Metro

FINANCE AND BUDGET COMMITTEE
MARCH 15, 2006

SUBJECT: FY06 SECOND QUARTER FINANCIAL PERFORMANCE

ACTION: RECEIVE AND FILE

RECOMMENDATION

Receive and file FY06 Second Quarter Financial Performance Report.
ISSUE

This report discusses the financial performance of major programs for the second
quarter of FY06.

DISCUSSION

SUMMARY OF SALES TAX REVENUES
For the Six Months Ended December 31st

2005
2005 2005 Variance 2004 2003
(Dollars in Millions) Actual Budget Over/(Under) Actual Actual
Sales Tax Revenue $838.3 $789.3 $49.0 $762.4 $728.1

Discussion

Proposition A, Proposition C, Transportation Development Act (TDA), and State Transit
Assistance (STA) sales taxes represent over 50% or $1.6 billion of Metro’s total budgeted
revenues. Actual sales tax information is not available until two and one-half months
after the end of the quarter except for STA. Therefore, this data reflects the actuals for
the first quarter and the budget for the second quarter. For the six months ended
December 31, 2005, Propositions A & C and TDA sales tax revenues are $809.3 million,
$40.3 million, or 5.0% over budget. STA actual revenues totaled $29.0 million, $8.6
million, or 42% more than budget. They are ahead of budget due to Prop. 42 revenues
not anticipated at the time of budget adoption.

Proposition A, Proposition C, and TDA revenues are expected to be at budget ($1,179.5
million) for the rest of FY06. STA will continue to be ahead of budget due to Prop. 42
revenues. Thus, total FYO06 sales tax is projected to be $1,651.8 million, $57.5 million or
3.6% over budget.
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SUMMARY OF ENTERPRISE FUND

The Enterprise Fund presentation complies with Governmental Accounting Standards
Board Statement No. 34, Basic Financial Statements — and Management’s Discussion
and Analysis — for State and Local Governments. Statement 34 requires that financial
information be consolidated into either governmental activities or business-type
activities. The business-type activities, or Enterprise Fund, include transit operating and
capital costs, infrastructure construction and related debt service. Governmental
activities are comprised of subsidies provided to transit operators, the regional planning
and programming of funds and functions of the Board of Directors.

For the Six Months Ended December 31

(Dollars in millions)
2005 2005 2005 2004 2003
Variance
Actual Budget Over/(Under)| Actual  Actual *

Operating revenues:

Passenger fares $139 $131 $8 $136 $99

Advertising & Miscellaneous 8 8 - 7 6
Total operating revenues 147 139 8 143 105
Operating expenses:

Experses 515 530 (15) 490 411

Depreciation 168 168 - 172 153
Total operating expenses 683 (98 (15) 662 564
Operating income (loss) (536) (559) 23 (519) (459)
Non-Operating revenues (expenses):

Federal operating grants 103 105 2) 112 58

Investment revenues 7 10 (3) 4 1

Interest (expense) (94) (89) (5) (82) (155)

Other revenue 3 4 (1) 2 1
Total non-operating revenues (expenses) 19 30 (11) 36 (95)
Gain (Loss) before capital grants & contributions (517) (529) 12 (483) (554)
Contributions & capital grants

Local 2 4 2 7 120

State 58 22 36 19 21

Federal 38 149 (112) 52 91
Total contributions & capital grants 98 175 (77) 78 232
Transfers In 524 519 5 $566 $341
Proceeds from Financing 89 (89) $25
Change in net assets 3 105 % 54 % {149)[ $ 6T % 44
* Includes 35-day work stoppage

Discussion

Passenger fares were $8 million (6%) over the adopted budget. Boardings exceeded the
budget by 7%; therefore, although the fare revenue per boarding of $0.58 was $0.02
below budget, the increased boardings resulted in higher than planned fare revenues.
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Overall, operating expenses were $15 million or 2% below budget. Two accounts
continued to exceed the budget. Diesel, lubricants and natural gas expenses were $6
million over budget due to greater than expected diesel and natural gas price increases.
Bus operator labor is $2 million over budget due to bus operator vacancies resulting in
added overtime to maintain scheduled passenger service.

These budget overruns in fuel and operator labor are more than offset by underruns in
the services accounts such as professional and maintenance contracts, implementation
of the new ticket vending machine maintenance contract, and the delay in opening the
Orange Line total $13 million of the variance. Parts and other expenses were $10
million under budget.

Non-operating revenues (expenses) are the revenues and expenses that occur in the
Enterprise fund but are not generated by the operation. They include federal operating
grants, such as CMAQ for the Gold Line and Orange Line, federal capital grants eligible
for preventive maintenance, investment revenues on Enterprise fund reserve balances
and the interest expense for Enterprise fund debt. The federal grants are slightly under
budget because of the time required to complete grant processing. The interest expense
was $5 million over budget due to refunding the Prop A 2005- B & C bonds. Typically,
refunding is a long-term cost savings measure and is not budgeted annually. Although
the expense of the refunding is realized in the current year, it will result in savings in
future years.

Contributions and capital grants were $77 million under budget because the grant
funds for capital expenditures were not required during this period.
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SUMMARY OF PERFORMANCE MEASUREMENTS FOR BUS

For the Six Months Ended December 31

2005
Variance
2005 2005 Over/ 2004 2003
Performance Measurement — Bus Actual Budget  (Under) | Actual Actual
Cost/Revenue Service Hour $105.86  $109.51  ($3.65)| $102.97 $110.64
Revenue Service Hours 3,860,917 3,821,807 39,110| 3,724,592 3,029,406
Cost/Passenger Mile $0.55 $0.58  ($0.03) $0.53 $0.68
Subsidy/Passenger Mile $0.40 $0.41  (50.01) $0.36 $0.50
Mean Miles Between Mechanical Failures 3,141 3,500 (359) N.A. N.A.
Traffic Accidents/100,000 Miles 3.48 3.50 {0.02) 3.42 3.54
New Workers Comp Claims per 200,000 Hours 13.87 14.61 (0.74) 14.40 23.00
Mean Fleet Age in Years 7.04 7.10 {0.06) 6.60 5.20
Peak Bus/Base Bus 1.93 1.90 0.03 1.89 1.52
Mean Miles Between Mechanical Failures has been revised in
FYo0o6.
Discussion

Year-to-date costs per revenue service hour are below the target by $3.65 due to the
under-expenditures described previously in this report, particularly the delay in opening
the Orange Line. The delivery of RSH is 0.5% over the target. The variances in cost per
passenger mile and subsidy per passenger mile reflect lower than budgeted expenses,
while carrying more passengers and collecting more fares than planned.

Effective with implementation of the M3 system, Transit Operations has revised the
method for measuring Mean Miles Between Mechanical Failures. This methodology
more accurately measures the performance of each bus and aligns with the National
Transit Database reporting indicator. Since it is a change in Metro’s measurement
system, no historical data is available. This target and actual reflect systemwide
performance and is impacted by criteria such as heavy traffic, weather, maintenance
performance, and vehicle age.

Traffic accidents per 100,000 miles were below target, due to enhanced safety training
and retraining programs for operators with high frequency of traffic accidents.

New workers’ compensation claims per 200,000 hours were lower than budget, and
considerably better than last year. The improvement is due to the ongoing safety
program and safety meetings that focus on safety awareness and accident prevention.
Sectors also developed rewards programs for safe operations, and programs to identify
and eliminate fraudulent claims.
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SUMMARY OF PERFORMANCE MEASUREMENTS FOR RAIL

For the Six Months Ended December 31,

2005
Variance
2005 2005 Over/ 2004 2003
Performance Measurement — Rail Actual Budget  (Under) | Actual Actual
Heavy Rail Cost/Vehicle Service Hour $303.66  $295.22 $8.44) $279.83  $298.03
Light Rail Cost/Vehicle Service Hour $378.54  $409.01 ($30.97)] $349.44  $322.61
Heavy Rail Cost/Passenger Mile $0.43 $0.48 ($0.05) $0.46 $0.50
Light Rail Cost/Passenger Mile $0.46 $0.78  ($0.32) $0.70 $0.44
Heavy Rail Subsidy/Passenger Mile $0.30 $0.35 ($0.05) $0.36 $0.39
Light Rail Subsidy/Passenger Mile $0.38 $0.67  ($0.29) $0.59 $0.36
New Workers Comp Claims per 200,000 Hours 17.42 14.61 2.81 22 15
Light Rail Vehicle Accident Rate/100,000 Miles 0.40 0.37 0.03 0.19 0.41

Discussion

Overall, rail expenses are under budget by nearly $5 million. This is due to
management actions to reduce costs. As a result of security-related service

interruptions in the first quarter, light and heavy rail vehicle service hours are 2% below

budget. The cost per hour variance in Heavy Rail is due to a reallocation of resources
from Light Rail caused by unexpected wayside maintenance requirements on Heavy

Rail. This trend is expected to continue throughout the fiscal year. Greater than
budgeted boardings and fare revenue resulted in favorable variances per passenger mile.

New workers’ compensation claims exceeded budget due to a vehicle cleaning chemical
incident involving eight employees during the first quarter. Subsequent to this incident,
new workers’ compensation claims remained close to budget. Light rail accidents were
slightly higher than the target. Transit Operations continues to focus on safety
awareness programs to help reduce claims and accident rates.
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SUMMARY OF ENTERPRISE FUND - OUTLOOK

For the Year Ending June 30
(Dollars in millions)

2006 2006 2006
Variance
Outlook  Budget Over/(Under)

Operating revenues:

Passenger fares $278 $264 $14

Advertising & Miscellaneous 16 16 -
Total operating revenues 294 280 14
Operating expenses:

Expenses 1,069 1,065 4

Depreciation 334 334 -
Total operating expenses 1,403 1,399 4
Operating income (loss) (1,109)  (1,119) 10
Non-Operating revenues (expenses):

Local operating grants 3 3

Federal operating grants 206 206

Investment revenues 3 3 -

Interest (expense) (188) (178) (10)

Other revenue 7 7 -
Total non-operating revenues (expenses) 32 42 (10)
Gain (Loss) before capital grants & contributions (1,077)  (1,077)
Contributions & capital grants

Local 4 4

State 45 45

Federal 298 298
Total contributions & capital grants 347 347
Transfers In 1,028 1,038 (10)
Transfers (Out) (111) (111)
Proceeds from Financing 189 179 10
Change in net assets $ 376 ' $ 376 $

The twelve-month outlook for fare revenue is $14 million or 5% over the budget, due to
a favorable increase in boardings. Boardings will increase 7%, but be partially offset by

a decline in fare revenue per boarding from $0.60 to $0.58.

Higher than forecast natural gas and diesel prices will add about $14 million on an
annual basis to fuel expense. Full-time operator overtime to maintain planned revenue
service and cover 200 vacant part-time positions will add $4 million to expenses. Vacant
Sheriff’s positions and delays in implementing new professional and maintenance
service contracts will reduce costs by $14 million Therefore, operating expenses may
end the year $4.0 million over budget but will be offset by increased revenues.
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Non-operating expenses will exceed budget by $9.7 million due to the Prop A 2005- B &
C refunding bonds which were not budgeted in FY06. No additional FY06 funding is
required for this expense as it will be funded through the refund proceeds.
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SUMMARY OF CAPITAL PROGRAM

The attached capital program status report for the six months ended December 31, 2005,
shows the status of adopted life-of-project budgets and projected total costs to complete
for each project. The projected costs to complete are provided by the project managers
for each project and are updated quarterly. An additional page has been added to the
report to identify those projects that were forecasted to be complete in FY05 but remain
active in FY06.

The report identifies the projected life-of-project (LOP) budget status for each project. If
the project exceeds the LOP but is under $1 million, it is within the board-approved
limit for transferring contingency to the project. If the LOP change causes the project to
exceed $1 million, the project manager is required to return to the board for approval.

Major Construction

Major construction projects include construction of new fixed guideway corridors, new

rail car purchases, and other major infrastructure improvements. For the period ended
December 2005, all adopted major construction projects are estimated to be completed

within the board approved life-of-project budgets.

The Orange Line pre-revenue operation is now in close-out. Although it is currently
showing a cost overrun due to the delayed start-up, it is expected to be completed within
budget.

The Expo Light Rail project design/build bids were received and are being reviewed by
the project team.

Detailed information on the major construction projects is available through the
individual project reports.

Bus Acquisition, Universal Fare System, Advanced Transportation Management System

There are two active bus procurements in this element. The procurement for 100 45’
buses have all been delivered; 93 buses are currently in service, the remaining 7 are in
make-ready and will be placed in service during the third quarter. The procurement for
178 articulated buses is on schedule with 147 buses delivered to date (this includes 22
buses delivered as part of the Orange Line project; 125 buses delivered as part of the 178
bus procurement). The final 53 buses are expected to be delivered by June 30, 2006.

The project manager for the Universal Fare System (UFS) project has reported that the
increased scope to buy fare boxes for the contract service buses will result in an increase

to the life-of-project budget. Executive management is reporting the progress of this
project monthly to the Operations Committee.

Bus Maintenance and Facilities
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The largest bus maintenance project is the annual bus mid-life program at $12 million
for FY06. The project manager reports that the project is on schedule and on budget
through the first two quarters. One project in the Bus Facilities element, the Division 8
and Division 15 Solar Energy Generation project received a rebate from Southern
California Edison and Southern California Gas Company which was credited to the cost
of the project. This will lower the cost of the project by approximately $1.7 million.
Construction is progressing as planned on all other bus facilities projects.

Rail Capital Projects

Construction of a blow-down pit at Div. 22 has been completed. Staff will reduce
outstanding encumbrances and review project charges to bring the project cost within
the life-of-project budget.

Other Capital Projects

All IT projects, non-revenue vehicle projects, warehouse projects and other capital
projects are progressed as planned during the second quarter.
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GOVERNMENTAL FUNDS (SPECIAL REVENUE AND GENERAL FUNDS)

For the Six Months Ended December 31
(Dollars in millions)

2005 2005 2005 2004 2003
Actual Budget  Variance | Actual Actual
Revenues
Sales Tax $ 838 § 789 % 49| 762 $ 728
Intergovernmental Grants 11 36 (25) 2 28
Investment Income 9 8 1 13 8
Increase in Value of Investments 5 5
Lease & Rental 6 5 1 5 5
Lease/leaseback Proceeds 8
Licenses & Fines 4 - 4
Other 2 1 1 1 2
Total Revenues 875 843 32 787 783
Expenditures

Current

Subsidies 343 359 (16) 276 289

Services 40 55 (15) 38 38
Debt & Interest Expenditures

Interest & Fiscal Charges 1 1 1
General & Administrative 1 2 (1) 2 8
Total Expenditures 385 417 (32) 317 335
Transfers In 69 36 33 34 20
Transfers (Out) (520) (516) (4) (490) (437)
Net Change in Fund Balance 39 (54) 93 14 31
Fund Balance - Beginning 718 718 - 754 771
Fund Balance - Ending $ 757 $ 664 $ 93]1$ 768 $§ 802

Discussion

In general, the Governmental funds are performing extremely well with many of their
programs and projects on budget.

Revenues for the first half of the year were $32 million, or 3.8%, over the budget of $843
million. Although grant funds required for capital expenditures were $25 million less
than budget because they were not needed during the period, sales tax exceeded budget
by $49 million. Expenditures were $32 million, or 7.7%, under budget. Most of this
was attributable to the Special Revenue fund projects and subsidy programs.

The ongoing contract negotiations with the City of Los Angeles concerning Metro Rapid
Bus and slow invoicing resulted in $10 million of its budget being unspent. $12 million
of bus subsidies were not drawn by the municipal operators. Similarly, $5 million of
TDA subsidies have not yet been drawn by local jurisdictions. The Prop. A Incentive
program is reporting an actual expenditure of $362,000 vs. a budget of $2.6 million.
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Typically, the expenditures for the Incentive program occur during the last two quarters
of the fiscal year so the budget is spread accordingly. $5 million of the Regional
Grantee budget was not spent due to project delays and delayed invoicing. County
Counsel, Government Affairs and Countywide Planning are underspending in the
professional services accounts by $3 million but are expected to catch up in the last two
quarters. The unexpected growth in sales taxes causes an unbudgeted expenditure of $5
million in the Local Return program as the sales taxes are distributed to the cities as
soon as they are received.

The following sections provide details on programs provided in the Governmental
funds.

SUMMARY OF CALL FOR PROJECTS AND RELATED INFORMATION

For the Six Months Ended December 31

(Dollars in millions except for performance data) 2005 2005 2005 2004 2003
Variance
Actual Budget Over/(Unde| Actual  Actual
Revenues:

Grant subsidies 40 45 ($5) 16 27
Total revenue 40 $45 (5)f %16 $27
Expenditures:

Freeway programs 9 9 2 11

Regional surface trans. improvement 16 16 4 6

Local traffic system 15 15 6 8

Commuter rail - 2 2) 1 1

Bus capital - 3 (3) 3 1
Total call expenditures 40 45 (5) 16 27
Excess of revenues over expenditure $0 $0 $0 $0 $0

Performance Measurement
Call Expenditures as a % of Budget

Freeway programs 100%  100% 0%| 138% 18%

Regional Surface Trans. Improvement 100%  100% 0%| 87% 47%

Local Traffic System 100%  100% 0%] 78% 51%

Commuter Rail 0% 100% -100%| 18% 0%

Bus Capital 0% 100% -100%| 21% 14%

Discussion

The Call for Projects programs spent $40 million, which is $5 million, or 11%, less than
budgeted. The Freeway Program, Regional Surface Transportation Improvement
program, and Local Traffic System projects have all expended all their year-to-date
budget. Commuter Rail did not spend its budget due to a Metrolink rolling stock
procurement delay and the ongoing Blue Line Arterial Street Crossing negotiations.
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Bus Capital Projects (primarily park and ride lots and transit centers) spent very little of
their budget for various reasons. The Covina Transit Center experienced environmental
delays and there was slow invoicing for the Covina Metrolink Station parking mitigation

project.
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SUMMARY OF OTHER TRANSPORTATION PROGRAMS AND RELATED
INFORMATION

Revenues:
Sales tax subsidy $14 $20 ($6) 3 12
Intergovernmental grants 5 5 - 1 3
Investment income and other 5 4 1 5 4
Total revenues 24 29 (5) 9 19
Expenditures:
Freeway Service Patrol - FSP 8 12 4) 1 7
SAFE* 2 4 () 2 2
Access Service Incorporated - ASI 11 13 (2) 4 9
Total expenditures 21 29 (8) 7 18
Excess of revenues over expenditures $3 $0 $3 $2 $1
Performance Measurement
ESP - Cost per Assist $49.67 N/A N/A $49.76  $38.05
SAFE - Operating Cost Per Call Answered * $21.10 N/A N/A $22.56  $24.32
AS] operating subsidy per passenger $29.12 N/A N/A $27.10  $27.31

* The SAFE is not an MTA function but is included in this chart as it performs motorist aid services similar to FSP and ASI

** FY04 includes Federal passthroughs of $47.0

Discussion
Although revenues were under budget by $5 million, expenditures were under budget
by $8 million, resulting in a surplus of $3 million. The revenue surplus is because the

SAFE program revenues are from DMV registrations earned throughout the year.

Freeway Service Patrol consumed approximately 67% of its budget due mainly to the
FSP contractor’s invoicing cycle.

Call Box Programs/SAFE utilized 50% of its budget. This program variance is mainly
attributable to invoicing and project delays which will be mitigated in the next quarter.

ASl is reporting that they will end the year $2 million less than budget.

Attachment: Capital Program Status Report

Prepared by: Office of Management & Budget
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ROGER/SNOUBLE
Chief EXecutive Officer
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