Capital Transportation Act of 1969
authorizing the 28-mile system on December 9, 1969, at a
system cost of $2.5B.

Events in 1870 and 1871 such as greater than anticipated
inflation in construction costs, congressional funding
delays, and the weak state of the market for the Authority's
bonds led to a gap in the 1969 financial plan. The
Aéministration strongly supported legislation to provide

a Federal guarantee for taxable bonds with a 25% interest
subsidy to generate the additional necessary financing,
enacteda July 13, 1972.



The 1969 Act, as amended, endorsed a 98-mile system and au-
thorized $3.0B of financing through three sources: revenue
bond proceeds, local contributions, and Federal contribu-
tions.

Total project costs $2.980M
Revenue bonds 1.110M
Net project cost: 1.870M

Federal share (2/3) (1.147M)
Local share (1/3) ( .723M)

Additional Federal financing was provided on an 80%-20% basis
to construct facilities for the handicapped ($52M Federal
share, $13M local share). $11.3M was added for construction
of "Federal interest" stations to serve the Smithsonian and
Arlington Cemetery.

Two recent analyses performed for WMATA materially alter
this financial scheme:

Bond Repayment Problem

Dzbt service on the $1.2B of bonds was to be liguidated by
farebox revenues from the rail svstem. To date. $297M of
the bonds have been issued with a Federal gquarantee, with a
pledge rfrom the local governments that they would take "what-
ever action is necessary" to pay any principal and interest
costs not met through the farebox.

Recent analysis indicates that because of higher than antici-
pated costs of rail system operations, unanticipated bus
deficits, and the current level fare policy, the bond obliga-
tions cannot be fully covered by the farebox revenues.
Localities are now faced with the need to make substantial
unanticipated annual contributions toward the $2.9B regquired
through the year 2015 to repay the bonds. This prospect,
combined with doubt whether 98 miles will be built, makes
issuance of the remaining bonds ($200M) open to guestion.

Construction Cost Escalation

The existing financial plan was based on a cost estimate of
about $3.0B. Construction has been delayed by factors such
as Burricane Agnes, congressional funding delays, strikes of
various construction crafts, and environmental impact suits.
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In addition, cost estimates have grown due to design changes,
unforeseen construction conditions and unprecedented infla-
tion. An analysis of the 98-mile system, made in late 1974,
now projects a cost of $4.5B or $1.5B more than currently
authorized. Even this total is subject to upward revision
if further unscheduled delays occur and the inflation rate
continues. : :

Construction Status and Local Concerns

Construction of METRO began in the core area of the District
and has radiated outward. Forty miles are now under con-
struction and an additional 30 miles are under final design.
If all existing commitments--Federal and local--toward the
$3.0B plan were met, 76 miles of the system could be built.
However, WMATA believes a Federal decision not to provide
additional funding toward the $4.5B cost estimate would
collapse existing financing arrangements to the point that
only 47 miles could be built (at a cost of about $2.4B).

The financial contribution of the local governments is based
upon their proportionate share of a 98-mile svstem, even
though actual construction to date in Maryland and Virginia
is relatively small. This has caused great concern on the
part of local suburban officials who fear that their areas
will not receive the transit sexrvice for which payment has
already been made. They also fear that a truncated system
will have operational problems and not provide adequate
revenues to meet operating costs.

In addition, they are concerned that local transit and air
pollution goals will not be met if less than 98-miles are
built. They further assert that local fiscal resources
cannot bear additional burdens, particularly in the face of
continuing bus operation deficits and the bond problem.
(Their position is set forth in more detail in Attachment A.)
As a result, the WMATA Board--representing the local jurisdic-
tions concerned--is seeking Administration support for
authorizing legislation which would provide Federal financing
of 80% of the funds needed to meet the new $4.5B cost esti-
mate, with the 80% retroactive to fiscal 1974.

Current Conaressional Situation

Existing WMATA legislation was developed cooperatively be-
tween the previous Administration and WMATA and transmitted
jointly by the Secretary of DOT, the District, and WMATA.



Due to the dramatically higher cost estimates, mutually
acceptable legislation will now be much more difficult to
achieve.

Unless the Administration and WMATA jointly agree on a
policy, WMATA would probably develop its own proposal, Such
a bill would seek to maximize Federal underwriting of the
broject. As an interstate compact agency with no Federal
Board member, there is no direct means of preventing WMATA
from pursuing an independent course--if they choose to for-
feit Administration support. Such a WMATA bill could be
expected to receive a sympathetic hearing from the Senate
and House District Committees which have strong local
representation, particularly since the election to Congress
this fall of two former WMATA Board members.,

Since no legislation has yet been introduced, congressional
views are so far relatively unfocused. The House Budget
Committee, however, has included an initial increment of
$211M for METRO construction in its proposed expenditure,
plan. District Committee Chairman Diggs had asked the
Budget Committee for the entire $1.2B. This indicates that
the D.C. Committees would tend to favor the WMATA proposal
or at least a substantial Federal contribution.

The fate of such a bill on the floor would be much less
certain. There may be a congressional feeling that too
much has been invested to turn back now. This is the view
purported to be expressed to WMATA congressional liaison
staff. On the other hand, it is likely that there will be
little enthusiasm in the Congress as a whole for spending
such a large amount on transit in the National Capital area
compared to the resources available for the rest of the
nation. There also may be opposition by the House Public
Works Committee to the shift of D.C. highway funds to mass
transit, in the alternative discussed below.

Interstate Highway Transfer

A resource that could be used to provide additional funding
is the "Interstate Transfer" provision of the 1973 Highway
Act. Under this act, localities can substitute transit
projects--on an 80%-20% basis--for segments of the Inter-
state Highway System which they decide not to build.
‘Maryland, Virginia and the District all have controversial
interstate segments which may not be built. Current esti-
mates of the costs to complete such segments are:

D.C. - $1,418M Maryland - $306M Virginia - $157M



In the District, both the Mayor and the City Council have
expressed the view that much of their interstate construc-
tion will not be approved. Maryland has already announced
that it does not plan to complete several interstate
segments in the Washington area and plans to use these

funds to extend the Rockville METRO line and upgrade high-
ways elsewhere in the State. It is doubtful that Virginia
would be very receptive to use of interstate funds for METRO
construction. -

Although the total cost of completion of these interstate
segments may be reasonably close to the shortfall in METRO's
present financial plan, the routine timing of the availability
of interstate substitution funds falls substantially short of
the rate at which METRO plans to obligate funds. Under either
the current interstate allocation system or the Administra-
tion's new proposal, METRO would have a substantial cash
shortfall in FY 1976-78. One approach to eliminate this
problem would be to have all interstate transfer funds
immediately available for obligation (i.e. funds for the cost
of the completion would be immediately available for obliga-
tion rather than on a pro rata basis over a period of years

as with other interstate funds). OMB has rejected this
proposal because it would substantially reduce Executive
contrel cver 211 future trancfere and represents a signifi-
cant uncontrolled add-on to future Federal transportation
expenditures.l

Special legislation for METRO could be proposed to accel-
erate Federal payments to the District to augment their
interstate funds. This, in effect, would be borrowed from
their future year interstate allocations. Thus, the local
jurisdictions could increase their obligations in FY 1277-79
at the expense of anticipated FY 1980-85 allocations. Such
increases would have to represent an addition to the Federal
budget as it is not politically feasible to have these
increases absorbed within proposed interstate program levels.
In the long run, these would be offset by the non-use of
interstate highway construction funds through the 1%&80's.

The additional costs of METRO construction above amounts
assumed in the budget and their relationship to anticipated
Federal interstate payments are displayed below.

1/ The appropriate treatment of interstate transfer financing
nationally will bz further addressed in the final Adminis-
tration decisions regarding a 1975 Federal Highway
legislative proposal. '



($ in millions)

1976 1977 3976 1979 1980 Total

METRO overrun 237 461 532 206 41 1477
Federal share (80%) 190 369 425 165 33 1182
D.C. Interstate - 2001/ 85 85 90 . 90 550
Net Accelerated

Payments (-10) 284 340 75 (~57) 632

1/ FY 1976 availability depends upon how quickly the
District can implement interstate transfers and
the size of overall Federal highway funding.

Some acceleration may be needed in FY 1976.

Financing Alternatives

Alt. #l. The Federal Government to pay 80% of the increased
costs plus 80% of the costs since July 1, 1973. (The date
on which the national mass transit program went to 80-20.)
Local officials on November 21 voted unanimously to seek
this arrangement. It would entail additional Federal con-
tributions of $1,257M and additional local contributions of
$135M.

Alt. #lA. To ease the near-term Federal outlay 1m0act,
WMATA has proposed that the Federal Government authorize
the sale of $§1.257M in taxable bonds for which the CGovern-
ment would pay the principal and interest over a 40-year
period. Annual liquidating appropriations would be $88M,
with a $14M tax recapture for a net annual Federal cost of
$74M.

Alt. #2. No further special Federal financing. Any addi-
tional funds would come from a combination of local funds,
interstate substitution funds, and perhaps, the UMTA
nationwide mass transit program late in the decade. The
current UMTA funding assumptions do not include any planned
coverage for METRO. This alternative assumes the localities
would repay existing bond obligaticns, but some contingent
Federal liability of up to $997M already exists due to the
Federal guarantee.

Alt. #3. Reliance on Interstate Funds with accelerated pay-
ments. Funding would come from money available throuch
interstate transfer. Legislation, in the form of an amend-
ment to the National Capital Transportation Act, would be
submitted soon to provide for such a mechanism,
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This mechanism would allow local officials to choose between
highway mileage and mass transit. Until final local
decisions on highway substitutions are made, it will not he
known if such funds will be adequate to complete the system.
If these funds are not adequate, or if fiscal uncertainties
cause a failure to issue the remaining bonds, a decision on
possible additional Federal assistance will be needed.
However, any consideration of this question should not be
required until all highway substitution decisions are made
and resultant funding substantially committed, in two to
three years.

(A table showing costs of the alternatives is Attachment B.)

Pros and Cons

Alt. #l. (80% Federal share of new total cost, retroactive
to FY 1974)

Pro

- Provides relief for overburdened local fiscal
resources. Local funds already committed would
match additional Federal contributicns. Also
requires added local resources.

- Carries out existing Federal commitment. "Keeps
faith with citizens of the region."

-~ Makes formulg consistent with national transit
formula.

- Insures maximum transit and environmental objec-
tives,

Con

- Requires highest level of added Federal resources--
$1.2B over next 3-4 years. Difficult burden for
Federal budget to sustain.

- No logical reason for retroactive shift, partic-
ularly in light of other benefits (e.g., bond
guarantee) given to METRO not in national program.

- Disproportionate amount of Federal spending on
single transit project compared with new Federal
transit capital program for entire nation cf
$11.8B over 6 years.



Endorses primarily at new Federal expense, con-
struction of marginal segments of transit system.

Alt. #1A. (40-year bond financing)

Alt.

Pro

e e

All advantages of Alt. #1.

Lessens severe outlay impact on Federal budget
in near term.

Con

Adds interest costs to principal used for con-
struction, raising total additional costs over
40 years to $2.9B.

Sets bad precedent for Federal bonds for indi-
vidual projects. \

$#2. (No additional special Federal funding)

Pro

Keeps special Federal funding at lowest level.

Provides incentive for localities to use Inter-
state highway transfer provisions of 1973
Highway Act to pay for transit to the extent
possible.

Allows completion of significant portion of
system if existing local commitments are kept,
depending on local highway substitution decisions.

Con

Would be perceived as reneging by Federal Govern-
ment, which local officials regard as committed
legally and morally to complete a 98-mile system,

Local governments committed to share capital
costs and guarantee bond repayment based on
98-mile system. Voters in Virginia, where bond
referendum was required, heavily favored
issuing bonds on premise of full system.
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Alt.

Failure to complete because of fund shortfall
will compound traffic prcblems by not en-
couraging shift of potential riders from buses
and cars. Adds to pollution and demand for addi-
tional highways.

Subsequent to inception of METRO planning,
Federal clean air and energy conservation re-
quirements have increased the need to shift
riders from private auto to transit.

#3. (Use of Interstate Transfer with accelerated

payments)

Pro

Provides significant Federal support consistent
with overall budget constraints. Requires
additional local funding above that already
planned.

Federal support provides strong incentive to local
officials to meet existing commitments for coverage
of revenue bonds.

Allows existing statutory arrangement to run its
course as contemplated at outset of program.
(2/3 - 1/3 basis)

Presents a creditable posture to the Congress.

Allows National Capital Region to choose to
complete system which would significantly

meet transit objectives of area with appropriate
mix of highways and transit.

Con

Fails to meet local objectives of full Federal
commitment by direct appropriation with retro-
active formula change.

Sufficient funding for completion of 98-mile
system requires local agreement on highway
decisions which may be difficult to achieve.
Represents "new Federal spending" in 77-79.

Pequires specizl legislation.
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OMB Evaluation and Recommendation

Support of the full WMATA request for expansion of separate
Fecderal financing is not justified in our view because of
the high marginal cost of the transportation benefits re-
ceived. Rough analysis by WMATA indicates that the
additional $1.5B will only increase ridership about 15-20
percent cver a $3B, 76-mile system. It is probable that

if WMATA were applying for Federal assistance for the un-
built lines for the first time through the regqular UMTA
program, some of their proposals might not withstand the
test of cost-effectiveness and would not be funded by UMTA.

In contrast, however, the Federal involvement during the
inception and development of METRO, the Federal stake in
some kind of successful outcome, plus the good faith efforts
of the local jurisdictions make it undesirable to take a
position that no further Federal assistance should be forth-
coming. Such a position would probably not be agreeable to
the Congress. :

Taking all factoxs into account, a constructive response to
the WiATA proposal is recommended--Alt, #3. TFull local use
of interstate transfer funds and their accelerated avail-
ability should make possible ccmpletion of the system. It
would provide the maximum incentive to 1ocal orricials woO .
make cood their bond guarantees, reducing possible Federal
liability for almost $1B in already issued bonds. This pro-
posal would offer a solid alternative to area officials andg,
if agreed to, prevent a separate appeal to the Congress.

) _

Secretary Coleman has been briefed on the details of this
memorandum. He strongly supports the effort to meet the
METRO construction schedule and agrees that among the
financing alternatives available, the use of the interstate
transfer provision is the best means of meeting increased
METRO construction costs while minimizing the total iwpact
cn Federal expenditures. His other views with respect to
METRO issues are set forth in attachment C.

In summary, Alt. #3--while subject to some uncertainties--
appears to be the most desirable course at this tire.

Decision
/_/ Alt. #1 /7 Alt. $1n /7 Alt. 42
/ / Blt. #3 / 7/ Other (Sees me)



ATTACHMENT A

Position of Local Officials

The posture of the local officials with respect to further
financing is quite clear. They are seeking to insure maximum
Federal funding to carry out what they consider the Federal
commituent to:a full system. to meet. thé . transportation. and..’
environmental needs of the area. It is politically very
difficult for them to consider alternatives to completion of
the 98-mile plan.

WHMATA staff has done some preliminary analysis of the transpor-
tation effects of building only 76 miles with the authorized

$3.0B because of a shortfall in funding. This analysis indicatec
that 270 more buses ($20M capital cost, $18M annual operating costi)
would be required. In addition, WMATA argues that further
extensive but undetermined road construction would be reguired

to meet 1990 traffic demands. Also, the failure to divert auto
passengers to mass transit would have a negative effect on air
guality and environmental goals, a national priority. The most
troublesome effect would be that if system construction shrinks
below 76 miles, it kecomes more of a District of Columbia system
with lesser rail mileage for the suburbs which have firancially

- committed themselves to the system. It also eliminates the
important Mid-City Line, which in D.C. official's eyes is vitel

to serving low income District residents.

In the view cof local officials, much of the cost overrun has
been caused by national inflation which is beyond their control.
They view it as unthinkable that the Federal Government would
back away because of the added cost, given the fact that :
numerous Federal projects are initially underestimated in cost
but subsequently completed. They note that the Interstate
system was originally estimated in 1956 to ccst less than $3CB
while the Federal Government has bi-annually increased the
estimated cost to $76.3B, (as of 1972) rather than eliminate
mileage in the system.

They also believe their fiscal resources ave strained to the
utmost, particularly in view of the mounting bus opzrating
deficits~--projected to reach $52M in 1976--and the unanticipated
necessity to subsidize rail system operations to pay coff part of
$2.9B in bond costs.
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Local officials stress that there is a strong Federal interest
in completing the project. They note that in testimony on the
original authorizing bill, then Deputy Director of the Bureau
of the Budget, Phillip S. Eughes, stated that the legislation
would (1) fulfill a mandate of Congress; (2) sustain local
support and responsibility for the system; and (3) recognize
the special Federal interest in the National Capital area.

With respect to the Federal interest, he noted the significant
Federal impact on the area economy--employing 30% of the work-
force, generating 40% of the area's total wages, and occupying
about 30% of available office space. The logic was that in
other localities, sectors of the local economy equivalent to
the Federal Government's local role in Washington would
contribute tax resources necessary to build a rapid-transit
system. Hence, the proposed Federal contribution would pro-
vide compensatory recognition of the lack of comparable local
tax resources. Huches also stated that as the region's major
employer, the Federal Government would benefit by improved
productivity from the estimated 40% of its employees commuting
to their place of employment. Finally, he noted the responsi-
bility of the Government for the quality of life in the National
Capital area for those who work, live, and visit here.

In light of these tactors and firmly bellieving that the Tedoral
Government has a commitment to fulfill in achieving the 98-mile
system, WMATA and the local governments are pressing vigorously
for the fullest Federal financial commitment.



ATTACHMENT B

METRO SYSTEM FUNDING PROPOSALS

(In Millions of Dollars)

Alt. #1 Alt. #1A Alt, #2 Alt. #3
. 80-20 80-20 $2.980 80-20 of
Effective Effective Million Increased
T/1/13 LIS 3 System Cost
Federal Grantsl/ 2,404 1,147 1,147 1,147
Local Grants -~ 856 856 723 1,018
Bonds and Proceeds 919 919 919 919
Internally Generated Funds 275 215 297 191
Federally Supported Bonds - 1,2572/ - -
Federal Interstate Transfer 3/
Funds - - = 1,179
4,454 4,454 2,980 4,454

Project Cost

1/ Does not include total 40 year outlays of $963M in interest subsidy for bonds, recovered
from Federal income tax receipts.

procedure.

2/ $74M per year average - Debt Service.

3/ Could also be supplemented by funds made available under regular Interstate Transier
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Attachment C

Idditional Views of Secretary Coleman

'

The Administration's decision on the financing issue should
not force either a slowdown in the pace of METRO construc-
tion or cutbacks in the mileage of the final system. At a
time when the Administration is attempting to cut back fuel
consumption, when construction delays mean substantially
increased costs, and when cutbacks in the METRO system
would greatly reduce service to low and moderate income
areas of the District, such a position would nct be tenable.

While the Department concurs that the interstate transfer
provision is the hest available means of meeting increased
METRO construction costs, the Department beliesves that the
mechanism recommended in the proposed OMB menorandum is

not the most effective way to implement the interstate trans-
fer concept. The Decpartment's recommended approach for
managing the interstate transfer provision throuchout the
Nation as well as in D.C., would provide for control of the
rate at which funds are obligated without the need for new
legislation. Furthermore, the DOT recommendation would

" permit management and funding decisions on the substitute

transit projects to be made in the context of the national
transit program, rather than being dictated by an unrelated
highway distribution formula.



THE WHITE HOUSE
WASHINGTON

May 8, 1975

CADMINISTRATIVELY <GONSIRENTTrri~

MEMORANDUM FOR JIM CANNON %

FROM ANDRE BUCKLES*L
MIKE DUVAL *

SUBJECT FEDERAL CITY COUNCIL REQUEST THAT THE
VICE PRESIDENT TAKE ON LEADERSHIP ROLE
IN SOLVING D.C. METRO PROBLEMS.
REQUEST

You have requested comments and recommendations regarding former
Ambassador Linowitz's letter to the Vice President (Tab A)
requesting his action in obtaining funds for Metro construction.
This memorandum will present certaln recommendations as to the
future handling of Metro problems and attaches an option paper
to the President (Tab B) as well as a draft response to
Ambassador Linowitz (Tab C).

BACKGROUND

Attached at Tab B is the OMB option paper which 1s now before
the President and which recommends that the respective
jurisdictions use substituted Interstate highway funds as the
Federal share for meeting the most recent cost overrun of

the Metro.

Because of the history of the District of Columbia's
dependence on the Federal government and because of the.
independent structure of the Washington Metropolitan Area
Transit Authority, Metro issues have been closely associated
with the White House. The current press coverage has
reported that OMB has sent an option paper to the President.
Consequently, the President has been placed out in front

of every Metro issue.

Metro should be considered as a transportation issue rather

than a District matter. The Secretary of Transportation is the
logical choice to be the Administration point man on the Metro.
This would serve the dual purpose of removing the issue from the
White House and placing it in the context of the nation's
transportation program.
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We see the Metro cost overrun issue as controversial
and a no-win matter. We should move quickly to put
some distance between 1t and the President.

RECOMMENDATION

1. That you sign the attached memo to the President (Tab D)
recommending that Secretary of Transportation Coleman
be designated as the Administration's coordinator
for Metro.

Approve Disapprove
2. That you sign the attached response to Ambassador Linowitz,

subsequent to the President's designation of

Secretary Coleman as the Administration's coordinator
for Metro. (Tab C)

Approve Disapprove



15¢th Street) N. W.
ngton, D. C.223-4560

Kenneth R Sparks
Exccutive Vice President

April 17, 1975

The Honorable Nelson A. Rockefeller®
Vice President of the United States
The White House

Washington, D. C. 20500

Dear Nelson:

The Federal City Council has for some months
been studying the mounting problems involved in
completion of the Washington subway system. Now
it is becoming increasingly evident that without
firm leadership at the Federal level, the METRO
financial crisis could lead to chaos. It is now
five months since the Administration was notified
that METRO had serious financial problems, including
a $1.5 billion construction cost overrun, an apparent
inability to repay $1.2 billion in revenue bonds from
the fare box, and bus operating deficits in excess of
$50 million per year for 1976.

To date, no response has been forthcoming except
an unofficial indication that the Administration might
look with favor on the transfer to METRO of funds set
aside for some District freeways. Although this might
have merit for part of the Federal share of the /
increased cost, we have been unable to find anyone
within the.Administration or without, who thinks this
alone is an adequate response.

In the meantime, various Congressional initiatives
have gotten underway, including the introduction this
week by several members, of what is WMATA's basic
proposal (40 year bonds, with retroactive 80%/20%
financing). Othexrs on the Hill feel that such legisla-
tion is ill-advised at this time.

At the local level, the uncertainty over METRO's
future is beginning to cause severe damage to the frail
regional Compact. The combination of rising bus deficits
large increases in construction cost outlays, "moral"
liability for nearly a billion dollars of outstanding
revenue bonds, and a generally tight budget year is takin
its toll on voluntary acts of regional cooperation.



Each government entity is understandably concerned about
protecting its flanks. There is talk of some jurisdictions
leaving the Compact, establishing their own bus operations and
refusing further contributions. Some of the local governments
cannot legally make any further contributions to METRO after
July lst without obtaining voter approval through referendum.
And how, they argue, can they go to the voters without a fixm
proposal as to future Federal financial assistance.

What this all means is that without a broadly agreed upon
plan, METRO faces a slow down in its construction program scme-
time this Summer. Everyone agrees that this, in turn, will mean
(1) an even higher cost to complete the system, (2) possible
unemployment for thousands of workers, (3) a drop in expenditures
for goods and services affecting not only local industries but
also otherxr parts of the country where the component parts are
produced, including steel, lumber and electronics, and (4) further
unreadiness for the Bicentennial celebration which will be focused
here to a large extent.

In this climate of uncertainty and confusion, the Council 1is
convinced that there is an urgent need for effective leadexrship
from someone who has the practical authority and ability to bring
the pieces together. From discussions with a wide range of sources '
at the Federal, state and local levels, there appears to be a
consensus that you would be the ideal person to assume this role.
In addition to the obvious merit of resolving a difficult problem
for the Nation's Capital, there are aspects of the situation that

have broad implications for public transportation policy throughout
the country.

If you would consider looking into this problem, we would be
glad to share with you and your staff any of the detailed informa-
tion we have assembled as to the parties involved, their likely
positions, and possible courses of action.

Best wishes.

¢S1 M. Linowitz
President
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MEMORANDUM FOR THE PRESIDENT
FROM: JAMES T. LYNN

SUBJECT: METRO Construction and Financing

Statement of Issue

What should the Administration's position be with respect
to further financing of the Washington area METRO rail
system?

Background

Current METRO construction stems from a substantial history
of executive and congressional legislative support for a
regional rapid-rail system. Based on earlier studies,
Congress authorized a system of 25 miles in 1965. The
Washingtcn Metropolitan Area Transit Authority (WMATA) had
been created as an interstate compact agency to plan and .
carry out the transit program. To obtain greater partici-
pation from local jurisdictions and improve area-wide
transportation, a 98-mile system was proposed late in the
Johnson Administration. The legislation was resubmitted,
with some technical changes, as a Presidential program
proposal early in the Nixon Administration. The Congress
enacted the MNatigpal Capital Trangportation Act of 1969
authorizing the 98-mile system on December 9, 1962, at a
system cost of $2.5B.

i
Events in 1970 and 1971 such as greater than anticipated
inflation in construction costs, congressional funding
delays, and the weak state of the market for the Authority's
bonds led to a gap in the 19269 financial plan. The
Administration strongly supported legislation to provide
a Federal guarantee for taxable bonds with a 25% interest
subsidy to generate the additional necessary financing,
enacted July 13, 1972,



The 1962 Act, as amended, endorsed a 98-mile system and au-
thorized $3.0B of financing through three sources: revenue
bond proceeds, local contributions, and Federal contribu-
tions.

Total project costs $2.980M
Revenue bonds ' 1.110M
Net project cost: 1.870M

Federal share (2/3) (1.147M)
Local share (1/3) ‘ ( .723M)

Additional Federal financing was provided on an 80%-20% basis
to construct facilities for the handicapped ($52M Federal
share, $13M local share). $11.34 was added for construction
of "Federal interest" stations to serve the Smithsonian and
Arlington Cemetery.

Two recent analyses performed for WMATA materially alter
this financial scheme:

Bond Repayment Problem

Debt service on the $1.2B of bonds was to be liguidated by
farebox revenues from the rail system. To date, $997M of

the bonds have been issued with a Federal guarantee, with a
pledge from the local governments that they would take "what-
ever action is necessary" to pay any principal and interest
costs not met through the farebox.

Recent analysis indicates that because of higher than antici-
pated costs of rail system operations, unanticipated bus
deficits, and the current level fare policy, the bond obliga-
tions cannot be fully covered by the farebox revenues. '
Localities are now faced with the need to make substantial
unanticipated annual contributicns toward the $2.9B required
throuch the vear 2015 to repav the bonds. 7hls prospect,
combined with doubt whether 98 miles will be built, makes
issuance of the remaining bonrds ($200¥) open to guestion.

Construction Cost Escalation

The existing financial plan was bascd on a cost estimate of
chout $3.0B. Construction has been delayed by factoxrs such
as Hurricane Agnes, congressional funding delays, strikes of
varicus construction crafts, and enviyxonmental impact suits.
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In addition, cost estimates have grown due to design changes,
unforeseen construction conditions and unprecedented infla-
tion. An analysis of the 98-mile system, made in late 1974,
now projects a cost of $4.5B or $1.5B more than currently
authorized. Even this total is subject to upward revision
if further unscheduled delays occur and the inflation rate
continues.

Construction Status and Local Concerns

Construction of METRO began in the core area of the District
and has radiated outward. Forty miles are now under con-—
struction and an additional 30 miles are under final design.
If all existing commitments~-Federal and local--toward the
$3.0B plan were met, 76 miles of the system could be built.
However, WMATA believes a Federal decision not to provide
additional funding toward the $4.5B cost estimate would
collapse existing financing arrangements to the point that’

only 47 miles could be built (at a cost of about $2.4B).

The financial contribution of the local governments is based
upon their proportionate share of a 28-mile systen, even
though actual construction to date in Maryland and Virginia
is relatively small. This has caused great concern on the
part of local suburban officials who fear that their areas
will not receive the transit service for which payment has
already been macde. They also fear that a truncated system
will have operational problems and not provide adequate
revenues to meet operating costs.

In addition, they are concerned that local transit and air
pollution goals will not be met if less than 98-miles are
built. They further assert that local fiscal resources
cannot bear additional burdens, particularly in the face of
.continuing bus operation deficits and the bond problem.
(Their position is set forth in more detail in Attachment A.)
As a result, the WMATA Board--representing the local jurisdic-
tions concerned--is seeking Administration support for
authorizing legislation which would provide Federal financing
of 80% of the funds needed to meet the new $4.5B cost esti-
mate, with the 80% retroactive to fiscal 1974.

Current Congressional Situetion

Existing WMATA legislation was developed cooperatively be-
tween the previous Administration and WHMATA and transmitted
jointly by the Secretary of DOT, the District, and WMATA.



Due to the dramatically higher cost estimates, mutually
acceptable legislation will now be much more difficult to
achieve.

Unless the Administration and WMATA jointly agree on a
policy, WMATA vwould probably dovolop its own proposal. Such
a bill would seek to maximize Feceral underwriting of the
proiject. As an interstate compact agency with no Federal
Board member, there is no direct means of preventing WMATA
from pursuing an independent course--if they choose to for-
feit Administration support. Such -a WMATA bill could be
expected to receive a sympathetic hearing from the Senate
and House District Committees which have strong local
representaplon, particularly since the election to Congress
this fall of two former WMATA Board members.

Since no legislation has yet been introduced, congressional
‘views are so far relatively unfocused. The House Budget
Committee, however, has includad an initial increment of
$211M for METRO construction in its proposed expenditure
plan. District Committee Chairman Diggs had asked the
Budget Committee for the entire $1.2B. This indicates that
the D.C. Committees would Leﬁd to favor the WMATA pronosal
or at least a substantial Federal contribution.

The fate of such a bill on the floor would be much less
certain. There may be a congressional feeling that too
rmuch has been invested to turn back now. This is the view
purported to be expressed to WMATA congressional liaison
staff. On the other hand, it is likely that there will be
little enthusiasm in the Congress as a whole for spending
such a large amount on transit in the National Capital area
corpared to the resources available for the rest of the
nation. There also may be opposition by the House Public
Works Committee to the shift of D.C. highwav funds to mass
transit, in the alternative discussed below.

Intexstate Highway Transfer

A resource that could be used to provide additional funding
is the "Interstate Transfer"” provision of the 1973 Highway
Act. Under this act, Localities can substitute transit
projects—-on an 80%-20% basis--for segments of the Inter-
state Highway System which they decide not to build.
Maryland, Virginia and the Pistrict all have controversial
interstate segments which may not be built. Current esti-
mates of the costs to complete such segments are:

D.C. - $1,418M Maryland - $306M Virginia - $157M



In the District, both the Mayor and the City Council have
expressed the view that much of their interstate construc-
tion will not be approved. Maryland has already announced
that it does not plan to complete several interstate

segments in the Washington area and plans to use these

funds to extend the Rockville METRO line and upgrade high-
ways elsewhere in the State. It is doubtful that Virginia
would be very receptive to use of interstate funds for METRO
construction. '

Although the total cost of completion of these interstate
segments may be reasonably close to the shortfall in METRO's
present financial plan, the routine timing of the availability
of interstate substitution funds falls substantially short

of the rate at which METRO plans to obligate funds. Undexr
either the current interstate allocation system or the
Administration's new proposal, METRO would have a substantial
cash shortfall in FY 1976-78. The Department of Transporta-
tion has proposed to eliminate this problem by having all
interstate transfer funds immediately available for obliga-
tion (i.e. funds for the cost of the completion would be
immediately available for obligation rather than on a pro
rata basis over a period of years as with other interstate
funds). OMB has rejected this proposal because it would
substantially reduce Executive control over all future
transfers and represents a significant uncontrolled add-on

to future Federal transportation expenditures.

Special legislation for METRO could be proposed to accel-
erate Federal payments to the District to augment their
interstate funds. This, in effect, would be borrowed from
their future year interstate allocations. Thus, the local
jurisdictions could increase their obligations in FPY 1277-79
at the expense of anticipated FY 1980-85 allocations. Such
increases would have to represent an addition to the Federal
budget as it is not politically feasible to have these
increases absorbed within proposed interstate program levels.
In the long run, these would be offset by the non-use of
interstate highway construction funds through the 1980's.

The additional costs of METRO construction above amounts
assumed in the budget and their relationship to anticipated
Federal interstate payments are displayed below.



($ in millions)

1976 1977 1978 " 1079 1989 Total

METRO overrun 237 461 532 206 411 1477
Federal share (80%) 120 369 425 165 33 1182
D.C. Interstate 2001/ 85 85 %0 90 550
Net Accelerated .

Payments (~10) 284 340 75 {~37) 632

1/ FY 1976 availability depends upon how quickly the
District can imrplement interstate transfers and

the size of overall Federal highway funding.

Some acceleration may be needed in FY 1976.

Financing Alternatives

Alt. #1. The Fecderal Government to pav 80% of the increased
costs plus 80% of the costs since July 1, 1973, (The date
on which the national mass transit program went to 80~20.)
Local officials on MNovember 21 voted unanimously to seek
this arrangement. It would entail additional Federal con-
tributions of $1,257M and additional local contributions of
$135M.

Alt. #1A. To ease the near-term Federal outley imvact,
VMATA has proposed that the Federal Covernment authorize
the sale of $1.257¥ in taxahle bonds for which the Govern-
ment would pay the principal and interest over a 40-year
period. Annual liquidating appropriations would be $88M,
with a $14M tax recapture for a net annual Federal cost of
$74M.

Alt. #2. No further special Federal financing. Any addi-
tional funds would come from a combination of local funds,
interstate substitution funds, and perhaps, the UMTA
nationwide mass transit program late in the decade. The
current UMTA funding assumptions do not include any planned
coverage for METRO. This alternative assumes the localities
would repay existing bond obligations, but some contingent
Federal liability of up to $997M already exists due to the
Federal guarantee.

Alt. #3. Reliance on Interstate Funds with accelerated pay-
ments. Funding would come from money availakle through
interstate transfer. Legislation, in the form of an amend-
ment to the National Capital Transportation Act, would be
submitted soon to provide for such a mechanism.
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This mechanism would allow local officials to choose between
highway mileage and mass transit. Until final local
decisions on highway substitutions are made, it will not be
known if such funds will be adeaguate to complete the system.
If these funds are not adequate, or if fiscal uncertainties
cause a failure to issue the remaining bonds, a decision on
possible additional Federal assistance will be needed.
However, any consideration cf this question should not be
required until all highway substitution decisions are made
and resultant funding substantially committed, in two to
three years.

(A table showing costs of the alternétives is Attachment B.)

Pros and Cons

Alt. #1. (80% Federal share of new total cost, retroactive
to FY 1974)

Pro

- Provides relief for overburdened local fiscal
resources. Local funds already committed would
match additional Federal contributions. Also
requires added local resources. 5

- Carries out existing Federal commitment. “Keeps
faith with citizens of the region."

- Makes formula consistent with national transit:
formula.

- Insures maximum transit and environmental objec-
tives.

Con

- Requires highest level of added Federal resources--
$1.2B over next 3-4 years. Difficult burden for
Federal budget to sustain.

- No logical reason for retroactive shift, partic-
ularly in light of other benefits (e.g., bonad
guarantee) given to METRO not in national program.

- Disproportionate amount of Federal spending on
single transit project compared with new Federal
transit capital program for entire nation of
$11.8B over 6 years.



- Endorses primarily at new Fed - :1 expense, con-

struction of marginal segment: :.-. transit system.
Alt. #1A, (40-year bond financing)
Pro
- All advantages of Alt. #1.
- Lessens severe outlay impact on Federal budget
in near term.
Con
- Adds interest costs to principal used for con-
struction, raising total additional costs over
40 years to $2.9B.
- Sets bad precedent for Federal bonds for indi-
vidual projects.
Alt. #2. (No additional svecial Federal funding)

Pro

PSS

- Keeps special Federal funding at lowest level.

- Provides incentive for localities to use Inter-
state highway transfer provisions of 1973
Highway Act to pay for transit to the extent
possible.

- Allows completion of significant portion of
system if existing local commitments are kept,
depending on local highway substitution decisions.

Con

- Would be perceived as reneging by Federal Govern-—
ment, which local officials regard as committed
legally and morally to complete a 98-mile system.

- Local governments committed to share capital
costs and guarantee bond repayment based on
98-mile system. Voters in Virginia, where bond
referendum was required, heavily favored
issuing bonds on premise of full system.



Failure to complete because of fund shortfall
will compound traffic problems by not en-
couraging shift of potential riders from buses
and cars. Adds to pollution and demand for addi-
tional highways.

Subsequent to inception of METRO planning,
Federal clean air and energy conservation re-—
quirements have increased the need to shift
riders from private auto to transit.

;S (Use of Interstate Transfer with accelerated

payments)

Pro

——

Provides significant Federal support consistent
with overall budget constraints. Reguires
additional lccal funding above that already
planned.

Federal support provides strong incentive to local
officials to meet existing commitments for coverage
of revenue bonds.

Allows existing statutory arrangement to run its
course as contemplated at outset of program.
(2/3 -~ 1/3 basis)

Presents a creditable posture to the Congress.

Allows National Capital Region to choose to
complete system which would significantly

meet transit objectives of area with appropriate
mix of highways and transit.

Con

Pt

—

Fails to meet local objectives of full Federal
commitment by direct appropriation with retro-
active formula change.

Sufficient funding for ccmpletion of 98-mile
system requires local agreement on highway
decisions which may be difficult to achieve.

Represents "new Federal spending" in 77-79.

Requires special legislation.
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OB Evaluation and Recommendation

Support of the full WMATA request for expansion of separate
Federal financing is not justified in our wview because of
the high marginal cost of the transportation benefits re-
ceived. Rough aralysis by WHATA indicates that the
additional $1.5B will only increase ridership about 15-20
percent over a $3B, 76-mile system. It is probable that

if WMATA were applying for Federal assistance for the un-
built lines for the first time through the regular UMTA
program, some of their proposals micht not withstand the
test of cost-effectiveness and would not be funded by UMTA.

In contrast, however, the Federal involvement during the
inception and development of METRO, the Federal stake in
some kind of successful outcome, plus the good faith efforts
of the local jurisdictions make it undesirable to take a
position that nc further Federal assistance should be forth-
coming. Such a position would probably not be agreeable to
the Congress.

Taking all factors into account, a constructive response to
the WMATA propesal is recommended--Alt. £#3. Full local use
of interstate transfer funds and their accelerated avail-
ability should make possible completion of the -system. It
would provide the maximum incentive to local officials to
make good their bond guarantees, reducing possible Federal
liability for almost $1B in already issued bonds. This pro-
posal would offer a solid alternative to area officials and,
if agreed to, prevent a separate appeal to the Congress.

The Department of Transportation has already processed such
interstate transfers and believes this approach is feasible.
This middle of the road decision--while subject to some
uncertainties—--appears to be the most desirable course at
this time.

Decision

/7 Rlt. #1 /7 Alt. #1A _/j Alt. #2
[:ZZ'Alt. #3 /7 Other (See me)
Attachments .

cCc: DO Pecords

Director'g Chron
Deputy Director-
Mr.. Derman (2)

CVAD:ADKallon:ic 4/4 /75
; t -

’ LeQnard (Pm. 7001)
;r. Stoer (Rm. 9233)
Mr. Lutz-pop =

Return to Mr, Kallen
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Tha posture of the local officials with respect to further
financing is quite clear. They are secking €0 insure maxinum
Yederal funding €0 cerry out what theyv consider the Federal
commitment to a full system to meet the transportation and
environmental ncels o‘ the area. It is politically vezxy
difficult for them to consider alternatives to coxpletion of
the 98-mile plan. ‘

-

af£f has donz some prelininary awalyviv of the transvor-

tation effeccts of building only 76 miles with the authorized
$3.03 beczusa of a shorbhall in funding. This analvsis indicates
hat 270 rore buses ($203 capital cost, $138 annual operating cost)
would be required. In addition, ¥WMATA argues that further
extensive hut undetermined road construction would be redquired
to meet 1220 traffis demands. Rlso, the failure to divert auto
passengers to mass transit woulé have a negative effect on air .
Guality and environmental goals, a national priority. The most
trou*lc..o;nn ceffect vwould be that if systen construction shrinks

walow 78 miles, it becomes more of a District of Columbia systex

with lessor rail wileage for the suburbs which have financially
c,o“*m.t’t:e::-q themselvaes to the system. Xt also elinminates the
important ﬂlﬂ~C1ty Line, which in D.C. official's eyes is vital
to serwving low incone District residents. ; .

e W

In the vieow of local officials, much of the cost overrun has
hoen causad by national inflation which is bheyond their control.
Thay view it as unthinkable that the Federal Govarnnent would
pack away heocause of the addad cos%, given thae fact that
numerous Federal projects are initially underestimated in cost
but subsaguently ceonpleted. They note that the Interstate
systen was O*lQlROTl" estimated in 1956 to cost less than $303
while the Federal Covernment has bi-annuwally increased the
cstimated cost to $76.38, (as of 1972) rather than eliminate
nileage in the syston.

They also believe their fiscal rescurces are strained to the )
utmost, particularly in view of the mounting bus operating
cdeficits--projected to reach $52H in 1976~-and the unanticipated
nccessity to subsidize rail system oporations to pay off part of
$2.90 ih bond costs.
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5 s krona .eﬁaral interrst
i : nat in tostireay on the
aricainal auvthovizineg L3il1l, theon Deouty Director of tha Raraae

Gt 4he Buﬂﬁzt, Phillin £, urghos 1 tot i

oeal officials stresns thet thero 58 o

e -1 o T = 2.
i comlating thoe vrojoect. Thay nota €

i 2 rthng, stated that the leciclatien
would (1) ful€ill a nandate of Congranz: (?) sustain loceal
sunnort and rh,no 31hility For the sveter: and {(2) rocommice
tha sprecial Fo 11 interast in the teticnal Canital area.
¥ith respoect to the Federal interest, he noted the sitnificant
Tadrral i1mnacht on the area econorv——-2arnloving 380% of the weorl-
farce, goneratineg 472 of the area’s total waces, and occupving
ahout 312 of availahls office space. T2 logic was thet in
octhor localities, nctorv of the leccal econnﬁv ecunivalont to
tha Feaderal Coverament local role in Washington would
contributn fax resonvees necnssary 0 Huil& a rapid~transit
avstem. Tlence, the pronosed Federal contribution would nro-
vide comrenantory raconnition of the lack of commarable lceal
tax rescources. luches alzo stated bnht as the rogionfs major

rrnlover, tha Faderal Covernmmont would henefit by irproved

nroductivite from thae astimated £0% of its O”ﬁ]OfQQ comnnuting
0 their nlace of emvnlovmont, TFinallv, he noted the reaonensi-
hility of the fovornront for the onzlity ef 1life in the Mation:
Canital area for thoae who work, iive, and visit here.

Iin light ¢f these foctors and firrly hel s
Covernmont has a compitirent to £ulfill in achievi

avetenr, WATA and the local governmonts arc ;ré.qinﬁ vicoxo <l
Tor the “vllost Poderal firnanclal cornitment.



METRO SYSTEM FUNDING PROPOSALS

(In Millions of Dollars)

Alt., #1 Alt. #1lA
80~20 80-20
Effective Effective
- 7/1/73 T/1/713
Fecderal Grantsé/ 2,404 1,147
Local Grants 856 856
Bonds and Proceeds 919 919
Internally Generated Funds 275 279
Federally Supported Bonds - 1,2572/
Federal Interstate Transfer
Funds - =
Project Cost 4,454 4,454

ATTACHMENT B

Alt. #2
$2.980

Million
System

1,147
123
219
181

3/

2,980

Alt. #3
80-20 of
Increased

Cost

1,147
1,018
919
191

1,179

4,454

1/ Does not include total 40 year outlays of $963M in interest subsidy for bonds, recovered

from Federal income tax receipts.
2/ $74M per year average - Debt Sexrvice.

3/ Could also be supplemented by funds made available under regular Interstate Transfer

procedure.




THE WHITE HOUSE

WASHINGTON

May 8, 1975

Dear Mr. Ambassador:

The Vice President has asked me to thank you and to:
respond in his behalf to your letter regarding Metro
construction and 1its related financial problems.

Since the original request for additional Metro monles was
made in December of 1974, the Department of Transportation
has been involved in a careful scrutiny of the alternative
methods of funding the Federal share of the $1.4 billion
cost overrun. The Metro problem not only presents complex
legal and budget issues, but also raises questions of
broad significance to the national mass transportation
program.

The President has asked Secretary Coleman to coordinate
“the Administration's efforts concerning Washington Metro.
Secretary Coleman will bring the requisite leadership,

as well as a transportation focus, to the multiple problems
you mentioned. '

I want to thank you for your candid views and to
congratulate you and the Federal City Council for your
valuable contribution to the District of Columbia.

Sincerely yours,

James M. Cannon
Assistant to the President
for Domestic Affairs

Honorable Sol Linowitz, President
Federal City Council

1155 - 15th Street, N. W.
Washington, D. C.



THE WHITE HOUSE
WASHINGTON

May 8, 1975

MEMORANDUM FOR THE PRESIDENT
FROM JIM CANNON
SUBJECT DESTGNATION OF SECRETARY COLEMAN

AS ADMINISTRATION'S COORDINATOR
FOR THE DISTRICT OF COLUMBIA METRO
PURPOSE '

To recommend the designation of the Secretary of the
Department of Transportation to coordinate the Federal
effort for the District of Columbia Metro problems.

BACKGROUND

Because of the history of the District of Columbia's dependence
on the Federal government and because of the independent
structure of the Washington Metropolitan Area Transit Authority,
Metro issues have been closely associated with the White House. -
The current press coverage has reported that OMB has sent an
option paper to you. Consequently, you will be placed out

front of every future Metro issue.

Metro should be considered as a transportation issue rather than

a District matter. The Secretary of Transportation is the logical
choice to be the Administration's coordinator on the D. C. Metro.
This would serve the dual purpose of removing the issue from

the White House and placing it in the context of the nation's
transportation program.

RECOMMENDATION

That you designate Secretary of Transportation William Coleman
as the Administration'’s coordinator for the Washington Metro.
Jack Marsh and Paul 0'Neill concur in this recommendation.

If you approve, I will advise the Secretary and other’
interested parties.

Approve Disapprove



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 206503

June 12, 1975

MEETING ON METRO FINANCING
June 16, 1975
4:00 p.m.
The Cabinet Room
(30 minutes)

Josor—

FROM: JAMES T. LYNN

I. PURPOSE
To resolve the METRO financing issue.

IT. BACKGROUND, PARTICIPANTS AND PRESS PLAN

A. Background: After your review of my April 16
memorandum on this subject, (attached at Tab B)
you requested a meeting to discuss the options
further.

B. Participants: James M. Cannon, William T. Coleman, Jr.,
Max L. Friedersdorf, James T. Lynn, Paul H. O'Neill.

C. Press Plan: No press.

ITI. AGENDA
A. Discussion of Available Options On METRO Financing.

The METRO is facing a $1.5B deficit. Local & Congressional
interests are pressing the Administration for a decision.

A summary of the issue is provided at Tab A.

e s At e o
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTCN, D.C, 20503

JUN 12 175  ACTTON

MEMORANDUM FOR THE PRESIDENT

FROM: JAMES ¥. LYNN (Signed) James T. Lynn

SUBJECT: Summaty of METRO Construction and Financing Issue

The major elements of the METRO financing issue which you
should be aware of are:

The system was authorized in 1969 and the current financial
plan provides for a $2.980M project cost.

The system currently has 43-miles under construction--30
more under final design. Because of inflation, strikes,
lawsuits, etc.,new cost to complete is now estimated at
$4.4B.

Revenue bonds are guaranteed by Federal Government. To be
paid from farebox or "best effort" of local governments.
Studies indicate fare revenues will not cover debt service.
Ultimate Federal liability exists for all or part of the
$997M bonds already issued.

Local officials are concerned that failure to complete will
mean that jurisdictions will not receive transit service
for which they have already paid in many millions of dollars.

Local officials believe the Federal Government is committed
to see project through to completion. Previous Federal
participation plus impact of inflation means project should
have Federal support, as have other Federal projects which
have continued despite cost increases.

WMATA is seeking Administration support for an additional
$1.2B in Federal contributions, local governments would
provide an added $133M. Bills to authorize this contribution
through the sale of taxable 40 year bonds have been
introduced in both Houses.



~—- A financing alternative would be to use Interstate Transfer
funds, substituting mass transit’ projects for Interstate
highway segments which would not be constructed, primarily
in the District of Columbia. Funds available over the life
of the Interstate program could £ill all or most of the
financial gap--if all complex procedural steps are complied
with and local governments agree.

-= District of Columbia has begun procedures to withdraw
$500M of Interstate segments for financing portion of METRO.

Options

-- Federal Government contribute 80% of increased costs plus
retroactive 80% to July 1, 1973. Total - $1.2B. (WMATA
proposal)

-~ No further special Federal financing. (Federal Government
would still be ultimately liable for up to $997M of already
issued revenue bonds.) Would probably curtail construction
at 40-45 miles, rather than 98 miles in original plan.

-- Use Interstate Transfer funds--with Administration support
of legislation to accelerate availability. (OMB recommendation)
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EXECUTIVE OFFICE OF THE PRESIDENT

& g 3 OFFICE OF MANAGEMINT AND IUDGET

WASHINGTON, .G, 20500

APR 16 15  2CTION

MEMORANDUM FOR THE PRESIDENT

FFROM: JAMES T. LYNN (§1gned) James T, Lynn
SUBJECT: ~ METRO Construction and Financing

Statement of Issue

What should the Administration's position be with respcct
to further financing of the Washington arca METRO rajil
system?

Background

Curxent METRO cons Lluct1on stems from a substantial history
of executive and congressional legislative support for a
regional rapid-rail system. Based on earlier studics,
Congress authorized a system of 25 miles in 1965. The
Washington Mctronolitan Areca Traonsit Authority (WMATA) had
been created as an intcrstate compact agency to plan and
carrxy out the transit prcgram. 7o obtain greater partici-
pation from local jurisdictions and improve areca-wide
transportation, a 98-mile system was proposed late in the
Johnson Administration. The legislation was resubmitted,
with some technical changes, as a Presidential program
proposal early in the Nixon Administration. The Congress
enacted the National Capital Transportation Act of 1969
authorizing the 28-mile system on December 9, 1969, at a
system cost of $2.5B.

Events in 1970 and 1971 such as greater than anticipated
inflation in construction costs, congressional funding
delays, and the wcak statc of the market for the Authority's
bonds led to a qgap in the 1969 financial olan. The
Administration strongly supported legislation to provide
a Federal guarantce for taxable bonds with a 25% interest
subsidy to generate the additional neccssary financing,
enacted July 13, 1972.



The 1969 Act, as amended, endorsgd-a 98-nmile system and au-
thorized $3. OB of flnanclnq threouch threce sources: reovenue
bond procccds, local contributions, and Federal contribu-
tions.

Total project costs ‘ $2.080M
Revenue bonds : 1.100M

Net project cost: - 1.870M

. Federal sharc (2/3) (1.147M)
Local sharce (1/3) ( .723M)

Additional Fecderal finarcing wes provided on an 80%-20% bLasis
to construct focilities for the handicapped ($521 Federal
share, $13M local sharve). $11.3d was added for construction
of "Federal interest" stations to sexrve the Smithsonian and
Arlington Cemcteny. '

Two rcocent analyses performed for WiATA materially alter
this financial scheme:

‘Bond Dopavirent: Prehlom

Dzbi service cn thz $1.28 of bonds was te ke liguidated by
farchox revenues fxon 1LV reil system. To date, $997M of
the bonds have been issved with a Pederal guoranitee, with 2
pledgs fyom the lccal governments that they would take "what-
ever action is necessary"” to pay anv pr1nc1?al and interest
costs not met through the farebo::.

Recont analveis indicates that bhecouse of hicher than antici-
pated covts of rail system oneraiions, uvnanticipated bus
deficits, and the current level fare policy, the bond obliga-
tions cannot be fully covered by the farebox revenues.
Locu11L|n" gre now faced with the need to pake ﬂuhntan“ﬁﬂl

vnantic’ *”C :nnnql CoOncTlueio s toward the 7,05 roonired
throy~h “he voor S016 _EC Fonay t"w _bends, 16 pProsnec,
combhacd Fin aouw+ vhcoher Y @ 5 will he Luilt, makoes

i {‘
issuunce of the remaining bonds (5200M) open to qheution.

l
-t

Consiis suction Cost Y,,c.a? 11("‘

The cnisting financial plan wes wod on a cost estimate of
about $3.0B, Corntruction has L on delayed by facteve such
as Iurricerne Munes, copgronsionsl Svnding €~1ay” gerilas oy

varicus constiuetion craiits, end cpvirommcenial irpaci cuite.
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In addition, cost estimates have arovn duce to design changes,
unforescen consbtruction conditions and unpreccedented infla-
tion. An analysis of the 98-mile system, made in late 1974,
now projeccts a cost of $4.5R or $1.5B more than currently
authorized. Even this total is subject to upward revision

if further unscheduled delays occur and the inflation rate
continues. :

Construction Status and Local Concerns

Construction of METRO began in the core area of the District
and has radiated outward. Torty miles arée now under con-
struction and an additional 30 miles are under final design.
If all existing commitments--Fecderal and local--toward the
$3.0B plan were imet, 76 miles .of the system could be built.
However, WMATA believes a Federal decision not to provide
additional funding toward the $4.5B cost estimate wculd
collapse existing financing arrangements to the point that
only 47 miles could be built (at a cost of about $2.4B).

The financial contribution of the local governments is based
upon their proportionate share of a 98-mile system, even
though actual construction to date in Maryland and Virginia
is relatively small, This has caused agreat concern cn the

- part of local suvhurhan officials who fear that their areas
will not recceiva the transit selvice for which navrent has
already been made. They also fear that a truncated system
will have operational problems and not provide adequate
revenues to mect operating costs.

In addition, they are concerned that lecal transit and air
pollution goals will not be met if less than 98-miles are
built. They further assert that local fiscal resources
cannot bear additional burdens, particwlarly in the face of
continuing bus operation deficits and the bond problem.
(Thelr position is set forth in more detail in Attachment A.)
As a result, the WMATA Board--represcnting the local jurisdic-
tions concornod——is sccking Administration support for
authorizing lcgislation which would prowide Federal financing
of 80% of the funds needed to meet the mew $4.5B cost esti-
mate, with the 80% retroactive to fiscall 1974,

Current Congressional Situation

Existing WMATA legislation was developod! cooperatively be-
tween the previous Administration and WIATA and transmitted
jointly by the Sccretary of DOT, the District, and WMATA.



Duc to the dramatically higher cost estimates, mutually
acceptoble legislation will now be much more difficult to
achieve.

Unless the Administration end WMATA jointly aqrce on a
policy, WMATA would probebly develop its own propcsal. Such
a bill would scek to marimize Federal urderwriting of the
project. As an interstate comnact agency with no Federal
Board member, there is no dircct means of preventing WHATA
from pursuing an indapendent course--if they choose to for-
feit Administration support. Such a WHATA bill could be
expected to reccive a sympathetic hearing from the Senate
and House District Committees which have strong local
representaticn, particularly since the election to Congress
this fall of two former VMATA Board members.

Since no legislation has yet been introduced, congressional
views are so far relatively unfocused. The House Rudget
Committee, however, has included an initial increment of
$211M for METRO construction in its promnosed expenditure
plan. District Committce Chairman Diggs had asked the
Budget Committee for the entire $1.2P. This indicates that
the D.C. Committces would tend to favor the WMATA proposal
or at least a substantial Federal contribution.

The fate of such a bill on the floor would he much less
certain. There ray be a congressional feeling that too
much has been invested to turn back now. This is the view
purported to be erpressced to WMATA congressional liaison
staff. On the other hand, it is likely that there will bhe
little enthusiasm in the Congress as a whole for spending
such a large amcunt on transit in the Mational Capital area
compared to the resources available for the rest of the
nation. There also may be oprosition by the lHouse Public
Works Committce to the shift of D.C. highway funds to mrass
transit, in the alternative discussed below.

Interstate Nighway Transfor

A resource that could be used to provide additional funding
is the "Intecrstate Transfoer” provision ol Lhe 19732 Highway
Act. Under this act, Localitics can substitute transit
projccts—--on an 20%-20° basis--for scqments of the Inter-
state Nighway Systom which they decide not to build.
Maryland, Virginia and the District all have controversial
interstate scqmrents which may not be bmilt. Current esti-
mates of the costs to complcete such segments are:

D.C. - $1,418M Maryland - $306GH . Virginia - $157M
, b
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In the District, both the Mayor and the City Council have
expressed the view that much of their interstate construc-
tion will not be approved. Maryland has already announced
that it does not plan to complete several interstate
segments in the Washington area and plans to use these

funds to extend the Rockville MLTRO line and upgrade high-
ways elsewhere in the State. It is doubtful that Virginia
would be very receptive to use of interstate funds for METRO
construction.

Although the total cost of completion of these interstate
segments may be reasonably close to the shortfall in METRO's
present financial plan, the routine timing of the availability
of interstate substitution funds falls substantially short of
the rate at which METRO plans to obligate funds. Under either
the current interstate allocation system or the Administra-
tion's new proposal, METRO would have a substantial cash
shortfall in FY 1976-78. One approach to eliminate this
problem would be to have all interstate transfer funds
immediately available for obligation (i.e. funds for the cost
of the completion would be immediately available for obliga-
tion rather than on a pro rata basis over a period of years

as with other interstate funds). OMB has rejected this
proposal because it would substantially reduce Executive
control over all future transfers and represents a signifi-
cant uncontrolied add-on to future l'ederal transportation
expenditures.=

Special legislation for METRO could be proposed to accel-
erate Federal payments to the District to augment their
interstate funds. This, in effect, would be borrowed from
their future ycar interstate allocations. Thus, the local
jurisdictions could increase their obligations in FY 1977-79
at the expense of anticipated FY 1980-85 allocations. Swuch
increases would have to represent an addition to the Federal
budgct as it is not politically feasible to have thes
increases absorbed within proposed interstate program levels.
In the long run, these would be offset by the non-use of
intecrstate highway construction funds through the 1980's.

The additional costs of METRO construction above amounts
assumed in the budget and their relationship to anticipated
Federal interstate payments are displayed below.

1/ The appropriate treatment of interstate transfer financing
nationally will be further addrcssed in the final Adminis-
tration decisions regarding a 1975 chcral Highway
,1eglslat1ve proposal.

. .



($ in millions)

1976 1977 1978 1979 19380 Total

METRO overrun 237 461 532 206 41 1477
Federal share (80%) 190 369 425 1G5 33 1182
D.C. Interstate 2001/ @5 85 90 90 550
Net Accelerated A

Payments (-10) 284 340 75 (=57) 632

1/ FY 1976 availability depends upon how quickly the
District can irplerent interstate transfers and
the size of overall Federal highway funding.

Some acceleraticon may be needed in FY 1976,

Tinancing Alternotives

.Alt. #1, The Faderal Coverpmont to pay 0% of the increased
costs P1U’ TE0T aF the corts since gujv 1, 1673, (The date
on vhich thec naticnal mess transit program wenl to 80-20.)
Local officials on Hoverber 21 voted unanirously to seck
this arrangewent. It would entail additional Federal con-
tributions of $1,25711 and additional local contributions of
$135M.

Alt. #1A. To ease the ncar-term Fecderal outlay impact,

e s e s, e

WMATA has provcescd that the Fedexal Covernment nvthorJzQ

the salc of $1.257' in taxoble bords for which the Govern-

ment would pey GlIC princinal and jnteorest over a 40-yecar

period. hAnnual liguidating appropriations would bhoe $88M,

with a $1411 tax recapturc for a nct annual Fedcral cost of
$74M.

Alt. %2. Wo further specinl Federal finoncina. IMny addi-
tional fundes would come from a combination ol local funds,
interstate substitution furds, and perhawns, the UNTA
nationwide maass transit program late in the decade. The
currcent. UMTA funding assumptions do not include anv planncd
coverage for MRTRO, This alternative assumes the localities
would repay existing bond obligations, but some contingent
Federal liability of up to $997M alrcady exists due to the
Federal guarantce.

Alt. #3. Relionce on Tnterstate VYunds with accelerated pay-

ments,  Tunding vould come from moncy availdabhle through
interstate transfer. Legislation, in the form of oan amend-
nent to the MNational Cawnital Trangportation Act, would be
submitted soon to provide for such a mechanism,

hg— 8



This mechaninsm would allow local officiols to choos~ between
highway milcage and mass transit. Until final local
decisions on highway suvbhstitutions are made, it will not be
known if such funds will be adcaunate to complete the system.
If these funds are not adeauate, or if fiscal vneortaintices
causc a failure to issue the rewoining bonds, a decision on
possible additional Federal assistance will be needed,
However, any concsideration of this question shouvld not be
required until all highway substitution dccisions are made
and resultant funding substantially committed, in two to
three years.

(A table showing costs of the alternatives is Mttachment B.)

Pros and Cons

Alt. £1. (80% Fedecral share of new total cost, retroactive
. to I'Y 1974) i :

Pro

- Provides rclief for overburdcned local fiscal
resources. Local funds already committed would
match additionoal Federal contributions. Also
requires aaded local resouvrces.

- Carrics out existing Federal commitment, "Keeps
faith with citizens of the region."

- Makes formula consistent with national transit
formula.

-~ Insures maximum transit and environmental objecc-
tives.

Con

- Requires hiqhest level of added Fedeyxal resovrces--
$1.2B over next 3-4 years. Difficult burden for
Fedcral budget to sustain.,

- No loyical rcason for retroactive shift, partic-
ularly in liqght of other benefits (c.a., bond
guarantcee) given to METRO not in national program.

- Disproportionate amount of Federal svendina on
single transit project compared with new Federal
transit capital program for contire nation of
$11.8B over 6 ycars. '

: o
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- Endorses primarily at new Federxal expence, con-
struction of marginal scgments of tranzit system.

Alt. *1A. (40-ycar bond financina)

Pro

- All advantages of Alt. #1,

- Lessens severe outlay impact-on Federal budget
in near term. ]

Con

- Adds interest costs to principnal uscd for con-
struction, raising total additional costs over
40 years to $2.9B.

- Sets bad prececdent for Federal bonds for indi-
vidual projects.

Alt. £2. (No additional special Federal funding)

Pro

- Reeps special Federal funding at lowest level.

- Provides incentive for localities to use Inter-
state highway transfer provisions of 1973
.Highway Act to pay for transit to the ecxtent
possible. -

- Allows ccmplction of significant porticn of
system if cxisting local commitments are kent,
depending on local highway substitution cdecisions.

Con

= Would be peveoived as yeneging by FPederval Covern-
ment, which Tocal ol ficials vegard o commil Ueed
lJegally and morally to complete a 28-mile aystom.
]

- Local qgovernments comud Lted to share coapital
costs and quarantee bond repayment basoed on
98-mile cystem. Voters in Viraginia, where bond
referendum was required, heavily favored
issuing bonds on premisce of full systeom,



Alt.

Failurce to complete bhaeceuse of fund shortfall
will compound traffic problems by not cn-
couraging shift of potential riders from buscs
and cars. Adds to pollution and demand for addi-
tional highways. '

Subsequent to inception of METRO planning,
Federal clean air and erergy conservation re-
quirements have increascd the nced to shift
riders from private auto to transit.

£ (Use of Interstate Transfer with accelerated

pavmenis)

Pro

s

Provides sicnificant I'ederal support consistent
with overall bhudget conctroints. Requires
additional local funding ahove that alrecady
planned.

Federal support provides strong incentive to local
officials to meet existing commitments for coverage
of revenue bonds.

Allows existing statutory arrangement to run its
course as ceontemplated at outset of proqgram.
(2/3 - 1/3 basis)

Presents a creditable posturce to the Congress.

Allows National Capital Pecion to choose to

complete system which would significantly
meet tranzit objectives of area with appropriate
mix. of highways and transit.

Con

-

Fails to meet local objectives of full Federal
commitment by direct appropriation with retro-
active formula change.

sufficient funding for complction of '98-mile
system requires local agrecment on highway
decisions which way be difficult to achieve.
Represents "new Federal spending" in 77-79.,

Requires special legislation.

v ' g
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OMB Fvaluation and Recommendation

Support of the full WMATA recquest for cxpansion of separate
Federal financing is not justificd in our vicw becausc of
the high marginal cost of the transportation benefits re-
ccived. PRough analysis by WMATA indicates that the ,
additional $1.5B will only increasc ridership about 15-20
percent over a $3B, 76-mile system. It is probable that

" if WMATA were applying for Federal assistance for the un-
built lines for the first time through the regular UMTA
program, some of their proposals might not withstand the
test of cost-effectiveness and would not be funded by UNTA,

In contrast, however, the Federal involvement during the
inception and development of METRO, the Federal stake in
some kind of successful outcome, plus the good faith efforts
of the local jurisdictions make it undcsirable to take a
position that no further Federal assistance should be forth-
coming. Such a position would probably not be agreeable to
the Congress. 5

Taking all factors into account, a constructive response to
the WMATA proposal is recommended--Alt. #3. Full local use
of interstate transfer funds and thcir acceleratecd avail-
ability should make possiblc completion of the system. It
would provide the maximum incentive to local officials to
make good their bond guarantecs, reducing possible Federal
liability for almost $1B in already issued bonds. This pro-
posal would offer a solid alternative to arca officials and,
if agreed to, prevent a separate appeal to the Congress.

Secretary Coleman has been bricfed on the details of this
memorandum. lle stronaly supports the cffort to meet the
METRO construction schedule and agrees that among the
financing alternatives available, the use of the interstate
transfer provision is the best mcans of meeting increascd
METRO construction costs while minimizing the total impact
on Federal expenditures. His other views with respect to
METRO issues are set forth in attachment C.

In summary, Alt. #3--while subject to some uncertainties--
appears to be the most desirable course at this time.

Decision
/~7 Alt. #1 /"7 Mt. #1a /77 Alt. §2
Z 7 Alt. #3 {‘ / Other (See mo)

cc: DO Pecords

Director
Attachments Director's Chronb//’

Denuty Director
Mr. berman (2)

Mr. Leonard (rm. 70n1)

“e Mr. Stoer (Pm. 9233)
. Return to Mr Kallaw
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Pos1L|on of Local 0ffJCJu1

The posture of the local officials with respect to further
financing is gnite clear. They orxe sccking 1o insure maximun
Fedceral fuuding to carry oul what they consider the Feederol
commitment to a full systewm to meet the tropsportation and
environmental nocds of the arca. 1L is politically vory
difficult for them to consider alternatives to completion of
the 28-mile plan.

WHATA staff has done some preliminary analysis of the transpor-
tation effects of buxldlnq only 76 miles with the aunthorized

$3.0B because of a shortfoll in funding. Thig analviis indicates
that 270 more buces ($20i7 capital cost, $18M annual onerating cost)

would be required. In addition, WiIATA arques thet fuxther
extensive but undotoermined road construction would be required
to meet 1990 traffic derands. Also, the failuvre teo divert auto
passenqgers to mass transit would have a negotive coffcct on air
quality and envirommental goals, a national priority. The most
troubleconn effect would ke that if system conctruction shrinks
below 76 miles, it boacores more of & District of Coluwwtda system
with lesser rail mileage for the suburbs which have financially
committed themselves toc the system., Ik also climiuates the
imporlLant Mid-City Linc, which in D.C. official's cyes is vital
to serving low income Dislyriclt residents.

In the view of locel officials, mouch of the cost over:un has
Leen caused by naticonal inflation vhich is beyond {heir control.
They vicw it as unthinkable that the. Federal Governwent would
back awiy because of the added cest, given the fact that
numerous Federal projecls are initially undercstimoted in cost
but subscquently comlloted. They note that the Interstate
system was originally cstimated in 1956 to cozt less than $30B
while the Federal Govermwent has bi-annvelly increasced the
estimated cost to $76.3RB, (as of 197/2) rathcer than climinate
milcage in the system.,

They also belicve their Liseal resomrees are Strained Lo Hhe
utmost, purliuulur]y in view of Lhe mount ing bus operating
deficite--projected to reach £52M in 1976--and Phe unanbicipated
neces qxty to subridize rail system operalions to pay off part of
$2.9B in bond costs.

e —
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Local officials stroas that there is a strong 'ederal interoest
in completing the project. They note that in testinony on the
criginal) euthorizina bill, then Deputv Dircctor of the Bureau
of the Budget, Thillip &, Nughes, steted that the legislation
vould (1) fulfill a mondate of Conaress; (2) sustain locol
csopport and responsibility for the systoer; and (3) r1ccounine
the urCCldl Pederal intcerest in tho Mational Capital arcea.

With respecct to the Fedcoral interest, he noted the significant
Federal imnpact on the arca cconowy~-cmnloy1nq 36% of the work-
force, gonerating 40°% of the area's total wadges, and occunying
about 20% of available office space. The logic was that in
other localities, cocters of the lecal econony equivalent to
the lederal Covcrn"nnt'u local rxole in Washington would
contribvts tax resmcurces necessory Lo build a rdpid-tronsit
systcem.  Hence, the wreposod Federal contribution weuld pro-
vide comnecnsatery racoqnxt:on of tho lack of comparable Jocal
tax resources. iluches also stated that as the region's rajor
ciployver, the Federal Governmirent viould benefit by irnrcved
procuctivity from the estimated 209 of ils emwloyees commoting
to their plece of orvlo;mcnt Finally, he neted the resronsi-
bility of the Governrment for the quﬂllty of life in the Hetionsnl
Capitesl area fer those who vork, live, and visit here.

In licht of ther: factern and Firnly Lolicving thet the Podarnl
Government kas a comniteaept to frlEil)l in achie an the ¢Cl-nilc
system, "\T' and-the locnl goveriwents @re pressing vigorously
for the fullest Pedaral fLinoncial coneitieout.



METPO SYSTE!! FUXDING PRCPCSALS

(In Millions of Dollars)

3 . Alt, 21 AlEe 21k Alt. & Al:. =3
; 80-20 30-20 $2.%20 €0=28 pf
£fecti-re Effecctive d-;l*cq Iincrszzs2d
L3172 TL1I/T3 Svstem Ces=
recz2ral Grants— 2,204 1,147 1,167 1, 2aF
Local Grants €34 856 TEE i 8
2¢cn<s and Precesds oLy 219 Q13 s
Internally CGenerated runds 275 2713 3971 PO 1
Fedexally Suppecried Zonds s 1,2572/ - e
redzral Interstate Transfer
el 3/ 3 e
runds - - = Jy,
454 4,454 2,980. &,=32

Project Cost

>

2,

1/ Does neot inclucde total 40 vear outlays cf $963: in interest subsidy for bonés, recoversd
from Fecderal inccme tax receipts.

2/ $€744 per vear average - Debt Service.

vcrplemented by funds mads available under regular Interstate Transierxr
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Attachment C

Additional Views of Secretary Coleman

The Administration's decision on the financing issue should
not force either a slowdown in the pace of METRO construc-
tion or cutbacks in the mileage of the final system. At a
time when the Administration is attempting to cut back fuel
consumption, when construction delays mcan substantially
increased costs, and when cutbacks in the METRO system

. would greatly reduce service to low and moderate income
areas of the District, such a position would nct be tenable.

‘While the Department concurs that the interstate transfer
provision is the best available means of meeting increased
METRO construction costs, the Department believes that the
mechanism recommended in the proposed OMB memorandum is

not the most effective way to imvlement the interstate trans-
fer concept. The Department's reccommended approach for
managing the interstate transfer provision throuchout the
Nation as well as in D.C., would provide for control of the
rate at which funds arc obligated without the nced for new
legislation. Turthermore, the DOT reconmendation would
permit management and funding decisions on the substitute
transit projects to be made in the context of the national
transit program, rather than being dictated by an unrelated
highway distribution formula.
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