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Mississauga Transit — 2009 Farebox Revenue Update, 2010-2012
Service Plans and Provincial Gas Tax Reserve Fund Forecast

RECOMMENDATION:

BACKGROUND:

COMMENTS:

That the report entitled “Mississauga Transit — 2009 Farebox Revenue
Update, 2010-2012 Service Plans and Provincial Gas Tax Reserve

- Fund Forecast” dated September 11, 2009 from the Commissioner of

Transportation and Works be received for information.

Budget Committee was advised in Corporate Finance’s June 9
presentation that, based on the 2009 year end forecast that was
reported as of the end of the first quarter, Transit farebox revenues
were not meeting expectations and that a $4.2 million year end
shortfall was likely. This shortfall was carried forward into 2010 as a
pressure. It was, however, almost completely offset by a $4 million
reduction in the 2010 budget for diesel fuel based on the assumption
that 2009's lower fuel prices would continue into next year.

2009 Farebox Revenue Update

Over the course of the last several months, since the initial forecast
was prepared, the revenue shortfall has continued to increase. Based
on ridership and financial results up to the end of July, the revised
2009 year end revenue shortfall is currently estimated at between $7.5
and $8.0 million. Of particular concern is the nature of the shortfall,
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whether temporary or permanent, and future expectations for ridership
growth.

Major Components of Revenue Shortfall
Ridership

The economic downturn that began in 2008 has pushed unemployment
levels in the Region and CMA to levels significantly above the
national average. The most recent statistics are as follows:

e CMA unemployment rate has increased from 7% (July
2008) to 10% (July 2009)

e Region of Peel unemployment rate has increased from 7%
(April-June 2008 quarterly average) to 10.5% (April-June
2009 quarterly average) '

e The national youth unemployment rate over the summer
averaged 19.2%, the second highest rate since comparable
data was first collected in 1977

e Region of Peel Ontario Works caseloads have increased
27.1% for the April — June quarter of 2009 relative to the
same quarter in 2008

These significant job losses and related financial hardship for
thousands of residents in the GTA have directly impacted transit

- ridership, which is down 6 to 7 per cent from 2008 levels, or

approximately 1.1 to 1.2 million rides year to date. Ridership declines
on routes through industrial and commercial areas of the City are
significantly higher.

The 2009 plan also included an increase of $1.6 million in the farebox
revenue budget from expanded service, which equates to
approximately 825,000 revenue rides. In light of the economic
downturn and falling ridership, planned service improvements in 2009
have been scaled back significantly. Although this will reduce costs
and defer the need for tax funding to support transit improvements
until 2011, the forecasted ridership growth and revenues have not
materialized. In total, based on current trends, ridership is forecasted
to be below target by approximately 2 million rides in 2009, which
equates to a revenue shortfall of approximately $3.9 million.
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Average Fares

A detailed review of other factors affecting transit farebox revenues
revealed that forecasted revenue increases from fare increases are not
materializing. This is evident from the average fares for the last
several years, which are as follows:

2006 - $1.81

2007 - $1.80

2008 - $1.81

2009 - $1.81 (forecast)
2009 - $1.94 (budget)

OO0 O0O0O0

Passengers have, quite clearly, been changing their choice of fare
media to minimize the impact of fare increases and to take advantage
of federal tax benefits on weekly and monthly passes. A review of
information going back to 2000 (see Appendix 1) reveals this to be a
trend that started in 2006. The anomaly in 2005 in Appendix 1 is the
result of a change in the methodology used for calculating ridership,
which in turn, impacted the average fare.

As far as 2009 revenues are concerned, transit customers continue to
shift to lower cost options, with a pronounced move away from cash
fares to passes. This is most likely the result of two consecutive
twenty five cent increases to the cash fare. Appendix 2 provides a
recap of the 2009 fare increase.

The number of cash paying customers has decreased by 17%

compared to the same period last year. Allowing for the overall
ridership decline of 6-7%, this leaves a decrease of 10-11% in the
number of riders that have moved to tickets or passes. The impact of
this shift on farebox revenues is significant given the premium the cash
fare carries. The price differential between the cash fare ($3) and an
adult ticket ($2.40) is $0.60, or a difference of 20%. The overall
impact of these shifts is estimated to be in the range of $4 to $4.5
million.

No significant change to the average fare is expected in 2010 given
that a fare increase is not being recommended. However, with the
planned rollout of the PRESTO farecard in late 2010, there may be an
impact on the average fare in 2011. Staff are currently in the early
stages of developing a fare transition strategy for the PRESTO fare
card. One component of this strategy will be to encourage cash paying
passengers to switch to the farecard and in the process, migrate to
another form of fare payment. The shift that has already taken place in
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2009 out of the cash fare category will reduce the future financial
impact of this transition.

Cyclical (Temporary) vs. Structural (Permanent)

As the economy starts to recover, the unemployment rate will start to
decline, albeit at a very gradual rate based on current forecasts.
Similarly, employment related ndershlp will recover gradually, likely
over several years.

Future ridership growth in Mississauga will also be lower than in most
other 905 area municipalities due to lower population growth and the
continuing shift from green field to infill developments. In the City of
Brampton, where development activity is predominantly large scale
green field in nature, population growth was estimated to be 3.6% in
2008 and is forecasted at 3.3% in 2009. Mississauga’s population, by
comparison, grew by 0.7% in 2008 and is forecasted to increase by
0.6% in 2009. These growth trends are expected to continue for the
next several years.

Transit ridership growth in the future will depend significantly on the
degree of success in attracting new, choice riders. In order to attract
these riders, continued investment in transit will be required to further
improve and/or expand service levels and frequencies, transit priority
initiatives and implementation of limited stop express services.

‘With the remaining provincial gas tax funding being utilized in 2010 to

cover the incremental operating costs for seven buses, all future
service improvements will require additional tax funding. The return
to service and fleet growth levels of approximately five years ago are
not expected to be significant enough to motivate choice riders to
make a switch to transit. As a result, overall ridership growth is
forecasted to be in the 1-2% range for the next several years. It would,
therefore, take at least three years to recover from the 2009 ridership
decline.

There will be a major opportunity in 2013, with the opening of the full
BRT to make a major improvement in service levels. This will,
however, require a significant tax funded investment to cover the
50,000 to 60,000 additional service hours that will be required to
provide service frequencies that are attractive to choice riders.
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Unlike the cyclical ridership component, the average fare history and
forecast for the current year provides strong evidence that the gap
between the budgeted and actual average fare is a permanent gap that
needs to be addressed. Fortunately, the farebox revenue and diesel
fuel adjustments for 2010 that have already been incorporated into the
plans for 2010 accomplish this.

The major risk in this strategy is the price of diesel fuel and its extreme
volatility over the last several years. Current pricing assumptions for
2011 and 2012 include increases of ten cents and five cents per litre
respectively. Staff are also currently working on retaining a fuel
consultant to assist with the preparation of a fuel purchasing strategy,
including the option of hedging a portion of the City’s fuel purchases.

2010 — 2012 service plans

The revised 2010 RGS plan calls for approximately 32,000 hours of

additional service. Current assumptions for 2011 and 2012 are based
on the addition of approximately 20,000 hours of service (peak hours
only). This level of growth in service hours will allow for little more
than addressing congestion in the system.

Provincial Gas Tax Reserve Fund

The Province introduced the Provincial Gas Tax program in late 2004
and has each year thereafter, based on annual updates to ridership and
population information, adjusted annual allocations. For the
2008/2009 program year the City was allocated $15.87 million. For
budgeting and forecasting purposes, an annual allocation of $15.5
million has been assumed.

Since the inception of this program, the majority of the funding has
been committed to the operating budget to support service
improvements and expansions. During the preparation of the 2009
budget and forecast, it was anticipated that the entire annual Provincial
Gas Tax allocation of $15.5 million would be required within the
operating budget in 2010 to offset the cost of service improvements.
Last year’s 2010 forecast also identified approximately $0.9 million in
tax funding that would be required to cover the balance of the costs for
2010. )





















