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SANTA CRUZ METROPOLITAN TRANSIT DISTRICT (METRO)
FINANCE, BUDGET AND AUDIT STANDING COMMITTEE AGENDA
REGULAR MEETING
MARCH 12, 2018 — 2:00 PM
METRO ADMIN OFFICES
110 VERNON STREET
SANTA CRUZ, CA 95060

The Finance, Budget and Audit Standing Committee Meeting Agenda Packet can be found
online at www.SCMTD.com and is available for inspection at Santa Cruz METRO's
Administrative offices at 110 Vernon Street, Santa Cruz, California.

This document has been created with accessibility in mind. With the exception of certain 3rd
party and other attachments, it passes the Adobe Acrobat Xl Accessibility Full Check. If you
have any questions about the accessibility of this document, please email your inquiry to
accessibility@scmtd.com

COMMITTEE ROSTER

Director John Leopold County of Santa Cruz

Director Donna Lind City of Scotts Valley

Director Cynthia Mathews City of Santa Cruz

Alex Clifford METRO CEO/General Manager
Julie Sherman METRO District Counsel

AMERICANS WITH DISABILITIES ACT

METRO does not discriminate on the basis of disability. Any person who requires an
accommodation or an auxiliary aid or service to participate in the meeting, or to access the
agenda and the agenda packet, should contact the Executive Assistant, at 831-426-6080 as
soon as possible in advance of the Committee meeting. Hearing impaired individuals should
call 711 for assistance in contacting Santa Cruz METRO regarding special requirements to
participate in the Committee meeting. For information regarding this agenda or interpretation
services, please call Santa Cruz METRO at 831-426-6080.

MEETING TIME: 2:00PM
NOTE: THE COMMITTEE CHAIR MAY TAKE ITEMS OUT OF ORDER

1 CALL TO ORDER
2 ROLL CALL
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COMMUNICATIONS TO THE FINANCE, BUDGET & AUDIT STANDING
COMMITTEE

This time is set aside for Directors and members of the general public to address any
item not on the Agenda, but which is within the matter jurisdiction of the Committee.
Each member of the public appearing at a Committee meeting shall be limited to three
minutes in his or her presentation, unless the Chair, at his or her discretion, permits
further remarks to be made. Any person addressing the Committee may submit written
statements, petitions or other documents to complement his or her presentation. When
addressing the Committee, the individual may, but is not required to, provide his/her
name and address in an audible tone for the record.

ADDITIONS OR DELETIONS FROM AGENDA/ADDITIONAL DOCUMENTA-
TION TO SUPPORT EXISTING AGENDA ITEMS

REVIEW AND RECOMMEND APPROVAL OF FY19 AND FY20 PRELIMINARY

OPERATING _BUDGETS AND _FY19 CAPITAL BUDGET FOR REVIEW AN

DA/STA CLAIMS PURPOSE
Angela Aitken, Finance Manager

RAL UPDATE ON THE STATUS OF THE FY17 FINANCIAL AUDIT-I
MANAGEMENT LETTER NDITION

Angela Aitken, Finance Manager

RECOMMEND THE BOARD OF DIRECTORS TO HOLD IN ABEYANC

Barrow Emerson, Planning and Development Manager

ADJOURNMENT

Pursuant to Section 54954.2(a)(1) of the Government Code of the State of California, this agenda was posted at
least 72 hours in advance of the scheduled meeting at a public place freely accessible to the public 24 hours a day.
The agenda packet and materials related to an item on this Agenda submitted after distribution of the agenda packet
are available for public inspection in the Santa Cruz METRO Administrative Office (110 Vernon Street, Santa Cruz)
during normal business hours. Such documents are also available on the Santa Cruz METRO website at
www.scmtd.com subject to staff's ability to post the document before the meeting.


http://www.scmtd.com/

Santa Cruz Metropolitan
Transit District

DATE MarCh 12, 2018 \:.. ismmmuz METRO

TO: Finance, Budget and Audit Standing Committee
FROM: Angela Aitken, Finance Manager

SUBJECT: REVIEW AND RECOMMEND APPROVAL OF FY19 AND FY20
PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
FOR REVIEW AND TDA/STA CLAIMS PURPOSES

RECOMMENDED ACTION

That the Finance, Budget and Audit Standing Committee review and
recommend to the full Board and adoption of the attached FY19 and FY20

preliminary line item Operating Budgets and FY19 Capital Budget, for
review and TDA/STA claims purposes.

. SUMMARY

e The Board of Directors must adopt a preliminary line item budget in order to
allow submittal of Santa Cruz METROQO's Transportation Development Act
(TDA) and State Transit Assistance (STA) claims to the Santa Cruz County
Regional Transportation Commission (SCCRTC) by the April 1% deadline.

e The proposed two-year FY19 and FY20 preliminary line item Operating
Budgets — Attachment A total $53,568,005 and $54,792,958, respectively
(inclusive of Transfers and Operating Balance). This is a “first-cut” budget.
Over the next few months, staff will continue to refine revenue and expense
projections, as updated information becomes available. An updated proposed
two-year budget will be presented to the Board of Directors in May, which will
reflect the latest data regarding revenues and expenses.

e The preliminary FY19 Capital Budget — Attachment B totals $25,551,624.

e The Board adopted the FY18 and FY19 Final Operating Budgets on June 23,
2017. This budget revises the adopted FY19 Final Operating Budget and is a
new FY20 Preliminary Operating Budget.

e A Budget Workshop with the Unions will be scheduled for early May to answer
guestions regarding staff's recommended budget and to obtain input from the
employee organizations.
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II. DISCUSSION/BACKGROUND

The Board of Directors must adopt a preliminary line item budget in order to allow
submittal of Santa Cruz METROQ'’s Transportation Development Act (TDA) and
State Transit Assistance (STA) claims to the Santa Cruz County Regional
Transportation Commission (SCCRTC) by the April 1* deadline. This is a “first-
cut” budget. An updated proposed two-year budget will be presented to the
Board of Directors in May, which will reflect the latest data regarding projected
revenues and expenses.

A. Operating Revenues

Operating Revenues total $53,568,005 in FY19 and $54,792,958 in FY20
(inclusive of Transfers and Operating Balance). Major Operating Revenue
assumptions in the preliminary FY19 budget over the FY18 Final budget,
adopted in June 2017, include:

e Passenger Fares — decrease of -6.3% or ($176K) primarily due to
decreased Fixed-Route ridership. The budget projection is based
on an estimated FY18 passenger fares revenue of $2.7M and an
anticipated 2% decrease in FY19. The estimated FY18 passenger
fares revenue is based on the actual fares revenue for the first 5
months of FY18 and will be updated during the course of the fiscal
year. The anticipated 2% decrease correlates to the national trend
of decreasing public transit ridership.

e Special Transit Fares — increase of 3.4% or $175K due to anticipated
increase in student enroliment and ridership for fixed routes that serve
UCSC. A contract increase of 2.5% is budgeted for UCSC in FY19. No
contract increase is anticipated and budgeted for Cabrillo in FY19.

e Paratransit Fares — decrease of -9.9% or ($34K) due to anticipated
unfavorable FY18 budget variance for the year and no growth projections
for FY19.

e Highway 17 Fares — decrease of -15.9% or ($279K) due to
decreased Highway 17 Ridership as a result of increased car
ownership and congestion, as well as inability to meet high
ridership demand during peak commute times. The FY19 budget
projection is based on an estimated FY18 Highway 17 fares
revenue of $1.6M and an anticipated 5% decrease in FY19. The
estimated FY18 Highway 17 fares revenue is based on the actual
fares revenue for the first 5 months of FY18 and will be updated
during the course if the fiscal year. The anticipated 5% decrease is
related to the national trend of decreasing public transit ridership.

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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e 1979 Gross Sales Tax (1/2 cent) — increase of 7.8% or $1.6M due to
anticipated favorable FY18 budget variance for the year, resulting in
projected FY18 actual of $21M and a 3% increase due to the general
economic outlook in 2018.

e 2016 Net Sales Tax (Measure D) — increase of 7.8% or $232K. The
projected increase mirrors the anticipated increase in the 1979 Gross
Sales Tax (1/2 cent).

e Transportation Development Act (TDA-LTF) - increase of 1.9% or $129K,
as per recent CPI growth projections.

e FTA Sec 5307 — Operating Assistance - increase of 5.8% or $238K, as per
current budget projections from the Federal Transit Administration (FTA).

e STIC —increase of 6% or $132K, as per recent information, provided by
Planning and Grants.

e TDA — STA — Operating (includes SB1) — increase of 4.8% or $161K, as
per SCO allocation estimate from January 31, 2018.

e Fuel Tax Credit — decrease of -13.8% or ($91K), as per recent information
regarding the anticipated 2017 refund.

Moderate increases in most Operating Revenue Sources are budgeted in FY20,
such as:

e 1979 Gross Sales Tax (1/2 cent) — increase of 3.0% or $649K.

e 2016 Net Sales Tax (Measure D) — increase of 3.0% or $96K.

e Transportation Development Act (TDA) - increase of 1.9% or $131K.
e FTA Sec 5307 — Operating Assistance - increase of 2.2% or $96K.

e AMBAG/Misc. Grants funding — increase of 4000% or $200K due to an
operating grant from Monterey Bay Air Resources District (MBARD) for
operation of the Watsonville Circulator.

e STIC —increase of 13.5% or $317K due to changes in the allocation
formula.

e TDA - STA — Operating (includes SB1) — decrease of -6.5% or ($229K)
due to declining allocations of PUC 99313 funds to Santa Cruz METRO
(85% in FY20) as per agreement with RTC at their 12/7/17 meeting.

B. Operating Expenses

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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Operating Expenses total $49,778,966 in FY19 and $51,648,568 in FY20.
Major Operating Expenses assumptions in the preliminary FY19 budget over
the FY18 Final budget, adopted in June 2017, include:

e Personnel Expenses (Labor and Fringe Benefits) increased by 1.9% or
$732K.

e Non-Personnel Expenses increased by 11.1% or $969K.

Personnel Expenses:

Personnel Expenses (Labor and Fringe Benefits) increase by 1.9% or $732K
primarily due to:

o] Contractual items - step and longevity increases.

(o] Increase in CalPERS retirement employer contribution from
23.656% to 26.803% in FY19, as per CalPERS actuarial
information.

o] Increased number of FTEs (Full Time Equivalents):

- Customer Service Representative (CSR): 2 FTEs
- Customer Service Coordinator: 1 FTE

- Sr. Customer Service Representatives: 2 FTEs (authorized,
but not funded)

- Financial Analyst: 1 FTE
- FM Mechanic Il: 1 FTE
- Bus Operator: 1 FTE

- Marketing Communications and Customer Service Manager:
1FTE

- The increase is partially offset by a defunded position: Admin
Assistant: 1 FTE (Department: District General Counsel)

o] Additional budget savings are anticipated in Medical Insurance
costs due to lower premiums in 2018. The budgeted increase in
premiums for 2019 is 5% (based on the average increase in the two
main HMO plans for the last 6 years).

Non — Personnel Expenses:

Non-Personnel Expenses increase by 11.1% or $969K primarily due to:

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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o] Services — increase of 5.0% or $178K. Major contributors are:

- Legal Services: 14.3% or $50K (anticipated increase due to
Year-to-Date spending trends and the unfavorable variance
to FY18 Budget)

- Repair Equipment: 7.7% or $48K due to anticipated
increases in the Fleet and Facilities Maintenance
Departments (Radio Maintenance Repairs)

- Repair — Rev Vehicle: 23.0% or $75K due to aging fleet.

o] Mobile Materials & Supplies — increase of 13.4% or $394K due to
Rev Vehicle Parts in the Fleet Maintenance Department, 63.7% or
$467K. The increase is mitigated by budget savings in Tires &
Tubes, -33.3% or ($100K).

o] Other Materials & Supplies — increase of 16.7% or $64K. Major
Contributors are:

- Promotional Items: $21K increase due to funds added in the
Customer Service Department for outreach and marketing.

- Non-Inventory Parts: 46.6% or $27K in the Fleet
Maintenance Department, the anticipated increase is based
on current usage trends and unfavorable budget variance in
FY18.

o] Casualty & Liability — increase of 25.5% or $170K primarily due to
47% or $191K estimated increase in Insurance PL/PD (increased
insurance premiums). More information will be available in April
2018.

o] Miscellaneous Expenses — increase by 48.8% or $131K primarily
due to Employee Training in the Fleet Maintenance Department.

Major Operating Expense assumptions in the preliminary FY20 budget over the
FY19 budget include:

e Personnel Expenses (Labor and Fringe Benefits) increase by 5.3%
or $2.1M due to:

o Contractual obligations in FY20.

o Projected increase in Retirement as per CalPERS Annual
Valuation Reports.

0 Anticipated increase in Medical insurance premiums, effective in
January 2020.

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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e Non-Personnel Expenses decrease by -2.6% or ($249K) primarily due to
Services (Prof/Technical Fees).

Transfers & Operating Balance

Beginning in FY19, Transfers & Operating Balance(s) are presented in a
separate section, after Operating Revenue and Expenses. The change in
presentation is made in an attempt to facilitate budget tracking and transparency
between the Operating and Capital Budgets/Reserves, as funds are allocated
and committed to various capital projects. In addition, clearly indentified
transfers of funds between the Operating and Capital Budgets, as well as their
corresponding capital projects, will be beneficial for the year-end audits of the
2016 Net Sales Tax Measure D Funds.

In FY19, the Transfers to the Capital Budget are as follows:

- 2016 Net Sales Tax Measure D: 100% increase or $2.0M (over the FY18
Final budget, adopted in June 2017)

- TDA — STA — Operating, Includes SB1: -87.1% decrease or ($2.0M)

The above variances are primarily due to the change in presentation. In FY19, a
portion of the 2016 Net Sales Tax Measure D is transferred to the Capital Budget
as per the 5-Year Program of Projects, provided to RTC. The FY18 budget was
finalized, prior to submitting the 5-Year Program of Projects for Measure D funds
to RTC and therefore does not reflect the transfer of funds. The ultimate goal is
to consistently honor our commitment to the Capital Budget and maintain assets
in a state of good repair by transferring $3.0M each year ($2.3M from the
Measure D and TDA-STA Operating, and $0.7M from the TDA-STA-SGR,
Capital).

The Transfers to the Operating and Capital Reserves Funds are as follows:

- Fuel Tax Credit: -13.8% decrease or ($91K) as per recent information
regarding the anticipated 2017 refund, if the two year renewal of the Alt. Fuel Tax
Credit is successful.

- Operating Excess Funds: 55.1% increase or $266K, as more budget
savings and efficiencies are achieved in FY19.

There are no significant changes in the budgeted Transfers & Operating
Balance in FY20, with the exception of the Transfers to Operating and Capital

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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VI.

Reserve Fund: -52.5% decrease or ($692K) due to anticipated growth of
Operating Expenses exceeding the projected growth in Revenue Sources.

C. Capital Budget

The preliminary FY19 Capital Budget as shown in Attachment B totals
$25,551,624.

FINANCIAL CONSIDERATIONS/IMPACT

e The proposed two-year FY19 and FY20 preliminary line item Operating
Budgets — Attachment A total $53,568,005 and $54,792,958, respectively
(inclusive of Transfers and Operating Balance). This is a “first-cut” budget. An
updated proposed two-year budget will be presented to the Board of Directors
in May, which will reflect the latest data regarding revenues and expenses.

e The preliminary FY19 Capital Budget — Attachment B totals $25,551,624.

ALTERNATIVES CONSIDERED

e There are no recommended alternatives at this time. The Board of Directors
must adopt a preliminary line item budget in order to allow submittal of Santa
Cruz METRO'’s Transportation Development Act (TDA) and State Transit
Assistance (STA) claims to the Santa Cruz County Regional Transportation
Commission (SCCRTC) by the April 1* deadline. This is a “first-cut” budget. A
two-year budget proposal will be presented to the Board of Directors in May,
which will reflect the latest data regarding projected revenues and expenses.

ATTACHMENTS

Attachment A: FY19 and FY20 preliminary line item Operating Budgets
Attachment B: FY19 Preliminary Capital Budget

Prepared By: Kristina Mihaylova, Sr. Financial Analyst

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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ViIl. APPROVALS:

Approved as to fiscal impact: w O\/{%
Angela Aitken, Finance Manager
Alex Clifford, CEO/General Manager %/ G e

APPROVAL OF FY19 AND FY20 PRELIMINARY OPERATING BUDGETS AND FY19 CAPITAL BUDGET
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VERBAL PRESENTATION ONLY

ORAL UPDATE ON THE STATUS OF THE FY17
FINANCIAL AUDIT- MANAGEMENT LETTER
CONDITIONS

Angela Aitken, Finance Manager
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Santa Cruz Metropolitan
Transit District

f f santacruz METRO

DATE: March 12, 2018

TO:

Finance, Budget and Audit Standing Committee

FROM: Barrow Emerson, Planning & Development Manager
SUBJECT. RECOMMEND THE BOARD OF DIRECTORS TO HOLD IN

ABEYANCE CONSIDERATION OF FARE RESTRUCTURING UNTIL
LATE 2018

RECOMMENDED ACTION
That the Finance, Budget and Audit Standing Committee direct staff to

recommend the Board of Directors, at its March 23, 2018 meeting, hold in
abeyance consideration of fare restructuring until late 2018

SUMMARY

e Santa Cruz Metropolitan Transit District (METRO) staff has been conducting
analysis on fare restructuring for local and Highway 17 Express services, including
opportunities for improved fare payment technology.

e Atits February 23" meeting, the Board of Directors received an initial Fare
Restructuring analysis and directed staff to initiate a public outreach process.

e Because the Road Repair and Accountability Act of 2017 (SB-1) is facing a voter
challenge, along with additional reasons discussed below, staff recommends that
decisions related to fare modification be held in abeyance until November 2018, in
order to understand more accurately METRO’s revenue needs in the next few
years.

o Staff will continue its initial community outreach efforts to gather input on fare
restructure concepts as well as opportunities for fare technology upgrades.

e The formal public outreach scheduled for April will be rescheduled to later in the
year once the path forward is determined for fare restructuring.

DISCUSSION/BACKGROUND
Background

As part of long term financial and service planning, METRO staff has been conducting
analysis of passenger fare restructuring for local and Highway 17 Express services,
including technological upgrades to fare payment methods.

At its February 23" Board meeting, staff informed the Board that this analysis is
necessary because of potential risks to future balanced budgets and the ability to
maintain a 20% farebox recovery ratio, which is a requirement of the Transit
Development Act, one of METRO'’s significant funding sources from the State of
California.
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Among the significant issues that will affect METRO'’s future budget planning are:

¢ Resolution of the status of the Road Repair and Accountability Act of 2017 (SB-1), a
major revenue source for METRO, which may undergo a repeal vote in November
2018.

e The results of the May 2018 UCSC student transportation fee ballot measure, which
will determine the level of revenue which the University will be able to commit to
METRO fixed route services with routes that serve UCSC in the upcoming years,

e Adoption of FY19 & FY20 METRO annual budget and 5-year plan, which would
provide a more accurate context to forecast future revenue needs.

e Development of a fare payment technology upgrade plan, its implementation costs,
and ongoing operational costs.

In addition, staff is developing a set of operational performance benchmarks, based on
funding provider’s requirements as well as peer agencies’ performance standards,
which will identify potential triggers that signify the need for additional revenue. As part
of this effort, staff will also investigate the opportunity and potential value of establishing
a fare policy that drives decisions as to when are modifications are necessary.

Community Outreach

Staff will continue its initial community outreach efforts to gather input on fare
restructure concepts, as well as opportunities for fare technology upgrades.

This outreach includes:
A. Online surveys specifically tailored to both local and Hwy 17 riders;

B. Speaking engagements with various stakeholder groups, such as
representatives of the senior and disabled communities; and,

C. A series of geographically oriented public open houses.

The goal of this outreach is to further understand passenger travel patterns and
which passenger fare payment technology improvements would be most beneficial
to our riders.

Staff will not proceed with a formal outreach effort until it is determined later in the year
that additional fare revenue is needed in the near term.

Upon further review and analysis of budgetary issues, staff recommends that decisions
related to fare modifications be held in abeyance until later in 2018, to understand more
accurately METRO'’s revenue needs in the next few years.

Process

Following Board direction, staff will continue its research into revenue needs,
technology opportunities, and establishment of operational benchmarks, which
would identify triggers that would identify the need for additional operating

Hold Fare Restructuring in Abeyance Until Late 2018
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VI.

revenue. In addition, formal public outreach will proceed later in the year as discussed
above.

FINANCIAL CONSIDERATIONS/IMPACT

There is no financial impact in the short term, with decisions on fare restructuring and
fare technology upgrades deferred until late 2018.

ALTERNATIVES CONSIDERED

The alternative is to continue forward at this time with fare restructuring without the
benefit of the larger financial context discussed herein. This is not recommended.

ATTACHMENTS
None

Prepared By: Barrow Emerson, Planning & Development Manager

Hold Fare Restructuring in Abeyance Until Late 2018
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VIL.

APPROVALS:

Barrow Emerson, \? ) é/
Planning & Development Manager et o AHEGa

Approved as to fiscal impact: Qm{ Z /\
Angela Aitken, Finance Manager g v/( /L%ﬂ

Alex Clifford, CEO/General Manager 74%/4%
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