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August 30, 1999

TO: BOARD OF DIRECTORS

\ .

FROM: JULIAN BURKE - b
CHIEF EXECUTIVE OFFICER

SUBJECT: TRANSPORTATION ZONE DIVESTITURE ANALYSIS

Management has completed an intensive analysis of actual costs potentially
eliminated by zone transfers in order to provide preliminary subsidy estimates to
the two zone applicants. A copy of the summary report is attached for vour
review. Board member staff representatives were fully briefed on this information
on August 27",

The subsidy estimates have been transmitted to the Foothill and San Fernando
zone applicants in accordance with the Zone Guidelines. The next step in the
process is delivery of an operating plan by each of the zones. While the zones
themselves will have to determine whether the proposed subsides ($68.58 per hour
for Foothill and $69.07 per hour for the San Fernando Valley zone) are acceptable,
we believe they are adequate to allow the zone process to continue.

We are scheduling a second briefing with Board staff on September 10”. If you
have any questions, please call me or Chief Financial Officer Richard Brumbaugh.

¢: Richard Brumbaugh
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L Introduction

A, PURPOSE

The purpose of this study is o provide a preliminary estimate of capital and operating subsidies (both assets and (unding) to the
proposed expanded Foothill Zone and the new San Fernando Valley Zone according to the Adopted Focal Transportation Zone
Guidetines approved by the MTA Board of Directors on April 28, 1999.
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I Introduction

B. CHANGES SINCE THE MARCI 1999 BOARD MEETING

Since the March 1999 Board Meeling, changes have occurred at the MTA and in the scope of the subsidy estimaltes:

[ The Board approved MTA's five year capital improvement program.

2. SO0 ciployees formed a new contract labor group.

3 The level of service to be transferred has been updated, as lines have been added and subtracted.

4. Foothill's request changed {rom $80 per revenue service hour (RSH) to $85 per RS

5. A detailed bus replacement schedule has recently been developed for the {leet.

0. The analysis presented earlier was determined by a model based on 1°Y 1999 forecasted budget data using average costs.
1. The current "implementation” stage of developing a preliminary subsidy estimate used a detailed actual cost approach.
8. Prior revenue forecasts were estimates; an analysis of operating revenues sales and collections was undertaken.

4. The prior analysis did not consider one-time and transiion costs.

B0 No capital or assets transterred were considered in the carlier analysis.
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1. latroduction

C.  APPROACII

I The Local Transportation Zone Guidelines were used as the foundation for the cost savings analysis.

2 Cost savings were determined, according to the guidelines, on actual costs potentially eliminated by the Zone transfer, as
opposed o an average or fully allocated cost basis.

3 An internal Divestiture Study Team was organized for this analysis by the MTA along with transportation and financial
consulttants from PricewaterhouseCoopers 11D,

4 An internal Steering Conmmittee was formed consisting of various Executive Officers and MTA subject matter experts to
oversee and review progress.

5. Fxeentive Officers and their staflwere asked to prepare cost reduction estimates in a two step process: T Submit initial “end-
state” operating cost savings based on 'Y 2000 adopted budget and baseline assumptions; and 2. Submit estimated one time
transition costs over the imitial three year period.

0. To start the cost estimation pracess, all 1O’s were given some starting guidelines based on the KPMG preliminary estimates.

7. Extensive review sessions were held with each department to discuss the assumptions used and assure consistency. accuacy,
and conformity to ground rules, resulting in numerons revisions and clarification of assumptions by the EO’s.

8. The PwC MEA audit partner, and manager for the Triennial Audit served as Quality Assurance reviewers of the study
approach and results,

9. Results were reviewed by NEFA top management.

10,

Board Stafl was bricted on study results.
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Annual Total Subsidy Estimate (dollars in thousands)
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Cumulative Total Subsidy Estimate (dollars in thonsands)

Operating Expenses
tnd State Savings
Operational Transition Costs 124

Estimated Cost Savings

Revenues:
Fwehos
Nop-Operating Revenue

Revenne Reduction
Operating Subsidy Transfer |3]
Capital Subsidy |4
Value of Assets Transferved |S)
Total Subsidy Estimate

Zoue Revemie Potential

Votal Resowmcees Available to Zouwe

Naoies:

11y Savinps idemitied for Foorhill and San Femando Valley sepatatehy may nol pecessarily cqual Bath due to addditional savings
reabizcd upon climination of hath zones versus only one zone

121 The PUC sequires "adequate provision™ to emplayces who “may be disptaced. or whose wages. houes. place oy condition of
cmployment are or may be adversely affected by vone implementation ™ Hhese one-lime costs me yet (o be detenmined

{34 Opuerating subsidy etlects 2 54% Pl increases compounded for cach althe ¥ years

R Lhe capital subsidy was based on the Capital lmprovewent Plan which abcady reflect increases in costs

3] Phe sabue of assets tanstered is based onnet hook value.
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End State Savings (dollars in thousands, L’.\'L’L’l'(-,/'(!r
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Operational Transition Costs (dollars in thousands)

Scheduale B8
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Schedute €
Revenues (doflars in thousands)

MEA FY2000 San Fernando
Budgetftj Foothill Valley i Both

REVENUES
Operating:

Varehox $ 86.658 $ 8.244 $ 18.544 $ 26.787

‘Tukens 75.583 4.200 9.597 13,797

Pass Sales 53.620 7,551 8,123 15.675

Base Year Operating Revenaes 12 215.867 19,995 36.264 36,259
Non-Opetating

Advertising 13.630 1.367 2200 3567

1.cases 4,600 60 - 60

Menotink Interagencey Transfer Agreement o - i

Base Year Now-Operating Revennes |3 1.427 2200 3.627
Hase Year lupact on Revemes $ 236351 $ 21,422 $ 38,404 $ 59.880
Fotal tapact on Revenues in Year (4] . 3 241,83 5121930 __§39.385 RRORIEE
1otal Lupaet on Revenues for Year 2 (Rl $ 247,450 § 22451 $ 40,329 $62,780
Fotal hmpact on Reveaues far Vear 3 {4) %8322 $ 22,985 § 41,298 $64.282
Noles

PP Does ot inchude the farecasted tae inctense of 94 mithon

121 Based on amaudited 19949 sales and cotlections adjusted by e CPLol 251 Inchides revenues from contracted fines

{31 Nonoperating revenues are based on the current fixed conteact teans and seflect the estimated dollars

atwill be collected.
1 Based on tie B of Eabag Statistics Uiban Population £' e
i

average CPEending July 1999 compounded for futnre years. except for non-opetiting ey enne
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¢

. Schedule D
Total Cupital Subsidy (dollars in thousands)

YEAR ) YFARZ YEARY
San Fernando
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{7 vaddimnal $388 3l be avarable s Year Tl iacieasig the capacity of the UHG Tacibities. as Jong as San I eraando acquises additional CNG buses to wanant the expendite
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Schedule E
Value of Transferred Assets (dollars in thousands)

Net Book Value

Adjusted fov Alarket Value of Real Property
San Fevaawdo

San Fernando

Foothill Valley Both Foothill ___ Valley _ Bowm
Boses & Naow Resoioe Vehicles $9.550 $137.3587 $ 46,907 $ 9550 $ 172.357 $ 16?7
Read Propeity & Other Assels 1149 [8.307 19,456 20,067 43,561 ("l;')tf’l\;
Total Vatue of Yranslferved Assets [1] $ 10,699 $ 55,664 $ 66,363 $ 30,217 $ 80,918 ___s_ 135

Note

PH I finalizimg e nansler ol these assets, the NEFA would expect o have ireyenue sharing atrangement lor any realizations above remaining book vatue
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Fxhibit A

Major Assumptions Used in the Aunalysis

-

The MEA Y2000 Adopted Budgel was used as a baseline for this analysis.

Al estimates have been adjusted for the Burcau of Labor Statistics 4 V2 year average CPL ol 2.54%.

Fhe transter ol all zone operations will occur as of July 1, 2000.

The review included examination of both fixed and semi-lixed costs to identify savings resulting from decreases i service
levels.

he tolfowing levels ot service hours and buses to be transterred are based on December 1999 projections and include a
J0%0 spare ratio;

Serviee Hours
Zone MITA Operated Contract Total Buses Transferred
Iroothill 020,000 90.000 710,000 216
San Fernanda Valley 1,140,000 80,000 1,220,000 394
Total 7000000 170,000 1,930,000 610

The unton personnel transter will be based on sentority.

Fast zone revenues is based on the MTA's current lare structure,

Pass tevenue for the zones ts based on the same relationship as tokens sold and collected in the zones.

Capital for bus replacement is based on operations planned bus retirements and sales.

No UNG buses would be transterred to the Foothill Transit Zone.

Other savings incapital spending were based on the Capital Improvement Plan and contract commitments already in place

[ the analysiss personned translerred (o the zones include both represented and non-represented employees.

12
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Pre- & Post- Divestiture Steady State Performance Evaluation

Fxhibit B

Pre-Divestiture

Post-Divestiture

MTA FY 2000 Budget
Perlormance Measures .
e (CP1 Adjusted)

MTA Exchuling
Foothill

MTA Excluding SFV

MTA Excluding Both
Foothill & SFY

Jatad Btended Cosl $746,323322
Blended Cost per Revenae Service Hous 310575
Hiended Contper Revenne Mike ¥R.87
Blemded Cost per Paesenger (Boaiding) $2.04
Blended Costper Peab Bieaes $376.301
Averape ot Boarding. per Ve ped Peak Bus 18:4,802

Farebos Recoven Kaa 3290

Nate

$697,630. 71
Fi09 9]

$9 41

$2.05

$301 487
191,328

%

13

$662 058159

11342

.74

2.1
$405.424
192,064

310

$612.399.005

$H19 04

10 37

$2 11

$427 640

20100

2005

Foral Blended Cont & Fagebox Revenue figares are CPLadjusted (2.59%) based on Burean of fabor Statistics Urban Population 4 172 yean average ending Juby 1999
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Fxhibit ¢

Lmportant Considerations Impacting Zone Subsidies

Che loHowing considerations should be reviewed prior to the commitient of resources:

{

b

Potential hmpact ol Federal Transit Act, Section 13C provisions for displacement of employees-—1his transaction would not appear to give rise to
Section 13C Liability because it is not caused by a federal grant, but sather by focal agency actions. However, in the event 13 C obligations are found 1o
exist tdepending on whether oy not the Zones aceept all displaced employees) there may be a significant impact on transition costs, In addition, the PUC
requites “adequale provision” to eiployees who “may be displaced, or whose wages, hours, place ov condition of employment are or may be adversely
allected by 7one haplementation.™ 1 these tiabilitics are found to exist, there may be a significant impact on transition costs.

Mix of Bus Opevators Making the Transition--We have assumed that senior operators will stay with the MTA based the contract provisions for bidding
which pives preference to seniority. Fhas, the operating subsidies will depend ultimately on the mix of operators that choose to transfer 1o the new Zones,
Bus Fleet Transterved - The type and mix ol buses transferred may impact capital cosl savings.

lFuture Costof Worker's Comp Insurance  Presenl insurance conteacts expise in early 'Y 02, While there are no savings until then, there may be
additional savings on re-negotiation of these contiacts based on reduced work force.

Fature Fare lncvease  The current proposed fave increase has not been approved. Thus, we have simply applied and imputed 2.54% (CP1 inBatioa Tactor
(o Lares that wilh have to be reviewed in the context of actual increascs.

Verification of Revenue Estimates - hn addition 1o the issue of potential fare increase, vevenue estimates per line translerred need to be verified via new
nde-checks aganst 1Y 700 actual colliections, and three year revenue forecasts agreed upon.

Treatment of Passenger Tokens, Pass and Transfer Revennes - The agreed upon disposition of token and pass revenue, as well as, the handlbing of
passeapet tansters needs fo be resolved in order to estimate revenue splits.

Residual Pension Liabilities - -Based on the actual stalf transler, an analysis of pension liabilities or pay out must be evaluated for potential additional one-

e Costs

Negotiation of ¥ mployee Transter Costs - The one-time contract cost of transferring employees to a new Zone will likely have to be negotiated with the
IS

Cost ol Castoiner Retations - 1is currently assumed that the MTA will continue to handle customer relations for the new Zones. H the Zones choose to
underiake this responsibitity themselves, there may be some additional savings.

Evaluation ot Capitd Funding Soarces —An analysis of the capital funding sources is recommended to assure that potential savings may be properdy
expended waithout jeopardizing the source of funds.

Limpact on the Formula Allocation Plan —An analysis is needed to determine the overall net impact of the zone divestiture on the FAP,

Allocation of Overhead Costs -1 twvo or more operations share the administrative resources, an equitable method of allocation should be developed.
Potentinl impact on existing hand covenants needs to be evaluated.

14
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Exhibit D
Projected Courses of Action

Following is a projection of the next courses of action in the process:

I ‘Fransmit Preliminavy Subsidy Estimate - Convey MTA’s preliminary subsidy estimates to both Zones by COB on 8/27/99.

2 SEV Submits Preliminary Zone Estimate - The San Fernando Zone representative should submit its owin preliminary estimates. Carently, no
estimates have been received from the San Fernando Zone.

3. Clarification of Estimates and Uandling of Contingencies—NMecting between MTA stall and Zone representatives to answer guestions and to
provide clarifications.

1. Draft Three-Year Opevational and Financial Plan---Zones will sabmit a draflt three-year Operational and Financial Plan that deseribes:

AL Assets, staflomonitoring systems and agreements proposed for transter;
3. Propased transition of service from existing operator(s) to Zones, and
C. Utitization of capital investments, assets and tabor, (Sowrce: Zone Guidelines)

5. Review of Three Year Plan(s) - MTA reviews plans submitted and meets with Zone representatives to clarily and reline plans as needed. NTTA
may audit Zone financial plan as needed to verify cost basis.

0. Stakcholder Briefing  MTA conducts a briefing of stakeholders to review preliminary subsidy transfer estimate, the drall Zone three-vear
Operational and Financial Plans, any differences between Zone applicants and MTA that may stitl exist, potential negative impacts of the tinnster,
and receives comments and concerns from stakeholders.

! Assess Negative Impacts - The MTA will provide the Zone applicants with a preliminary description of anticipated or potential negative impacts
(c.g. employcees, eftective use of capital, financial impact on included operators from changes in the formula allocation plan. passenger fares and
service) from Zone implementation. Also presented at this juncture is the sources and amounts of funding to be transferred if the Draft
Operational and Pinancial Plans are approved by all partics.

8 Application Preparation-- Zone applicani(s) prepares necessary documentation as required under the Zone Guidelines and files application(s).
The application must address (mitigation of) polential negative impacts identified above, finalize the Operational and Financial Plan, and contiin a
transition plan to implement the zone.

3]

Application Review - MTA staff reviews applications and seeks any clwrifications or revisions needed to meet Zone Guidelines, and prepares
recommendation o MEA Board. )

i Begin formal application review and approval process (See Zone Guidelines).
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