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RESOLUTION

WHEREAS, Port Authority of Allegheny County {Authority) wishes to adopt a fiscally
responsible operating budget for the Fiscal Year July 1, 2007 through June 30, 2008; and

WHEREAS, the Authority, at the June 22, 2007 Board meeting, adopted a balanced Fiscal
Year 2008 operating budget with expenditures in the amount of $325,120,000 that was
contingent upon the utilization of $44,560,000 in Base Supplemental Grant funds that were
slated for use in future capital budgets, service reductions anticipated for September 2007 and a
January 2008 fare increase; and

WHEREAS, it was further resolved that should any new funding legislation be adopted, the

Authority would revise its operating budget and present an amended budget to the Board for its
review and consideration; and

WHEREAS, on July 18, 2007, Governor Rendell signed into law a new transportation bill
that makes funding available for transportation improvements around the state and additional
dedicated operating funding available to the Authority beginning in Fiscal Year 2008; and

WHEREAS, consistent with good business practice, an amended operating budget has been
prepared which contains estimates of anticipated revenues and expenses that are in balance with
one another; and

WHEREAS, the amended operating budget does not include contingencies for a September
2007 service reduction, but contains a planned fare increase in January 2008.

NOW, THEREFORE, BE IT RESOLVED, that Port Authority of Allegheny County hereby
adopts an amended operating budget for the Fiscal Year beginning July 1, 2007 and ending June
30, 2008 which anticipates total operating revenues and grants of $336,000,000 and total
operating expenses of $336,000,000 and is contingent upon the receipt and utilization of the
new transportation funding enacted into faw on July 17, 2007. (Exhibit A).

BE IT FURTHER RESOLVED, that the chief executive officer be, and hereby is, directed to
take such actions and/or make such recommendations as are necessary and proper to assure that
the total operating expenditures to be incurred by Authority in the coming fiscal year do not exceed
the operating revenues available for the period.

CERTIFICATION

|, the undersigned duly qualified Assistant Secretary of
Port Authority of Allegheny County, certify that the
attached is a true and correct copy of a Resolution
adopted at a legally convened meeting of the Board of
Port Authority of Allegheny County held July 27, 2007

Assistant Secretary










Port Authority of Allegheny County

FISCAL YEAR 2008 OPERATING PLAN
AND CAPITAL IMPROVEMENT BUDGETS

Executive Summary
More than any other single document produced by Port Authority, the Operating

Budget through the years has told the story of public transportation’s ongoing financial
challenges — not only here in Allegheny County but throughout Pennsylvania as well.
Those budgets routinely demonstrated funding levels that were stagnant at best, failing
even to keep pace with inflation, and were sometimes even predicated on assumptions
about funding that hadn't yet been authorized.

In that environment, financial planning was an uncertain science at best, more
than once delaying adoption of a spending plan until well after the start of our Fiscal
Yéar. Our customers and employees faced almost constant uncertainty about service
levels, fares and job stability.

This Fiscal Year 2008 Operating Budget, however, reflects a new era for transit
in Pennsylvania.

Thanks to the passage of Act 44 by the state Legislature in July, public
transportation has a dedicated, predictable and growing source of funding. This will
provide an additional $300 million statewide for transit in Fiscal Year 2008, including
$55 million for Port Authority, while providing $350 million statewide in FY 2009, $400

million in FY 2010 and 2.5 percent more every year thereafter.






As a result, our $336 million FY 2008 Operating Budget maintains current service
and employment levels and ensures that Port Authority will continue to play a vital role
in the local economy by connecting people to jobs, goods and services — providing
critical mobility that enables the people of our region to live productive lives.

And it means we can now focus on realizing service efficiencies through Connect
‘09, an ambitious 18-month initiative to connect neighborhoods through new service
models and connect the region by enhancing coordination of transit services and
adopting a regional fare collection system.based on smart card technology.

But it does not mean our financial challenges and our diligence in ensuring sound
spending practices have ended.

Healthcare costs in FY 2008 are expected to be $64 million, almost double 2003
levels, and pension costs are expected to be $20 million, almost seven times higher
than our 2005 expenditures. Those costs, as well as general inflationary increases,
contractual pay increases and elevated diesel fuel prices, among others, will demand
continued attention to managing expenses.

In March 2007, Port Authority began a broad series of cost-savings initiatives to
address the Pennsylvania Transportation Funding and Reform Commission’s call for
business reforms at the state’s transit agencies. Some of these affected only non-
represented employees and included accelerating the departure of employees in a
Deferred Retirement Option Program; eliminating “lifetime healthcare” for those retiring
after June 30; 2007; restricting the “buy-back” of previous employment time only to

military years of service, reinstituting a 10-year vesting period; eliminating a $500
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monthly pension supplement; increasing employees’ healthcare contributions to 2
percent of annual salary in Fiscal Year 2008 and 3 percent in FY 2009; freezing Fiscal
Year 2008 salaries; freezing the CEQ'’s salary through June 2009 (amounting to a three-
year freeze) and removing his deferred compensation contribution by the Authority;
freezing all senior management position salaries (amounting to a two-year freeze);
eliminating unlimited accrual of sick leave; and reducing the number of assistant
general managers from eight to five.

We also ended Fiscal Year 2007 by eliminating 370 budgeted positions and
instituting 203 layoffs while reducing our service by 15 percent, a painful but necessary
step to follow the recommendations of the Funding and Reform Commission and help
build support for the legislative efforts that eventually produced Act 44.

Our $150.2 million Fiscal Year 2008 Capital Budget includes expenditures for the
North Shore Connector, our South Busway and South Hills Junction rehabilitation
project, bus procurement and the long overdue purchase of a new fare collection
system. These initiatives will make transit more reliable and convenient and help us

attract more customers.

StepHen G. Bland
Chief Executive Officer
October 24, 2007
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Operating Budget Summary

Port Authority of Allegheny County’'s FY 2008 Operating Budget for the period
July 1, 2007 to June 30, 2008 projects revenues and expenses of $336.0 million. This
budget meets the requirements as set forth by Port Authority’s Board of Directors and
mandated by the Commonwealth’s Act 76 of 1986 which requires Port Authority to
operate within a balanced budget. The FY 2008 budget as presented balances
revenues and expenses.

Port Authority began the budget process with a projected deficit of $82 million.
The FY 2008 budget process was unique from past years in a number of ways. One
unique aspect was the Authority having the benefit of recommendations from the
Transportation Funding and Reform Commission (TFRC) to guide some of its budget
policy decisions. The TFRC conducted a complete review of Authority operations and
offered insight on changes to the business model that needed to be addressed. This
report served as a blue print for the organization’s FY 2008 budget and will assist in
developing future strategy. Secondly, the budget process was directly impacted by
public input regarding service reductions and fare increases. The Authority held six (6)
public workshops to gain input on its “scorecard” used to rate various service reductions
scenarios. An additional nine (9) public hearings were held to review the specific routes
selected for elimination. The process was also unique in that an initial budget was
adopted June 2007 which was predicated on no additional funding from the
Commonwealth of Pennsylvania, service cuts in both June and September 2007, a

January 2008 fare increase, closure of one maintenance garage and a one-time use of



$44.6 million of Base Supplemental Grant funds which had been designated for bus
replacement. In July 2007, the Commonwealth of Pennsylvania passed Act 44 that
provided Port Authority an additional $55 million in funding. This additional funding
permitted Port Authority to rescind its planned September 2007 service cuts.
Consequently, the FY2008 budget process culminated in July 2007 when the Port
Authority’s Board of Directors passed the current $336 million budget.

The FY 2008 budget contains a $11.5 million reduction in gross expenses from
the FY 2007 Budget of $347.5 to $336.0 million. This reduction was accomplished
through a 15% service reduction from FY2007 service levels. This service reduction
equated to the elimination of 30 weekday, 7 Saturday and 6 Sunday routes. The FY
2008 Budget eliminated 370 budgeted positions and resulted in 203 layoffs. The
budget also included a wage freeze for non-union employees in addition to an increase
in the non-union employee healthcare contribution from 1% of annual salary to 2%.

Port Authority is projected to complete Fiscal Year 2007 with a balanced budget
before various accounting adjustments to recognize prior year revenues, entries to
comply with GASB #45 regarding post employment benefits and the treatment of
Swaption funding as local match funding. Port Authority ended FY 2007 with a
projected balanced budget despite the continued trends of increased wage levels,
health benefits and pension costs along with nominal growth in revenue levels.
Sluggish passenger revenue growth is directly related to the ridership trends Port
Authority has recently experienced as a result of a stagnant local economy especially in

the central business district, population decreases and an aging populace. However,



Port Authority’s FY 2007 financial performance was aided by a number of factors
including: effectively managing personnel levels resulting in wage and benefit savings
from vacant positions, entering into agreements for both diesel fuel and healthcare at
rates below those anticipated in the FY2007 budget.

In spite of the FY 2007 results and favorable news from the Commonwealth of
Pennsylvania much work remains to be done to secure Port Authority’s financial future.
Under Act 44, local government is mandated to match 15% of the Commonwealth’s
Operating Assistance funding. Allegheny County was given legislative authority to enact
a county specific alcoholic drink tax and rental car tax in lieu of using property tax
proceeds towards public transportation.

Allegheny County operates on a calendar year basis. As a result, the issue of
local match will not be resolved until Allegheny County Council passes the Allegheny
County Budget for calendar year 2008. In turn, the local match issue could have a
direct impact on the availability of the additional funds already approved by the
Commonwealth.

In spite of the Port Authority success at obtaining additional Commonwealth
funding for FY 2008 and beyond, Port Authority management and its Board of Directors,
continues to work with County officials to assure local match levels are available in
accordance with Act 44.

The FY 2008 financial plan, as communicated to management, union officials and
employees is predicated on the following general goals:

« Balanced Operating Budget

vi



Improve System Effectiveness and Achieve Cost Reductions as Recommended
by the Transit Funding and Reform Commission
Improve the Coordination of LRV, Busway and Bus Service

Maintenance of Capital Assets/State of Good Repair

In addition to the above stated goals, the following assumptions, or budget

building blocks were identified and used as a basis for allocating available resources:

State operating assistance of $183,020,400 and a 15% local match of
$27,453,060 as mandated under Act 44.

January 2008 base fare increase.

Healthcare premium increase of 10% beginning January 2008. The FY 2008
Healthcare Budget assumes full employment levels throughout the year.
Pension Costs are estimated to experience a double-digit percentage increase
in company contributions.

Diesel Costs were budgeted at $2.50 per gallon due to continued volatility in
the energy market.

For FY 2008, additional assumptions were made in preparing the budgets which

will support and direct our resources toward fulfiling the budget goals. These

assumptions are as follows:

A total ridership decrease of 2,225,997 or 3.19% from FY 2007 actual levels
which includes a 59,350 rider decrease in the ACCESS program.

> Service reductions and increased fares are the major contributing factors
to this ridership decrease.

State program funding consistent with FY 2007 levels:

> Continuation of Infrastructure Safety Renewal Program (ISRP)

» Continuation of Vehicle Overhaul activities

Use of Capital Funds to Offset Costs in the Operating Budget:

Vil



» Associated Capital Maintenance (ACM)
Cost of Contracting

» Preventive Maintenance

> Flex Funds for mini-bus operations

> FTA funds for the Access-to-Jobs Program

e (Capital Funding of Priority & State of Good Repair Projects

The funds associated with these assumptions comprise the majority of revenues
and grants necessary to support the $336M of planned expenditures.

The Port Authority’s continued success is dependent upon local government
support, the dedication, skills and ingenuity of its employees and loyalty of its customer
base. Revenues from operations combined with funds from other branches of
government form the basis of the Port Authority Operating Budget. Port Authority has
been approved to receive $183 million for FY 2008 from the Commonwealth of
Pennsylvania. However, the Authority is still dependent on local funding for both
operating and capital purposes. In addition, the short and long-term financial health of
the Authority will require employees to continue providing efficient and economical
service. Employees will continue to be called upon to assure the company’s service
remains cost competitive with other forms of transportation and similar sized systems
nationwide. Finally, Port Authority must continue to address the needs of its customers
as it re-works its service model and keep stakeholders satisfaction high.

In total, $336 million in revenues are budgeted for FY 2008 of which $81.4
million are operating revenues, $210.5 million in operating grants and $44.2 million in

amounts capitalized.
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OPERATING REVENUES

Despite recent service reductions, Port Authority continues to offer service that is
both affordable and convenient. In FY 2007, Port Authority’s total ridership levels
decreased by approximately 23,000 riders from FY 2006 while ACCESS ridership
decreased by approximately 52,000. This decreased ridership is partially due to fewer
rail passengers and a decline in senior citizen ridership levels. The FY 2008 Budget
forecasts a 12.6% decrease in overall Operating Revenue from FY 2007 actuals.
Passenger Revenue is the primary driver of this decrease. This decrease is attributable
to a reclassification of Senior Citizen revenues from Operating Revenue to Operating
Assistance in FY 2008. The Senior Citizen’s program and funding was incorporated into
the funding for Act 44. The organization remains hopeful actual ridership will surpass
projected FY 2008 ridership estimates given the increased cost of automobile ownership
due to continued volatility in the energy sector and the increased cost of parking in the
central business district. Port Authority has made recent capital investments such as
the Mid Life Overhaul of Light Rail Vehicles and new Bus Procurements that are
intended to fortify ridership levels on current service. As a result, passenger revenues
associated with directly operated Bus, Light Rail and Incline operations are expected to
increase slightly above FY 2007 levels by $600,000 if the change due to Senior Citizen
reimbursement is excluded. ACCESS revenues are projected to increase by $900,000 or
7.2% in comparison with FY 2007 actual results because of a fare increase that took

effect in July 2007. Contract Service revenues, which include contractual arrangements
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with both the University of Pittsburgh and Carnegie Mellon, are expected to increase by
14.4% over the FY 2007 forecast. Port Authority recently renegotiated agreements
with both institutions for a five year period. These new agreements will increase the
fares for students of these universities and put them closer to those of the general

public.

OPERATING GRANTS

Total operating grants for FY 2008 are expected to increase by 109.1% from
$100.7 million to $210.5 million. The operating budget projects $183.0 million and
$27.5 million from the Commonwealth of Pennsylvania and Allegheny County,
respectively.  Operating assistance from the Commonwealth of Pennsylvania is
projected to increase by $107.7 or 143% from FY 2007 levels. Approximately $55.0
million of this change is due to an increase in funding from Act 44. The remaining
change is due to a consolidation of revenues from past Commonwealth programs into
the classification of Operating Assistance. The program revenues formally assigned to
Asset Maintenance, Base Supplemental Grant (BSG) and Senior Citizen Reimbursements
are now consolidated under the Operating Assistance category. Statewide revenues
generated through Act 44, which fund Port Authority’s Operating Assistance, will
increase by $50 million in FY 2009 and again in FY 2010. This funding is scheduled to
increase by 2.5% after FY 2010. Port Authority plans to aggressively pursue a portion

of this additional funding to offset increasing costs.



All contributions from the Commonwealth have a mandatory local match. It is
assumed Allegheny County will continue to provide matching funds to fully leverage all
available State resources. Given that the local match requirement would be an increase
from past years, the Authority must work with Allegheny County officials to insure that
local operating assistance will be sufficient to match State funding for FY 2008.

In FY 2008, $44.2 million is budgeted as capitalizations, which assist in reducing
operating expenses. This is a $85.9 million or 66.0% decrease over FY 2007 actual
capitalizations. This decrease is due to thé elimination of $32.0 million of supplemental
flex funding within the category of capitalizations, decrease Base Supplemental Grant
(BSG) usage and the re-categorization of Asset Maintenance into the Commonwealth’s
Operating Assistance. Other Grant funds which will continue to be used for existing
programs include: Cost of Contracting, Infrastructure Safety Renewal Program (ISRP)
and Vehicle Overhaul (VOH).

Given Port Authority’s total amount of projected revenues, an annual expense
level was established to meet the requirements of a balanced budget and to support
the organizational goals, objectives and assumptions.

As depicted in Exhibit A, the operating budget projects total revenues and total
expenditures in the balanced amount of $336 million. This is an overall increase of

$12.3 million or 3.8% when compared to the FY 2007 actual spending levels.
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