


RESOLUTION

WHEREAS, the Board of Port Authority of Allegheny County (Authority) wishes to
adopt fiscally responsible operating and capital budgets covering the Authority for the
Fiscal Year July 1, 2006 through June 30, 2007; and

WHEREAS, consistent with good business practice, a proposed operating budget
has been prepared which contains estimates of anticipated revenues and expenses in
balance with one another, and a proposed capital budget has been prepared which also
balances capital program expenses with available capital grant funding amounts; and

WHEREAS, the operating budget assumes no fare increase and service
reductions, but is contingent upon the receipt of $31,500,000 in new funding from state
and local governments.

NOW, THEREFORE, BE IT RESOLVED, that the Board of Port Authority of
Aliegheny County hereby adopts a balanced operating budget for the fiscal year beginning
July 1, 2006 and ending June 30, 2007 which anticipates total operating revenues and
grants of $347,532,000 and total operating expenses of $347,532,000 and in order to
avoid significant changes in both fare and service levels, is contingent upon the receipt of
additional funding in the amount of $31,500,000 and a capital budget for the same period
providing for $210,296,000 of capital project expenditures funded by $210,296,000 of
capital grant revenues. (Exhibit A).

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 and capital expenditures to be incurred by Port Authority in
the coming fiscal year do not exceed the operating revenues and grants and capital
funding available for the period.

CERTIFICATION

I, 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 Authorj llegheny County held June 23, 2006

[

Assistant Secretary
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Port Authority of Allegheny County

FISCAL YEAR 2007 OPERATING PLAN
AND CAPITAL IMPROVEMENT BUDGETS

Executive Summary

Every budget in Port Authority history has been based on assumptions
about a number of factors, including ridership, fuel prices and fare and service
levels, among others. Developing a responsible spending plan requires the
assessment of all available information to make the best possible assumptions
about revenues, expenditures and market conditions expected over the coming
year.

We have routinely met this challenge despite the complex nature of our
operating and capital budgets. Both are funded from a variety of sources, some of
which operate according to fiscal years that do not coincide with ours, and both
include restrictions on how that funding may be allocated.

Port Authority’s $347.5 million Operating Budget and $210.3 miillion Capital
Budget for Fiscal Year 2007 have been developed over several months with the
usual methodology and attention to detail. But the operating budget detailed here
includes an assumption that is hardly standard: the provision of $31.5 million in
additional state and local funding to ensure a balanced budget by June 30, 2007.

This operating budget includes the final $32 million in “flexed” highway

funds promised several years ago by Governor Ed Rendell as a temporary solution



to projected budget deficits here, at the Southeastern Pennsylvania Transportation
Authority in Philadelphia and other transit agencies across Pennsylvania due to
ongoing state funding shortfalls. However, Port Authority’s operating budget will
still fall $31.5 million short without additional funding.

This budget thus underscores once again the critical need to establish
growing, predictable and dedicated sources of transit funding, an issue that
Governor Rendell’s Transportation Funding and Reform Commission will address in
a November report expected to suggest possible funding solutions. The creation of
the commission was a positive step, and we look forward to working with the
governor and state and local legislators to act upon the forthcoming
recommendations.

We are pleased this fiscal year to receive an increase of two percent in
state funding to our operating budget, but at the same time we realize that such
an increase fails even to match current inflation rates.

Contributing to Port Authority’s fiscal challenges are rising healthcare and
pension costs, general inflationary increases, contractual pay increases and the
continued escalation of diesel fuel prices. With the federally mandated use of
more expensive ultra-low sulfur diesel beginning in October, Port Authority
expects to spend about $23.5 million on diesel fuel in FY 2007 — more than triple
its FY 2003 expense of $7 million.

A balanced budget will enable Port Authority to maintain its current service

and fare levels. This is critical to increasing ridership and continuing our vital role



in the local economy by connecting our customers to their jobs, doctors, families,
friends, favorite retail locations and other destinations.

Recent independent audits by management and financial experts confirm
Port Authority has prudently managed its administrative expenses, implementing
numerous economies over the last nine years that have resulted in savings of
more than $200 million. These include the elimination of more than 200 positions,
including more than 20 percent of the Authority’s administrative workforce; hiring,
salary and wage freezes; health care cost containment; savings in claims and
workers compensation expenses; and a reduction in marketing and advertising
expenses.

Our capital budget includes expenditures for the North Shore Connector,
contingent upon entering into a Full Funding Grant Agreement with the Federal
Transit Administration; the continued rehabilitation of light rail vehicles; the
purchase of new buses; and miscellaneous infrastructure and facilities
improvements.

While local, state and federal funds provided for capital projects are
prohibited to be used to offset Port Authority’s operating expenses, these capital
expenditures will help Port Authority realize the growth and efficiencies necessary

to respond to the needs of our customers.

o

Stephen G. Bland
Chief Executive Officer
October 10, 2006







Operating Budget Summary

Port Authority of Allegheny County’s FY 2007 Operating Budget for the
period July 1, 2006 to June 30, 2007 projects revenues and expenses of $347.5
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 2007 budget as
presented balances revenues and expenses. The FY 2007 budget currently
contains no significant service reductions and no fare increase. However, the
fiscal year financial plan does include $32.0 million in Flex Funds from the
Commonwealth of Pennsylvania and of greater significance contains an
assumption that $31.5 million in new state and local funding will be approved
during the period.

Port Authority was able to complete Fiscal Year 2006 with a balanced
budget due, in part to two separate installments of stopgap funding from the
Commonwealth of Pennsylvania totaling $45.0 million. The Authority ended FY
2006 with a 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 financial performance was aided by a
number of factors including: effectively managing personnel levels resulting in

wage and benefit savings from vacant positions.



The FY 2007 Operating Budget process presented the Port Authority with a
unique set of challenges. As part of Governor Edward Rendell’s February 2006
announcement of funding for the Commonwealth’s Public Transportation
Agencies, the Authority is scheduled to receive $32.0 million in flexed funds
through its Metropolitan Planning Organization (MPO), the Southwestern
Pennsylvania Commission. In addition, the Governor's budget submission
proposed a 2% increase in State operating assistance. Unfortunately, this
increase in flex funds and operating assistance levels only partially offset projected
increases in healthcare and pension expenses.

In spite of the Port Authority success at obtaining stopgap funding for FY
2005, FY 2006 and half of FY 2007, Port Authority management and its Board of
Directors, in conjunction with efforts from the Allegheny County Transit Council,
continues to press for a reliable, dedicated source of State funding. The FY 2007
financial plan, as communicated to management, union officials and employees is
predicated on the following general goals:

e Balanced Operating Budget
e Maintain Fares & Service at Current Levels
e 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:

e State and local operating assistance at 2% above FY 2006 levels.



e Healthcare Costs: estimated 13% increase in benefit rates to begin
January 2007.

e Pension Costs: estimated double-digit percentage increase in company
contributions to the fund are required.

o Diesel Costs: higher diesel costs with the mandated use of Ultra Low
Sulfur Fuel.

For FY 2007, 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:

e A slight ridership increase of 483,000 or .70% which includes a 1,000
rider decrease in the ACCESS program.

e State Funding consistent with FY 2006 levels:
» Operating Assistance at 2% above FY 2006 levels
» Asset Maintenance at historical levels
» Continuation of Infrastructure Safety Renewal Program (ISRP)
» Continuation of Vehicle Overhaul activities

e Local Operating Assistance Sufficient to Match State Funding

e Use of Capital Funds to Offset Costs in the Operating Budget:
> Associated Capital Maintenance (ACM)

Cost of Contracting

Preventive Maintenance

Flex Funds for mini-bus operations

V V VYV V¥V

Additional Flex Fund payment of $32.0 million from the
Southwestern Pennsylvania Commission.

> FTA funds for the Access-to-Jobs Program
o Capital Funding of Priority & State of Good Repair Projects

Vi



The funds associated with these assumptions comprise the majority of
revenues and grants necessary to support the $347.5M of planned expenditures.
The Port Authority’s continued success is dependent upon both the dedication and
skills of its employees and access to stable revenue streams. Revenues from
operations cornbined with funds from other branches of government form the
basis of the Port Authority Operating Budget. Port Authority has been approved to
receive $32 million for the first six months of FY 2007 from the Commonwealth of
Pennsylvania. However, the Authority is still in need of $31.5 million in new state
and local funding for FY 2007 to end the year with a balanced budget.

In total, $347.5 million in revenues are budgeted for FY 2007 of which
$91.2 million are operating revenues, $100.1 mfllion in operating grants and

$124.7 million in amounts capitalized.

OPERATING REVENUES

The Port Authority continues to offer service that is both affordable and
convenient. Port Authority’s ridership levels increased in FY 2006 by
approximately 1.3 million riders for the second straight year of increases. This
increase is partially due to rising gas prices and the increased costs on automobile
travel. The FY 2007 Budget conservatively forecasts a .3% increase in overall
Operating Revenue from FY 2006 actuals of which Passenger Revenue is a subset.
Operating Revenue is forecasted to increase due to an increase in Bus, Light Rail
and Incline revenues, ACCESS, Senior Citizen program revenues and contract

service revenue. The organization remains hopeful actual ridership will surpass

vii



projected FY 2007 ridership estimates given the continued volatility in the energy
sector and its effects on the cost of automobile travel. Additionally, Port Authority
has made recent capital investments such as the Mid Life Overhaul of Light Rail
Vehicles and new Bus Procurement 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 above FY 2006
levels by 0.3%. Senior Citizen reimbursements will remain relatively stable with
reimbursements projected to increase by $245,000 or 2.3%. ACCESS revenues
are projected to increase by $92,000 or .7% in comparison with FY 2006 actual
results. Contract Service revenues, which include contractual arrangements with
both the University of Pittsburgh and Carnegie Mellon, are expected to increase by
5.0% over the FY 2006 forecast, yet remain at competitive and affordable levels

for those institutions.

OPERATING GRANTS

Total operating grants for FY 2007 are expected to increase by 2.0% from
$98.1 million to $100.1 million. The operating budget projects $75.0 million and
$25.0 million from the Commonwealth of Pennsylvania and Allegheny County
respectively. Operating assistance from Allegheny County is projected to increase
by 2% from FY 2006 levels, and remain sufficient to meet local match
requirements. State operating assistance distributed by the Commonwealth of
Pennsylvania, according to a state-wide formula, is expected to increase by 2%

over the FY 2006 level of $73.6 million. Of concern, is that this major source of
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