Agenda Item No. 10A GOLDEN GATE BRIDGE

2= HIGHWAY & TRANSPORTATION DISTRICT
To: Board of Directors
Meeting of October 14, 2005

From: Joseph M. Wire, Auditor-Controller
Celia G. Kupersmith, General Manager

Subject: DISCUSSION ON STRATEGIC PLAN FOR ACHIEVING LONG-TERM
FINANCIAL STABILITY

Recommendation

The following report is provided for informational purposes.

Summary

This report outlines the current financial deficit, what current projects are underway to further
reduce the deficit and what choices the Board has for eliminating the remaining portion of the
deficit. It is anticipated that the discussion at the October 14, 2005, meeting will focus on
general education and then lay the groundwork for further discussion at future Board meetings.
The intention of the strategic planning process is to provide direction to staff on what projects to
undertake over the next year to eliminate the deficit.

The report is divided into the following sections:

Section | reviews the new projections and the District’s financial status.
Section Il presents the five-year deficit reduction targets.

Section 111 provides a potential strategic plan to eliminate the five year deficit.
Section 1V discusses the next steps for the strategic plan process.

I I B |

SECTION I: Fiscal Year 05/06 Budget Projections and Progress on Reducing the
Shortfall.

Introduction

Over the past three years, the Board has implemented service reductions, additional
administrative staff expense reductions and revenue enhancement programs as a result of a series
of yearly Strategic Planning workshops. During the strategic planning workshops last winter, the
Board decided to wait on further major policy decisions until the following results were available
because they would show how successful past efforts had been:
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1) The FY 04/05 actual revenues and expenses;
2) Completion of the FY 05/06 budget; and,
3) Completion of the FY 05/06 Projection

We have completed all of the above tasks. The current projections take into account actual
results in FY 04/05 and the FY 05/06 Budget policy decisions to accurately reflect the District’s
up-to-date financial profile.

End of Year FY 04/05

The District ended the FY 04/05 budget year with an excess of revenues over expenses of $3.6
million. That excellent showing was the result of the previous service reduction in the Bus
Division, aggressive efforts to keep health and workers’ compensation and administrative costs
down.

FY 05/06 Budget

The FY 05/06 Budget continues the effort to reduce costs with further administrative reductions
and the second part of the Ferry service restructuring plan. (Please see the FY 05/06 Adopted
Budget for details.)

Current Projections

The new five-year deficit estimate is $89 million. This new five-year shortfall is $19 million less
than the $108 million estimate of last year. (Please see the updated Projection item for Finance-
Auditing Committee on October 13, 2005 for details.)

SECTION II: Deficit Reduction Efforts Identified and Currently Underway

For several years, the Board concentrated on the expense reduction options during the strategic
planning process. Two years ago, the Board directed and approved in concept an option that was
revenue-based and directed staff to develop detailed plans for discussion. Last year that
discussion was postponed until this Fall.

The following pie chart continues the revenue-based direction of the Board and shows which
deficit reduction activities are already underway. The subsequent task in the process is to create
a plan for raising the remaining revenues. Explanations for items A through E follow.
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5-YEAR DEFICIT REDUCTION TARGETS

E.
Other Revenues
$66M

\ . To Be Decided

4 /\/ B underway
s

A
Additional Local & B C. \- D.
Regional Subsidy District Expense 1 ransit Fare Property Leases
$10M Savings Increases $1M

$3M $9M

EXPLANATIONS

Underway

A

Additional Local & Regional Subsidy: The District’s current contract with Marin County
Transportation District to provide local bus services expires next year. The current contract
produces approximately $3.8 million a year in revenues to cover service expenses. The
District will look for an additional $10 million over the next five years in the new contract.

. District Expense Savings: The District has been very successful in expense reductions and

ongoing cost containment. The current 5-year projection already includes District savings of
$1.5M annually. The proposed “District Expense Savings” produces an additional $300,000
in savings annually ($3 million over five years).

Transit Fares: In October, the Board will discuss a new five-year Transit Fare increase
program. The five-year revenue increase target for that program is $9 million.

Property Leases: Under Board directions, staff is seeking to lease unused properties. The
“Property Leases” wedge targets an additional $1 million in revenue over five years to be
generated by this effort.

To Be Decided

E.

Other Revenues: It has not yet been decided how the remaining $66 million in revenue
would be raised. The major potential component of this objective is the structure and timing
of a possible Bridge toll increase. In addition, the staff will continue to expand sales at the
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Gift Center, Café and Ferry Concessions as well as search for acceptable ways to partner
with private companies and other public agencies that will lead to increased revenues or
decreased expenses.

SECTION I11: Potential Plan to Solve the Five-Year Deficit

This section displays potential plans to eliminate the five-year deficit. The potential plan options
are only possible alternatives. It is possible to meet the deficit reduction target with a different
set of “building blocks.” Appendix A lists additional revenue options that can be substituted for
any of those in the potential plan scenarios. Given that limited staff resources are already
focused on current projects, it is recommended that only strategies that appear feasible be
included in the final Strategic Plan to make sure that staff resources are used as efficiently as
possible. Once the elements of the final Strategic Plan are developed, staff will recommend
timeframes for undertaking each strategy in a final Strategic Plan. Staff will use the final plan as
its workplan over the next year.

The following table outlines three possible strawman proposals to eliminate the deficit. Each
option includes the projects currently underway.
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POTENTIAL DEFICIT 5-YEAR REDUCTION PLAN

Deficit Reduction Policy Directives OPTION1 OPTION?2 OPTION 3

OVERALL GOALS (All numbers are 5-year totals) $89.0 $89.0 $89.0
TO BE DECIDED (Possible Options)
FasTrak Increase $1.00 on July 1, 2007, to
A $5.00
' Increase $1.00 Cash on July 1,
Cash Toll - 5007, 10 $6.00 $67.6
Increase $.50 on July 1, 2006, and
FasTrak  $.25 on July 1, 2008 and 2009, to
B. $5.00
Increase $1.00 Cash on July 1,
Cash Toll 5007, 10 $6.00 $65.2
Increase $.50 on July 1, 2006,
c FasTrak 5008, and 2010 to $5.50
' Increase $1.00 Cash on July 1,
Cash Toll 5008 to $6.00 $64.4
D No Special Discount and Carpool Tolls
" | implemented on July 1, 2008 1.2
E No Special Discount Tolls and $1.00 for Carpool
"l onJuly 1, 2009 0.8
F. | Corporate Sponsorship/Licensing 0.5
G. | Additional Ad/Concession Revenue 0.5
UNDERWAY
H. | Five-year Fare Program $9.0 $9.0 $9.0
I. | Property Leasing 1.0 1.0 1.0
J. | Additional Local and Regional Subsidies 10.0 10.0 10.0
Annual Expense Savings Through Additional
" | Efficiencies 3.0 3.0 3.0

TOTAL $90.6 $89.4 $89.2
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Section IV: Next Steps

If the Board agrees with the general direction outlined in this report, the next step for the Board
and staff is to develop a plan to reduce the deficit. This could take place in a series of workshops
with the full Board, or with the Finance Committee of the Board, resulting in a recommendation
for consideration by the full Board. These meetings would take place this winter with target for
completion early spring.

Appendices Attached:
A. Revenue Enhancement Options
B. Summary of Past Strategic Workshops
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APPENDIX A: Revenue Enhancement Options

1.

Bridge Toll Revenue Use Policy/Toll Increase Scenarios

In the potential plan options, the District is attempting to raise sufficient revenues to
maintain existing service levels in its Bridge and Transit Divisions. Increased toll
revenue will make up a significant part of the needed new revenue. The toll increase
examples included in the potential plan are forecasted to raise $64 - $68 million over five
years. Under these options, the majority of additional revenue would be used to maintain
existing transit services.

Included in the attached table are several alternative Bridge toll increase options that
could be used to meet the District’s financial priorities over the next five years. The
following table is a partial list of toll increase options; others are available.

Cash Toll Increase of $1.00 = $8.8 million/year

FasTrak Toll Increase of $0.25 = $2.3 million/year

Scenario Additional Additional

Cash Options FasTrak Options Net Revenue

Over 5 Years

Description

Description
P Revenue

$43.3M  $70.9 Million

Revenue

$27.6 M

Increase Tolls $1.00
in July 06 to $6.00

Increase $.25 in July 06,
07, 08, 09 to $5.00

Increase $0.50 in July
$19.5M 06, $0.25 in July 07, 08 $50.5M  $70.0 Million
to $5.00

Increase Tolls $1.00
in July 07 to $6.00

Increase Tolls $1.00
in July 07 to $6.00

Increase $0.50 in July

$195M 56708 t0 $5.00

$48.1M  $67.6 Million

Increase $0.50 in July
$11.4M 06, $0.25 in July 07, 08, $55.4 M  $66.8 Million
09 to $5.25

Increase Tolls $1.00
to $6.00 in July 08

Increase Tolls $1.00
to $6.00 in July 08

Increase $0.50 in July

$114M 07, 08, 09 to $5.50

$53.1 M  $64.5 Million

Transit Fare Increase Plan

The Board will consider a five-year fare increase in October. There are a number of
options possible. The one included in the potential plan would increase fares 5% each
year over the next five years beginning in FY 06/07. This fare increase would generate
an additional $606,000 in FY 06/07 and approximately $9.2 million in the five-year time
period. This increase assumes an estimated loss of patronage for both Bus and Ferry.




Board of Directors Agenda Item No. 10A
Meeting of October 14, 2005 Page 8

The current recovery rates for both Bus and Ferry are 23% and 38% respectively. By
increasing the fares by 5% each year, the farebox recovery rates for Bus and Ferry are
projected to be at least 20% and 40% respectively over the five-year period.

3. Discount Bridge Toll Programs

The Bridge’s discount toll programs are large sources of forgone revenue. The following
is a review of several of those programs.

a.

Carpool Toll

Current Policy: A car containing 3 or more people is given free passage Monday
- Friday between 5 - 9 a.m. and 4 - 6 p.m. This policy was initially designed in
the 1970s to assist in relieving congestion on the Bridge. As a result, the state-
owned bridges followed independently with a similar program between the hours
of 5-10a.m.and 3-7 p.m.

Five Year Predicted Revenue: $8 - $10 million

Annual Number of Vehicles: 425,000 — 430,000 per year

Alternative #1: Charge a toll of $1.00 per carpool = $2 million over five years.

Alternative #2: Eliminate the program = $10 million over five years. (This
option assumes 10% loss of cars and a range of carpools that will split into their
own car.)

Special Toll Rate for Disabled Individuals

Current Policy: This policy was originally formulated in the 1970’s to give a
discount to mobility impaired individuals who were unable to ride Golden Gate
Transit because the buses were not accessible. Note that all buses and ferries are
now accessible. Also, Caltrans does not have a disabled toll. The current toll is
$1.50 per car.

Current Five Year Predicted Revenue: $50,000 - $250,000
Annual Number of Vehicles: 25,000 per year

Alternative #1: Give a 50% discount from FasTrak = $2.00 toll. Additional net
revenue over five years is $50,000.

Alternative #2: Eliminate the program. Net revenue over five years is $250,000.
(This option assumes all customers move to FasTrak.)

Low Emission Vehicle Toll

Current Policy: Since January 2003, the District Policy is to allow Clean Air
Vehicles free passage during carpool hours.
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Five Year Predicted Revenue: $30,000
Annual Number of Vehicles: 2,000 per year

Alternative #1: Charge a $1.00 = $7,600 over five years

Alternative #2: Eliminate the discount = $30,000 over five years.

This policy originated from a State Legislature resolution in 2002 which allows
vehicles that meet the DMV’s Clean Air Vehicle Program (zero-emission, low-
emission, SULEV, and ULEV) free passage through any of the state-owned
bridges during carpool hours. The resolution urged the Golden Gate Bridge
District to provide the free passage and mandates free passage over the state
owned bridges. The District supported the program, subject to periodic reviews,
implemented it in January 2003, and has chosen to continue the program
indefinitely.

4. Licensing of District Assets/Corporate Sponsorships

This initiative would allow specific businesses to use their support of the Golden Gate
Bridge as part of their marketing appeal to the public. Specific marketing strategies
would be developed, in conjunction with specific businesses, and brought to the Board
for approval. For example, the National Park Service has five “Proud Partners” who each
contribute between $10 and $15 million within a five year period either in cash or in-kind
services.

5. Additional Revenues from Existing District Property

This initiative would seek to raise additional revenue from alternative or more intensive
use of existing District property. It is estimated that the District has the potential to earn
several hundred thousand a year in ongoing revenues through lease of its unused or under
used properties. Potentially more could be raised in one-time revenue if the sale of
property is considered. This report will come back to the Board later this Fall.

6. Expansion of Concessions at District Facilities

This objective was in the original Strategic Plan but was deferred due to security
concerns after September 2001. The proposal centered on developing a plan to allow the
public to visit unique aspects of the Bridge as part of paid tours. It is possible that such a
plan could generate several million dollars a year. Other concession opportunities would
also be examined.

7. Bike/Pedestrian Toll

The Governor vetoed on September 29, 2005, the State passed bill AB748 which would
not have allowed any bridge in the state to charge a toll for pedestrians or bike riders.
Currently the District has implemented a donation program and in the future could
entertain a proposal centered on developing a plan to charge the public to cross the
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Bridge on foot or by bike. Depending on the method of collection and type of
enforcement, the maximum net revenues ranges from $500,000 - $1.5 million a year if
each patron is charged $1.00.

Transit Farebox Recovery Policy

In October, the five-year fare policy will be discussed. The selection of a farebox
recovery rate is one that transit properties set according to their policy goals. For
example, urban bus transit properties that want to encourage mass ridership have rates as
low as 10% whereas others will have rates set at twice to three times that high. Rail and
ferry operations usually have considerably higher recovery rates of 30% to 60%. The
District's present goal of 33% (including other operating income such as advertising) for
both Bus and Ferry is higher than most for such services.

The Proposed FY 05/06 budgeted Bus farebox recovery rate is 23% while Ferry's is 38%.
Hypothetically speaking, if rates could be raised without a loss in ridership (which is not
possible), the Bus and Ferry recovery rates would have had to be 24% and 40% to
balance the FY 05/06 budget. Assuming no reduction in ridership, this would require an
average increase of approximately 5% to the current fare structure.

Expense Reduction Options

1.

Yearly Expense Efficiency Reduction Targets (personnel and non-personnel)

The District could develop a series of yearly efficiency expense reductions from the
project baseline targets that would have to be achieved each budget year. The Proposed
FY 05/06 Budget included these targets, which were subsequently adopted. These
reductions are in both personnel and non-personnel expenses. Examples of ways to
achieve these savings could be through further reductions in services, changes with long-
time vendors to reduce the cost of products and services provided to the District or
further streamlining and improving the productivity across the District.

Further Expense Reduction Through the Collective Bargaining Process

The District will begin negotiations with the Coalition in Spring of 2006. To-date, the
District has successfully negotiated with the Coalition and ATU bargaining units to limit
the District’s increased spending on medical benefits and salaries. The District could
choose to develop further expense reduction targets for upcoming negotiations.
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APPENDIX B: Review of Previous Strategic Planning Workshops
December 18, 2003 Workshop

At the December 18" Workshop, the Board of Directors were presented with four funding
prioritizing scenarios to aid the District in meeting public transportation services’ demands while
maintaining that funding the Bridge is the District’s first priority. Scenarios #1 and #2 assumed
the Bridge to be the District’s highest priority, placing the deficit with transit. Scenarios #3 and
#4 assumed transit services to be the highest priority of the District, placing the deficit with the
Bridge. The Board reaffirmed the Bridge is the highest priority of the District, setting the stage
for Scenario #1 (below).

Scenario #1 Priority Bridge Fully Funded/No Deficit
Priority Transit $139 Million Deficit

In this scenario, the Bridge is determined to be highest priority and is fully funded at its current
services level for the next five years. Transit is determined to be the next priority with all
remaining resources devoted to it. The Bridge experiences no deficit over the five years and
Transit experiences an annual average deficit of $56 million. That deficit is offset by $28
million in average available toll revenue, resulting in an average deficit of $28 million.

Also, it was acknowledged that some level of the Bridge Division’s operational needs ($0 to $5
million per year) would be borne by raising revenues on behalf of the Bridge and/or reducing
Bridge expenses. It was left to a future meeting to decide what action to take. The result would
mean a yearly average of between $28 and $33 million in toll revenue available to subsidize
transit.

February 12, 2004 Workshop

At the Board's subsequent meeting on February 12", the Board settled on a deficit reduction
target for FY 2005. The target was based on the financial projections for the FY 2005-FY 2009
period following a process similar to the previous year. The projections estimated a $14 million
deficit in FY 2005 and a $131 million deficit over five years. The Board set a deficit reduction
target of $23.5 million in FY 2005 with the understanding that if that target was reached in one
year it would solve the five-year deficit.

It was agreed that the $23.5 million deficit reduction target would be a mixture of savings
proposals (both internal/administration expense and service reductions) and revenue
enhancement proposals (both from existing District sources and external partners).
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March 12, 2004 Board Meeting

At the March 12" workshop, the Board selected Option B as its preferred method of achieving
the deficit reduction target of $23.5 million in one year, thus reducing the deficit by $131 million
over the next five years. Option B is based on the premise that the District would maintain its
present level of services for both Bridge and Transit by concentrating its efforts on raising
additional revenues from existing sources and from partners. Although Option B focuses on
increasing revenues to maintain service levels, it also includes reduction targets for
administrative expenses, lower priority services and restructuring of Ferry service. The Board
instructed staff to provide more detail for Option B and alternatives for the specific deficit
reduction actions at its next workshop (May 14" Board meeting). Those are discussed in Section
I1 and Section I11 of this report.

May 14, 2004 Board Meeting

At the May 14" workshop, the Board primarily discussed property options and corporate
sponsorship. At the Board meeting on September 10, 2004, the Board approved the corporate
sponsorship in concept.

December 16, 2004 Finance-Auditing Committee

At the December 16™ workshop, the Finance-Auditing Committee discussed the possible transit
subsidy changes, simplification of the fare structure for the Bus service, and researching farebox
recovery rates. The Committee agreed to further discuss at the Board meeting.

February 10, 2005 Board Meeting

At the February 10, 2005 Board Meeting, the Board discussed revenue increase initiatives to
consider over the next 18 months. The Board discussed researching corporate sponsorships, fees
from tour buses, bicycle and pedestrian access fee, and Bridge toll increases. The Board decided
to postpone any major revenue enhancement decisions until the financial work of the Budget for
FY 05/06, the Actuals were realized for FY 04/05, and the updated projections for the District
were complete.
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