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EXECUTIVE SUMMARY

The recent history of transit in Milwaukee County is one marked by desperation and false hope.
Simply put, public funding sources have not kept pace with growth in operating costs. While
warning about the consequences, transit officials have averted disaster —and perhaps
inadvertently delayed a solution — by spending down reserves, deferring needed capital
expenditures and implementing gradual service cuts and fare increases.

The hope was that elected officials would heed the warnings and provide a dedicated funding
source — one that would be sizable enough to both restore and enhance service, including the
types of improvements that would attract new riders and provide for steady revenue growth.
That hope, of course, has not materialized. And now, the hole that has been dug is so deep
that there are few practicable solutions.

Policymakers face a stark choice. They can accept a transit system that is a shell of its former
self — one that contains no freeway flyer service, few night and weekend options, and sparse
service west of 76" Street, south of Oklahoma Avenue or north of Silver Spring Drive — or they
can consider one or more selections from a difficult menu of policy options that could either
delay the day of reckoning once again, or perhaps prevent it altogether.

Key findings from our analysis of the Milwaukee County Transit System funding crisis:

e Barring an infusion of new funds from the federal government, the need for federal funds in
the system’s operating budget soon will outstrip the amount of funds available by well over
$15 million annually. Funding projections developed by the Forum — and reviewed for
reasonableness by current and former Milwaukee County Transit System (MCTS) officials —
show potential overall shortfalls of $1.6 million in 2009, $18.3 million in 2010, $23.7 million
in 2011 and $21.1 million in 2012.

e Since 2001, nearly $40 million of a $44 million reserve of federal capital funds has been
allocated by the county to fill holes in MCTS’ operating budget and avoid significant service
cuts. At the same time, bus purchases have been deferred to allow for the expenditure of
those reserves on operations. The elimination of the reserve and the looming need to
replace at least 150 buses sets up an ominous fiscal crisis.

e MCTS not only faces serious funding issues pertaining to fixed route service, but it also must
address a growing funding gap in paratransit services for persons with disabilities due to
increased demand for those services.

e MCTS fiscal challenge has been greatly exacerbated by a new governmental accounting rule
that requires the system to budget annually for its long-term liability for retiree health care
benefits. This has added approximately $8.5 million per year to MCTS’ operating budget.
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e MCTS buses carried 10.3 million fewer riders in 2007 than they carried just seven years
earlier, ranking it first among 13 peer transit systems in lost riders from 2000 to 2006. Only
once in the last seven years did MCTS see an increase in ridership (a 1.9% increase between
2004 and 2005). The uptick corresponded to the only year that fixed-route bus service was
increased.

e The cost effectiveness of MCTS buses was best among peer systems in 2006 based on data
from the Wisconsin Department of Transportation and the Federal Transit Administration,
indicating that further cost savings due to efficiency improvements may be limited.

Our report also analyzes survey data collected by MCTS from its riders. We found that 43% of
riders use the bus system to get to and from work, and that three-quarters are “captive”,
meaning other transportation choices are not always available to them. As policymakers
consider the future of transit in Milwaukee, they must consider that a severe reduction in bus
service may negatively impact Milwaukee’s economic competitiveness by impeding the ability
of potential workers to get to jobs throughout the region.

One widely discussed potential solution to MCTS'’ financial problems is a dedicated regional
sales tax to bridge MCTS’ budget gap, remove transit costs from the property tax throughout
the region, and fund the operations of a new Kenosha-Racine-Milwaukee (KRM) commuter rail
line. While this may be the ultimate solution, there are significant obstacles that could impede
enactment, including the potential need to secure voter approval, and the definite need to
secure state legislative approval.

This report discusses other options that are immediately available to policymakers. We cite
options that would not involve enactment of new taxes or fees, but would almost certainly
necessitate severe cuts in service; and we discuss a potential “triage” approach that would
make use of the one revenue enhancement mechanism currently available to Milwaukee
County policymakers, and some or all of the $91.5 million available from the Milwaukee
Connector Study. We also provide context for consideration of potential long-term funding
sources that would require state approval. The following are highlights of our analysis of
potential policy options:

e Under a “year-to-year” scenario, county and state policymakers would continue the same
budget approach that has been employed during the past several years. No new local or
regional revenue sources would be considered, and Milwaukee County would deal annually
with the policy choices available to it to address the system’s deficit. Potential options
would be to divert property tax dollars from other county functions; capture annual
property tax increases specifically for mass transit; seek savings by again putting the
system’s management contract out to bid; raise paratransit fares, cut paratransit service
and/or increase the paratransit charge to human services programs, with savings diverted
to fixed route transit; or continue to raise fares and cut service. Because of the magnitude
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of the projected budget gap, it is likely that a combination of these options would be
necessary, and that ultimately, the service cuts required would leave a transit system that
operates almost exclusively within city borders.

e A “triage” approach would focus on solutions that Milwaukee County could pursue without
state legislative approval to immediately put MCTS back on sound fiscal footing for at least
the next two years while preventing service cuts and further depletion of reserves. Its two
components would be a $10 vehicle registration fee for all vehicles kept in Milwaukee
County, and the use of some or all of the $91.5 million in federal funds available for the
Milwaukee Connector Study to implement a “Bus Rapid Transit” (BRT) system. Under this
scenario, the projected budget hole could be eliminated for 2009 and almost eliminated for
2010, before escalating in 2011 and 2012, though to a lesser extent than otherwise
forecast. This approach would allow bus purchases to begin in 2010 while buying two
additional years of stability in service levels, as well as significantly reducing pressure on the
county to identify additional property tax dollars for transit during that time.

If the goal is to preserve the existing level of transit service for the long-term, then the triage
approach would not be sufficient, but would have to be accompanied by a permanent,
dedicated funding source. We project that any long-term funding approach must provide a
minimum of $21 million to a maximum of $43 million in additional revenue per year, depending
on whether the goal also is to eliminate use of property tax dollars for transit, and depending
upon whether the BRT option moves forward. Those numbers do not take into account the
additional dollars that would be needed to pay for a potential Milwaukee County local share for
KRM commuter rail or potential bus service enhancements above and beyond BRT.

Some have suggested that the state should be responsible for bridging the gap, while others
have suggested that is not realistic in light of the state’s own fiscal problems. Either way, if the
gap is to be addressed in the long-term, then action likely will be required by the legislature and
governor to either provide a state solution, or provide the county or region the authority to
enact revenue enhancements. For the sake of context, we estimate that a Milwaukee County
sales tax of between .16% and .33% or a Milwaukee County gas tax of between 5.9 cents and
10.8 cents per gallon would be required. The low end requirements assume existing property
tax contributions continue as part of the transit funding mix, while the high end requirements
assume property tax support for transit is eliminated.

The primary purpose of this report is to ensure that policymakers understand and acknowledge
the dimensions of the problem facing MCTS. What is most critical is that they act immediately
to implement realistic short-term and long-term fiscal solutions, or develop a plan for
strategically ramping down transit service in a manner that will cause the least harm to riders
and the local economy.
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MILWAUKEE COUNTY TRANSIT SYSTEM FUNDING -
HISTORICAL ANALYSIS

The perennial funding challenge for the Milwaukee County Transit System (MCTS) for at least
the past two decades has been the mismatch between the escalating growth of annual
operating expenses and the limited growth of revenue streams. Operating expenses are driven
by several cost factors that tend to significantly exceed the rate of inflation, such as fuel and
employee health care. Public funding sources, on the other hand, are constrained by annual or
biennial budget limitations at three different levels of government, which are compounded by
the lack of a dedicated funding source at either the local or state level.

Direct management and operation of the transit system is provided by Milwaukee Transport
Services, Inc. (MTS), a private non-profit corporation that contracts with the county. This
arrangement has existed since 1975, when the county acquired ownership of the transit system
from a private operator. The system’s equipment and facilities are owned by Milwaukee
County. MTS administers both the traditional fixed route transit service in Milwaukee County
and paratransit services for persons with disabilities.

Fixed Route Service

MCTS’ fixed route service is funded by a combination of four primary revenue sources: federal
aids (both formula and earmarked funds), state operating assistance, county property tax levy
and revenue collected from riders (also known as “farebox revenue”). MCTS also typically
receives smaller amounts of other state and federal funding, such as Congestion and Mitigation
Air Quality (CMAQ) grants and other special allocations, and it derives small amounts of
revenue from advertising and related activities.

The county’s property tax levy allocation to MCTS consists of both a contribution to the direct
cost of running the transit system and a contribution that pays for indirect costs such as
depreciation, interest on county-issued debt and county service charges. These indirect costs —
which typically have been in the range of $3-$5 million per year for fixed route and paratransit
combined — are not controlled by MCTS and are essentially dictated to the system by the
county. In order to focus analysis on the direct costs associated with operating the transit
system, references to county property tax levy in the discussion that follows are limited to the
levy that is provided to support these direct costs.

Chart 1 depicts the percentage allocation of each funding source in MCTS’ 2008 budget. The
largest source of funding today is state operating assistance (41.2%), followed by farebox
revenue (32.4%), federal capitalized maintenance funds (13.9%) and county property tax levy
(9.6%).
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Chart 1: MCTS fixed-route operating revenue sources, 2008
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MCTS’ relatively small reliance on county property tax levy — on a percentage basis — may come
as a surprise to many given the attention surrounding this funding source each year during the
county budget process. That attention stems from the method in which MCTS constructs it
annual budget and the role of the county as “backstop.” MCTS develops its budget first by
estimating operating expenditures for the coming year, followed by its anticipated state
operating assistance, federal funding and farebox and other miscellaneous revenue. The gap is
the amount to be funded by county property tax levy. Typically, that gap is considerably larger
than the previous year’s because operating needs grow at a significantly higher rate than
anticipated state and federal revenue, and farebox revenue growth is limited by the inability to
expand service and the reluctance to raise fares.

A significant challenge emerges when the county is unable to fill the growing gap, which has
been almost a given during the past several years in light of budget constraints and stiff
competition for discretionary property tax levy among transit, parks, cultural and safety net
programs. Consequently, county budget officials and policymakers determine what they can
afford, and the remaining difference — after attempts are made to cut overhead, scrape out
savings in non-service areas or utilize reserves — typically must be accommodated by either
cutting service, raising fares or both. Many argue that those strategies, while initially yielding
budgetary savings, depress ridership and farebox revenue in subsequent years, which then
causes the funding gap to grow even more.

H . . Milwaukee County Transit Crisis
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An analysis of MCTS funding since 2000 (consisting of actual figures from 2000-2007 and

budgeted figures for 2008) reveals that operating expenses have grown 28.5%, or an average of

3.6% per year. Table 1 shows MCTS’ annual operating expenses during this period broken

down by the four major expenditure categories: employee expenses, bus repair parts, fuel and
other. Chart 2 and Chart 3 demonstrate the extent to which increases in fuel and employee

benefits costs (including health care) have driven overall cost increases.

Table 1: MCTS operating expenses (millions), 2000-2008

2000 2001 2002 2003 2004 2005 2006 2007 2008
Actual Actual Actual Actual Actual Actual Actual Actual Budget
Employee Expenses $90.0 $95.6 $97.5 $100.0 | $104.3 | $104.8 | $107.3 | $109.1 | $115.7
Bus Repair Parts $3.6 $3.9 $3.0 $2.8 $2.5 $3.2 $2.7 $3.4 $2.8
Fuel $4.1 $4.2 $3.6 $3.1 $4.4 $7.1 $8.5 $9.1 $9.2
Other Transit Expenses $7.0 $8.0 $7.1 $7.4 $6.8 $4.2 $5.7 $7.5 $6.7
Total Operating Expenses | $104.6 | $111.6 | $111.2 | $113.3 | $118.0 | $119.3 | $124.3 | $129.0 | $134.4
Source: Milwaukee County Transit System
Chart 2: MCTS fuel expenses, 2000-2008
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Chart 3: MCTS fringe benefit expenses, 2000-2006
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Table 2 shows annual growth in revenue streams since 2000. State operating assistance has
grown by 18.8% (2.3% per year), county property tax levy by 20.5% (2.6% per year), farebox
revenue by 23.9% (3% per year), and use of federal capitalized maintenance dollars by 242.0%
(30.2% per year). Other state and federal revenue has dropped from $4.4 million in 2000 to
$275,000 in MCTS’ 2008 budget, which reflects the three-year cycle for CMAQ funding and the
absence of new CMAQ-funded routes during the past few years. Another key factor was
recent elimination of state funding for bus service to mitigate the impact of Marquette

Interchange reconstruction.

Table 2: MCTS operating revenue (millions), 2000-2008

2000 2001 2002 2003 2004 2005 2006 2007 2008
Actual Actual | Actual | Actual | Actual | Actual | Actual | Actual | Budget
Revenue
Passenger Revenue $35.2 $36.2 $36.1 | S$35.2 | $37.5 $38.5 $41.0 | $42.6 $43.5
Other Transit Revenue $2.2 $3.0 $2.7 $2.9 $3.4 $3.7 $5.8 $3.5 $3.5
Total Operating Revenue $37.4 $39.2 $38.8 | $38.1 | $40.9 | $42.2 | $46.8 | $46.0 $47.1
Public Funding
Federal (Capitalized Maintenance) $5.5 $10.8 $10.8 $13.8 $14.8 $17.7 $17.4 $17.8 $18.7
State Operating Assistance $46.6 $46.8 $48.3 $49.3 $49.3 $47.7 $49.8 $50.8 $55.4
Local (Milwaukee County Tax Levy) $10.8 $9.6 $10.9 $10.2 $12.4 S11.1 $9.6 $13.5 $13.0
Other State and Federal S4.4 $5.1 S2.4 $1.8 $0.7 $0.6 $0.7 $0.8 $S0.3
Total Public Funding $67.2 $72.3 $72.4 $75.1 $77.1 $77.1 $77.5 $82.9 $87.3
Total Revenue $104.6 $111.6 | $111.2 | $113.3 | $118.0 | $119.3 | $124.3 | $129.0 | $134.4

Source: Milwaukee County Transit System
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As Table 2 and Chart 4 clearly demonstrate, MCTS has relied heavily on Federal capital funding
since the beginning of the decade to keep up with the growth in operating expenditures and
the relatively flat nature of other funding sources. MCTS also has reduced bus hours more than
16% since 2000, and increased the basic adult cash fare 30%. While the negative impacts of
these moves should not be dismissed, MCTS has been able to survive without draconian service
reductions because of its recent use of a special pool of federal dollars in its operating budget.
Unfortunately, this strategy has now created an imminent crisis, which can be best understood
by analysis of MCTS’ major funding streams.

Chart 4: Indexed growth of MCTS fixed-route revenue sources, 2000-2008
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Federal Funding

While MCTS officials and county policymakers have warned for decades that over-reliance on
county property tax levy and lack of a dedicated local funding source have created a fiscally
untenable situation for MCTS that would soon explode, it can be argued that the full-fledged
crisis has yet to occur. That is largely because of MCTS’ ability to take advantage of a change in
federal policy in the late 1990s that has enabled it to utilize tens of millions of “banked” federal
capital appropriations to mitigate its fiscal challenges.

Milwaukee County currently receives approximately $18 million in federal monies each year.
This amount is based on a federal formula that takes into account a number of factors,
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including population and transit ridership. The change in the late 1990s allowed MCTS to utilize
these federal formula funds, which previously only could be utilized for bus purchases, shelters,
building improvements and other capital items, to reimburse itself for up to 80% of the cost of
“capitalized maintenance”. Because maintenance funding is included in the operating budget,
this allowed MCTS to plug capital funds into its operating budget, thus masking the true
magnitude of the operating fund gap. Fortuitously, this change occurred when federal
operating assistance was being phased out by the Congress in the late 1990s. Until that phase-
out occurred, MCTS typically had relied on about $4-5 million per year in direct federal
operating assistance.

The impact of this development has been dramatic. As Chart 5 illustrates, the use of federal
capitalized maintenance dollars in MCTS’ operating budget has grown from $5.5 million in 2000
to $18.7 million in the 2008 budget. Without this, MCTS would have had an additional $13.2
million gap in its 2008 budget.

Chart 5: Use of federal funds: new bus purchases vs. operations, 2000-2008
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It is also important to note that increased use of federal capital dollars in MCTS’ operating
budget has been coupled with decreased use of these dollars to purchase buses and make
other needed capital investments. As the chart also indicates, bus and farebox purchases
plummeted from $13.3 million in 2001 to zero in 2007 and 2008 in order to sustain the use of
these funds for capitalized maintenance.
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The employment of this dual strategy is what sets up the severe crisis facing MCTS. An analysis
of the use of capitalized maintenance dollars shows that MCTS began the decade with almost
$44 million of those dollars in the “bank.” During the past eight years, MCTS gradually has been
withdrawing those dollars — both for operations and bus purchases — faster than the rate at
which they have been replenished via annual appropriations from the federal government.
Beginning in 2001, the net “loss” of these funds has averaged $4.4 million annually.
Consequently, as Chart 6 indicates, only about $9 million remained at the beginning of this
year; MCTS estimates that the balance will shrink to $4.3 million by the beginning of 2009.

Chart 6: Federal (capitalized maintenance) funds available, 2000-2008
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Meanwhile, bus purchases that have been deferred for several years cannot be deferred much
longer without running the risk of escalating maintenance costs and significantly decreased
reliability. MCTS typically replaces buses on a 12-year schedule, but recently extended to 14
years for 150 buses to avoid the need to utilize federal dollars for bus purchases in the 2008
and 2009 budgets. MCTS officials have cited the need to replace those buses beginning in 2010
on a three-year schedule at a cost of approximately $56 million. Of that cost, roughly 83%
would be covered with federal funds, while the county would need to issue bonds to cover the
remainder.

A similar problem exists with farebox replacement. The current system was installed in the mid
1980s and, according to MCTS officials, is experiencing increasing maintenance problems.
Furthermore, the manufacturer is only providing limited support for the software that compiles
revenue data. MCTS has expressed a need to replace this system not only to lower
maintenance costs, but also to provide capacity to offer new forms of magnetic swipe cards and
improve its ability to track ridership and revenue.

Milwaukee County Transit Crisis
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State Operating Assistance

MCTS — as well as other transit operators across Wisconsin — receives an annual appropriation
from the state to assist with transit operations. For years, local policymakers and advocates
have complained that the state’s commitment has not kept up with the growing cost of transit
operations. State officials have countered that Wisconsin is more generous to local transit
systems than most other states, and that MCTS is the prime beneficiary because it traditionally
has received close to 60% of statewide transit funding. Table 7 in a later section of this report
shows MCTS ranking fifth out of 14 peer systems in the percentage of its funding that comes
from state government.

The amount of state funding allocated to local transit operations is established by the state’s
biennial budget. Transit operating assistance is allocated to four “tiers” based on the size of the
system. MCTS and Madison have their own tiers (A-1 and A-2 respectively), while Tier B and
Tier C are for smaller systems. In 2008, MCTS will receive $60.3 million of the $104.7 million
allocated statewide for transit (57.6%).

Between 2000 and 2007, statewide mass transit operating assistance increased by just 10.4%,
from $93 million to $102.6 million. Meanwhile, between 2000 and 2006, state aid as a
percentage of MCTS costs decreased from 45.7% to 40.7%." The State did reverse recent trends
in the 2007-09 state budget, which provides a 2.5% annual increase to all systems, as well as an
additional $3.2 million in each year of the biennium for MCTS. Budget projections show that
state operating assistance will grow slightly to 41.2% of MCTS funding in 2008.

Farebox Revenue

Farebox revenue is the one revenue source that ostensibly is under the direct control of MCTS
and that should represent its best hope for growth to meet or exceed increases in operating
costs. If MCTS were able to operate under a typical business model, it would seek constantly to
invest in new marketing technigues and new services to yield additional riders and greater
return at the farebox, particularly at times when gasoline prices are skyrocketing and major
highway construction projects are producing significant congestion.

However, the reality is that MCTS does not run under a typical business model. Because its
budget is controlled by the county, it does not have control over investment decisions in new
routes or services. Furthermore, it often must raise fares to meet annual budget targets
despite the concern that fare increases can further depress ridership and decrease revenue in
the long run.

Despite those challenges, MCTS has seen farebox revenue grow from $35.2 million in 2000 to a
budgeted $43.5 million in 2008. This 24% increase has almost kept pace with the growth in

! Legislative Fiscal Bureau, Paper #771, “Mass Transit Operating Assistance”, May 31, 2007, pp. 2-3.
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operating costs of 28.5%. In addition, MCTS ranks high among comparable transit systems
across the country in the amount of farebox-generated revenue (32.2%). A later section of this
report has further analysis of MCTS’ farebox revenue performance compared to peer transit
systems.

Whether MCTS'’ farebox revenue growth can continue at 3% per year is questionable. In 2007,
farebox revenue increased 3.7% primarily because of an increase of $2 in the price of a weekly
pass. While this was a significant percentage increase compared to the eight-year average,
total fixed route revenue was $2.6 million below the anticipated amount, reflecting the sharp
decrease in ridership during the year (see additional details below). The 2008 budget shows
anticipated farebox revenue growth of only 2.3% above the actual 2007 figure, lagging the 4.2%
projected growth in operating expenditures.

County Property Tax Levy

As explained above, the county property tax allocation to MCTS is predicated on the gap that
exists between the system’s operating needs and its other sources of revenue. ldeally, annual
growth in operating expenditures would be offset by similar percentage growth in farebox
revenue and state and federal funding. That would leave the county with a similar requirement
to match the growth in costs with equal growth in county support or to identify mechanisms for
controlling the growth in operating costs to a level MCTS could better afford.

Unfortunately, there are significant flaws in this scenario. First, as described above, annual
increases in MCTS’ largest revenue source — state operating assistance — have failed to keep up
with growth in operating costs.

Second, the county has been either unable or unwilling to provide annual property tax levy
increases that are consistent with the growth in MCTS operating costs. The county’s actual tax
levy appropriation between 2000 and 2007 wavered between $9.6 million and $13.5 million.
The budgeted appropriation for 2008 is $13 million, which is an increase of 20% from the $10.8
million actually spent in 2000. Operating costs, as noted above, have grown 28.5%.

The MCTS levy appropriation is dictated each year by the county’s overall fiscal situation. A
budget target is established for each department, which takes into account anticipated
countywide increases in fixed costs (e.g. employee health care, pension fund contribution,
negotiated wage increases and debt service), anticipated revenue adjustments and policy
directives or priorities. Because of the county’s annual structural deficit and — during the past
six years — the county executive’s “no tax levy increase” policy, the transit system typically must
develop a budget that includes either no increase in the property tax levy, or a property tax levy
reduction.

In light of this challenging budget target, MCTS typically must recommend significant cuts in
service and/or increases in fares as part of its budget request. Its challenge not only emanates
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from the budget target, but also from significant fixed cost increases, most notably with regard
to fuel, health care and wages. Budgeted fuel costs, as noted earlier, have grown from $3.1
million in the 2003 budget to $9.2 million in 2008. While it is reasonable to expect a portion of
those cost increases to be passed along to users in fare increases, a balance must be struck
between that and the desire to maintain ridership levels. In addition, MCTS’ woes have been
compounded during the past two years by new governmental accounting rules that require it to
budget more than $8.5 million annually for retiree health care liabilities, and by soaring costs in
its paratransit services, both of which are described in further detail below.

The question of whether MCTS has done enough or could do more to control growth in
operating costs — or whether an alternative provider might have better success — will continue
to be raised as long as new funding sources are considered. Discussion of labor concessions
negotiated by transit officials in the most recent labor agreement is included later in this
section, while information regarding how MCTS compares to peer transit systems in cost and
efficiency is provided in a later section.

What is clear, however, is that the gap between operating expenditure growth and lagging
revenue has not been bridged by the county, but instead has been addressed primarily by
MCTS’ dual strategy of greater use of federal capitalized maintenance dollars and deferral of
bus purchases, as described above. MCTS also has reluctantly recommended significant cuts in
service and/or fare increases to meet its recent budget targets. While those recommendations
have been tempered somewhat by both the county executive and the county board during
their actions on the budget, the outcome — as described later in this report — still has been
significant cuts in service and increases in fares during the past eight years.

New Governmental Accounting Rules

As noted above, a critical development that significantly impacted MCTS’ budget beginning in
2007 was implementation of a new accounting rule developed by the Government Accounting
Standards Board (GASB). The rule requires governmental entities to report and potentially fund
on an annual basis the outstanding liability for post-employment benefits other than pensions
(commonly referred to as Other Post Employment Benefits, or OPEB). In more simple terms,
the new rule requires governments to acknowledge the liabilities they face for health care
benefits for present and future retirees and to either pre-fund those liabilities annually based
on an actuarially determined calculation, or risk negative fiscal consequences (such as lower
bond ratings) for failing to do so.

Implementation of this new rule began with the 2007 budget year. Milwaukee County elected

to annually fund the actuarially determined OPEB liability for its proprietary fund departments,
while only reporting the liability for general fund departments. A proprietary fund department
has been defined by the county as one that “typically is established by a governmental entity to
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report the financial results for specific components of the entity that operate similar to a
business.”?

Because MCTS is considered a proprietary fund, the 2007 Budget included funding not only to
cover the estimated actual cost of OPEB for that year, but also to fund a portion of its long-term
OPEB liability per an actuarially determined calculation. While this pre-funding of a long-term
liability constitutes sound fiscal policy, it created an immediate short-term problem for MCTS,
which had to provide an additional $8.5 million for retiree health care in its 2007 budget. This
challenge was partially mitigated by approximately $S1 million of reserves, but it still
represented a tremendous challenge in light of MCTS’ other fiscal challenges that year.

The 2007 budget contained a $2 increase in the MCTS weekly pass and similar increases in
other special passes to partially offset the added cost. According to both current and former
MCTS officials, the impact of the new GASB rule resulted in draining all remaining reserves and
eliminating virtually all non-critical expenditure items and positions in order to avoid drastic
cuts in service. For example, 11 non-operator positions were eliminated in 2007, including two
non-represented positions. Consequently, these transit officials contend there are no longer
significant options for cuts available to address future funding gaps other than cuts in service.

The OPEB challenge is expected to remain about the same or grow moderately into the future,
despite the negotiation of health care labor concessions described below. In the 2008 budget,
the OPEB cost grew by a little more than $1 million because of the previous utilization of a
reserve to reduce the 2007 appropriation and a slight increase in the actuarial calculation.

Recent Labor Agreement

A new labor agreement negotiated by MTS, Inc. with the bus drivers’ union resulted in
significant changes in health care coverage and co-pays that will have a positive impact on the
growth of employee benefit costs and, by extension, the growth of OPEB costs. The new
agreement included the following significant changes, which became effective April 1, 2007:

e Monthly employee contributions of $30 to $60 per month for individuals and $70 to $150
for families were instituted for the HMO plan. For the system’s preferred provider option, a
contribution of $517 for single persons and $725 for families was instituted. Previously, no
employee contributions toward monthly premiums were required for either plan.

e All retirees were required to make similar contributions to monthly premiums as active
employees, except for those who are Medicare-eligible, who pay a reduced rate. Beginning
in 2009, an additional premium contribution of up to 15% of the total premium will be
required for certain new retirees. Previously, retirees contributed nothing to the cost of
their health care premiums.

22007 Adopted Milwaukee County Budget, p. 6300-5.
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e Effective for employees hired after July 16, 2007, MCTS ended its practice of providing
retiree health care.

e A deductible of $300 per person ($900 per family) was added for certain participants in the
system’s HMO plan.

e A S$25 co-pay was added for specialty visits and co-pays were increased from $5 to $10 and
from $25 to $75 for primary physician and emergency room visits respectively.

MCTS estimates that the annual savings associated with these changes are in the range of
“several million dollars in reduced premium costs in 2008 and beyond.”3 It appears that actual
savings may exceed those projected in the 2008 budget, which could provide some cushion
against higher than expected increases in the cost of fuel, and which could limit the typical
annual growth in the employee health care budget in 2009. Transit officials also estimate that
the changes will produce more than $2 million in savings per year over the next 30 years in
OPEB contributions.

Paratransit Services

Paratransit services in Milwaukee County are available to citizens who meet eligibility
requirements determined by the Americans with Disabilities Act (ADA). These services largely
consist of special van operations provided to eligible citizens upon demand, as well as
specialized taxi services. The ADA requires such services to be made available to eligible
citizens living within three-fourths of a mile of a fixed transit route. Approximately 85% of
Milwaukee County residents meet that definition. The county, however, goes above and
beyond this requirement by offering the service to all eligible individuals within its boundaries.

The MCTS operator, MTS, administers the paratransit system (also known as Transit Plus) under
a contract with the county, but subcontracts its paratransit van operations to two outside
vendors and its taxi service to a third vendor. The fare for paratransit rides is $3.25 each way.
MTS has administered the paratransit system on behalf of the county since 2000; prior to that
date, the system was administered by the county’s Department of Public Works.

The annual county budget combines the fixed route and paratransit budgets into one unified
MCTS budget. However, in this report, we separate our discussion of the two budgets to give
readers a clearer picture of the funding needs facing the fixed route service, and to clarify for
readers that there may be different policy options to address the issues facing each service.

An examination of the funding history for paratransit services since 2000 reveals that this is
another contributing factor to the funding issues facing MCTS. As Chart 7 indicates, paratransit
operating expenditures during that period have grown from 15.5 million to $23 million in the
2008 budget — an increase of 47.7%, or nearly 6% per year.

® April 9, 2008 e-mail communication from Anita Gulotta-Connelly to the Public Policy Forum.
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Chart 7: Paratransit operating expenses, 2000-2008
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Like fixed route transit, paratransit receives a significant percentage of its funding from the
state — 36.6% in the 2008 budget. Passenger revenue is projected to account for only 15.2% of
paratransit operating costs in 2008, though other passenger-related revenue from Medicaid
and state long-term care programs bring the total passenger-related revenue percentage up to
28.8%. In 2007, the County increased the cost of each paratransit trip charged to the state for
participants in Family Care from $3.25 to $7.00 to better reflect the true cost of each trip, which
is close to $21.00. This strategy is extended to other state long-term care programs in 2008 and
is projected to produce $2 million in revenue. Without this new revenue mechanism, MCTS
likely would have been required to increase the passenger fare and/or reduce paratransit
service to minimum federal requirements.

Also, like fixed route transit, paratransit has grown increasingly reliant on federal dollars in its
operating budget. Chart 8 shows that the 2008 budget includes $1,750,000 from this funding
source, which is significantly higher than the 2000-2007 average of $906,787, and which has
added to the rate of depletion of the original reserve (MCTS actually used no federal capitalized
maintenance dollars for paratransit in 2005 and 2006).
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Chart 8: Federal funds used for Paratransit
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MCTS officials have voiced concern to policymakers since early 2007 regarding escalating
growth in paratransit usage and costs. Actual paratransit trips in 2007 grew 5.7%, from
1,032,970 to 1,091,823, a trend that is expected to continue. Transit officials speculate that
this is attributed to the increasing number of eligible riders who now live in de-institutionalized
settings in the community, as well as the impact of service reductions in fixed routes. In light of
the higher cost of paratransit trips and higher subsidy by MCTS, it stands to reason that a
continued shift of riders from fixed route to paratransit will have a negative fiscal impact on the
system.
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MILWAUKEE COUNTY TRANSIT SYSTEM
RIDERSHIP ANALYSIS, 2000-2008

MCTS buses carried 10.3 million fewer riders in 2007 than they carried just seven years earlier.
This reduction — from 52.9 million riders in 2000 to 42.5 million in 2007 — represents a 19.5%
decrease. Analysis of ridership data and surveys indicates that steady fare increases and service
cuts played a major role in this decline.

Chart 9 shows the steady drop in ridership and how it has largely tracked bus service reductions
since 2000. During this period, ridership declines of 19.5% corresponded with a 16.7%
reduction in bus-miles of service and a 16.6% reduction in bus-hours of service.

Chart 9: MCTS fixed route bus service reductions and ridership
declines (indexed), 2000-2007
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A closer examination of the relationship between service cuts and ridership decline reveals only
one instance in the last seven years when this downward trend was broken. In 2005, MCTS
buses carried 872,086 more riders than in 2004 — a 1.9% increase. Perhaps not coincidently,
this uptick in ridership corresponded with the only year-over-year increase in fixed-route bus
service in the past seven years. In other words, service declines since 2000 resulted in ridership
declines, while the one-year service increase resulted in a ridership increase.

Further reinforcing the link between service cuts and decline in ridership is data from an
October 2007 MCTS customer satisfaction survey. While generally happy with the way MCTS
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runs its buses, riders are not satisfied with the level of service they receive. MCTS rider survey
results indicate that out of the 34 quality measures tested, by far the worst category was “bus
service.” In fact, of the 34 quality measures surveyed, four of the bottom five lowest scoring
were service-related. These four service categories are listed in Table 3 along with the
percentage of riders who cited them as areas where their needs are not met.

Table 3: Lowest scoring service categories, 2007 MCTS rider survey results

Needs not met
The availability of night service 24.8%
The availability of weekend service 33.0%
The frequency of service or time between buses 34.0%
The location of bus shelters 34.3%

Source: Milwaukee County Transit System

While service cuts have been a major factor in reduced ridership, other variables also may have
contributed to this decline. For example, service reductions have been enacted in tandem with
fare increases over the last seven years. Between 2000 and 2007, the cost of a single bus fare
increased 30%, from $1.35 to $1.75. During the same period, adult weekly passes increased
52%, from $10.50 to $16.00.

Table 4 shows that, on average, fare increases have been linked to lower ridership. Conversely,
in the two instances over the past seven years when fares have not increased, ridership levels
have not decreased. This indicates that ridership could stabilize if MCTS was able to hold off
on fare increases for a sustained period of time.

Table 4: Relationship between ridership and fare increases, 2000-2007

Average annual change in ridership...

...in years without fare increases +184,546

...in years with fare increases -2,138,630
Source: Milwaukee County Transit System

One dramatic recent example of the interaction between fare increases and ridership decreases
occurred in 2007. In that year, Milwaukee County approved a 14% increase in adult weekly
passes from $14 to $16; ridership dropped 9% - the sharpest one-year decrease in the last
seven years. While a 3% reduction in bus service hours and a 2% reduction in bus miles in 2007
also contributed to the ridership drop, MCTS rider survey results indicate that the fare increase
played a more significant role.

Survey results displayed in Table 5 illustrate the degree to which the $2 increase in the adult
weekly pass altered rider behavior between 2006 and 2007. Riders citing “fare costs” as a
reason for decreasing their bus usage tripled from 3.6% in 2006 to 10.9% in 2007. Conversely,
those riders citing “service change” as the reason dropped from 14.5% in 2006 to 8.7% in 2007.
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The fare increase also resulted in increased use of cash by riders — up from 40.4% in 2006 to
47.3% in 2007. There was a corresponding drop in those normally using weekly passes,
indicating a preference for riding less and paying via single cash fares. Lastly, and perhaps most
telling, is that the percentage of frequent riders (those riding at least once a week) fell from
74% to 69%, an indication that the weekly pass increase discouraged bus usage by frequent
riders.

Table 5: Rider behavior changes, MCTS rider survey results, 2007 and 2006

Reasons bus usage decreased in last three months 2007 2006
Fare costs 10.9% 3.6%
Service change 8.7% 14.5%
Times ridden in last three months 2007 2006
Less than once a week 31.5% 26.5%
At least once a week 68.5% 73.5%
How fare is normally paid 2007 2006
Cash 47.3% 40.4%
Weekly pass 16.0% 20.5%

Source: Milwaukee County Transit System

Another factor in the 9% ridership decline in 2007 was the Milwaukee Public Schools (MPS)
decision to issue individual bus tickets to students rather than weekly bus passes. The move
came after two consecutive price increases in weekly student fares — from $11.50 in 2005 to
$13.75in 2006, and to $15 in 2007. The decision’s effect on MCTS ridership was that students
presumably rode less often without a weekly pass. Additionally, the phasing out of weekly
passes suppresses ridership figures because ridership calculations count weekly pass holders as
multiple rides but individual ticket users as just one ride. Regardless, even if MPS had chosen to
ignore recent price increases and maintained its previous policy of issuing weekly passes,
ridership levels in 2007 still would have been expected to decrease in excess of 3% based on
past years in which similar fare increases were coupled with service decreases.

While the data indicate that fare increases have had a negative impact on ridership, Chart 10
shows that fare increases were actually quite modest when compared to the increase in the
cost of gas over the same time period. Thus, bus fares have seemingly been competitive with
the cost of operating a private vehicle. However, any comparison between the two during the
time period under study must take into account the almost 17% reduction in bus service.
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Chart 10: Indexed growth in gas prices vs. MCTS fare increases, 2000-2008
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As can be seen in Table 6, a large percentage (75%) of MCTS bus riders are “captive riders” —
people who typically do not have transportation choices when faced with getting to and from
work, shopping, family, job interviews and medical appointments. In fact, a majority of MCTS
bus riders (52%) did not have a valid driver’s license in 2007, meaning that they likely had no
choice but to ride the bus.

Table 6: Rider profile, 2007

2007
Do not have a valid driver’s license 52%
Always have a choice to ride bus or use alternative 23%
Don't always have a choice to ride bus or use alternative 75%
Primary reason for bus usage
Work 43%
Social/recreational 20%
Medical reasons 14%
Shopping 13%
School 9%

Source: Milwaukee County Transit System
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To the degree that service reductions have negatively impacted the mobility of this core group
of “captive” riders, this is an economic concern for the Milwaukee community. If not served by
transit, these riders essentially become immobile human capital in an economy that relies on
the free, unfettered flow of goods, capital and labor.

As policymakers consider the future of transit in Milwaukee, they should take note of ridership
trends which indicate that “captive” riders may not be adequately served. In 2007, 43% of
MCTS riders used the bus system to get to and from work. With most system users “captive”
and nearly half citing “work” as their primary reason for bus usage, any additional reduction in
bus service may negatively impact Milwaukee’s economic competitiveness by impeding the
ability of potential workers to get to jobs throughout the region.

The experience of MCTS over the past seven years does indicate, however, that implementation
of dramatic service enhancements may not be necessary to increase ridership. Rather, recent
trends suggest that the key to halting and possibly reversing ridership decreases could be a
simple commitment to hold the line on additional service cuts and fare increases.
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MILWAUKEE COUNTY TRANSIT SYSTEM AND
NATIONAL PEER SYSTEM COMPARISON

In this section, we analyze MCTS by utilizing data that ranks it against 13 peer bus systems in
four key areas: revenue mix, employee costs, change in service level, and overall system
efficiency (cost per revenue hour, cost per passenger trip). Peer transit agencies included are
the same as those used by the State of Wisconsin Department of Transportation (WisDOT) in its
regular cost-efficiency analysis for Wisconsin’s public transit systems. According to WisDOT,
the peer bus systems were selected because of their similar size and operating characteristics
to MCTS. Only data from the “bus” component of peer transit systems were used in this
analysis. All data is from the Federal Transit Administration’s National Transit Database.

Table 7 details the dependence of MCTS on directly generated revenue (consisting mainly of
farebox revenue) and state government aid to meet its annual revenue needs. MCTS ranks 3"
and 5" respectively against its peers in these two revenue categories, while it receives
comparatively less revenue from federal and local sources compared to peer system averages.
Interestingly, Milwaukee’s local revenue source is much lower than national norms, and its
state revenue is much higher. While peer systems derive an average of 23% of their revenue
from state funds, MCTS receives 41% of its revenue from the state. MCTS receives 12% of its
revenue from its primary local funding source — the property tax — while peer systems derive
28% of their revenue from local sources.

Table 7: MCTS & peer revenue sources as a percent of total revenue, 2006

2006 Total Directly
Revenue | Generated Federal State Local
Transit System (millions) Funds Rank Funds Rank Funds | Rank | Funds Rank

RTD (Denver, CO)4 $350.0 88% 1 12% 9 0% 14 0% 11
COTA (Columbus, OH) $67.7 82% 2 16% 6 2% 10 0% 11
MCTS (Milwaukee, WI) $148.9 35% 3 12% 8 41% 5 12%
AC Transit (Oakland, CA) $272.6 34% 4 12% 10 6% 8 48% 5
SORTA (Cinncinati, OH) $81.4 34% 5 14% 7 3% 9 50%
Metro (Minneapolis, MN) $227.9 34% 6 7% 14 59% 2 0% 11
RIPTA (Providence, Rl) $85.1 27% 7 16% 5 45% 3 11%
METRO (St. Louis, MO) $177.9 25% 8 10% 13 1% 13 64%
IndyGo (Indianapolis, IN) $44.2 23% 9 23% 2 21% 7 33% 7
Port Authority (Pittsburgh, PA) $336.3 22% 10 28% 1 42% 4 8% 10
GCRTA (Cleveland, OH) $227.1 22% 11 11% 11 66% 1 0% 11
KCATA (Kansas City, MO) $68.5 18% 12 19% 4 1% 12 63% 3
TARC (Louisville, KY) $59.4 15% 13 21% 3 2% 11 63%
DDOT (Detroit, Ml) $184.1 14% 14 11% 12 29% 6 46% 6
Average $166.5 34% - 15% - 23% - 28% -

Source: National Transit Database

* Directly generated funds for both the RTD in Denver and COTA in Columbus include sales tax revenue generated
from a regional sales tax.
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Table 8 shows that salary growth at MCTS was flat from 2000 to 2006, lower than the average
6% salary growth among peer bus systems. Service reductions most likely contributed to MCTS’
ability to eliminate growth in salaries during this period.

Table 8: MCTS & peer system employee expense change, 2000-2006

Transit System 2000-2006 salary growth Rank 2000-2006 benefit growth Rank

RIPTA (Providence, RI) 34% 1 77% 2
AC Transit (Oakland, CA) 25% 2 61% 4
KCATA (Kansas City, MO) 20% 3 57% 5
IndyGo (Indianapolis, IN) 16% 4 67% 3
TARC (Louisville, KY) 13% 5 41% 9
Metro (Minneapolis, MN) 13% 6 43% 8
SORTA (Cinncinati, OH) 10% 7 46% 6
Port Authority (Pittsburgh, PA) 9% 8 78% 1
METRO (St. Louis, MO) 0% 9 9% 13
MCTS (Milwaukee, WI) 0% 10 45% 7
RTD (Denver, CO) -2% 11 2% 14
DDOT (Detroit, MI) -6% 12 41% 10
GCRTA (Cleveland, OH) -8% 13 24% 11
COTA (Columbus, OH) -13% 14 23% 12
Average 6% 43%

Source: National Transit Database

Despite zero salary growth, employee benefit costs grew 45% at MCTS, as compared to an
average of 43% for peer systems. MCTS ranks 7" in benefit growth. Although we cannot tell
conclusively from the data, growth in MCTS employee benefit costs undoubtedly was driven by
health insurance premiums. The Milwaukee region’s high health costs are well documented and
were highlighted in a 2004 study by the United States Governmental Accountability Office
(GAQ). The study found the Milwaukee region to have hospital inpatient prices 63% higher
than average, ranking Milwaukee as 5t priciest in this category out of 239 peer metro regions
in the U.S. In the same study, Milwaukee physician prices were found to be 33% higher than
the U.S. metro average, ranking it 16™ highest in the country. It should be noted that employee
benefit concessions made since 2007 are not included in this analysis.

Officials at MTS also contend that the number of salary/non-represented staff employed is low
compared to peers. A 2003 WisDOT performance audit of MCTS stated that MTS had the
second lowest percentage of general and administrative employees of any of the peer systems.
MTS reports that between 2004 and 2008, it reduced salary/non-represented staff by an
additional 12.4%.

Table 9, which ranks MCTS against peer bus systems in ridership and service level changes,
shows that no peer system lost more riders than MCTS from 2000 to 2006. MCTS’ last place
finish in ridership growth (Unlinked Passenger Trips) corresponded with a second-to-last place
finish in the growth in revenue miles traveled by MCTS buses, and a third-to-last place finish in
the growth in revenue hours. The table clearly displays the correlation between service level
and ridership declines among peer transit systems. The only transit system out of the 14 to cut
service levels and see an increase in ridership was the GCRTA in Cleveland, Ohio.
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Table 9: MCTS and peer system service change, 2000-2006

Unlinked Passenger Vehicle Revenue Vehicle Revenue

Transit System Trip Change Rank Mile Change Rank Hour Change Rank
RIPTA (Providence, Rl) 22% 1 13% 1 50% 1
GCRTA (Cleveland, OH) 12% 2 -13% 11 -12% 11
RTD (Denver, CO) 6% 3 13% 2 19% 2
AC Transit (Oakland, CA) -1% 4 -1% 4 0% 5
KCATA (Kansas City, MO) -3% 5 -1% 3 14% 3
SORTA (Cinncinati, OH) -4% 6 -6% 8 -5% 9
TARC (Louisville, KY) -6% 7 2% 5 2% 8
Port Authority (Pittsburgh, PA) -10% 8 -4% 7 -7% 10
Metro (Minneapolis, MN) -12% 9 -6% 9 7% 4
METRO (St. Louis, MO) -14% 10 -12% 10 0% 6
IndyGo (Indianapolis, IN) -15% 11 -3% 6 0% 7
DDOT (Detroit, Ml) -16% 12 -14% 12 -23% 14
COTA (Columbus, OH) -21% 13 -20% 14 -22% 13
MCTS (Milwaukee, WI) -32% 14 -15% 13 -14% 12
Average -7% -5% 0%

Source: National Transit Database

The most common method to measure transit system performance is to divide total operating
expenses (salaries, employee benefits, bus maintenance, fuel, etc.) into either the hours of bus
service (“service efficiency”) or the number of passenger trips (“cost effectiveness”). Both
performance measures are employed by the state in its efficiency audit of Wisconsin’s transit
systems, conducted once every five years. The following tables display the results of
benchmarking MCTS against its peers using these efficiency measures.

Table 10 indicates that the service efficiency of MCTS fixed route buses was better than
average. In 2006, its cost per hour of vehicle operation was $88.46, up from $69.41 in 2000.
The increase hurt MCTS’ ranking against its peers, moving it from 2" most efficient in 2000 to
6" in 2006. Health care costs and steady service cuts may have played a role in MCTS’
decreased service efficiency. Because certain costs are fixed, a reduction in service does not
necessarily directly respond to reductions in cost. Regardless, the service efficiency of MCTS
was still $8.53 per hour cheaper than the peer average.
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Table 10: Service efficiency, 2006 & 2000

Transit system 2006 Rank 2000 Rank

IndyGo (Indianapolis, IN) $72.57 1 $71.69 4
TARC (Louisville, KY) $77.56 2 $63.81 1
SORTA (Cincinnati, OH) $79.93 3 $71.42 3
METRO (St. Louis, MO) $83.84 4 $89.71 9
KCATA (Kansas City, MO) $85.45 5 $82.04 6
MCTS (Milwaukee, WI) $88.46 6 $69.41 2
GCRTA (Cleveland, OH) $90.33 7 $87.32 8
Metro (Minneapolis, MN) $97.53 8 $94.62 11
COTA (Columbus, OH) $98.62 9 $85.77 7
RIPTA (Providence, Rl) $104.91 10 $102.05 14
RTD (Denver, CO) $105.54 11 $94.31 10
Port Authority (Pittsburgh, PA) $106.98 12 $81.90 5
AC Transit (Oakland, CA) $128.30 13 $99.11 12
DDOT (Detroit, Ml) $137.84 14 $99.93 13
Average $96.99 $85.22

Source: National Transit Database

Table 11 indicates that the cost effectiveness of MCTS fixed route buses was best of all peer
systems. Although costs per passenger did increase rather robustly between 2000 and 2006 —
most likely due to rising fuel costs, heath benefit expenses and reductions in ridership — MCTS’
reign as the most cost effective system among its peers continued. MCTS historically has
measured well in cost effectiveness due to the relatively high population density of Milwaukee
compared to peer cities.

Table 11: Cost effectiveness, 2006 & 2000

Transit system 2006 Rank 2000 Rank

MCTS (Milwaukee, WI) $2.62 1 $1.53 1
GCRTA (Cleveland, OH) $2.84 2 $3.18 12
SORTA (Cinncinati, OH) $2.88 3 $2.36 3
Metro (Minneapolis, MN) $3.23 4 $2.30 2
TARC (Louisville, KY) $3.32 5 $2.48 4
RTD (Denver, CO) $3.46 6 $2.79 9
IndyGo (Indianapolis, IN) $3.47 7 $2.53 5
METRO (St. Louis, MO) $3.52 8 $2.93 10
RIPTA (Providence, RI) $3.65 9 $2.63 6
AC Transit (Oakland, CA) $3.78 10 $2.65 7
COTA (Columbus, OH) $4.15 11 $3.31 13
KCATA (Kansas City, MO) $4.19 12 $3.16 11
Port Authority (Pittsburgh, PA) | $4.30 13 $2.73 8
DDOT (Detroit, Ml) $4.71 14 $3.44 14
Average $3.58 $2.72

Source: National Transit Database

In summary, MCTS compares favorably against its peers in service efficiency and cost
effectiveness. That MCTS has been able to sustain efficient bus operations while posting the
largest ridership losses among its peers is no small accomplishment. While the pursuit of
efficiency improvements should continue at MCTS, cost savings may be limited because of the
system’s already better-than-average efficiency ratings.
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MILWAUKEE COUNTY TRANSIT SYSTEM FUNDING - THE FUTURE

To say that MCTS officials face an extremely difficult challenge as they look to prepare future
budgets is an understatement. Ridership declined in 2007 by 9%, an ominous sign for future
farebox revenue collections. While state operating assistance should increase 2.5% in 2009
based on the 2007-09 State Budget, it is highly questionable whether annual increases of that
magnitude will continue because of the state’s budget problems. Increases in the county’s
property tax levy commitment also are highly dubious because of its structural deficit, and the
potential need for the county to allocate additional resources to offset growing paratransit
costs. In the meantime, operating expenditure needs likely will continue to grow at least at the
recent historical rate of 3.6%, given projected health care and fuel increases and negotiated pay
increases for employees.

MCTS also must face its federal funding dilemma. While $4.3 million will remain at year end
from the $44 million originally banked in 2001, and an additional $18 million could roll in
annually from the Federal funding formula, MCTS officials know they cannot continue to defer
spending a significant percentage of those dollars on bus replacements and a new farebox
system. Consequently, unless Wisconsin’s congressional delegation is able to deliver a
significant increase in MCTS’ federal earmark — a feat that is questionable in light of movement
in Congress toward eliminating earmarks — future budgets seem unlikely to match the $18.7
million in capitalized maintenance funds utilized in 2008.

Fiscal Projections

Table 12 lays out MCTS’ fixed route operating budget for 2008, and then makes projections for
2009-2012. In making our projections, we first assumed that farebox system and bus purchases
will proceed per the schedule currently projected by MCTS. We then developed a series of
assumptions regarding funding streams. These projections are based on information provided
by MCTS and have been reviewed for reasonableness with both current and former MCTS
officials. The assumptions — which we would deem to be relatively optimistic — are as follows:

e Federal earmark for bus purchases doubles from $1.5 to $3 million per year.

e Farebox and other transit revenue each increase 3% per year.

e Operating expenditures increase 3.5% per year.

e State operating assistance increases 2.5% per year. Also, it is assumed that the special
annual appropriation of $3.2 million provided to MCTS in the 2007-2009 state budget
becomes part of MCTS’ base appropriation and continues from 2010 to 2012.

e Federal 5307 formula funds increase 1% per year.

e County property tax levy remains flat.

e The entire $4.3 million in banked federal capitalized maintenance reserves is utilized in
the operating budget in 2009.
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e MCTS utilizes $4 million in federal dollars to install a new farebox collection system in

2009, and then initiates a three-year schedule of bus purchases beginning in 2010, with

purchases of 55 buses each of the first two years, and 40 in the third year.

e MCTS continues to utilize similar amounts of federal 5307 funding for paratransit, non-

bus capital improvements and “other” categories as it did in 2008.

e There are no service cuts or enhancements during the four-year period.

e Fare increases would be required to the extent necessary to generate a 3% annual
increase in farebox revenue.

Table 12: MCTS funding projections, 2008-2012

2008 2009 2010 2011 2012
Budget Budget Budget Budget Budget
Revenue
Passenger Revenue $43,548,938 $44,855,406 $46,201,068 $47,587,100 $49,014,713
Other Transit Revenue $3,530,000 $3,635,900 $3,744,977 $3,857,326 $3,973,046
Total Operating Revenue $47,078,938 $48,491,306 $49,946,045 $51,444,427 $52,987,759

Expenses
Employee Expenses

$115,712,148

$119,762,073

$123,953,746

$128,292,127

$132,782,351

Bus Repair Parts $2,805,000 $2,903,175 $3,004,786 $3,109,954 $3,218,802
Fuel $9,150,605 $9,470,876 $9,802,357 $10,145,439 $10,500,530
Other Transit Expenses $6,742,719 $6,978,714 $7,222,969 $7,475,773 $7,737,425
Total Operating Expenses $134,410,472 | $139,114,839 | $143,983,858 | $149,023,293 | $154,239,108
Public Funding
Federal (Capitalized Maintenance) $18,700,000 $19,014,276 $4,292,154 $943,916 $5,778,845
State Operating Assistance $55,392,000 | $56,776,800 | $58,196,220 $59,651,126 $61,142,404
Local (Milwaukee County Tax Levy) $12,964,534 $12,964,534 $12,964,534 $12,964,534 $12,964,534
Other State and Federal $275,000 $275,000 $275,000 $275,000 $275,000
Total Public Funding $87,331,534 $89,030,610 $75,727,908 $73,834,576 $80,160,783
Surplus/Deficit $0 ($1,592,922) | ($18,309,905) | ($23,744,291) | ($21,090,566)

The picture painted by these projections clearly is ominous, with potential budget holes of $1.6
million in 2009°, $18.3 million in 2010, $23.7 million in 2011 and $21.1 million in 2012. These
projections are largely consistent with earlier warnings issued by the Southeastern Wisconsin
Regional Planning Commission (SEWRPC) and the Southeastern Wisconsin Regional Transit
Authority board. It must be emphasized, however, that these projections could be altered
significantly by the decisions made by transit administrators and Milwaukee County
policymakers regarding the timing of bus and farebox replacement and use of reserves. It
also must be emphasized that good fortune at the federal level could ameliorate the size of
impending deficits to some extent.

There is no debating that MCTS must, in the near future, purchase a new farebox system for all
of its buses, and begin replacing 150 buses that it ordinarily would have begun to replace this
year. Itis possib