Monorail's cost flayed

A critic says backers of a Strip project misjudged its bond debt payments and overestimated ad revenue. 

By Jan Moller 
Review-Journal 
      A combination of rising interest rates and exaggerated potential advertising revenues means the proposed Strip monorail could cost up to $370 million more than its advocates have suggested, a new report by monorail critics alleges. 
      The report, by California-based consultants Jon Twichell and Thomas Rubin, said that debt service on the bonds that would finance the project could be $200 million higher than monorail proponents have estimated. The cost of the four-mile project had been pegged around $650 million, with construction costing about $400 million and the rest going for debt service. 
      The report also suggests that a forecast of $6.7 million per year in advertising revenue is wildly off-base, far above what public transit systems in similar-sized cities earn. 
      "As operating and maintenance cost estimates have increased over the past year, so have inflated estimates of increases in advertising revenues," the report said. "At this point, the monorail proponents are claiming at least 54 percent of annual O&M costs will be covered by advertising revenues." Nationally, public transit systems derive an average of 4 percent of their operating budgets from advertising, the report said. 
      In comparison, the report said, the Bay Area Rapid Transit subway system, with 39 stations and 300,000 daily riders, earns about $2.4 million per year from advertising. "The monorail advertising proposal fantasizes it will receive three times BART's revenues, although it will have only one-twelfth the ridership," according to independent professional ridership studies, the report said. 
      The proposal, the report said, would mean the 3.8-mile monorail would generate more than five times as much revenue as the entire Las Vegas bus system, which earns $1.2 million per year from advertising. 
      The report is being sent this week to two entities that are evaluating the monorail's financing: The state Department of Business and Industry and California-based Public Resources Advisory Group, which is preparing a recommendation for the state. 
      Although the bonds in question are "sole-recourse" -- meaning that they must be paid back with monorail-generated funds -- developers are asking the state to issue the bonds as a means of making them tax-exempt. 
      The state had been expected to make a recommendation on the bond-issue in January, but the decision was postponed after state officials sought a second opinion on the ridership and revenue estimates submitted by the monorail developers. 
      Guy Hobbs, a municipal financial analyst with Las Vegas-based Hobbs Ong & Associates, said he is not surprised that the state is taking its time. Although taxpayers would not be liable for any losses if the project defaults, the state could be subject to a lawsuit by angry bond-holders. 
      "I think this is one of the most unique examples of financing that we've ever seen in this state," said Hobbs, who does not have a stake in the outcome. 
      Bob Broadbent, the lead consultant on the monorail project, had not seen the report on Wednesday afternoon. In a voice-mail message, he dismissed it as the work of an unreliable source. 
      "We haven't believed anything he's (Twichell) written before," Broadbent said. "And I don't expect that to change." 
      Twichell has been a longtime critic of the monorail, and he works on behalf of the Desert Inn Homeowners Association, which has said the project will encroach on property rights. 
      He also works on behalf of officials at The Venetian, whose owner, Sheldon Adelson, has been a high-profile opponent of the rail project. 
      Projecting the cost of any future bond issue is an inexact science because interest rates will be determined by market forces. Several factors can affect the price of the bonds, including the rating they are given and market conditions at the time of issue. The better a bond is rated, the lower its interest rates will be. 
      Twichell's report assumes that the bonds will have trouble earning an "investment grade" rating, which is critical if rates are to be low enough for the project to be viable.

