








Comment Card at Fare Hearings

VALLEY
. METRO

urvey and Input Instruments

FARE POLICY COMMENT CARD M wito

Walley Metro is considering fare increase options. The amount of the 2, Ofthe thres options presanted, which one are you most likely to
fare will impact the level of service that can be provided. support? CIRCLE OME OPTION OMLY.

1. Please CIRCLE your level of suppart for each of the thres transit
fare options presented below using a 1to 10 scale where “1" means (all day pass = $5.00). This aption may provids revenus

you strongly opposs that fare option and a "10" means you strongly to maintain the current level of transit service or minimize
support the fare option, RATEEACH OPTION USING THE 110 10 reductions.
SCALE

a. A 50 cent increass, or $1.75 cne-ride local fare

b. A 75 centincrease, or $2.00 one-ride local fare
a. & B0 centincr=aszs, or $1.7! e-ride local fare {all day pass = $6.00). This option may provide revenus that
{all day pass = 55.00 ). This on may provide revenus is more likaly to maintain the current level of transit service.
to maintain the current level of transit service or minimize
raductions.

c. A $1.00 increass, or $2.25 one-ride local fare
{all day pass = $6.75). This opticn would most likely provide
Sy appect revanue that would maintain the current level of sarvice
and may provide for future service enhancements.
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b. A 75 cent increase, or $2.00 one-ride local fare
{all day pass = $6.00). This cption may provide revenus that is
mare likely to maintain the current level of transit service,
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Cwerall, please indicate which OME of the following two itemns is
most important to you as atransit user? CIRCLE OME.

a. The cost to use public transit
b. The level of tranzit zervg i

you have any comments or suggestions you would liks

c. A $1.00 increaszs, or $2.25 ona-ride local fare share with Valley Metro?

{all day pass = $6.75). This cption would most likely provide
revenue that would maintain the current level of s2rvice
and may provide for future sarvice enhancements.
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Mame Ermniail

Maating Location

Zoomerang Survey on ValleyMetro.org

Comments emailed to fares@ValleyMetro.orq

Calls to Customer Service

Comments mailed to RPTA; attention Fare Program Manager
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e Survey instruments were used to capture a clearer
understanding of:

— “Level of support” for each of the three pricing options

— Of the 3 pricing options, which one would respondents
most likely support

— Given the choice, which was most important: level of
service OR cost to use transit

« Any other overall customer comments

e Sources: comment card = 72, Online survey = 38,
fares@valleymetro.org = 235

 Compiled by Westgroup Research
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Committee Input

All committees have agreed that an appropriate inflation rate should be used. They all agreed
that using separate rates was a good idea in concept, but there was some concern among
staff. The concern is that specific indexes may differ greatly from the inflation assumption
used in generating the revenue forecast. A significantly higher inflation rate on the expense
side would result in much higher expenditures due to the compounding effect. A compromise
was suggested and well received by both staff committees; to use separate inflation rates in
the short term, perhaps up to five years, but use the long term average rate through the end of
the program.

Recommendation
Staff recommends that the inflation policy be modified as follows:

Inflation will occur throughout the TLCP. The original project budgets listed in the 2003
approved RTP were expressed in 2002 dollars. The annual update of the TLCP will require
that the project budgets be adjusted to account for the past year’s inflation.

1. The regional funding specified in the original RTP for a project will be adjusted annually
for inflation based on the All Goods United States Consumer Price Index (CPI) except
for the following categories.

a. Transit vehicle costs will be adjusted using the Producer Price Index, Total
Manufacturing Industries

b. Capital facilities costs will be adjusted using the Engineering News Record
Construction Cost Index
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2. Forecasted inflation for future costs will be differentiated between short term (3 years)
and long term rates.
a. Short term rates will use the following categories and be based on recent
experience and/or published forecasts:
I. Transit vehicles
ii. Capital facilities construction
iil. Operating costs
iv. Other costs
b. Long term rates will be used for all categories beginning in the fourth year of
planned expenditures and will be based on Consumer Price Index history.
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TLCP Issues and Policy Discussions

Regional Services

Priority
This issue is of importance to the TLCP financial model and should be resolved prior to the
next TLCP Update.

Policy Issue
The Board may be asked to review the current policy that requires the Public Transportation

Fund to pay for all regional services, even if increases in those services are a direct result of
transit improvements funded wholly by member cities. Staff will present the cost implications of
the current policy, given the established plans for increased transit services.

Should the Board change the policy and require cities to pay for a portion of regional services
costs, the timing of the policy change should allow for the cities to properly budget the expense
and/or should allow for alternatives such as utilizing jurisdictional savings from other RTP
projects.

Background
The Regional Services area provides services for the system such as Bus Book production,

printing and distribution, Customer Service call center and regional marketing. Historically, the
regional services functions were funded by all agencies that funded fixed route bus service.
An accounting of how many revenue miles of service was funded by each agency was kept
and at the end of each year the costs were allocated and reconciled to the amounts paid
(based on budget estimates). Included in the Regional Transportation Plan and Proposition
400 were allowances for the incremental costs for regional services attributed to the increased
services in the plan. However, one of the first decisions made during the development of the
TLCP was to eliminate this cost allocation method and simply have the PTF fund all regional
services. As a result, any increases in regional services, whether attributable to PTF funded
services or not, are paid with PTF. The one exception is the increase in costs attributable to
new rail service. METRO will be charged a portion of the regional services costs based on the
increase in staffing required to meet the anticipated call volume in the customer service call
center.

Analysis

The TLCP bases its cost estimates on current budget with inflationary increases. There is no
provision for additional staff even though there are large increases in service planned in the
TLCP, not to mention additional service increases funded wholly by the cities. Staff will
estimate the impact of the additional planned services and incorporate additional regional
services costs into the TLCP model to better reflect what will happen in the future. This will
have a negative impact on the model. If the impact is large, an option may be to revert to the
cost allocation methodology of the past and have all agencies share in the costs or share in
costs above some base level of PTF funding.

Results
Customer Service is the single largest program within Regional Services and will be used as a
proxy for all Regional Services costs. This is one method that could be used and is illustrative
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only. As more services are provided, the regional services budget needs to increase to
account for additional customer service, additional Transit Book production, additional web site
costs, etc. Rather than calculating each item separately, growth in customer service staff is
the proxy used for growth in all programs, since it accounts for more than 40% of the regional
services budget. Using this method does not guarantee that staffing would be automatically
increased in the annual budget.

It is estimated that 29 staff will be needed, in addition to the current staff of 54, in the Customer
Service area in order to meet the future needs. Of the 29 new positions, 9 are intended to
support rail operations and will be funded through the rail operations budget. The remaining
20 are intended to support bus operations and represent an increase of 37% of current staffing
levels. These will be phased in over time through the end of the TLCP planning horizon, with 1
new position each year.

Using these new staffing levels as a ratio of current levels gives a multiplier which is applied to
the costs in the adopted model. For instance, in FY 2010 it is assumed there will be one
additional staff member. The ratio is then 55/54, or 1.0185, which is applied against the
adopted Regional Services costs of $8.60 million to give a new cost of $8.76 million. This
calculation is done each year through the end of the program. The additional costs that are
attributable to increased service levels total approximately $38.2 million.

A table that summarizes these calculations is provided as Attachment 1. Additional positions
for rail are based on planned openings of the extensions and are shown for information, but
are not included in the calculations for regional services costs.

Committee Input

Nobody was in favor of changing the current policy. However, there was much concern
regarding raising the funding level for regional services. Some members felt that the time was
not right and that the issue should re re-visited when revenues begin rising again. Others were
concerned that regional services could become very expensive if not kept in check and that the
program should remain constrained.

There were questions about how staffing levels are determined, especially for the call center.
Some information on the performance measures used in the call center to help determine
staffing levels will be provided.

Recommendation
Staff recommends that the policy not be changed. However, a detailed analysis of customer
service staffing will be conducted and brought back to the Subcommittee for their review.
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Attachment 1

Regional Services Costs
(millions of YOE dollars)

Staff New for New for

Fiscal year Adopted Modified Difference (Cs) Bus Rail
2010 $8.60 $8.76 $0.16 55 1
2011 $8.86 $9.19 $0.33 56 1
2012 $9.12 $9.63 $0.51 57 1 1
2013 $9.40  $10.27 $0.87 59 2
2014 $9.68  $10.93 $1.25 61 2
2015 $9.97  $11.45 $1.48 62 1 2
2016 $10.27  $11.98 $1.71 63 1
2017 $10.58 $12.54 $1.96 64 1 2
2018 $10.89  $13.11 $2.22 65 1
2019 $11.22  $13.92 $2.70 67 2 2
2020 $11.56  $14.55 $3.00 68 1
2021 $11.44  $14.62 $3.18 69 1
2022 $11.78  $15.27 $3.49 70 1
2023 $12.13  $15.95 $3.82 71 1
2024 $12.50 $16.66 $4.17 72 1
2025 $12.87  $17.40 $4.53 73 1 2
2026 $7.73  $10.60 $2.86 74 1
Total $178.61 $216.84 $38.23 20 9
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TLCP Issues and Policy Discussions

Revenue Shortfalls

Priority
This issue is of importance to the TLCP financial model and the RPTA Budget and should be
resolved prior to budget approval and the next TLCP Update.

Policy Issue
The Board may be asked to approve strategies to reduce costs, including considering hiring

freezes/other methods in use by member agencies.

The Board may also be asked to approve a fare increase to help offset the rising cost of
providing service. A fare study currently underway will make a recommendation on whether an
increase is warranted.

Background
FY 2008 has seen a decline in sales tax revenues from the previous year which has not

happened in Arizona in decades. During past economic downturns, population growth has
been strong enough such that total revenues collected have still increased. This decrease in
revenues will have a negative impact on the model. In combination with other decreases in
revenues, it is highly likely that the next TLCP update will be as difficult, if not more difficult,
than the FY 2008 Update. RPTA staff will need to look more aggressively at existing projects,
existing services, and administrative costs and make some recommendations on how to make
up the revenue shortfalls to ensure a balanced TLCP.

Discussion

The Executive Director has taken steps to reduce expenses in the current budget. The cuts
total approximately $3.5 million for the current fiscal year. The projected shortfall is
approximately $10 million. There is likely $24 million to $26 million in the capital budget that
will be deferred to next fiscal year. The deferments are sufficient to resolve the remaining $6.5
million deficit in the current budget. However, deferring expenses only push the pain out to the
next year. The updated forecast for the Transportation Excise tax is significantly lower;
therefore the remaining years of the TLCP will likely all need to be adjusted in order to balance
the plan.

In the FY 2008 TLCP Update, contingencies were cut and some smaller capital facilities were
eliminated in order to balance the TLCP. However, there was a heavy emphasis on financing
in order to ensure that schedules are met. It is unlikely that such small changes will be
sufficient to balance the TLCP this year and additional financing will only exacerbate the
shortfall in revenues. Projects will need to be scaled back, either by delaying implementation
or construction, or by limiting the scope and service levels.

The 2008 update to the transportation excise tax revenue forecast was approved by the State
Transportation Board on November 14. The forecast reduced anticipated revenues for the tax
by more than $1.2 billion through the end of the tax. For transit, which receives 33.3% of the
revenues, this represents a decline of $377.6 million. Based on TLCP policies, this shortfall is
further allocated between the bus and rail programs: $214.3 million for the bus program and
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$163.3 million for the rail program. Attachment 1 has a comparison of ADOT’s revenue
forecasts, beginning with the assumption in the Regional Transportation Plan, for transit’'s
share of the revenues.

Inserting the updated forecast results in the bus cash flow model, the operating model is able
to be funded each year with current revenues; however the capital model shows a deficit in
every year until the final year of the plan. The ending cash balance is positive by less than $5
million before any financing costs and without any adjustments to expenditures. With such a
small positive balance at the end of the program, it is clear that financing cannot be used to
resolve the interim deficits. Reductions in projects will be needed to balance the program in
this update.

Analysis

The costs for the Regional Office Center, which had been programmed in the 2008 TLCP
Update, will be removed and replaced with lease costs. For purposes of the initial analysis,
the lease costs will be increased by an additional 20% beginning in FY 2011 to reflect a new
lease and potentially additional space. This results in savings of approximately $30 million in
the program. This issue will be further refined in the next year or so as RPTA examines its
options with regards to office space.

There is a proposal to increase fares for the system. One option would increase the average
fare recovery for the system above the target of 25 percent. The financial model currently
assumes an average recovery for fixed route services of 25 percent. The model could be
adjusted to increase the average fare recovery.

Staff will look at options for reducing operating costs. Fixed route bus operations accounts for
approximately 73% of costs in the bus operations program. Options will include delaying
implementation by one, two and three years; reducing the peak headways on all supergrid
service to 30 minutes all day, rather than 15 minutes in the peak hours and 30 minutes during
off-peak hours; and eliminating all reverse commute express trips. Reducing service will have
an associated reduction in fleet needs, which will be included as part of the analysis.

ADA reimbursements account for nearly 11% of costs in the operating program. Since the
reimbursement amounts are tied to the revenues by policy, the amounts allocated to ADA
decrease commensurate with the decrease in revenues. The reimbursements have a direct
impact on member city budgets, as they help offset the cities’ ADA costs. Any further
reduction in ADA reimbursement allocations would directly impact several cities which are
already drawing 100% of their ADA allocations. Because of the direct relationship to cities’
budgets, staff will not recommend changing the policy for ADA reimbursements.

Regional services costs are the next largest component of bus operations, accounting for over
7% of costs. Regional services are discussed in a separate white paper and will not be part of
this specific analysis.

RPTA planning and administration costs, excluding office space, account for just under 4% of
bus operations costs. This category is also the subject of a separate white paper, although of
a lesser priority and will not be resolved prior to the model update. This update will continue to
include status quo plus inflation for planning and administration costs.
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Safety and security allocations account for just over 2% and contingency just under 2% of
costs. Staff will not look at reducing the amounts allocated to these programs. Both are based
on formulas tied to service costs and so will be reduced as changes to service are made in the
model.

For the bus capital model, the single largest expense is for fleet; almost 70% of the future
capital program expenditures. Of that amount, almost 61% is for fixed route fleet, 6% for
paratransit fleet, less than 3% for vanpool fleet and less than 1% for rural fleet. The paratransit
and rural fleets are almost exclusively replacement vehicles for existing fleets and do not
represent expansions. Eliminating these costs would result in those services operating
vehicles past their useful life or providing less service. The vanpool fleet includes expansion of
25 vehicles per year along with replacement vans.

The fixed route buses include replacement buses and expansion to meet the needs of the
Regional Transportation Plan. As planned services are modified, the fleet requirements
change and impact the costs associated with fleet acquisition. The impacts of those changes
will be determined as the service change analysis is completed.

The remaining 30% of the bus capital program is for facilities and includes, in order of
magnitude, operations and maintenance facilities, Bus Rapid Transit capital improvements,
contingencies, park and rides, transit centers, Intelligent Transportation Systems costs and bus
stop improvements and amenities. It is assumed, however, that both the bus stop program
and the ITS program are paid with 100% Public Transportation Fund dollars, whereas the
other programs may receive up to 80% federal assistance.

Results

The adopted model currently estimates a total of $532.6 million in fare revenues on $2,125.5
million of operating expenditures, for an average recovery of 25.06 percent over the program.
Without accounting for adjustments in operating costs, each increase of one percent (e.g. from
25 to 26 percent) in the fare recovery would add approximately $21.2 million in fare revenue to
the program.

Delaying supergrid and BRT/express services by one year decreases expenditures by
approximately $113 million. This total includes the decrease in service costs and associated
costs, such as safety and security and contingencies. This assumes no changes to other
programs or assumptions and only delays services which have not yet been implemented.
Delaying services for 2 years results in a decrease of $223 million, all inclusive; and delaying
for 3 years decreases costs by $323 million. It should be noted that by delaying services for 3
years, one supergrid (Litchfield Road) and one BRT (Chandler Boulevard) would not be
implemented by the end of the program.

The savings in operations costs would be partially offset by the loss of fare revenues. The
decrease in fare revenues under each scenario is $27 million, $53 million and $77 million. The
net savings by delaying services then would be $86 million, $170 million and $246 million.

The delay in service implementation would result in a delay in fleet acquisition and

subsequently fleet replacement. The need to replace buses would be deferred beyond the
plan and would save approximately $24 million for a one year delay, $103 million for a 2 year
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delay and $195 million for a 3 year delay. Assuming that fleet is acquired with 80% federal
participation, the savings in PTF would be only 20% of those amounts.

The other option for reducing service costs would be to eliminate peak service. Again, only
future services have been eliminated. Any supergrid routes already implemented with peak
service would not be affected. The reduction in costs by limiting all supergrid services to 30
minute headways all day would be approximately $91 million.

Committee Input

There was an overall concern with making any changes that shift the burden to the cities.
Some of the alternatives presented do shift costs and it is evident that viable alternatives will
be ones that increase revenues or decrease expenditures without affecting the members’
budgets.

The preference for making changes to operations seemed to be first to limit the implementation
of new services, perhaps by phasing the implementation. This could include not implementing
any peak level service on supergrid routes or any reverse commute trips on new express
routes. Additional peak service could be added after a set time period or when certain
productivity measures were met. The preference seemed to be for time based, rather than
performance based, increases.

Delaying services were less preferable and the main concern was that cities would be forced
to continue funding existing routes, effectively shifting costs to the cities. An option discussed
would be for the PTF to begin funding existing service according to the original schedule and
only service increases would be delayed.

All staff committee members were opposed to making any changes to the ADA Paratransit
policy. And all were supportive of reducing or holding steady the costs for RPTA planning and
administration.

There was little discussion on options for reducing capital facility expenditures. The BFS
asked staff to consider the impact of extending the useful life of buses to 14 or 15 years, rather
than the planned 12 years.

Recommendation
Staff recommends that the following measures be implemented in the financial model in
priority, as needed:

Fares - Adjust the average fare recovery up, the amount depending on the result of the
fare increase process

Limit administrative costs — Limit RPTA’s planning and administration costs to
inflationary increases based on the current reduced budget amount.

Limit scope of service improvements — Service improvements should be phased in. New
routes should be implemented at 30 minute headways and improved only after
demand is demonstrated. Existing routes should be implemented at existing
headways unless demand is high enough to warrant better headways, up to the
maximum revenue miles allocated in the TLCP.
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Eliminate regional funding for certain capital projects — Regional funds should only be
provided for capital projects that are integral to providing service and/or directly
serve passengers.

Delay service improvements — Assume funding of existing service according to the

original schedule, but delay any improvements to the service. Delay implementation
of new routes.
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TLCP Issues and Policy Discussions

Federal Revenues

Priority

The issue of estimating federal revenues is of importance to the TLCP financial model and
should be resolved prior to the next TLCP Update. The potential new policy regarding regional
support for federal discretionary funds is not critical to the update and may be discussed
concurrently with or subsequent to the update. However, it is important as the Board will soon
consider FY 2010 regional transit federal discretionary funding requests and the
reauthorization of the national surface transportation program.

Policy Issue
The Board may be asked to approve a reduction in estimated federal revenues in the TLCP

financial model as part of the TLCP Update for 2009. The Board may be asked to adopt a
policy that all TLCP capital projects should proceed with federal funds and that if federal funds
are not available, then capital projects would be delayed until federal matching funds are
available.

The Board may be asked to consider a new policy regarding which projects should be
endorsed by the region and moved forward for consideration by the Arizona Congressional
delegation for Federal Transit Administration Section 5309 discretionary funding.

The Board may also be asked to direct staff to expand legislative efforts to improve the level of
transit funding that flows into the region.

Background
Federal revenues are a significant part of funding the capital program and are very uncertain;

in fact, 72% of the capital program is premised on federal formula and discretionary funding.
The urban area formula funds have been fairly consistent in the past and there is no reason to
believe that Congress will greatly reduce or eliminate this program. The discretionary
program, however, has been inconsistent in terms of the funds coming back to the Valley. The
earmarks depend greatly on support from Arizona’s Congressional delegation.

Discussion

It is likely that the estimates for federal discretionary funds have been overly aggressive in the
TLCP financial model. To date, the discretionary grants have not been received at the level
that was estimated in the plan. For the next update, it may be prudent to reduce the estimated
federal discretionary revenues. At the same time, staff will ensure that the formula program
funds are still considered reasonable.

Complicating the discretionary program is the fact that local jurisdictions can also submit
projects for discretionary funding which may not be part of the Regional Transportation Plan or
the Transit Life Cycle Program. Funding non-RTP projects has the potential to take away from
potential federal funding for RTP projects, which may impact completion of the capital
program.
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A further complication is that the capital schedule is very aggressive; so much so that in the
next five years not all of the projects will receive federal funds. This means that the remaining
projects must get a higher percentage of federal funds in order to meet the overall federal
participation percentage. After revising, or confirming, the estimates for federal funds, those
funds will be allocated to individual projects in the next update. Revised allocations may affect
the timing of transit service that directly relies on the availability of the capital investments.

Analysis
Staff will look at the historical receipts for both major federal programs to determine if there are

trends that could be useful in predicting future revenues. Staff will assign federal revenues to
projects within the TLCP financial model to further ensure that estimates are not overly
optimistic and that matching funds are reasonable.

Staff will look at what discretionary program funds have been earmarked for Arizona, and
specifically the Phoenix urban area, and compare that to what peer cities receive.

Results

In the past four years’ federal appropriations, the Phoenix area has received an average of
$7.2 million in Section 5309 Bus and Bus Facility funds. The TLCP model assumes that for FY
2011, TLCP projects will receive $8.2 million from that fund category which is then increased
by inflation each year. Considering that projects that are funded may not all be in the TLCP,
the assumptions in the model are likely too aggressive.

Overall, the region averaged approximately $140 million in federal assistance in the past four
years for all categories. This represents approximately 1.1% of FTA assistance nationwide
and the percentage is fairly consistent from year to year. More than half of the funds have
been from the Section 5309 New Starts program for light rail construction. A quick analysis by
RPTA's federal lobbyist indicates that the amount received by the Phoenix area in the Bus and
Bus Facility program is fairly consistent with other urban areas of similar size.

The TLCP model currently has a high ratio of federal assistance assumed. Some of the
projects early on have been programmed with all PTF and no federal assistance in order to
keep the projects on schedule. The consequence of this is that projects later on will need to
have an even greater federal participation in order to meet the overall assumption in the TLCP.
It may be advantageous to only move ahead with projects if federal assistance has been
identified at a reasonable level. This may result in delays to capital projects but would help
protect the long term finances for the program. This must be weighed against the additional
time, effort and costs associated with following the federal process.

Additional detail is included in the research report by HDR.

Committee Input

There was general support for modifying the capital facilities schedule to ensure that all
projects have a minimum of federal funds. There was no consensus on what that minimum
level would be, but all understood that projects built with only PTF money would make it more
difficult later in the program to ensure that all projects can be completed.

There was general agreement that the region should make a more concerted effort to obtain
additional federal discretionary funds. The region should present a more unified case to the
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Arizona Congressional delegation to try and maximize the amount of funding available not only
for TLCP projects, but for transit projects regionwide.

Recommendation
Staff recommends that the following policy change be considered:

Capital projects in the TLCP shall be matched with federal funds in order to be eligible
for regional funding. The minimum amount of federal funds shall be 50% of estimated
costs for all projects more than $1 million and less than $20 million. Projects estimated
at more than $20 million shall have a minimum of 25% federal funds. Projects under $1
million are exempt from this requirement, but may still seek federal funding.
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TLCP Issues and Policy Discussions

Contract Rates

Priority
This issue is of importance to the TLCP financial model and should be resolved prior to the
next TLCP Update.

Policy Issue
The Board may be asked to modify the cost allocation model used by RPTA to charge

members (and the PTF) for services, based on the review of the allocation models used in the
region, and/or discuss new contracting strategies.

Background
There has been much discussion about the differences in the various contract rates. The

Budget and Finance Subcommittee has asked RPTA staff to review and analyze the rates and
to make some recommendations regarding how to best address the issue. An audit has been
conducted of the various rates and some analysis has been done to better understand what
makes up each agency’s rate. Based on this analysis, staff may make some
recommendations as to how to modify the rate structure to ensure that the rates are
comparable.

Analysis
RPTA tasked its auditor, Cronstrom Osuch and Company, with reviewing the contract rates

charged by RPTA, Phoenix and Tempe. Most of the data collection is complete; however a
final report has not been submitted.

In the absence of the detailed comparison of rates, a discussion of RPTA'’s rate will be
included. Specifically, the items included in RPTA'’s rate will be identified along with options for
other items which could be included.

In addition, a discussion of methodologies will be provided. The region uses revenue miles to
allocate costs and charge for service. Historically, each contract has had a single rate
regardless of the type of service operated. More recently, and to account for the higher
deadhead on express services, Phoenix and Tempe have bid their contracts with separate
rates for local and express services. RPTA still uses one rate, despite operating both local and
express services.

Results

Philosophically, RPTA includes in its rates only costs that are directly attributable to
operations, contract oversight and associated overhead. Programs that are funded by other
means, such as regional services, are not included as charges in the contract rates. Some
administrative functions are in the rate, including some operations planning and financial
analysis, however most of the administrative functions in the agency, such as accountants,
accounts payable clerks and payroll clerks, are charged to the project as part of the
administrative overhead. However, other salaries for staff not directly involved in operations,
such as the Executive Director and Chief of Staff, are not included in the rate. The impact of
adding more staff time and associated overhead would be to increase the contract rate and
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decrease the planning and administrative expense charged directly to the PTF or RARF.
However, the costs that are moved into the rate would be borne by all service purchasers and
not just PTF funded service.

RPTA does not include any charges for capital used in the operation of service, such as buses,
maintenance facility depreciation or associated tools and equipment. Many systems charge
depreciation as a service cost and set those funds aside to pay for future capital. RPTA
currently pays for replacement for all fleets through the TLCP. Facility capital and associated
equipment expenses are charged in the contract rate in the year in which they occur. A large
capital expense in a particular year would have a significant impact on the rate charged that
year. Charging depreciation would smooth out the rate changes, as significant expenses
would be paid from the reserved funds.

Adding fleet depreciation to the contract rate and reserving those funds would ensure that
funds would always be available to purchase the fleet needed to maintain the existing system.
This would remove fleet replacement costs from the TLCP. This would also ensure that capital
used in providing service is paid by those who have requested and pay for the services.
Services funded by the PTF would pay their share of capital through the contract rate.

Express services operate with much higher deadhead than do local services. Deadhead refers
to the time and miles used to move buses from the operating base to the beginning of revenue
service and back to the operating base at the conclusion of revenue service. For instance, if a
bus travels 5 miles to its starting point, operates 200 revenue miles, then travels 5 miles back
from its end point, then the 10 miles of total deadhead represents 5% of revenue service. In
contrast, an express bus that travels 5 miles to its starting point might then operate only one
trip of 30 miles then travel back to its base an additional 25 miles. This represents a deadhead
of 100% of revenue miles.

When contract rates are allocated based solely on revenue miles, such as RPTA'’s rates do,
then the costs for express service are under-estimated and local services are over-estimated.
This is because revenue miles do not account for the discrepancy in deadhead. An alternative
would be to calculate two separate rates, using total miles (revenue plus deadhead) to allocate
costs between local and express. This would result in a higher rate per revenue mile for
express services and a lower rate for local services. If RPTA were to implement this system,
then the TLCP would be negatively impacted, since all of the express services that RPTA
operates are funded through the PTF. The full increase in the express rates would be borne
by the PTF, but the decrease in the local rates would be shared among all service purchasers
and not only the PTF. Using this methodology, the Veolia RPTA rate estimated at $5.62 for FY
2010 would be split into two separate rates estimated at $8.98 for express services and $5.21
for local services. This split increases the cost to the TLCP by approximately $1 million for FY
2010.

Another alternative would be to allocate rates on total miles. This would take into account not
just the difference in deadhead between local and express, but the difference in deadhead
among all routes operated. The result would be differing costs per revenue mile for each route
operated due to the different deadhead for each route.

Some agencies argue that the majority of operating costs are related more to time (e.g. labor
costs) than to miles. Hours could certainly be used to allocate costs for service. Again, either

Page 2



revenue hours or total hours (revenue plus deadhead) could be used for this calculation. This
method would decrease costs for faster services such as express, which operate a significant
portion of their time on freeways, relative to the miles methodology.

Finally, some agencies use a mix of methodologies to allocate costs. Expenses that are time
related, such as labor, are allocated using hours and expenses that are distance related, such
as fuel, are allocated using miles. This mixed methodology would be difficult for RPTA to
implement as most of the costs are paid through its contract and are not itemized. The fees
paid to its contractor would need to be broken down by type in order to be allocated by time or
distance and the effort to detail that information may not be worth the time.

Some have suggested capping the rates for services which are funded by the PTF. This would
effectively force a local match for regionally funded service. The concept of a local match for
transit was debated at the MAG Transportation Policy Committee during plan development and
the TPC decided that there should be no local match. Given that, the only way to cap what the
PTF funds would be to limit the service levels for routes that are provided by contracts with
high rates. This is an option, but may be considered as contrary to the voter approved plan.
This would also suggest that services might need to be cut if a particular service procurement
resulted in a significantly higher rate.

Committee Input

Most of the discussion focused on the option of including a capital charge in RPTA’s operating
rate. Most agreed that it would be a good policy, but there were some concerns about the
consequences.

There was some concern that costs were being shifted from the PTF to the cities’ budgets.
Most replacement buses are currently programmed in the TLCP for PTF funding. If the funding
were to come from the capital charge, then a portion of the funding would be borne by the
cities. There was also some concern about how that shift would affect the jurisdictional equity
positions.

There was also some concern that this is simply not the time to add costs to the program.
There was a suggestion to set this aside and revisit when revenues begin rising.

There was agreement among staff committees that splitting contract rates between local and
express was equitable, although that does push additional costs into the TLCP. It was
suggested that this issue also be set aside until revenues begin rising again.

Recommendation

Staff recommends that the RPTA split its operating contract rate between express and local to
remain consistent with other regional service providers. No other changes are recommended
until the audit of contract rates has been completed.
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TLCP Issues and Policy Discussions

Financing

Priority
This issue is of importance to the TLCP financial model and should be resolved prior to the
next TLCP Update.

Policy Issue
The Board may be asked to consider a new policy that requires a pay-as-you-go strategy to

pay for capital projects to minimize or eliminate the need for bond financing. Further, the
Board may be asked to consider a new policy that provides greater encouragement for
creating joint-use facilities or using other methods to reduce capital costs.

Background
The Regional Transportation Plan assumed that a certain amount of financing would be

necessary to complete the plan. During preliminary planning, $500 million of the estimated
$9.0 billion (in 2002 dollars) was set aside and not used for project planning, but was
essentially reserved for future financing costs. Using CPI as the index, that $500 million would
be equivalent to $576 million in 2007 dollars. Since transit receives 33.3% of the
transportation excise tax, it is reasonable to assume that 33.3% of the financing costs would
be for transit, which would equal approximately $192 million.

The TLCP contains estimates for financing costs as a result of the aggressive schedule for
capital projects. Financing cannot be used to pay operating expenses. The current adopted
model has approximately $200 million in financing costs for the bus program and
approximately $180 million for the rail program. This far exceeds the amount anticipated in the
original RTP, but the financing is needed in order to meet the schedule in the TLCP. Although
RPTA must legally issue the bonds for METRO, the METRO Board of Directors should be
consulted for guidance on rail related financing.

The transportation excise tax revenues have been decreasing recently and the updated
forecast for the remainder of the plan shows a continued decline in revenues compared to
previous forecasts. It is unlikely that RPTA will maintain the existing schedule for service
implementation and for capital acquisition and construction.

Discussion

In order to decrease the financing costs and minimize the impact on delivery of projects,
changes to the program schedule will need to be made. Options include delaying service
implementation which would also result in delaying bus purchases, and delaying or eliminating
capital projects.

Delaying service implementation would reduce the planned operating expenses leaving more
PTF funds each year to be spent on capital, which in turn reduces the need to bond. It also
means that expansion bus purchases would be delayed which in turn delays the purchase of
their replacements 12 years later. Eventually, some replacements would drop off the plan
resulting in decreased costs overall.
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Fleet acquisition is integral to service provision. In order to provide service, an adequate
number of buses must be available. Since financing cannot be used to pay for operations, it
may make sense to extend that to fleet acquisition. The service implementation schedule and
associated fleet needs could be re-visited and adjusted each year to ensure that the cost of
acquiring fleet and funding service is paid from current revenues.

Delaying capital projects, such as park-and-ride construction, could come in two forms. First,
the actual project could be delayed. This means that passenger facilities needed to support
expanded services might not be built and might not be ready when needed. The second is to
delay reimbursement to the cities, assuming that the cities are the Lead Agencies on the
projects. The cities, then, would bear a carrying cost for building the project on time, while
waiting perhaps years for reimbursement. The MAG arterial program, for cities that front the
costs and receive delayed reimbursement, allows for interest expenses that accrue to be
reimbursable to the cities. A similar policy could be adopted by the RPTA.

Analysis

Staff will look at three options for financing: no change to the implementation schedules;
adjusting service implementation and associated fleet acquisition and financing for facilities
only; and adjusting all schedules to eliminate any financing. The Budget and Finance
Subcommittee asked that leasing be considered as an alternative for fleet.

Results

Given the updated ADOT revenue forecast, and after modifying the model to remove the
Regional Office Center costs, the model shows a surplus at the end of the program of
approximately $50 million. However, the program is in deficit every year until the final year. In
order to cover the early deficits, significant bonding would be required and the financing costs
would be such that the program would run out of funds to pay for projects likely by 2021.
Essentially at that point all services and facilities construction would cease because all of the
sales tax revenues would be needed to repay outstanding debt.

HDR has completed a detailed analysis of these alternatives is included in the research
document.

Committee Input

There was no clear preference shown for a particular policy alternative. There was concern
that financing costs could use up a disproportionate share of the tax proceeds. Rather than
change the policy, the financing needs should be evaluated with each TLCP Update and a

particular strategy adopted to meet the needs at the time.

Recommendation

Staff recommends that the current policy not be changed, but that with each update the
amount of financing needed should be evaluated and project changes made if financing costs
are determined to outweigh the benefits.
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TLCP Policy Issues Recommendations

= 3 Categories of Recommendations
— Changes to adopted TLCP policies
— Guidance in implementing policies
— Additional research work needed

Policy Changes




Recommendation for Policy Change

- Inflation

- Inflation will occur throughout the TLCP. The original project budgets listed in the
2003 approved RTP were expressed in 2002 dollars. The annual update of the
TLCP will require that the project budgets be adjusted to account for the past year's
inflation.

- The regional funding specified in the original RTP for a project will be adjusted
annually for inflation based on the All Goods United States Consumer Price Index
(CPI) except for the following categories.

] Trgnsit vehicle costs will be adjusted using the Producer Price Index, Total Manufacturing
Industries

] Capitaléacilities costs will be adjusted using the Engineering News Record Construction
Cost Index

- Forecasted inflation for future costs will be differentiated between short term (3
years) and long term rates.

u Short term rates will use the following categories and be based on recent experience and/or
published forecasts:
- Transit vehicles
- Capital facilities construction
- Operating costs
- Other costs

N Long term rates will be used for all categories beginning in the fourth year of planned
expenditures and will be based on Consumer Price Index history.

Recommendation for Policy Change

= Federal Revenues

— Capital projects in the TLCP shall be matched
with federal funds in order to be eligible for
regional funding. The minimum amount of
federal funds shall be 50% of estimated costs
for all projects more than $1 million and less
than $20 million. Projects estimated at more
than $20 million shall have a minimum of 25%
federal funds. Projects under $1 million are
exempt from this requirement, but may still seek
federal funding. .




Guidance

Guidance for Model Update

s Contract Rates

— RPTA to differentiate its operating contract rate
between express and local to remain consistent
with other regional service providers .




= Revenue Shortfalls

— The following measures may be implemented in the
financial model in priority, as needed:

= Fares - Adjust the average fare recovery up, the amount
depending on the result of the fare increase process

= Limit administrative costs — Limit RPTA’s planning and
administration costs and regional services costs to inflationary
increases based on the current reduced budget amount.

= Limit scope of service improvements — Service improvements
should be phased in. New routes should be implemented at 30
minute headways and improved only after demand is
demonstrated. Existing routes should be implemented at existing
headways unless demand is high enough to warrant better
headeays, up to the maximum revenue miles allocated in the
TLCP.

Guidance for Model Update

= Revenue Shortfalls

— The following measures may be implemented in
the financial model in priority, as needed:

= Eliminate regional funding for certain capital projects —
Regional funds should only be provided for capital
projects that are integral to providing service and/or
directly serve passengers.

= Delay service improvements — Assume funding of
existing service according to the original schedule, but
delay any improvements to the service. Delay
implementation of new routes.
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= Financing

— Include bond financing with minimal project
changes, then evaluate

— If costs outweigh benefits, change project
schedules to reduce financing costs

11

Additional Work
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Regional Services

= Customer Service Staffing

— A detailed analysis of customer service staffing
will be conducted and brought back to the
Subcommittee for their review .

13

TLCP Process

= Review model impacts with staff committees,
based on policy changes and guidance

= Finalize program changes based on input
= Bring program changes to Subcommittee

= Subcommittee to make policy
recommendations to Board
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Questions

Staff Contacts

Mike Taylor
Deputy Executive Director, Acting

Paul Hodgins
Manager, Capital Programming

mtaylor@valleymetro.org
602-256-4302

phodgins@valleymetro.org
602-262-4069
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Regional Public Transportation Authority
302 N. First Avenue, Suite 700, Phoenix, Arizona 85003
602-262-7433, Fax 602-495-0411

Smartrnove.

Transit Management Committee
Information Summary

Agenda Item #5

Date
January 28, 2009

Subject
Executive Director's Report

Summary
David Boggs, Executive Director, will provide an update on agency issues.

Fiscal Impact
None

Considerations
None

Committee Action Process
None

Recommendation
No formal action is required

Contact Person
David Boggs
Executive Director
602-262-7433

Attachments
None






®
Vath

Smartmove.

Agenda Item 6

9 walj



Regional Public Transportation Authority
302 N. First Avenue, Suite 700, Phoenix, Arizona 85003
602-262-7433, Fax 602-495-0411

Smartrnove.

Transit Management Committee
Information Summary

Agenda Item #6

Date
January 28, 2009

Subject
Future TMC Agenda Items Request

Summary
Chair Jamsheed Mehta will request future TMC agenda items from the committee
members.

Fiscal Impact
None

Considerations
None

Prior Committee Action
None

Recommendation
None

Contact Person
David Boggs
602-262-7433

Attachments
None
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Regional Public Transportation Authority
302 N. First Avenue, Suite 700, Phoenix, Arizona 85003
602-262-7433, Fax 602-495-0411

Smartrnove.

Transit Management Committee
Information Summary

Agenda ltem #7

Date
January 28, 2009

Subject
Public Comment

Summary
An opportunity for general public comment on issues related to Valley Metro RPTA. Up
to three (3) minutes will be provided for each speaker.

Fiscal Impact
None

Considerations
None

Prior Committee Action
None

Recommendation
None

Contact Person
None

Attachments
None








