Long Range Fiscal
Sustainability Task Force

Report to the RTD Board

June 28,201 |



Task Force Goal*

The purpose of the Task Force is to develop a formal
written report, to be submitted to the RTD Board in
June 201 I, detailing opportunities for operating
efficiencies and revenue enhancements to ensure RTD
fiscal sustainability in the long term.

*From August 6, 2010 memo authorizing the creation of the Task Force.
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Approach
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The Task Force included a range of financial, transit,
planning, and legal experience

It met on | | occasions over eight months

Everyone was provided with background information
about transit financial challenges nationally as well as
RTD’s specifically

At a retreat, revenue enhancement and expense
reduction strategies were brainstormed

The top-rated candidates were subsequently
evaluated in greater depth

The Task Force then determined which were most
appropriate to recommend to the Board



Key Findings
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Having an effective and efficient transit system is a
lynchpin in ensuring the region’s economic,
environmental health and quality of life

RTD is efficiently operated and benefits from a
culture of continuous improvement, as demonstrated
by the establishment of this Task Force

There is no single “silver bullet,” but that a
combination of policies and strategies must be
implemented to achieve fiscal sustainability

In general, the Task Force recommendations build on
RTD’s tradition of fiscal prudence



The Problem



The Challenge:

The National Context
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The funding model for transit agencies nationally
illustrates the “transit paradox”

The industry is sensitive to economic conditions,
capital intensive and subsidized

The recession exacerbated the challenge for all U.S.
transit agencies

90 percent of the agencies report flat or declining
funding

Over half the agencies have done one or more of the
following to address the fiscal shortfall:
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increased fares and/or cut service

used reserves

transferred capital funds to operations and deferred capital projects
eliminated positions



roblem Statement:
RTD Fiscal Sustainability Challenge

For RTD to operate sustainably, it must match the costs of its
services to its available resources. RTD revenue for its base
system is largely a function of the 0.6 percent sales tax collected
in the metropolitan area, which, in turn, is related to economic
activity in the Denver area. Over half of RTD’s revenue comes
from sales and use tax. Passenger fares - roughly $100 million
— contribute roughly 20 percent of RTD’s revenue. Presently
RTD costs exceed available revenue and the shortfall is being
covered using previously set aside reserves. This strategy is not
sustainable. When the Task Force started its work, there was a
projected shortfall in 2012 of about $35 million that will need
to be covered by either revenue increases or expenditure
reductions.
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Volatile Revenue

4
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The major component of RTD’s revenue is sales and
use tax

Sales and use tax collections are typically between
$210 million and $250 million annually

Over the past 10 years, through two recessions, sales
and use tax collections have averaged an annual
growth rate of |.7 percent

Sales tax collections are highly variable -- in 2009
sales tax collections dropped 10.0 percent followed
by a 7.0 percent rise in 2010

This variable revenue stream makes budgeting a
challenge, potentially leading to large swings in
revenue and transit service



1D Budget Factors

» Has a large service area (geographically)
» Has a sizable population base, but its population per

square mile is low

» Has low operating expenses per revenue hour
» Has high service costs due to the large geographic

area the agency serves

Demand for transit continues to grow despite
revenue shortfalls

» Passenger fares constitute 20 percent of revenues
» Fuel accounts for about eight percent of RTD

Monday, June 13, 2011

operating expenses and its price is highly volatile



Limited Revenue
Options

Funding sources for RTD include:

» Sales and use taxes
» Passenger fares

» Advertising

» Leases

» Parking fees

» Property tax

» Congestion pricing
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» Concessions
» Right of way leasing
» Value capture

» Transit oriented
development/joint
development

» Donations



Long-Term
Sustainability

» As the Task Force convened, the financial shortfall for
RTD in 2012 was projected to be about $35 million.
As RTD staff worked through the 201 | amended
budget and 2012 forecast, the figure is now projected
to be about $30 million in 2012 and continuing
through 2025.

» Regardless, the Task Force was focused not only on a
near-term challenge, but on the longer-term issue of
fiscal sustainability for RTD.
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Task Force
Recommendations



*  Recommendations

Revenue Expense
Enhancement‘ Reduction

Fiscal Policy



A. Fiscal Policies



und Balance Policy

The Task Force recommends that RTD adopt a formal
fund balance policy that defines the purpose and
appropriate level for the fund. For example, one
portion of the fund balance may be for a capital
replacement fund, one for working capital, and one
for the Board to use to respond to extreme events.
RTD should also provide broad guidance in their
financial policies for how resources will be directed
to replenish the fund.
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oy . Capital Replacement
| Funding

The Task Force believes it is prudent to set aside
resources to acquire capital assets, particularly
rolling stock, over time. It recommends that the
RTD Board appropriate $6.0 million annually to
fund asset replacement. This fund will be used for
required replacement of rolling stock that is
currently budgeted to be a financed purchase. The
use of this capital replacement fund will reduce
debt service costs resulting in lower interest
expense and improved ratings over time.
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"Sales Tax Projections

The Task Force recommends the Board adopt a strategy to
build a sustainable fund balance by conservatively
forecasting sales and use tax. RTD should project its tax
collections in a way that recognizes the inherent volatility
of tax receipts. Specifically, RTD should complete its
forecast based on traditional methodologies and then
reduce that amount by one half of a standard deviation
from the average receipts over the past ten years. This
amount will vary over time, but currently is approximately
$6 million. This reduced revenue projection will be used
for budgetary purposes to help restrict or control
expenses when balancing the budget and building fund
balances.
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B. Revenue
Enhancement



ales Tax Exemptions

» Pursue legislative action to make RTD’s sales tax
base consistent with the state

» Current exemptions include direct mail,
industrial energy, cigarettes and tobacco, candy
and soda, and food containers

» Had RTD been include in the State’s 2010
legislation, sales tax revenue would have
increased approximately $12 million per year

Impact: $2 million + Time frame: 2-5 years
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Lanes

» RTD should continue to collaborate actively as
tolling and managed lanes issues are discussed
and decided upon in the metro area

» Funds generated by tolling could be used for
transit operations and highway maintenance

» Hard to implement without building new
capacity

» No new statutory authority required

Impact: Over $2 million Time frame: over 5 years
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