CONFIDENTIAL MEMORANDUM

NAMED RECIPIENTS: E-470 Public Highway Authority Board of Directors
AUTHOR: George Allen

SUBIJECT: Master Plan Capital Projections and Cash Flow Projections
DATE: May 22, 2018

INTRODUCTION

As you may know, | perform citizen oversight of local governments with an emphasis on business, tax
and financial issues and problems. Since December 2016, E470 has been one of my oversight projects.
This memorandum addresses the capital project cost projections in the E470 Master Plan. InJune 2017,
| informed the E470 Board that all of its long-term planning work needed to be redone and tolls needed
to be frozen until that work was completed. In December 2017, E470 published a Master Plan
document which included capital project cost estimates. E470’s capital project costs are a vital
component of the long-term enterprise cash flow and the decision-making process for setting tolls
between 2018 and 2040. Here is Table 12 from the Master Plan.

Table 12. Summary of Master Plan Costs: 2018-2040

. Total
Description (Completion year $)
Roadway Improvement Projects $1,187TM
Trail Completion $ 34Mm
Renewal & Replacement § 554M
Pavement Overlays 5 20M
Total thru 2040 $1,795M

As part of the toll setting decision process, these cost estimates need to be scrutinized and analyzed.
But before any analysis or recommendations can be made, there are some threshold issues with E470’s
documents and data. This memo presents some of those issues.

$554 MILLION RENEWAL AND REPLACEMENT COSTS

My question is whether these projected costs can withstand public scrutiny. The software/hardware
costs and facility repair costs are $250 million and $S67 million, respectively. In comparison to other
government entities and businesses of a similar size and scope, these cost estimates are wildly
excessive. As of year-end 2017, the total E470 investment in software, furnishings, improvements and
other fixed assets is only $35 million. It is beyond excessive that E470 proposes spending another $250
million on just “Software and Hardware Upgrades.” As | have stated in the past, E470 has bloated
budgets and is not careful with public money. This is just another example. The estimate for Facility
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Repairs and Upgrades is $67 million which is equally absurd compared to the total E470 investment in
buildings of $24 million.

But there is a more basic issue with the Renewal and Replacement cost estimate. On Table 11, which |
have attached, the row titles do not line up with the correct numbers. Since this silly error appears in
the final Master Plan document approved by the E470 Board of Directors, it means | am the first person
to review and analyze this cost estimate. Table 11 is a core data set supporting $554 million of future
spending of hard-earned money collected from E470 customers. It appears E470 has not even looked at
this schedule, otherwise E470 would have seen the error in Table 11 and corrected it. Because the
numbers are excessive, and because E470 has not even looked at Table 11, these cost estimates have
zero credibility. | review E470’s documents as a high-level, outside, part-time, volunteer community
service, and yet it is my review and analysis that raises issues and catches errors.

$1,187 MILLION ROADWAY IMPROVEMENT PROJECTS

E470 has estimated $831 million for the cost of future roadway improvement projects in 2017 dollars,
which is then escalated for inflation to $1,187 million in future dollars. These projects and costs are
summarized in Table 10 of the Master Plan which | have attached.

From Appendix D of the Master Plan, | have attached the PENA Opinion of Probable Construction Costs
with more silly, clerical errors highlighted. Again, it appears E470 is not reviewing and analyzing its core
cost projection data supporting over a billion dollars of E470 spending.

But the larger issue is the unit prices used in the E470 cost estimates. | compared the E470 unit costs to
CDOT'’s unit cost estimates for the 125 South Gap road widening projects. Here is a summary.

CDOT 125 E470
COST CATEGORY UNITS SOUTH GAP MASTER PLAN
EARTH WORK cy $11.80 $10.00
ROADWAY BRIDGE SF $129 $135 AND $200
WALLS SF $59 $200
CONTINGENCIES COST RATIO 6.5% 30.0%
SIGNAGE AND STRIPING COST RATIO 3.0% 5.0%
CONST SIGNS AND TRAFFICCONTROL = COST RATIO 14.9% 10.0%
LIGHTING COST RATIO 2.4% 5.0%
MOBILIZATION COST RATIO 20.0% 18.0%
DESIGN ENGINEERING COST RATIO 7.0% 10.0%
CONST ENGINEERING COST RATIO 11.0% 15.0%
MINOR CONSTRUCTION REVISION COST RATIO 3.0% 15.0%
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The E470 unit cost estimates are consistently higher than CDOT. | acknowledge some possible non-
comparability between definitions of cost categories between the two entities. However, the
differences are quite large, and E470’s costs are consistently higher. Plus, E470 does have a pattern of
bloated cost budgets, understated revenue forecasts, inaccurate planning documents, conceptual
errors, silly errors and excessive tolls. Although it is premature to form a conclusion, these factors cast
more doubt on the credibility of the Roadway Improvement Cost Estimate. This data set needs to be
subjected to the full analytical power and scrutiny of the public before it becomes the basis for any toll
increases.

E470 2018 PROJECTED CASH FLOWS AND DEBT SERVICE COVERAGE
E470 prepared a projected cash flow analysis in 2016, and an updated projected cash flow in 2018. |
have presented a comparison of the two projections below for 2018 through 2041.

[ E470 UNRESTRICTED FUNDS ESTIMATE 2018 TO 2041 |

2016 2018
PROJECTION PROJECTION

Operating Revenues:

Toll Revenue, net of uncollectible and unbillable tolls a 9,206,161,000 10,930,382,000

Toll Fees Revenue, net 179,580,000 290,250,000

Interest Income 178,500,000 117,600,000

Tolling Senices Revenue and Other Income 174,925,000 295,824,000

VRF Fees 6,939,000 7,125,000
Total Operating Revenues: 9,746,105,000 11,641,181,000
Less:

Operating Expenses b 2,515,549,805 1,959,466,000
VRF Debt Senice Due - -
Net Revenues 7,230,555,195 9,681,715,000
Less: Senior Debt Service and Swaps Due c 2,806,315,520 2,740,183,800
Funds Available After Debt Service 4,424,239,675 6,941,531,200

Less Uses of Funds
Capital and R&R Expenditures d 1,731,634,700 1,863,114,600
Future Debt Structuring Uses 2,000,000
Net Funds to Unrestricted 2,692,604,975 5,076,416,600
Plus December 2017 Unrestricted Funds 166,349,900 219,832,000
Equals Ending Unrestricted Fund Balance 2,858,954,875 5,296,248,600

a 2016 revenue projection is based on the E470 2014 T&R Study Table 5.8
2018 revenue projection is based on the E470 2017 T&R Study Table 10 "New Toll Structure”

b 2016 operating expense projection is based on a 5.0% annual increase
2018 operating expense projection is based on a 3.0% annual increase

c Senior debt senice is based on the current maturity structure

d 2016 capital expenditures are based on a flat $75 million per year after 2021
2018 capital expenditures are based on the December 2017 E470 Master Plan

In June 2017, | issued a memorandum to the E470 Board stating that E470 needed to re-do all its long-
term plans and freeze tolls because of $3.0 billion of accumulated excess cash in the 2016 projected
cash flow analysis. The purpose of those recommendations was to lower the E470 revenue growth
curve and stop E470 from extracting so much excess revenue from the toll-paying customers. In 2018,
E470 now has a master plan, an updated capital expenditure projection, a T&R report and a new toll
structure. In 2018, E470 has updated its projected cash flow to include all these new projections.
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Unfortunately, with the new T&R report and the new projected cash flow, the revenue growth curve has
moved upward and the accumulated cash in 2041 is now a shocking $5.3 billion compared to $2.9 billion

excess accumulated cash in the 2016 projection. As | have stated in the past, E470 is an organization far
off course.

FUTURE TOLL INCREASES SUBJECT TO BOARD APPROVAL

The 2018 Projected Cash Flow has a note that says “Toll rates after 2020 are subject to Board approval
as the current toll rate structure and policy is effective for the period 2018 to 2020.” When the Board
issues cash flow projections that show a $5.3 billion excess cash, and then state that revenue is “subject
to Board approval”, it means that money is up for grabs. Maybe E470 will get the money for its
luxurious and excessive spending plans. Or maybe the E470 customers will get to keep that money.
However, given all the data, studies, plans and documents supporting the $5.3 billion accumulated cash,
“Board approval” is not sufficient protection from being overcharged by E470. E470’s pattern of policy
errors, poor business decisions, document errors, conceptual errors, and silly errors are sufficient cause
to believe the Board may not protect the toll paying public from being overcharged. After all, the Board
approved excessive annual toll increases to make E470, a 47-mile toll road on mostly flat terrain, one of
the most expensive toll roads in the nation. The Board also approved the convoluted, uneven debt
structure that it now strives to make level. The Board approved the costly interest rate swap. The
Board approved the toll study and the master plan and the implied cash flows therein. And remember,
E470 sent me a completely erroneous legal letter in December 2017 suggesting | was violating federal
securities laws by communicating with E470 about its financial issues, problems and errors. Based on
the patterns | observe, the condition of future “Board approval” is not sufficient protection against
future toll increases.

Therefore, in preparation for the future debate about E470 toll increases, | have created competing cash
flow projection which | will present in a side-by-side comparison to the E470 cash flow tables shown
above. My model shows that if E470 kept tolls frozen at 2018 levels through 2041, the excess
accumulated cash would be $3.9 billion. Even using all E470’s assumptions, the customers still are over-
charged if the toll rates are constant through 2041. It is shocking how far the E470 projections are from
reality. Over time, E470 will come to realize that future tolls cannot remain constant, and ultimately
must decrease. As usual, | will be advocating for the protection of the taxpayer and toll-paying customer
by opposing E470’s excessive spending and lavish ways. | will make the case to the public and to E470
customers for lower tolls, while providing sufficient cash flow for a safe highway, necessary capital
projects and payment of debt principal, interest and accretion.

CONCLUSION

In the past, | have stated that E470 is a gold mine with excessive tolls, bloated budgets and luxurious
spending plans. Remember, the other taxpayers and | have to fund all the government entities in our
lives from Washington down to the local government, special districts and authorities. If all our
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government entities spent money like E470, the private sector of the economy would be smothered. It
is essential for the health and vitality of the overall economy that the government sector be contained.

E470 is a business being run by government with government methods and tools. Basic business
methods, tools, documents, and processes, E470 does not even have, like a SWOT analysis, a strategic
plan, a forward-looking balance sheet, a pro forma credit rating model, an integrated business model, a
formal debt management plan (other than a few presentation slides) and a formal derivative
management policy. E470’s projected cash flow model, which | addressed in this memo, has additional
conceptual flaws which | will explain in the future. Plus, E470 has a pattern of mistakes, both large and
small, which the organization does not seem to be aware of until | point them out. | find it almost
beyond belief that one citizen, performing a government oversight project from a high-level, outside
perspective, can detect so many issues and problems. | have additional financial and management
errors and problems that have come to my attention, but | have not yet reported to the Board. E470
needs to change its strategic direction by becoming austere and parsimonious, by managing a forward-
looking balance sheet and cash flow, and by making repayment of debt the top priority followed by
reduction of tolls. So, | will continue to be an outside agent of change by performing this citizen
oversight community service. And | think citizen oversight of government is necessary and healthy when
a government entity is so far off course. And as Warren Buffett and Charlie Munger taught us, change
always comes from the outside and is always resisted from the inside.

COLORADO OPEN RECORDS DOCUMENT REQUEST
| request the following E470 documents:
1. Final trial balance of general ledger accounts with amounts as of year-end 2017 and 2016.
2. Workpaper, document, analysis or calculation supporting the Swap Differential amounts of
$4,849,313 for 2016 and $4,332,633 for 2017 as shown in the E470 Debt and Swap Summary.

DISCLAIMERS, LEGAL RESTRICTIONS AND TERMS OF USE

1. The views expressed in this document represent the current, good faith views of the Author at the time of
publication. The information and data contained in the document were obtained from sources deemed reliable.
Their accuracy or completeness is not guaranteed. No representation is made that it is accurate or complete for the
objectives of the NAMED RECIPIENTS. This document has not been audited by independent auditors.

2. The information in this document is confidential and intended for use by the NAMED RECIPIENTS only.

Please be aware that the views in this document are subject to change continually and without notice of any kind.

4. The information in this document does not constitute an offer for products or services, or a solicitation of an offer to
any persons outside of the U.S. who are prohibited from receiving such information under the laws applicable to their
place of citizenship, domicile or residence. This document is not an offer to buy or sell or a solicitation of an offer to
buy or sell any securities mentioned. The investments discussed in this document may be unsuitable for investors
depending on their specific investment objectives and financial position. Past performance is not necessarily a guide
to future performance.

5. The Author is not a municipal advisor under the Dodd-Frank Wall Street Reform and Consumer Protection Act to the
E-470 Public Highway Authority and does not owe a fiduciary duty pursuant to Section 15B of the Securities Exchange
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Act to the E-470 Public Highway Authority with respect to this memorandum and the E-470 government oversight
project.

The Author strongly encourages you to consult with your own accountants, attorneys or other advisors with respect
to any tax questions, legal questions or business questions.

This document is not to be reproduced or redistributed to any other person without the prior authorization of the
Author, unless required by subpoena, judicial decree or state statute.

INTELLECTUAL PROPERTY NOTICE:

1.

Except for the publicly available information in this document, the content and methodology of this document is
CONFIDENTIAL AND PROPRIETARY and the ORIGINAL CREATIVE WORK AND INTELLECTUAL PROPERTY of the Author,
and the Author owns all intellectual property rights in relation to this document and the non-publicly available
content.

If this document or its contents are legally conveyed to any third party who is not a NAMED RECIPIENT, then such
third party may possess the document but may not use, reproduce, display, copy, translate, adapt, download, upload,
transfer, transmit by email, broadcast or publish in any form without Authorization from the Author.
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Opinion of Probable Construction Costs ULLEVIG
Date Prepared: | December 13, 2017
ltem Unit Unit Cost Quantity Extended Cost Notes
+ [Clearing and Grubbing AC $3,400.00 5 $17,000
| - [Removal of Asphalt Mat sY $7.00 2,500 $17,500
* |Pavement - Hot Mix Asphalt Ton $85.00 17,770 $1,510,450 [besed on typical sestions.
+|ABC (Class 6) Ton $27.00 15,755 $425,385 |vesed on hypioal sectons
+ |Curb and Gutter LF $30.00 $0
< |Si SY $55.00 $0 & doptn
7 [Wall SF $200.0! 8,000 $1,600,000 [crusher finss
« |Bridge - Roadway SE~ $200.00 ) 20,140 $4,028,000
ROADWAY AND BRIDGE SUB-TOTAL, _~ —— $7,598,335
$7,598,335
% Range % Used Cost
Project Construction Bid Iltems P 7 Project Dependent N/A $7,508,335 | (A)
|Earthwork 7 Pl (10%) of (A) 10.0% $759,834 | (B)
Contingencies P 54 (10-30%) of (A) 30.0% $2,279,501 [ (B)
Minor Construction Revisions / 2 (10-30%) of (A) 15.0% $1.139,750 | (c)
igation i V4 (1 - 2%) of (A) 0.0% $0 (D)
Erosion Control . 5k (2- 5%) of (A 5.0% 379,917 | (E)
Envi Mitigation .4 574 (1- 5%) of (A 5.0% §379.917 | (h
Signing and Striping .4 (1 - 5%) of (A) 5.0% 379,917 | ()
C tion Signing & Traffic Zontrol Vi (2- 20%) of (A) 10.0% 750,834 | (H)
Lighting / E 4 (1 - 5%) of (A) 5.0% $379917 | 1}
L 7 7z (1-20%) of (A) 5.0% 5379917 |
Mobilization i 20 BT AMBICHDIEFoGHHe) ) 10.0% $1443684 |
Total of Consty Bid (ATBFCTDE+F+G+HH+J+K) — $16,881,000 [ (L)
—
7 i — L
V4 P 10% oF(K)_| 10.0% $1,688,100 | (M)
i 15% & (K) J 15.0% $2.382.150 | (N)
ngineering (M+N) 7 $3,970,000 | (0)
7 s
‘_ 7 P4 [ Payunit | Unit Cost Quantity |
Right-of*Way and EAsements P | AC | Varies | Varies | | so| (P)
I ROW (P) o7 $0| (9
s v v — T
Tptal Project Cost (L+0+Q) 7 $19,851,000 |
7 / ZE, G Opinion of Probable Construction Costs
Infproviding ions of probAble ¢hnstruction cost, the Client understands that Felsburg Holt & Ullevig has no control over costs or the price of labor, equipment or materials, or over the
ntractor's 0d of pri id that the opinions of probable construction costs provided herein are to be made on the basis of our qualifications and experience. FHU makes no warranty,
pressed or ifnplied, astb the racy of such opinions as compared to bid or actual costs.
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