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Introduction

The Metropolitan Transportation Commission’s (MTC) long-range transportation plan
(Transportation 2035 Plan) demonstrates that the region’s transit system is not sustainable based
on current projections of system costs and anticipated revenues. Real operating costs
(independent of inflation) of the “Big 7” transit agencies have increased significantly faster than
the level of increases in service provided and ridership in the same timeframe (Figure 1).

Figure 1: “Big 7” Bay Area Transit Agencies — Increases in Operating Cost,
Service, and Passenger (1997-2008)
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Source: National Transit Database (NTD) (1997 — 2008)

Note: This chart is a modification of prior versions. It only includes the “Big 7” transit agencies (see

“Methodology” chapter) and does not include paratransit, cable car, or ferries.
In March 2010, the MTC began its Transit Sustainability Project (TSP). The goal of the project is
to establish a framework and implementation plan for a more robust, financially viable transit
system that is cost-effective and customer-focused, and will provide for the region’s future transit
needs. The TSP intends to be a comprehensive, fact-based analysis of the existing system focused
on service design and delivery, financial viability, and decision-making structures. The first phase
focuses mainly on the financial aspect of the analysis. The MTC defined the following goals for
the financial work:

e Clearly understand specific cost drivers, both internal and external, and understand the
relative impact of cost reforms.

o Recommend cost reforms and a stable revenue source to deliver an effective, efficient transit
system throughout the region.

The next phases of the TSP will study the service and institutional aspects of the region’s transit
systems with these financial goals in mind.

This report presents the financial analysis completed to date, including the following:
e Methodology

Overview of Region’s Operating Costs

Cost Driver Analysis

Cost Control Strategies

Conclusion

TRANSIT 1
PROJECT
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Methodology

This section describes the approach and data sources used in the financial analysis.

Data were compiled for operating expenses by object class and function for the largest seven
transit operators (“Big 7”) in the San Francisco Bay Area. This initial analysis focused solely on
these “Big 7 because they comprise 93 percent of the Bay Area operators’ 2008 operating costs,
88 percent of the 2008 revenue vehicle hours, and 96 percent of the 2008 ridership. The “Big 7”
agencies include:

e Alameda-Contra Costa Transit District (AC Transit);

e Bay Area Rapid Transit District (BART);

e Golden Gate Bridge, Highway and Transportation District (Golden Gate);
e San Francisco Municipal Transportation Agency (SFMTA);

e Peninsula Corridor Joint Powers Board (Caltrain);

e San Mateo County Transit District (SamTrans); and

e Santa Clara Valley Transportation Authority (VTA).

Unlike the other “Big 7 agencies, Caltrain operates a contracted service. Therefore, for many of
the data items collected as part of the financial analysis, Caltrain figures were not available or
applicable. In those cases, the other six agencies (referred to as the “Big 6”) are shown with their
corresponding data, but Caltrain is excluded.

Twelve years of data were compiled from the National Transit Database (NTD) from 1997
through 2008. Additionally, the consultant team conducted interviews with each of the “Big 7”
transit agencies and reviewed various documents provided by the agencies. Additional data
sources include agency websites, board meeting notes, Comprehensive Annual Financial Reports
(CAFRs), Transportation Development Act (TDA) Audits, and DASH & Associates transit salary
reports.

This analysis also includes many inflation adjustment calculations, which are calculated using the
San Francisco-Oakland-Fremont consumer price index. For details regarding the inflation
calculations, see Appendix L.

At the outset, it is important to acknowledge that each agency’s service area differs in size,
topography, and demographics. The agencies may also differ with respect to the age and
condition of their rolling stock and infrastructure, and there are differences among the agencies
regarding the modes of fixed-route service they provide. All of these factors can affect an
agency’s operating costs.
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Overview of Region’s Operating
Costs

10-Year Operating Cost Trends

Between 1997 and 2008, total operating and maintenance costs for the “Big 7” increased by

90 percent, from $1.02 billion to $1.95 billion." When adjusted to 1997 dollars (reflecting no
inflation), costs increased by 37 percent. As shown in Figure 2 and Table 1, all of the “Big 7”
agencies’ costs increased; however, costs grew by more than 40 percent for the following four
agencies: AC Transit (50 percent), SFMTA (49 percent), Caltrain (47 percent), and SamTrans (46
percent). It is likely that operating cost growth has slowed since 2008 because of the
implementation of service cuts, employee furloughs and layoffs, and other cost-containment
measures associated with less available funding.

Figure 2: “Big 7” Inflation-Adjusted O&M Cost Trends (1997-2008, in thousands)
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! Note: Operating and maintenance costs cover the cost of the “Big 7’s” fixed route service. The costs include
paratransit, cable car, and ferry costs.
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Table 1:
Operator
1997-2008

AC Transit 108%
SFMTA? 107%
Caltrain 104%
SamTrans 103%
BART 79%
VTA 73%
Golden Gate® 52%

TOTAL 91%

Source: NTD (1997 — 2008)

Before Adjusting for Inflation

Change in Total O&M Costs by Agency’

Average Annual 1997-2008
6.9% 50%
6.8% 49%
6.7% 47%
6.6% 46%
5.4% 29%
5.1% 25%
3.9% 9%
6.0% 37%

After Adjusting for Inflation

Average Annual
3.7%
3.7%
3.5%
3.5%
2.3%
2.0%
0.8%
2.9%

1. Change in total costs is not adjusted to account for changes in service levels. Also, a significant cost driver for
SamTrans, VTA, and the SFMTA is their Caltrain operating subsidy. Additionally, during this period, SamTrans made
significant financial contributions to the BART extension to San Francisco International Airport, which increased

Samtrans’ operating expenses.

2. The SFMTA’s total operating costs also include cable car, which is a mode unique to the SFMTA.
3. Golden Gate’s total operating costs include ferry service, which is a mode unique to Golden Gate.

4. Costs include paratransit costs.

While costs have risen significantly for the “Big 7 agencies between 1997 and 2008, cost metrics
alone do not account for how much service was provided during that timeframe. Overall agency
budgets are obviously impacted by the amount of service they provide. To normalize for the
amount of service provided, cost per vehicle service hour was evaluated. Figure 3 shows the
trends in cost per vehicle service hour, adjusted for inflation. Increases ranged from roughly 45 to
70 percent increases in the cost per vehicle service hour. One operator, Caltrain, experienced a
decrease in cost per vehicle service hour over the period.

o= BART
=== ACTransit

=== Santa Clara VTA

Figure 3: “Big 7” Inflation-Adjusted Cost Per Vehicle Service Hour Trends (1997-
2008)
$450
$400
$350 \‘/’\
$300 \\/ ~
g s250
s /—/
2 $200

-

-_—

—_—

$150 ’_//
| = e —
|

j

$100 -

$50

S0 T T T T

A 8 ) N
S &) o S S
NN N O

>

S & O & & &
[ S S S S S

o= SamTrans
e CalTrain

SFMTA

Golden Gate




Transit Sustainability Project
Financial Task Summary

An analysis of the percentage change in operating costs, revenue vehicle hours, and passenger
increases by mode showed significant operating cost increases across all modes, and significant
variation in the outcomes (service provided and passengers served) by mode. Bus service-level
increases were not commensurate with cost increases (which some agencies have asserted may be
affected by congestion on streets that slows operating speeds, and thereby increases the cost
associated with delivering the same level of service). Additionally, the light rail systems clearly
increased service in this timeframe; however, their ridership levels did not increase
proportionately.” Finally, the commuter and heavy rail systems’ operating costs were consistent
with their service provided and passenger growth. It should be noted, however, that the rail
systems’ upfront capital costs are not included in this analysis (Figure 43).

Figure 4: Aggregate Percentage Change in “Big 7’s” Operating Cost, Service,
and Passenger Increases (1997-2008)

90%

All Bus Heavy Rail Commuter Rail Light Rail

M Operating Costs B Revenue Vehicle Hours ¥ Unlinked Passenger Trips

Source: NTD (1997 — 2008);
Excludes paratransit.
Excludes motor bus costs BART and Caltrain recorded in 1997 but not in 2008.

Cost per vehicle service hour is also an effective measure of operating efficiency (Figure 54).
This analysis shows how the “Big 7 costs per vehicle service hour are significantly higher than
the smaller agencies in the Bay Area. One explanation is that the greater use of contracted service
by smaller agencies, versus providing services “in-house,” is a key source of cost savings for the
smaller agencies. However, it is important to note that all of the smaller agencies utilize
unionized employees to provide service, regardless of whether they contract for service or
provide service directly. While agencies that contract for service clearly are benefiting from cost
efficiencies, even those smaller agencies that operate service directly show substantially lower
costs per hour than the large agencies in the region. Some factors influencing the costs of the

2 Between 1997 and 2008, light rail service has expanded significantly; however, there is some explanation for lower
ridership. In Santa Clara County, the ridership and density is lower, and in San Francisco, the T Third Line was
designed to stimulate revitalization in a less dense area. Additionally, the Embarcadero extension of the F Market Line
has limited capacity.
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large agencies may include: many of the larger Bay Area agencies are older “legacy” agencies,
which operate under collective bargaining agreements that have been negotiated over several
decades and represent accumulated agreements made over those many years; many of the larger
agencies have larger administrative staffs covering a larger number of responsibilities than
smaller agencies.

Figure 5: Cost Per Vehicle Service Hour (Bus Only, 2009)
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Source: NTD (2009)

Cost Drivers Overview

This analysis defines major cost drivers to be either of the following:

o Cost components that represent a large portion of a transit agency’s operating cost budget; or
e Cost components of the transit agency’s operating cost budget that are growing rapidly.

As shown in Figure 65, the three largest cost components of the “Big 7’s” operations and
maintenance (O&M) costs in 2008 were fringe benefits,’ operators” wages,* and other wages.’
These three cost components comprise over 70 percent of the total systemwide operating costs.
Additionally, after adjusting for inflation, between 1997 and 2008, operators’ wages increased by
12 percent, other wages increased by 19 percent, and fringe benefits increased by 69 percent.

3 From a cost perspective, the key fringe benefits are retirement and health insurance. Other costs classified as fringe
benefits include sick leave, vacation and holiday pay, workers compensation, life insurance, and dental/vision
insurance.

* Wages for transit operators, i.¢., bus drivers and heavy rail or light rail train operators.

3 «Other wage costs” refer to wages for employees performing maintenance, operations support, administration and
other support functions.

6
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Figure 6: “Big 7” Percentage of 2008 Systemwide Operating Costs

* Other costs include services, fuel and lube, tires and others, utilities, casualties and liabilities, purchased
transportation, etc. Note: Systemwide operating costs do not include paratransit, cable car, or ferry costs.

Source: NTD (1997-2008)

This analysis also considers work rules, service changes, and staffing levels to be potential cost
drivers. Work rules establish working conditions and procedures for operating service, and they
have significant implications on operators’ salaries and fringe benefits. Service changes and
staffing levels also impact these same labor costs. The following sections analyze each of these
cost drivers in detail; including trends, peer comparisons, and recommendations for controlling
these costs.
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Cost Driver Analysis

The following sections provide a description and analysis associated with each of the cost drivers
(operator wages, other wages, fringe benefits, service levels, staffing levels, and work rules)
initially identified. For each cost driver, the section includes a recommendation depending on
whether the cost driver is considered to have significant potential for cost savings.

Operator Wages

Among the “Big 7,” operator wages account for 16 percent of agencies’ 2008 system-wide
operating costs. Operators include bus drivers and heavy or light rail train operators who are
agency employees. Operator wages include base wages for work hours and premium pay for
work hours (e.g., overtime and night shift premiums). Operator wages do not include fringe
benefits such as paid sick leave, holidays, and vacation. In many cases, wage rates and work rules
that affect operator pay are a result of decades of collective bargaining. In fact, in some cases,
outside factors impact an agency’s ability to control costs (e.g., until the adoption of a charter
amendment in 2010, for several decades, the San Francisco City Charter guaranteed that SFMTA
operators would receive the average hourly rate of the two-highest comparable transit systems in
the country).

Over a 12-year analysis period from 1997 to 2008, the overall percentage change in operator
wage costs for the six largest transit agencies in the Bay Area ranged from 25 percent to

86 percent, without adjusting for inflation (Table 2). Together, the six largest transit agencies that
directly operate service experienced an average change in operator wage costs of 55 percent from
1997 to 2008. The largest increases occurred at BART (86 percent), AC Transit (60 percent), and
SFMTA (60 percent). The average annual change in operator wage costs ranged from 2 percent to
5.8 percent per year, with an average annual change (without adjusting for inflation) of about

4 percent.

Table 2: Percentage Change in Systemwide Operator Wage Costs'

System Before Adjusting for Inflation After Adjusting for Inflation
1997-2008 Avg. Annual 1997-2008 Avg. Annual

BART 86% 5.8% 34% 2.7%
SFMTA 60% 4.4% 15% 1.3%
AC Transit 60% 4.4% 15% 1.3%
VTA 46% 3.5% 5% 0.4%
SamTrans 41% 3.1% 1% 0.1%
Golden Gate 25% 2.0% -10% -1.0%

TOTAL 55% 4.1% 12% 1.0%

Source: NTD (1997-2008)

1. Excludes Caltrain because Caltrain contracts for rail operations and maintenance services. Also, data is not
adjusted to account for changes in service levels.

2. Costs include paratransit costs.

Changes in operator wage costs were driven by both changes in service levels (and hence the
number of operators employed by each agency) and changes in operator wage rates. It is
important to note that growth rates in the analysis account for both changes in the total number of
operators employed by each agency and in the rate of pay received by individual operators.

8
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Table 3 outlines the annual wage cost per vehicle operations employee. As the table shows, the
wages per employee varied significantly among the “Big 7 agencies, with the average annual
rate change between 2002 and 2008 ranging from -3.6 percent to almost 5 percent, after
controlling for inflation.

Table 3: Salaries/Wages as a Cost Driver for the “Big 7”

Annual Wage Cost per Vehicle Operations FTE ($2008)

Operator 2002 2008 2002-2008 Avg. Annual
Santa Clara VTA $40,718 $54,254 33.2% 4.9%
SFMTA $45,235 $51,204 13.2% 2.1%
BART $19,614 $23,801 21.3% 3.3%
AC Transit $46,531 $50,349 8.2% 1.3%
Golden Gate $48,138 $44,282 -8.0% -1.4%
SamTrans $63,456 $51,080 -9.5% -3.6%

TOTAL 8.1% 1.1%

Source: NTD (2002 — 2008)

Top operator wage rates for the “Big 7” (excluding contracted services like Caltrain) that directly
operate service range from $24.71 to $30.27 per hour. In comparison to national peer agencies,
the top base hourly rate for several of these agencies appears to be at the high end of the range;
however, when adjusted for the cost of living in each area these wage rates are comparable.

Figure 76 shows the percentage change in top operator wage rates between 2001 and 2009 for six
of the region’s largest agencies compared to the change in the Consumer Price Index (CPI), and
regional, state, and national wage indices. From 2001 to 2009, growth in top operator wage rate
was lower than growth in regional and state wage indices for “all occupations.” Three of five
were below national wage growth rate for all occupations.

Figure 7: Percentage Change in Top Operator Wage Rate versus Percentage
Change in National, State, and Regional Wage Indices (2001-2009)

40%

35%

30%

25%

20%

15%

10%

5%

0%

N AgencyData = — —National — — = California = — —Regional CPI

Source for Wage Indices and CPI: Bureau of Labor Statistics. Source for top operator wage rates: Dash & Associates
and “Big 6” agencies.
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Recommendation on Operator Wages

The region’s base operator wage rates are higher than many peers, but when adjusted for the cost
of living, appear comparable. Moreover, increases in the base wage rates were higher than
inflation, but lower than the overall regional wage index; therefore, it is recommended that there
be no further analysis of operator base wage rate. However, work rules and staffing levels should
be analyzed in more detail.

Other Wages

Other wages represents almost 25 percent of the “Big 7” agencies’ 2008 systemwide operating
costs and refers to all non-operator wages, which includes employees performing maintenance,
dispatch, supervision, and administration and other support functions. A breakdown of the 2008
non-operator wages for the “Big 7” is shown in Figure 87.

Figure 8: 2008 Non-Operator Wage Break-down

Vehicle Operations, 25%

Non-vehicle operators involved
in operations
(e.g., supervisors, dispatchers,
schedulers, fare collection,
security, clerical)

General Administration, 24%

e.g., Human Resources, IT,
finance

Maintenance: 51%
Non-Vehicle Maintenance, 17%; Vehicle Maintenance, 34%

e.g., Vehicle Mechanics and staff involved in maintenance of
facilities and infrastructure

Source: NTD (2008)

Table 4 shows the overall percentage change and the average annual change in other wage costs
over the 12-year analysis period. Other wages increased an average of 65 percent for all of the
largest six transit agencies that directly operate service. Those systems with the largest increase
include SFMTA (110 percent), SamTrans (102 percent) and AC Transit (71 percent).

10
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Table 4: Percentage Change in Systemwide Other Wage Costs" 2

System Before Adjusting for Inflation After Adjusting for Inflation
1997-2008 Avg. Annual 1997-2008 Avg. Annual

SFMTA 110% 7.0% 51% 3.8%
SamTrans 102% 6.6% 46% 3.5%
AC Transit 71% 5.0% 23% 1.9%
BART 45% 3.5% 5% 0.4%
VTA 43% 3.3% 3% 0.3%
Golden Gate 24% 2.0% -11% -1.0%
Average 65% 4.6% 19% 1.6%

Source: NTD (1997 — 2008)

1. Excludes Caltrain because Caltrain contracts for rail operations and maintenance (O&M) services.
2. Datais not adjusted to account for changes in service levels.

3. Costs include paratransit costs.

Additionally, this analysis considered the non-operator wages per employee; however, the data
available on historical employee counts by agency was inconsistent and therefore deemed not
reliable for this analysis. As an alternative, a region-wide breakdown of the changes in wage costs
per employee by functional area (e.g., maintenance, administration) was developed from 2002
through 2008. As shown in Table 5, the maintenance wage costs per employee rose faster than
wage costs in either the vehicle operations or administrative categories.

Table 5: “Big 7” Wage Growth per Employee by NTD Functional Class

Category 2002-2008 Average Annual
Vehicle Operations 7.0% 1.2%
Maintenance 16.2% 2.7%
Administrative 8.3% 1.4%

Source: NTD (2002 — 2008)

These changes are likely driven by changes in service levels (and hence the number of staff
employed by each agency), changes in the level of resources devoted to specific activities (e.g.,
increased maintenance activities designed to improve service reliability), and changes in non-
operator wage rates. For the agencies that were evaluated, the average annual increase in other
wage costs was 5 percent, or 1 percent higher than the growth rate in operator wages, and nearly
2 percent above the rate of inflation.

It is also important to note that since 2008, all of the “Big 7”” have implemented measures
designed to control non-operator wage costs (Table 6).

Table 6: “Big 7” Non-Operator Wage Cost-Control Strategies Implemented

Cost Containment Strategies “Big 7” Agencies Implementing these Strategies
Layoffs/Attrition AC Transit, BART, Caltrain, Golden Gate, SamTrans, SFMTA
Furloughs SamTrans, SFMTA, VTA, Caltrain
Wage/Hiring Freezes BART, Caltrain, Golden Gate, SamTrans, VTA, AC Transit

11
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Recommendation on Other Wages

To develop a better understanding of what has driven the changes in non-operator wages, it is
recommended to undertake case studies of the changes in non-operator employee counts and
costs at one or more specific agencies. This would entail collecting and analyzing data from 2002
through 2008 (or perhaps through 2010, to provide a more up-to-date picture) that disaggregates
employee counts and wage costs into broad non-operator job categories, such as:

e Executive staff (i.e., General Manager, Division/Department Heads, etc.);

e “Professional” job classifications (i.e., engineers, planners, finance, human resources,
information technology);

e “Administrative” job classifications (i.e., clerical, supervisory, managers); and

e Maintenance job classifications.

Depending upon how the agencies have categorized their information, the employee count and
wage data could also be analyzed based on functional areas, such as by organizational unit (e.g.,
Maintenance Division, Administration & Finance Division, Planning, etc.). This type of analysis
would provide a clearer explanation of why non-operator wage costs rose faster than operator
wage costs, and could be undertaken as part of the upcoming institutional task.

Fringe Benefits

Fringe benefits comprised 34 percent of the “Big 7” agencies’ 2008 systemwide O&M costs.
During this period, fringe benefit expenses grew at an average of 8 percent per year and, in
aggregate, fringe benefit costs increased from $355 million in 1997 to $601 million in 2008,
resulting in a 69 percent increase on an inflation-adjusted basis from 1997 to 2008 (Figure 98).°
The largest components of agencies’ fringe benefits include retirement and health insurance.
Other costs classified as fringe benefits include sick leave, vacation and holiday pay, workers
compensation, life insurance and dental/vision insurance.

¢ These numbers do not include cable car, ferry, or paratransit costs.

12
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Figure 9: “Big 7” Fringe Costs (2008 $)
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Table 7 shows the overall percentage change and the average annual change for fringe benefits
over the 12-year analysis period. Fringe benefit costs increased an average of 72 percent for all of
the largest six systems after adjusting for inflation. Systems with the highest percentage increase
included SamTrans (139 percent), BART (82 percent) and AC Transit (81 percent). Note: The
percentage change in fringe benefit costs does not reflect any changes in overall staffing levels
that occurred, or the change in fringe benefit costs per employee. Per employee calculations are
not included in this report due to inconsistent FTE counts available from the transit agencies.

Table 7: Percentage Change in Systemwide Fringe Benefits Costs"**

System Before Adjusting for Inflation After Adjusting for Inflation
1997-2008 Avg. Annual 1997-2008 Avg. Annual
SamTrans 232% 11.5% 139% 8.2%
BART 153% 8.8% 82% 5.6%
AC Transit 152% 8.8% 81% 5.6%
SFMTA 134% 8.0% 68% 4.9%
VTA 117% 7.3% 57% 4.2%
Golden Gate 67% 4.8% 20% 1.7%
Average 138% 8.2% 72% 5.0%

Source: NTD (1997 — 2008)

1. Excludes Caltrain because Caltrain contracts for rail O&M services.
2. Data is not adjusted to account for changes in service levels.
3. Costs include cable car, ferry, and paratransit costs

Pension and Other Post-Employment Benefits Plans

All agencies provide their employees with “defined benefit” pension plans. These retirement
plans use formulas to determine a retiree’s pension payments based on the employee’s years of
service and percentage of compensation during the employee’s final one or more years of work.
Employees must reach a certain age and years of service thresholds before they are eligible to
retire. For unionized employees, these formulas are established in collective bargaining
agreements. As shown in Table 8, pension plans for both operators and non-operators are

TRANSIT 13
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generally the same for the “Big 7” transit agencies. In some cases, particularly where operators
belong to agency-specific pension plans, and non-operators belong to a CalPERS plan (BART,
SamTrans, and Golden Gate), the minimum service requirements differ, because the CalPERS

vesting period is 5 years.
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Pension and Other Post-Employment Benefits Peer
Comparisons

A significant issue for the region’s transit agencies is the level of pension and Other Post-
Employment Benefits (OPEB) liability. OPEB is an accounting concept created by the
Governmental Accounting Standards Board (GASB) designed to address expenses that entities
may or may not be legally bound to pay. OPEB generally includes: medical benefits to retirees
and surviving spouses, retiree life insurance, survivor dental and vision benefits, and medical
benefits to survivors of active employees. As a basis for comparison, Figure 10 presents the level
of funded pension liability data from several cities and county governments in the region, state
governments, and private industry as compared with Bay Area transit agencies. Similarly,

Figure 11 shows the same information for OPEB liability.

Figure 10: Peer Analysis of Funded Pension Liability
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Source: Transit Agency Combined Annual Financial Reports (CAFRs)

1 Data as of June 30, 2008, from Pew Center on the States report entitled “Trillion Dollar Gap,” dated February 2010.
2 Data as of June 30, 2008, from Pew Center on the States report entitled “Trillion Dollar Gap,” dated February 2010.

3 Based on S&P 500 Indices (https://www.sp-
indexdata.com/idpfiles/indexalert/prc/active/pressreleases/SP500 _PENSIONS%20+%200PEB%20pr%20-

%z20final_US.pdf)
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Figure 11: Peer Analysis of Funded Other Post-Employment Benefits Liability
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Source: Transit Agency Combined Annual Financial Reports (CAFRs)

These figures demonstrate that the region’s pension plans are mostly funded; however, unfunded
pension liability in the region still totals $482 million.” On the other hand, the region’s OPEB
costs are mostly unfunded—with outstanding costs totaling over $1.32 billion. In recent years, the
“Big 7” made about two-thirds of their “annual required contribution,” (which is the amount
calculated by an actuary that would cover that year’s cost of benefits). Agencies are addressing
their outstanding OPEB liability, but it represents a substantial and growing burden on operating
budgets for the foreseeable future. BART, Golden Gate, SamTrans, AC Transit, and VTA have
established OPEB Trusts, and will fund their unfunded liabilities over 30 years, in accordance
with GASB guidance.®

Recommendation on Fringe Benefits

Fringe benefits are a significant issue for the region’s agencies—both in the short- and long-
term—and represent major cost drivers. The growth in the cost of these benefits is unsustainable
and has already created substantial unfunded liabilities. It is recommended that agencies
determine which cost-containment strategies associated with fringe benefits are most applicable
to themselves and develop implementation strategies to advance reforms.

"The pension projections assume the pension plans will achieve roughly eight percent rate of returns on their
investments (which is established by plan administrators). This rate of return may be high. CalPERS recently evaluated
changing their rate of return assumption from 7.75% to 7.50%, but in March 2011, the CalPERS Board voted to retain
the current 7.75% assumed rate of return.

8 The City and County of San Francisco set up a trust, finalizing legal OPEB Trust status.
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Service Changes

As detailed previously, operating costs have increased substantially between 1997 and 2008 at 2.4
percent on average annually after adjusting for inflation, Table 9 shows how service changed
relative to the operating costs. As the table indicates, many of the “Big 7" experienced growth in
revenue vehicle hours and miles, suggesting increased service levels may have had an impact on
the operating costs.

Table 9: Change in Operating Cost and Service Provided (1997-2008)

Operating Costs Operating Costs

(before adjusting (after adjusting Revenue Revenue
for inflation) for inflation) Vehicle Miles Vehicle Hours
Caltrain 104% 47% 105% 155%
SFMTA 102% 45% 7% 5%
AC Transit 98% 42% 13% 15%
Samtrans 93% 39% -3% 14%
BART 81% 30% 32% 28%
VTA 62% 17% -1% 0%
Golden Gate 39% 0% -35% -23%
Avg Annual % Change 5.60% 2.40% 1.00% 1.70%

Source: NTD (1997-2008)

Note: Cost and service estimates only represent fixed route service. They do not include paratransit, cable car, or ferry
service.

Another aspect of the service changes cost driver analysis is related to system speeds. Agency
staff suggested that changes in operating speeds have been a factor in increasing the operating
costs, particularly for those bus operators providing service in congested urban environments.
NTD data showed that speeds of the largest five bus operators decreased by 7 percent between
1997 and 2008, while the operating cost per hour increased by 23 percent. Bus speeds may be
affected by congestion on the local street network, lack of coordinated or priority signal timing,
bus stop spacing and location inefficiencies, and slow boarding for crowded buses.

The SFMTA has identified increasing operating speed as a strategy to reduce operating costs. As
part of its Transit Effectiveness Project (TEP), the SFMTA estimated that for every mile per hour
the Muni systemwide speed is increased, Muni could realize approximately a 10-percent cost
savings. Additional strategies to speed service include signal priority treatments, enforcement of
parking/bus lane restrictions, faster boarding, etc. Similarly, Caltrain has realized significant
benefits from restructuring its service through the use of its Baby Bullet service. By reducing the
number of stops served by its Baby Bullet trains, Caltrain’s overall average speed increased more
than 9 percent and its average operating cost per hour of service decreased 14 percent.

Note: Many agencies have cut service in recent years in response to funding shortfalls. Service
cuts can be detrimental to an agency for several reasons. No matter how much service is cut,
agencies have many fixed costs (including the General Manager, procurement, human resources,
etc.) that do not vary significantly with relatively small changes in service levels and overall
agency staffing levels. Therefore, service cuts can result in an increased operating cost per hour.
Additionally, “discretionary” riders may stop riding, which can result in decreased ridership and
fare revenues.

Recommendation on Service Changes

At this stage, the project team does not have the information required to determine how much of
the increase in wage and fringe costs were driven by increased service levels and decreased
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system speeds versus other factors, such as hourly wage increases, vacation/sick leave, changes in
health insurance premiums, changes in retirement expenses, and other cost drivers. It is
recommended that this issue be further analyzed as part of the service task.

Staffing Levels

An analysis of administrative costs as a percentage of total operating costs shows that Bay Area
operators dedicate a higher percentage of operating budgets to administrative costs than their
peers. As shown in Table 10, the “Big 7” (excluding Caltrain) dedicates almost 20 percent of their
operating costs to administrative costs, while the peer average is closer to 14 percent. The Bay
Area’s administrative costs (per service unit) are mixed compared to peers. The administrative
cost relative to the service provided (a measure of service efficiency) is higher than most peers,
except for New York and Philadelphia. The administrative cost relative to the passenger carried
(a measure of service effectiveness) is significantly higher than all except Atlanta (Table 10).

Table 10: Administrative Cost Comparison1

Admin Cost
Revenue as a % of
Vehicle Unlinked Total
Admin Cost Hour (RVH) Passenger Admin Cost Admin Cost Operating

Operator ($ 000s) (000s) Trips (000s) per RVH per Trip Cost
“Big 7"
Agencies $326,676 9,322 459,510 $35.0 0.71 19.9%
(excluding
Caltrain)
CTA,

. $117,676 7,730 526,336 $15.2 0.22 9.4%

Chicago
LACMTA, $185,442 7,823 474,228 $23.7 0.39 16.0%
Los Angeles
King
County, $78,529 3,096 118,692 $25.4 0.66 16.5%
Seattle
'g"BTA' $90,118 3171 368,054 $28.4 0.24 9.7%

oston
L‘{"oTrﬁ New  ¢614.524 15,362 3,330,949 $40.0 0.18 11.7%
SEPTA, .
Philadelphia $138,843 4,652 339,168 $29.8 0.41 15.1%
‘éVCMATA' $321,539 4134 423,524 $77.8 0.76 15.8%
MARTA,
Atlanta $76,686 2,356 150,503 $32.5 0.51 19.9%
Group Avg $34.1 0.42 14.3%

1. Dollars are adjusted to SF-Oakland 2008 Consumer Price Index.

2. “Big 7” agencies total includes the cost data for all modes, with the exception of vanpools, cable car, ferry, and
paratransit. It also does not include Caltrain costs.

The peer group for this comparison was selected according to two criteria: 1) total operating
costs, and 2) network structure. Chicago (CTA), Los Angeles (LACMTA) , Washington D.C.
(WMATA), and New York (MTA) were chosen because their total operating cost, as reported to
NTD, were similar in magnitude to the combined Bay Area cost figures. Seattle, Boston
(MBTA), Philadelphia (SEPTA), and Atlanta (MARTA) were selected because they were
believed to have transit systems with similar network structures to that of the Bay Area.
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Recommendation on Staffing Levels

There is a wide variation among the peers’ administrative costs. The Bay Area average employee
per service unit (revenue vehicle hours) is less than peer group average; however, the
administration cost (per service unit) appears higher than the national average. It is important to
understand why the Bay Area’s administrative costs as a percentage of operating costs is
substantially higher than most of the peers cited above. It is recommended that the agencies’
staffing levels be analyzed further as part of the institutional analysis task, and that opportunities
for reducing administrative costs be identified.

Work Rules

Work rules govern the roles and responsibilities of management and employees, and they are
determined by a history of Collective Bargaining Agreements and agency practices. They have
significant implications on how transit service is provided and the cost to provide the service.
Work rules are agency-specific, and many transit agencies have conducted assessments of
potential savings that could result from specific changes. Table 11 shows the general categories
of work rules and their associated issues.

Table 11: Work Rules and Associated Issues

Work Rule Areas Examples of issues covered by work rules
Service design and assignment  Layover, interlining, division service sharing, special service
Crew scheduling Spread, daily guarantee, use of part-timers, run requirements (4-10s,
splits, straights), report and travel time
Daily service delivery Extra board management, absenteeism
Business model In-house versus outsourced service delivery

Figure 12 presents data on the “peak to base” ratio for each of the “Big 7 agencies,
which compares the number of vehicles required to provide period service to the number
of vehicles required to provide service during non-peak “base” hours. A peak to base
ratio of 1.0 would indicate that there is no difference between the amount of service
provided during peak and off-peak hours. As the peak to base ratio increases over 1.0,
this indicates that an agency is operating more service during the peak periods than
during off-peak periods. The commute-oriented service plan operated by Golden Gate
Transit is an example of a high peak to base ratio.
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Figure 12: Peak to Base Ratio (2008)

} - B 4.00

4.00

3.50

3.00
o 250
=}
[y
o« 2.12
3
& 2.00
o
2
=
s 1.52 1.48 146 1.55
& 150

1.17
1.00
0.50
BART Samtrans Santa Clara VTA  ACTransit SFEMTA Golden Gate Caltrain

Source: NTD (2008)

Figure 13 presents the ratio of pay hours to platform hours for five of the “Big 7.” A pay
hour to platform hour ratio of 1.0 indicates that an agency is paying operators only for
time during which they are driving a vehicle (platform time). A pay to platform ratio that
is higher than 1.0 indicates than an agency is paying for some amount of work time that is
not being spent operating a vehicle. Agencies with higher peak to base ratios that also
provide daily pay guarantees to their operators will tend to pay for more non-driving
hours.
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Figure 13: Pay to Platform Ratio (2008)
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Note: BART is not included due to data being unavailable.

Recommendation on Work Rules

As discussed in more detail in the section on Cost Control Strategies, the TSP’s preliminary
analysis shows that work rules can have significant impacts on the cost of delivering service.
Premium pay data suggests further analysis could produce options for significantly lowering
operating costs. A business model that relies more on part-time operators, reduction of
absenteeism and the size of the extra-board, and consideration of more outsourcing of certain
services may yield savings. As a next step, more analysis should be conducted as part of the
service analysis task.
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Cost Control Strategies

The following section describes the cost control strategies already undertaken or under
consideration by the “Big 7.” Additionally, this section includes a summary of the potential order
of magnitude cost savings, especially if undertaken on a region-wide basis. Appendix II of this
report presents a case study of the cost containment strategies undertaken by the Santa Clara
VTA.

Summary of Cost Control Strategies Undertaken by the “Big 7”

As described in this report, potential cost drivers identified for the region’s transit agencies
include operator wages, other wages, fringe benefits, work rules, service changes, and staffing
levels. To control these cost drivers (and other costs), the “Big 7”” have undertaken or are
considering many different cost containment strategies (Table 12) since 2008 in response to the
economic crisis.

Table 12: “Big 7” Cost Containment Strategies as of September 2010

3
L - 8 £ § I
= x F & 3 4 =
Cost Containment Strategy "u's 5 2 A 8 '; 8
Service cuts’ e o o o o o o
Layoffs/Attrition e o o o o O o
3 Hiring freeze O o e o °
E Furloughs ° ° e o
B Non-Operator wage freezes/decreases e o o o o o
Conduct compensation study (] e O
Contract out new or existing services e o O
Tiered Retirement Programs ® O O
Complete benefits audit o L
e Establish an Internal Revenue Code (IRC) irrevocable trust e o o o o o
°E’ fund to accumulate OPEB funds
g Eliminate Retirement Sick Leave Buy-Back & convert o
E unysed sick leave earned to PERS Service credit at time of
= retirement
-% Elimination of a portion of the Money Purchase Pension o ©)
s Plan
o Moving to a defined contribution plan, away from a defined ©)
benefit plan
Retirement Seminars ® ®
®  Only pay for the employers’ share (or +1 dependent) of O
-_‘é’ health insurance costs
< g Implement/increase employees and retirees’ co-pay e O O
§ E Medical insurance premium cap (] ® O
T § Implement employee share of health insurance premium o o
§ Medical “Opt-Out in lieu” payments of $100 per month o °
£ Eliminate wellness program o o
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Table 12: “Big 7” Cost Containment Strategies (continued)

2
S . BSOS ©
= x F g 3 g =
Cost Containment Strategy "y'i é &’ o 3 'S 8
X3 2
© 5 Changes to Work Rules O e e O
S
Service cuts e o o o o e o
g Fuel purchase contracts (long-term) in place3 o o ®
s Joint fuel procurements e O o o
Fuel Hedge (or Hedge type) Fund o o o
Comprehensive review of operations to optimize service & L] o o e O
decrease travel time
Reduce other agency contribution levels O ® O
Reduce work orders ° ©)
Refinance outstanding debt to lower debt service costs L] o o
Create new agreements between operating partners o o e O
JPB member agencies agreed to repay the District for their ®
share of the original investment made in Caltrain ROW
E Eliminate free employee parking L]
o Contract out aspects of operations O ) O e
Conduct internal audit to identify cost control opportunities o
Improve fare recovery e o
Voluntary cut in vendor contracts L]
Increased efficiencies through technology (i.e., ETC, new ©)
banking collections, automated information, etc.)
Reduce administrative expenses (overhead) L ©)
Negotiate lower rent for new SF bus lot @)
Investigate elimination of comp time for some employees ©)
® |mplemented
O Under Consideration
1. In September 2010, SFMTA restored 6.1 percent of the 10 percent service cut implemented in May 2010.
2. Golden Gate is not formally changing any work rules; however, the agency is always looking for ways to re-interpret

existing contract language.
BART'’s “fuel” refers to traction electric power.

w

Summary of Potential Regional Cost Savings

During the past several years, the region’s transit agencies have implemented a wide range of
cost-saving measures, including service reductions, employee furloughs and employee layoffs.
Consistent with the key cost drivers analyses undertaken as part of the TSP, many measures have
focused on controlling the cost of employee benefits. Table 13 summarizes several of the health
insurance and pension cost containment strategies that have been implemented or are under
consideration.
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Table 13: Sample Employee Benefit Cost Control Strategies

Cost Control Strategy Order of Magnitude Cost Savings (Annually)
HEALTH INSURANCE
Medical insurance cap' e Lowered retiree medical liability from $434 million to $362
million.
e Estimated on-going savings of $8 million annually (as of
2013)
Agency pays a capped % of health Every 5% of costs shifted to employees saves $1.2 million

insurance costs for active employees2

Agency limits its share of premium costs | $6 million in savings per year
to Employee + 1 Dependent for active

employees?

PENSION

Create new pension tier for new hires® $7 million (only produces significant savings in 30-year

timeframe)
Source: Agency Data

1. Based on BART labor agreement.

2. Based on a VTA proposal.

3. Based on an AC Transit proposal.

In addition, several Bay Area transit agencies have recently undertaken analyses of their work
rules, and ways in which work rules could be altered to provide cost savings. Table 14
summarizes the results from these analyses. Additional detailed analysis of potential changes to
work rules and the business model is being conducted and will be covered in a separate report.

Table 14: Potential Annual Savings Associated with Work Rules

Potential Annual
Savings as % of

Area Examples Of Issues Evaluated Operating Budget*
Service design and Layover allocation, spread premiums, part-time driver ~1% to 2%
assignment limits, weekly guarantee, break and travel time
Crew scheduling optimization, division consolidation.
Daily service delivery Reducing absenteeism and extra board ~1%
Business model Outsourcing of specific routes/services 2% to 7%
Multiple areas Overtime rate, break rules, eliminating pay for time ~3%

spent on union business
Source: Based on agencies that completed recent analysis of work rule changes

As noted in the Staffing Levels section of this report, an analysis of agency staffing levels in the
region compared to other major metropolitan areas indicates that the Bay Area uses a higher
proportion of its operating funds for administrative expenses than other metropolitan areas.
Additional analysis is needed to better understand administrative staffing levels and cost issues in
the region and will be conducted as part of the institutional analysis.

Based on the analyses completed to date, preliminary cost savings estimates been developed,
which provide a sense of the level of savings that could be achieved from applying cost savings
measures across the region. This analysis was conducted by extrapolating individual agencies’
cost savings to the whole region. Fringe benefits-specific cost containment strategies are detailed
in Table 15, while all cost containment strategies explored for the region’s potential cost drivers
are detailed in Table 16.
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In the context of an estimated region-wide annual operating deficit of $100 million to

$380 million, savings measures such as these must play a significant role in restoring the region’s
transit systems to financial stability. Based on the analysis undertaken thus far, these types of
measures could generate between $240 million and $270 million per year in cost savings. These
estimates will be refined as the TSP advances.

Table 15: Cost Containment Strategies with Estimated Cost Savings

Category Cost Control Strategy Order of Magnitude Cost Savings
Health Agency pays a capped % of health insurance Every 5% of costs shifted to employees
Insurance costs for active employees (based on a VTA results in $13 million in regional savings

proposal) (4% of region’s health insurance costs)
Health Agency limits its share of premium costs to $66 million (22% of region’s health
Insurance “Employee + 1 Dependent” for active employees | insurance costs)

(based on a VTA proposal)
Retirement  Create New Pension Tier for New Hires |(based $44 million (28% of region’s pension

on AC Transit proposal) costs, but only produces significant
savings in long-term)
All Fringe Agencies Implement Strategies that Reduce 10% reduction in agency fringe benefit
Costs Agency Fringe Benefit Costs By 10% or 20% costs requires $5,500 per employee in

savings to be identified region-wide
20% reduction in agency fringe benefit
costs requires $11,000 per employee in
savings to be identified region-wide

Table 16: Preliminary Cost Savings Estimates from Applying Cost Savings
Strategies Region-Wide

Area Findings/Strategies Identified Potential Savings
Fringe Findings: Fringe benefits have increased significantly; accounts for 34% $50 — $80 million
Benefits | of operating costs

Strategies: Two-tiered pension system, employee contributions, cap

agency contribution to medical insurance, limit coverage options
Work Findings: Premium pay data suggests further analysis could produce $80 million
Rules’ options for lowering operating costs

Strategies: Secure regional savings equal to 5% of operating costs

through agency-specific efforts
Stafﬁng Findings: Bay Area operators dedicate a higher percentage of operating $90 million
Levels budgets to administrative costs than peers;

Strategies: Reduce percentage of costs going to administration to be in-

line with peers

1. More detailed analysis of work rules is available as part of a separate report..
2. Will be updated in future efforts of the TSP.

Appendix II outlines the approach and outcomes associated with a cost savings analysis that
Santa Clara VTA recently underwent.
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Initial Findings and Next Steps

The financial analysis has analyzed the components of the region’s transit operating costs,
focusing on the Bay Area’s “Big 7” agencies, and on identifying the key cost drivers behind the
region’s growth in operating costs from 1997 through 2008. As described previously, some of the
identified cost drivers (e.g., operator base wages) appear to be within national norms and may not
require additional analysis. Others (e.g., fringe benefits) are substantial cost drivers and should be
explored aggressively for potential cost savings. Others (e.g., work rules, service changes) require
additional analysis. Table 17 provides a summary of these findings.

Table 17: Summary of Cost Driver Findings

Cost Drivers Finding Next Step
Operator Wages o Base wage rates appear reasonable ¢ No further base wage analysis.
See Work Rules
Non-Operator e Base wage comparisons difficult due to ¢ No further base wage analysis,
Wages quantity of job classifications but further study about how
e Annual increases commensurate with agencies classify and
operator wage increases compensate non-operator
employees
Fringe Benefits o Significant issue in short & long-term. e Recommend potential cost
e The region’s OPEB costs are mostly containment strategies
unfunded ($1.32 billion unfunded) e Set savings targets
Work Rules o Potentially a cost driver. Initial analysis e Analyze further as part of
(overtime, premium indicate significant savings opportunities service task
pay, etc.)
Service Changes e Potentially a cost driver (slower vehicle e Analyze further as part of

speeds require more vehicles, more service task
operators and higher operating costs to
maintain same frequency of service)

Staffing Levels e Potentially a cost driver e Analyze further with

« Bay Area average employee per service unit institutional task
provided is less than national average

e Administration cost per service unit appears
higher

MTC has proposed a draft performance framework for consideration by the TSP Steering
Committee. The draft financial vision underlying this framework is as follows:

A system that can cover its operating and capital costs through increased passengers and fare
revenues, as well as more reliable streams of public funding.
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The vision would be implemented through a series of financial principles and financial targets,
which could be met, at least in part, by implementing financial strategies that have been described
in this report (see Figure 14).

Figure 14: Implementation of Financial Vision

| |

| ]

Example Strategies

The following describes the three draft financial principles intended to implement the vision.
Draft Principle #1 focuses on improving operating efficiency. The intent would be to reduce the
cost per hour of service when normalized for service hours. (See Figure 15).

Figure 15: Operating Efficiency Framework

g o
e umpe Jmemesm
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a) Improve operating performance (speed, schedule efficiency, etc.)

b) Reduce fringe benefit costs (e.g. cost sharing/employee contributions, two-tiered pension
programs)

c) Reduce overhead costs

d) Reduce overtime

e) Evaluate changes to business model for service delivery
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The intent of draft Financial Principle #2 is to control cost growth by keeping any real increases
in operating cost per hour or operating cost per mile equal to or less than increases in the amount
of service provided (see Figure 16).

Figure 16: Cost Control Framework
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a) Reduce fringe benefit costs and long term liabilities
(costsharing/employee contributions, two-tiered pension programs, etc.)
b) Controlgrowth in wages

The final principle, draft Financial Principle #3, is to stabilize operating revenues (see Figure 17).
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Figure 17: Stabilize Operating Revenues Framework
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a) Secure new revenue source dedicated to transit

b) Rely primarily on fare revenue from growth in passengers; index fares to inflation to minimize
spikes in fares

c) Assume no real growth in sales tax revenue consistent with 1997 — 2009 experience

d) Reserve: manage cash flow to moderate impacts of unstable revenue and spiked pension
payments

This interim report summarizes the cost analysis completed to date. There is more detailed
analysis underway in several areas. As the TSP progresses, the project will return to the initial
financial principles and targets discussed here in an iterative fashion as the project advances
towards final recommendations at the end of 2011.
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Appendix I — Inflation Calculations
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Appendix | - Inflation Calculations

The following describes the steps taken for all of the inflation calculations utilized in this
analysis:

1. Deflate 2008 operating costs to 1997 dollars terms using change in Bay Area CPI for
that period (38.9% change): 2008 costs/1.389 = 2008 costs in 1997 dollar terms

2. Calculate the inflation-adjusted percentage change between 1997 costs and the 2008
costs in 1997 dollar terms = (90.6% /38.9%)-1 = 37.2%.

Results are:
—  38.9% inflation, from the Bay Area CPI in #1

— 37.2% change in inflation-adjusted costs, calculated in #2

The two combined inflation rates result in a 90.6% overall growth rate, due to the compounding
effects of growth over time (i.e., growth upon growth). Compound growth is calculated by
multiplying the two rates together, rather than adding them together, i.e., the 90.6% total change
in operating costs = inflation rate x change in inflation-adjusted costs or
(1+38.9%)*(1+37.2%)=(1+90.6%).
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Appendix IT — Case Study (Santa Clara VTA)
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Appendix Il — Case Study (Santa Clara VTA)

At the same time that the TSP process has been underway, transit agencies in the region have
been identifying ways to address the imbalance between their operating expenses and operating
revenues. Santa Clara VTA has been no exception. However, VTA took a different approach to
developing longer-term fiscal solutions.

In response to a dramatic reduction in operating revenues caused by the economic recession, in
December 2009, VT A’s Board of Directors established an “Ad Hoc Financial Recovery
Committee” comprising three VT A Board members and stakeholders representing employee
labor unions, local business organizations and VTA riders. The committee’s mission was to
provide the committee’s recommended financial principles and savings targets by category to the
full Board of Directors, which could be used to guide the development of FY2012-FY2013
biennial budget. Initially, the committee met monthly to review background information on
VTA’s operating revenues, expenses and 10-year financial projections, and begin considering
draft financial principles and spending priorities. In August 2010, the committee met weekly to
finalize its financial principles and develop recommended operating deficit reduction targets by
category, which were approved by the committee on September 1, 2010. The committee
presented its recommendations to the Board in October 2010, and the Board of Directors adopted
final principles and targets on December 9, 2010.

Financial Context — Trends in Revenues & Expenses

The committee spent a considerable amount of time reviewing the trends in VTA’s operating
revenues and expenses,” and projections of operating revenues and expenses for the next 10 years.
Highlights of the changes that occurred between 2001 and 2009 include:

3. Sales tax revenues, which represent 70 percent of VTA operating revenues, had dropped
25 percent;

4. Service levels (as measured in vehicle revenue hours) fell 11 percent;
5. VTA employee counts were 18 percent lower;

6. Despite the reductions in service levels and employment, the total cost of wages and benefits
had increased by 35 percent, and total compensation per employee had increased by
64 percent;

7. The increase in compensation per employee was driven primarily by increases in the cost of
employee benefits:

— Wage costs per employee had increased by 42 percent, whereas

— Benefit costs per employee had increased by 123 percent.

The projections of VTA’s structural operating deficit also were discussed in detail, and
highlighted the uncertainty regarding future levels of sales tax revenue.

? The percentage change figures cited are not adjusted for inflation.
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Expenditure Prioritization

In developing VTA’s Biennial Operating Budget and associated financial plans, VTA determined
that it would prioritize its activities in the following order:

8. Preserving the level of fixed route transit service and paratransit service provided to VTA
riders to the greatest extent possible.

9. Activities that directly support the provision of transit service, i.e., only those core operating,
management and administrative functions that are necessary and essential to support the
provision of the existing level of transit service, both in terms of the types of functions
required and level of resources needed to support service.

10. Support for Regional Partnerships (e.g., Caltrain, ACE, Dumbarton Express, etc.).
11. Activities that clearly contribute to increasing and diversifying VT A’s operating funding.
12. Activities that provide information to riders, employees, stakeholders and the public.

13. Activities that would prudently and strategically expand VTA transit service, when
sustainable revenues are available to support the service growth.

Financial Principles

The Committee them developed the following six financial principles to guide the financial
decision-making of the Agency:

Principle 1: Operating Reserve at 15 Percent

VTA will take the necessary steps to protect its financial liquidity by building and maintaining an
Operating Reserve equal to 15 percent of annual operating expenses, which is equal to just under
two months of operating cash flow requirements. To the extent that the Operating Reserve level
falls below the 15 percent target, during the next biennial budget process, VT A must identify
measures necessary to reach the 15 percent threshold within a 3-year period, and begin
implementation of some or all of those measures during the next biennial budget process.
However, to the extent possible, VTA should avoid the implementation of service reductions as a
means of achieving the 15-percent operating reserve target.

Principle 2: Limit Use of Capital Funding for Operating Purposes

When determining whether to use all or a portion of its eligible Federal capital funding
(specifically, Federal Transit Administration (FTA) Section 5307 and 5309 grant funds) for
operating-related purposes, such as preventive maintenance, VTA should attempt to balance the
needs of its day-to-day operations with its longer term needs to preserve, protect and renew its
capital assets, and maintain VTA’s vehicles, facilities and infrastructure in a “state of good
repair.” 100 percent of eligible FTA capital funding may be used for operating purposes, but
should be reviewed on an annual basis. In addition, VTA’s Board reaffirmed its prior policy that
no more than 18.457 percent of its year 2000 Measure A sales tax revenues may be used for
operating purposes, with the remainder to be used to finance the Measure A capital improvement
program.

Principle 3: Control Cost Growth

VTA will take appropriate steps to ensure that its operating costs do not grow faster than its
reasonably anticipated operating revenues. Unless required by Federal, state or local law,
measures that increase operating expenses should not be implemented until the funding for those
increases has been identified with reasonable certainty.

11-2 TRANSIT
PROJECT
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Principle 4: Achieve Internal Efficiencies

Efficiencies should be achieved through a variety of systemic cost reduction actions, which are
not one-time in nature. Such actions may include, but are not limited to, the elimination of
unfilled budgeted positions, not filling staff positions that become vacant through attrition, other
staff reductions, consolidation of services, reductions in ongoing cost commitments, etc. Such
reductions will be achieved to the greatest degree possible in a manner consistent with the
preservation of service.

Principle 5: Negotiate Sustainable Bargaining Agreements

In developing cost reduction strategies and plans, and in negotiating labor agreements, VTA will
work collaboratively with its employee bargaining units to identify ways to protect VTA’s
financial condition and liquidity, including ways to control the cost to VTA of employee benefit
programs for bargaining unit and non-represented employees, while also preserving the quality
and integrity of VTA services. Consideration will be given to partnering with Santa Clara County
and other cities within the county to provide the greatest leverage in negotiating with benefit
providers.

Principle 6: Use of Contracted Services

14. VTA will periodically evaluate the use of contracted services for the delivery of service on
selected VTA transit routes, and the delivery of other services utilized in the course of
operating and supporting VTA transit service. In making decisions regarding the use of
contracted services, VT A should compare the expected impacts on cost, safety, reliability and
customer service associated with contracted service delivery, and any related long term
financial risks, against the performance and cost of utilizing VTA staff in delivering those
same services.

15. With input from stakeholders, contracting principles should be developed and designed to
consider the risks and rewards of contracting in and out. These principles should consider
multiple service delivery options and contain a method for rigorous cost benefit analysis.

16. This principle includes the provision of contracted services with partner agencies such as
Caltrain, Altamont Commuter Express, Dumbarton Express, etc. Such contributions to be
reduced proportionally to the total of VTA’s annual operating deficit.

17. VTA will continually work with contracted service providers (OUTREACH, Santa Clara
County Sheriff’s Department, Allied Barton, etc.) to maximize efficiency and control costs.

Deficit Reduction Targets

After much discussion regarding the potential for setting deficit reduction targets using specific
dollar amounts or ranges, the Board of Directors opted to approve targets by category based on
percentages of the deficit.

Table 1I-1: Summary of Annual Deficit Reduction Targets by Category

Proposed Deficit Reduction

Category Related Principle Target Range
Internal Efficiencies Principle 4 12.5-37.5%
Employee Expenses Principle 5 12.5-32.5%
Service Delivery Principle 6 12.5-30%
New Revenue Revenue Enhancement Committee 0-50%
Overall Annual Savings Target Principle 3 100%

-3
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