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«
SANTA CRUZ
METRO
DATE: June 24, 2022
TO: Board of Directors
FROM: Chuck Farmer, Chief Financial Officer

SUBJECT: ADOPTION OF THE FINAL FY23 AND FY24 BUDGET

RECOMMENDED ACTION

That the Board of Directors approve the adoption of the FY23 and FY24 Operating

Budget and FY23 Capital Budget.

. SUMMARY

e The FY23 and FY24 Operating Budget, and FY23 Capital Budget are
presented this month for Board of Directors (Board) and public review. A public
hearing has been scheduled for 9:00 am, or as soon thereafter as possible,
during the June 24, 2022 board meeting that will be held via Zoom.

e On June 25, 2021, the Board adopted the Final FY22 and FY23 Operating
Budget. Santa Cruz METRO produces a 2-year rolling Budget. This Budget
revises the June 2021 FY23 Budget and presents a new FY24 Operating
Budget.

e The 5 — Year Plan for Santa Cruz Metropolitan Transit District (METRO) is
presented in Attachment B. It depicts the proposed two-year FY23 and FY24
Operating Budget and Forecasts for FY25 to FY27.

e The proposed two-year FY23 and FY24 Operating Budgets — Attachment C
total $60,959,938 and $60,533,609 respectively.

e In addition, METRO will be transferring:
0 $2.4Min FY23 and FY24 to the Capital Budget (Bus Replacement Fund)
$2.0M in FY23 and FY24 for the UAL & OPEB liability
$2.0M in FY23 for ERP System
$2.5M in FY23 and $4.0M in FY24 for Grant matching
$0.2M in FY24 to Operations Sustainability Reserve Replenishment
0 $0.9M in FY24 to the COVID-19 Recovery Fund

e These results match the total Operating Revenue Budget of $69,813,238, in
FY23 and $70,146,745 in FY24. This is a Final Budget, which reflects available
data regarding revenues and expenses.
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The year over year Operating Budget growth of approximately $4,345K in
expenses in FY23 is detailed in Sections B and C.

Metro held a Budget Workshop with the Unions on May 5, 2022 to answer
guestions about the two-year draft FY23 and FY24 Operating Budget and the
FY23 Capital Budget and to obtain input from its union partners.

At its June 10" meeting the Finance, Budget, and Audit Standing Committee
received this staff recommendations and endorsed forwarding it to the June
24" Board meetings for action.

The Authorized and Funded Personnel lists are presented in Attachment D.

Board Member Travel, Employee Incentive Programs, Board-Authorized
METRO Support Activities, and Memberships (Dues & Subscriptions) budgeted
in FY23 and FY24 are presented in Attachments F — I.

The preliminary Schedule of Reserve Balances is presented in Attachment J.

The Measure D: 5-Year Program of Projects (FY22/23 — FY26/27), presented
in Attachment K, includes funding for preserving and maintaining existing
infrastructure and maintaining fixed-route and Paratransit (ParaCruz) services
for seniors and people with disabilities. The Santa Cruz County Regional
Transportation Commission (RTC) requires this Five-Year Plan to be updated
and adopted annually following a public hearing, which in the case of METRO
is the public hearing held annually at the June Board meeting for the agency’s
fiscal year budget.

The revised salary schedules (Pay Tables) for employees covered by the
District's Management Compensation Policy reflecting the proposed 3.5%
wage increase for FY23 and the new position in Planning are presented in
Attachment L and included in the FY23 & FY24 Budget Packet for Board review
and adoption in June 2022.

Staff recommends that the Finance, Budget, and Audit Standing Committee
receive input on the FY23 and FY24 Operating Budgets and FY23 Capital
Budget and provide additional direction to staff as necessary regarding the
contents of the Operating and Capital Budgets, for final adoption on June 24,
2022.

DISCUSSION/BACKGROUND

The Board of Directors must adopt the Final FY23 and FY24 Operating Budget and FY23
Capital Budget by June 30, 2022. The FY23 and FY24 Operating Budget and the FY23
Capital Budget are presented this month for Board and public review. A public hearing
has been scheduled for 9:00 am, or as soon thereafter as possible, during the June 24,
2022 via Zoom.

On June 25, 2021, the Board adopted the Final FY22 and FY23 Operating Budgets.
Santa Cruz METRO produces a 2-year rolling Budget. This Budget revises the June 2021
FY23 Operating Budget and presents a new FY24 Operating Budget.
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Metro held a Budget Workshop with the Unions on May 5, 2022 to answer questions
about the two-year FY23 and FY24 Operating Budget and FY23 Capital Budget to obtain
input from its union partners.

At its June 10" the Finance, Budget, and Audit Standing Committee received this staff
recommendations and endorsed forwarding it to the June 24" Board meetings for action.

The presentation of financials on the Summary page in Attachment C have been
reformatted:

Operating Revenues are directly associated with ridership and represent the amounts
paid by the rider or organizations for use by their employees/students to use transit
services. The categories includes passenger-paid fares (Local and Highway 17 Fares)
and organization-paid fares (Special transit fares: contracts with the local colleges and
Highway 17 partners).

Operating Expenses are associated with the operation of the transit agency’s goods and
services purchased for the operation of the system, such as Labor (Salaries & Wages),
Fringe Benefits, Non-Personnel Expenses (Services, Materials and Supplies, Ultilities,
Insurance, and Other expenses). This provides a quick and easy view of the Farebox
Recovery.

Non-Operating Revenues represent external sources such as Sales Tax Revenue,
Federal/State Grants, and all other forms of income (Advertising, Rental, etc.) that is used
to support Metro operations and capital investments.

Non-Operating Expenses are for non-recurring, or limited time frame, costs such as
those related to COVID for testing and cleaning protocols. Pension UAL costs are the
additional costs incurred to cover the shortfall in pension investment returns have now
been replaced by the Sales Tax Revenue Bond payments beginning in FY23.

These changes will align Metro’s financial reporting more closely to other transportation
agencies and allow for an easier comparison of revenues and costs related to ridership
and external sources.

A. Operating Revenues

Operating Revenues, related to ridership, total $8,363K in FY23 and $8,535K in FY24.
Major Operating Revenue assumptions in the FY23 Budget over the FY22 Final Budget,
adopted in June 2021, include:

e Passenger Fares — overall increase of $115K, or 5%, an expected 13%
increase in Fixed Route Fares and 10% increase in Paratransit Fares; partially
offset by a 13% decline in Highway 17 ridership due to telecommuting.

e Special Transit Fares — overall decrease of $72K, or 1.2%; primarily due to the
39.5% decline in revenue associated with the GO passes for the City of Santa
Cruz, the 22.1% reduction of the contract with Cabrillo College; partially offset
by the 1.9% increase of the contract with UCSC.

Moderate increases of ~2% overall for Operating Revenue sources are budgeted in FY24.

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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B. Operating Expenses

Operating Expenses, excluding COVID related expenses and Pension UAL/Sales Tax
Revenue Bond payments (which are discussed in Section C), total $55,019K in FY23 and
$56,071K in FY24. Operating Expenses assumptions in the FY23 Budget over the FY22
Final Budget, adopted in June 2021, include:

Personnel Expenses (Labor and Fringe Benefits) increased overall by $2,376K, or 5.9%,
vs. FY22 Budget

e Regular Labor Costs — increase $1,493K, or 7.9%
o Contractual items of step and longevity increases

o 3.5% increase for all employees through the one year extension of
the Union contracts

$1,500 one-time payment for all employees
Proposed six new incremental positions added
= 3 Fixed Route Bus Drivers — funded by Measure D sales tax
= 1 Paratransit Van Driver — funded by Measure D sales tax
= Accountant Ill — new proposed position
= |IT Project Coordinator - two year provisional
e Overtime - increase of $191K, or 16.9%
o0 Due toincreased service as the pandemic winds down
e Fringe Benefits — increase of $691K, or 3.4%
0 Medical assumes 5.6% year over year increase due to CPI

Non-Personnel Expenses increased by $1,801K, or 17.5%, vs. FY22 Budget; excluding
COVID related costs

e Services —increase $1,228K, or 27.3%, from additional spending budgeted for
Professional & Tech Services for the South County Zero-emissions operating
and maintenance facility plan, repair of both Revenue and Non-Revenue
vehicles along with new uniforms for the Bus and Van Operators.

e Mobile Materials & Supplies — increase of $469K, or 16.4%, as a result of higher
Fuel & Lube costs for both Revenue and Non-Revenue vehicles and an
increase in Revenue Vehicle Parts.

e Other Materials & Supplies — overall increase of $70K, or 15.1%, related to
printing and postage for new marketing campaigns.

e Utilities — increase of $71K, or 9.5%, primarily due to estimated increase for
Gas & Electric (expected rate increase from PG&E) along with increased
Propulsion Power as more ZEBs are purchased and put into service.

e Casualty & Liability — increase of $37K, or 3.6%, related to the increase of
insurance premiums.

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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e Taxes — increase of $6K, or 11.6%, due to higher costs for Customer Service
parking permits.

e Misc. Expense — increase of $41K, or 12.2%, primarily due to increased
Employee Training and related Travel along with more Employee Incentive
activities as a result of COVID restrictions being lifted.

e Interest Expense & Debt Service

0 Interest Expense - Loan — decrease of $8K, or 50.4%, due to interest
payment on bus lease nearing the end of the contract.

o Debt Service — Principal and Interest Expense on debt service are
discussed in Section C.

Major Operating Expense assumptions in the preliminary FY24 Budget over the FY23
Budget include:

Personnel Expenses (Wages, Overtime, and Fringe Benefits) increased overall by
$891K, or 2.1%, excluding the Pension UAL costs

e Wages — decrease $51K, or 0.3%
o Only contractual items of step and longevity increases;

o Offset by non-recurring bonus payout from FY23
e Overtime - increase of $28K, or 2.1%
e Fringe Benefits — increase $914K, or 4.3%

0 Anticipated increase in Medical insurance premiums, effective in
January 2024, partially offset by;

0 Projected decrease in Retirement as per CalPERS June 2020
Annual Valuation Report from 9.71% in FY23 to 9.5% in FY24

Non-Personnel Expenses increase by $161K, or 1.3%, related to inflation of 2.5% and
contract increases

C. Non-Operating Revenue/(Expense)

Non-Operating Revenue/(Expense) totals $55,510K in FY23 and $57,149K in FY24.
Non-Operating Revenue/(Expense) assumptions in the FY23 Budget over the FY22 Final
Budget, adopted in June 2021, include:

Sales Tax Revenues

e 1979 Gross Sales Tax (1/2 cent) — increase of $3,867K, or 17.0%, or as a result
of a stronger than anticipated recovery from the COVID-19 pandemic.

e 2016 Net Sales Tax (Measure D) — increase of $605K, or 17.0%, the projected
increase mirrors the anticipated increase in the 1979 Gross Sales Tax (1/2
cent).

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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That the Board of Directors approve the adoption of the FY23 and FY24 Operating
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e The FY23 and FY24 Operating Budget, and FY23 Capital Budget are
presented this month for Board of Directors (Board) and public review. A public
hearing has been scheduled for 9:00 am, or as soon thereafter as possible,
during the June 24, 2022 board meeting that will be held via Zoom.
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The year over year Operating Budget growth of approximately $4,345K in
expenses in FY23 is detailed in Sections B and C.

Metro held a Budget Workshop with the Unions on May 5, 2022 to answer
guestions about the two-year draft FY23 and FY24 Operating Budget and the
FY23 Capital Budget and to obtain input from its union partners.

At its June 10" meeting the Finance, Budget, and Audit Standing Committee
received this staff recommendations and endorsed forwarding it to the June
24" Board meetings for action.

The Authorized and Funded Personnel lists are presented in Attachment D.

Board Member Travel, Employee Incentive Programs, Board-Authorized
METRO Support Activities, and Memberships (Dues & Subscriptions) budgeted
in FY23 and FY24 are presented in Attachments F — I.

The preliminary Schedule of Reserve Balances is presented in Attachment J.

The Measure D: 5-Year Program of Projects (FY22/23 — FY26/27), presented
in Attachment K, includes funding for preserving and maintaining existing
infrastructure and maintaining fixed-route and Paratransit (ParaCruz) services
for seniors and people with disabilities. The Santa Cruz County Regional
Transportation Commission (RTC) requires this Five-Year Plan to be updated
and adopted annually following a public hearing, which in the case of METRO
is the public hearing held annually at the June Board meeting for the agency’s
fiscal year budget.

The revised salary schedules (Pay Tables) for employees covered by the
District's Management Compensation Policy reflecting the proposed 3.5%
wage increase for FY23 and the new position in Planning are presented in
Attachment L and included in the FY23 & FY24 Budget Packet for Board review
and adoption in June 2022.

Staff recommends that the Finance, Budget, and Audit Standing Committee
receive input on the FY23 and FY24 Operating Budgets and FY23 Capital
Budget and provide additional direction to staff as necessary regarding the
contents of the Operating and Capital Budgets, for final adoption on June 24,
2022.

DISCUSSION/BACKGROUND

The Board of Directors must adopt the Final FY23 and FY24 Operating Budget and FY23
Capital Budget by June 30, 2022. The FY23 and FY24 Operating Budget and the FY23
Capital Budget are presented this month for Board and public review. A public hearing
has been scheduled for 9:00 am, or as soon thereafter as possible, during the June 24,
2022 via Zoom.

On June 25, 2021, the Board adopted the Final FY22 and FY23 Operating Budgets.
Santa Cruz METRO produces a 2-year rolling Budget. This Budget revises the June 2021
FY23 Operating Budget and presents a new FY24 Operating Budget.
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Metro held a Budget Workshop with the Unions on May 5, 2022 to answer questions
about the two-year FY23 and FY24 Operating Budget and FY23 Capital Budget to obtain
input from its union partners.

At its June 10" the Finance, Budget, and Audit Standing Committee received this staff
recommendations and endorsed forwarding it to the June 24" Board meetings for action.

The presentation of financials on the Summary page in Attachment C have been
reformatted:

Operating Revenues are directly associated with ridership and represent the amounts
paid by the rider or organizations for use by their employees/students to use transit
services. The categories includes passenger-paid fares (Local and Highway 17 Fares)
and organization-paid fares (Special transit fares: contracts with the local colleges and
Highway 17 partners).

Operating Expenses are associated with the operation of the transit agency’s goods and
services purchased for the operation of the system, such as Labor (Salaries & Wages),
Fringe Benefits, Non-Personnel Expenses (Services, Materials and Supplies, Ultilities,
Insurance, and Other expenses). This provides a quick and easy view of the Farebox
Recovery.

Non-Operating Revenues represent external sources such as Sales Tax Revenue,
Federal/State Grants, and all other forms of income (Advertising, Rental, etc.) that is used
to support Metro operations and capital investments.

Non-Operating Expenses are for non-recurring, or limited time frame, costs such as
those related to COVID for testing and cleaning protocols. Pension UAL costs are the
additional costs incurred to cover the shortfall in pension investment returns have now
been replaced by the Sales Tax Revenue Bond payments beginning in FY23.

These changes will align Metro’s financial reporting more closely to other transportation
agencies and allow for an easier comparison of revenues and costs related to ridership
and external sources.

A. Operating Revenues

Operating Revenues, related to ridership, total $8,363K in FY23 and $8,535K in FY24.
Major Operating Revenue assumptions in the FY23 Budget over the FY22 Final Budget,
adopted in June 2021, include:

e Passenger Fares — overall increase of $115K, or 5%, an expected 13%
increase in Fixed Route Fares and 10% increase in Paratransit Fares; partially
offset by a 13% decline in Highway 17 ridership due to telecommuting.

e Special Transit Fares — overall decrease of $72K, or 1.2%; primarily due to the
39.5% decline in revenue associated with the GO passes for the City of Santa
Cruz, the 22.1% reduction of the contract with Cabrillo College; partially offset
by the 1.9% increase of the contract with UCSC.

Moderate increases of ~2% overall for Operating Revenue sources are budgeted in FY24.
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B. Operating Expenses

Operating Expenses, excluding COVID related expenses and Pension UAL/Sales Tax
Revenue Bond payments (which are discussed in Section C), total $55,019K in FY23 and
$56,071K in FY24. Operating Expenses assumptions in the FY23 Budget over the FY22
Final Budget, adopted in June 2021, include:

Personnel Expenses (Labor and Fringe Benefits) increased overall by $2,376K, or 5.9%,
vs. FY22 Budget

e Regular Labor Costs — increase $1,493K, or 7.9%
o Contractual items of step and longevity increases

o 3.5% increase for all employees through the one year extension of
the Union contracts

$1,500 one-time payment for all employees
Proposed six new incremental positions added
= 3 Fixed Route Bus Drivers — funded by Measure D sales tax
= 1 Paratransit Van Driver — funded by Measure D sales tax
= Accountant Ill — new proposed position
= |IT Project Coordinator - two year provisional
e Overtime - increase of $191K, or 16.9%
o0 Due toincreased service as the pandemic winds down
e Fringe Benefits — increase of $691K, or 3.4%
0 Medical assumes 5.6% year over year increase due to CPI

Non-Personnel Expenses increased by $1,801K, or 17.5%, vs. FY22 Budget; excluding
COVID related costs

e Services —increase $1,228K, or 27.3%, from additional spending budgeted for
Professional & Tech Services for the South County Zero-emissions operating
and maintenance facility plan, repair of both Revenue and Non-Revenue
vehicles along with new uniforms for the Bus and Van Operators.

e Mobile Materials & Supplies — increase of $469K, or 16.4%, as a result of higher
Fuel & Lube costs for both Revenue and Non-Revenue vehicles and an
increase in Revenue Vehicle Parts.

e Other Materials & Supplies — overall increase of $70K, or 15.1%, related to
printing and postage for new marketing campaigns.

e Utilities — increase of $71K, or 9.5%, primarily due to estimated increase for
Gas & Electric (expected rate increase from PG&E) along with increased
Propulsion Power as more ZEBs are purchased and put into service.

e Casualty & Liability — increase of $37K, or 3.6%, related to the increase of
insurance premiums.
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e Taxes — increase of $6K, or 11.6%, due to higher costs for Customer Service
parking permits.

e Misc. Expense — increase of $41K, or 12.2%, primarily due to increased
Employee Training and related Travel along with more Employee Incentive
activities as a result of COVID restrictions being lifted.

e Interest Expense & Debt Service

0 Interest Expense - Loan — decrease of $8K, or 50.4%, due to interest
payment on bus lease nearing the end of the contract.

o Debt Service — Principal and Interest Expense on debt service are
discussed in Section C.

Major Operating Expense assumptions in the preliminary FY24 Budget over the FY23
Budget include:

Personnel Expenses (Wages, Overtime, and Fringe Benefits) increased overall by
$891K, or 2.1%, excluding the Pension UAL costs

e Wages — decrease $51K, or 0.3%
o Only contractual items of step and longevity increases;

o Offset by non-recurring bonus payout from FY23
e Overtime - increase of $28K, or 2.1%
e Fringe Benefits — increase $914K, or 4.3%

0 Anticipated increase in Medical insurance premiums, effective in
January 2024, partially offset by;

0 Projected decrease in Retirement as per CalPERS June 2020
Annual Valuation Report from 9.71% in FY23 to 9.5% in FY24

Non-Personnel Expenses increase by $161K, or 1.3%, related to inflation of 2.5% and
contract increases

C. Non-Operating Revenue/(Expense)

Non-Operating Revenue/(Expense) totals $55,510K in FY23 and $57,149K in FY24.
Non-Operating Revenue/(Expense) assumptions in the FY23 Budget over the FY22 Final
Budget, adopted in June 2021, include:

Sales Tax Revenues

e 1979 Gross Sales Tax (1/2 cent) — increase of $3,867K, or 17.0%, or as a result
of a stronger than anticipated recovery from the COVID-19 pandemic.

e 2016 Net Sales Tax (Measure D) — increase of $605K, or 17.0%, the projected
increase mirrors the anticipated increase in the 1979 Gross Sales Tax (1/2
cent).

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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Federal/State Grants

e Transportation Development Act (TDA-LTF) - increase of $1,750K, or 23.4%,
as per recent allocations, as well as CPI projections for a modest growth and
recovery from the COVID-19 pandemic.

e FTA Sec 5307 — Operating Assistance — decrease of $4,764K, or 100%, as
funds are being redirected in FY23 to Capital as per the Staff Report approved
by the Board at the April 22, 2022 meeting. These funds will be used towards
the purchase of CNG buses in FY23. This allows METRO sufficient time to test
its initial ZEBs and build ZEB infrastructure before fully transitioning its fleet to
100% ZEBs by 2040.

e LCTOP —increase of $49K, or 9.9%, based on additional funding allocated from
the State Controller’s Office (SCO) from the Greenhouse Gas Reduction Fund
via the Regional Transportation Commission (RTC); this funding will be used
for operation of the Watsonville Circulator.

e STIC — decrease of $2,899K, or 100%, as funds are being redirected in FY23
to Capital, to be used towards the purchase of CNG buses in FY23. This allows
METRO sufficient time to test its initial ZEBs and build ZEB infrastructure before
fully transitioning its fleet to 100% ZEBs by 2040.

e TDA — STA — Operating (includes SB1) — increase of $1,021K, or 29.6%,
reflecting increased allocation estimates from SCO from July 2021. STA funds
are derived from the statewide excise tax on diesel fuel and demand for all fuels
is much higher than one year ago.

COVID Relief Grants

e American Rescue Plan Act of 2021 (ARPA) — Budget of $15,477K is the
anticipated draw down in FY23 for reimbursement of allowable personnel and
operating expenses. Budgeted draw down in FY23 is based on the estimated
personnel costs (anticipating a ~15% vacancy rate) and Farebox recovery;
actual draw down could be higher or lower.

All Other Revenue

e Advertising Income — increase of $45K, or 30%, targeted marketing efforts will
continue in order to update the Metro’s advertising options and attract more
advertisers in the coming years.

e Rental Income — decrease of $35K, or 20.7%, due to the hold back in renting
space at the Pacific Station Transit Center as a result of the timing for the
construction/remodel of the building and surrounding area.

e Interest Income — decrease of $45K, or 15.3%, based on current trends and
the cash balance at the Treasury.

COVID-19 Related Expense

Increase of $176K, or 145.3%, primarily due to personnel needed for COVID testing and
cleaning protocols, that were not budgeted in FY22. This staff does not backfill vacant
positions.
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Federal/State Grants

e Transportation Development Act (TDA-LTF) - increase of $1,750K, or 23.4%,
as per recent allocations, as well as CPI projections for a modest growth and
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Pension UAL/Sales Tax Revenue Bond Debt Service

The CalPERS annual valuation report as of June 30, 2020, which was received in October
2021, indicated that Metro had a Pension Unfunded Accrued Liability (UAL) balance of
~$68.1M. This balance has been steadily growing, resulting in a recurring UAL cost which
has averaged ~$4.0M annually for the past five years, and was anticipated to increase to
a high of ~$6.9M annually within 10 years, before declining again until “paid off” in 22
years.

After careful consideration it was determined that selling a 15 year Sales Tax Revenue
Bond would save the Metro upwards of ~$36.9M as the bond obligation would be paid off
approximately seven years sooner along with a known, steady ~$5.4M annual payment.

As with many investors, CalPERS had significantly higher returns in 2020 than was
anticipated and it was estimated that Metro’s Pension UAL would be reduced to ~$54.1M
realizing a savings of ~$16.0M. On February 16, 2022 the $51.8M, 15 year Sales Tax
Revenue Bond was sold resulting in annual payments of ~$4.2M and savings of ~$17.1M.

The payment of debt service on the Sales Tax Revenue Bond will be secured by the
Measure G Revenues, generally consisting of certain amounts received by the Metro from
a 0.5% tax (the “Measure G Sales Tax”) collected in the County of Santa Cruz, California,
for deposit in the Debt Service Fund in accordance with the Indenture, and from certain
funds held under the Indenture. The Measure G Revenues are the sole source of payment
of the Sales Tax Revenue Bond.

Pension UAL would have been ~$6.3M in FY23 had the bond sale not been executed:;
cost of the interest/principal of the bond for FY23 is ~$4.5M, for a savings of ~$1.8M

A net increase of 3.0% in Non-Operating Revenue/(Expense) sources are budgeted in
FY24, driven by:

e ARPA COVID funding — decrease of 79.5% with the final draw down of $3,172K
Partially offset by increases:
e Sales Tax, including Measure D — increase of $615K, or 2.0%

e Federal/State Grants — increase of $11,867K, or 81.9%, as FTA 5307 and STIC
grants will be available for Operating Expenses in FY24

e All Other Revenue
0 Advertising — increase of $5K, or 2.6%
0 Rent—decrease of $27K, or 20.7%

D. Transfers & Operating Balance

Transfers total ($8,853K) in FY23 and ($9,613K) in FY24. Assumptions in the FY23
Budget over the FY22 Final Budget, adopted in June 2021, include:

e Transfers to Capital Budget (Bus Replacement Fund) of $2,353K is an increase
of $114K, or 5.1%

o0 Available Measure D revenues are $208K, or 9.7% higher than FY22
0 TDA-STA-SGR grant is $11K, or 1.4% higher than FY22

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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o Total Transfer to Bus Replacement Fund is $3,124K in FY23

This amount is consistent with the goal to honor our commitment to the Capital Budget
and maintain assets in a state of good repair by committing a minimum of $3.0M each
year from the Measure D and TDA-STA transfer from Operating, along with TDA-STA-
SGR that goes directly to the Capital Budget.

While METRO has made great strides to reduce the proportion of its fleet that has reached
or surpassed the end of its useful life, a coming wave of scheduled bus retirements will
raise the replacement needs balance to 41 by the end of FY23 and to 67 by the end of
FY28. Furthermore, as required by the California Air Resources Board’s (CARB’S)
Innovative Clean Transit (ICT) regulation requires all public transit agencies adopt a ZEB
Rollout Plan describing how the agency will transition to a zero-emission fleet. Starting in
2026, 25% of all METRO bus purchases must be ZEBs, and in 2029 100% of all bus
purchases must be ZEBs. At an average cost of $1.3M per ZEB, it will cost $51.3M to
simply address the backlog in bus replacement needs in FY23, rising to $83.8M by FY28.

METRO sees this significant vehicle replacement challenge as an opportunity to advance
its transition to a fully ZEB fleet. Given the current pressure on METRO's operating budget
to sustain transit service, it is essential that METRO find every available avenue to
transition to aid its transition to a fully ZEB fleet. Furthermore, the Unmet Capital Need —
Hydrogen Fueling Infrastructure and Maintenance Upgrades: includes the design and
construction of a permanent hydrogen fueling station and required maintenance facility
upgrades, which are vital pieces of METRO’s plan to meet California’s clean energy
mandates and convert its fleet to 100% ZEBs. The refueling facility will be based on a
modular design that will allow it to expand its refueling capacity to meet METRO's future
needs.

A key strategy of this Plan is to contribute toward state and federal grant opportunities as
our local match for bus replacement. Generally, grant applications that include a
significant level of funding through a local match, are more successful than those that
don’t. For example, in 2022 METRO has committed $4.2M as local match in the Bus
Replacement Fund towards state and federal grant opportunities for reducing the number
of buses beyond their useful life.

e Transfers to/(from) Operating and Capital Reserve Fund of $6,500K is an
increase of $4,325K, or 198.9%

0 Fuel Tax — decrease by $175K, or 100% due to the expiration of the
Fuel tax credit in December 2021

UAL & OPEB - the $2,000K transfer is flat with FY22
Operating and Capital Reserve Fund of $4,500K is made up of:
* Financial Management Software (ERP) - $2,000K

= Local match for Capital grants - $2,500K; of the 20 recent
grant applications, totaling $47.2M, have been submitted;
14 of these grants require a local match ranging from 10%
to 68% for a total of $21.7M

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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Only minor changes in the budgeted Transfers & Operating Balance in FY24:
e Capital Budget/Bus Replacement Fund increase $87K, or 3.7%
e Operating and Capital Reserve Fund net decrease $272K, or 4.2%

o Financial Management Software (ERP) decrease $2,000K partially
offset by,

Local match for Capital grants increase $1,500K
Operations Sustainability

Reserves  Replenishment increase  $228K  (Operational
Sustainability Reserve Fund to meet target balance of three (3)
months of the average operating expenses for the most current fiscal
year’s Budget)

E. Capital Budget
The FY23 Capital Budget/Portfolio as shown in Attachment E totals $87,031K.

The current FY23 Capital Budget consists of ongoing projects rolled forward from FY22
along with new projects which are funded by a variety of sources.

In FY18, a new capital Budget funding strategy was adopted by the Board that results in
a minimum of $3.0M per year being dedicated to the annual capital Budget. This new
strategy created the “Bus Replacement Fund” and establishes consistent annual transfers
of STA-SB1 funds and Measure D funds to the capital Budget that are needed to provide
funding and stability for the required local match for obsolete fixed-route buses and
Paratransit vehicles.

Annual unspent Measure D and STA-SGR funds will ‘accumulate’ in the Bus Replacement
Fund until they are allocated to specific projects and spent on new replacement buses
and vans.

The following amounts are dedicated to the Bus Replacement Fund in FY23:

e (2016 Net Sales Tax) — Measure D - $2,345K (transfer from Operating Budget)
e STA-SGR - $771K (goes directly to the capital Budget)

o Total = $3,116K

In addition, a total of $11,157K of FTA 5307/STIC grant funding is being redirected to the
Capital Budget, specifically for the purchase of CNG buses in the FY23 Budget cycle.
This will allow METRO sufficient time to test its initial ZEBs and build ZEB infrastructure
before fully transitioning its fleet to 100% ZEBs by 2040.

Noteworthy ongoing capital project activity (> $100K) this fiscal year includes:

e Ongoing — METRO Owned ParaCruz Facility Project — $2,038K from the
Operating & Capital Reserve Fund. The project is identified as critical to move
the agency forward towards a sustainable future, in support of the METRO
10-Year Strategic Business Plan, and was approved by the Board on November
15, 20109.

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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e Ongoing — Pacific Station/Metro Center Redevelopment with the City of Santa
Cruz — $4,000K, over four years, from the Bus Replacement Fund, toward the
redevelopment of the facility.

e New — Hydrogen Fueling Station - $8,120K for the design and construction of
a permanent hydrogen fueling station; this project will be funded by a $7.3M
Federal grant and $0.9M from the Operating & Capital Reserve fund.

e Ongoing — Financial Management Software (ERP) — The current financial
system was purchased more than 20 years ago. A Fixed Assets, Purchasing,
and Budgeting module would be incorporated into the new financial software
system for a more efficient and integrated system. The total Budget is $3,850K
— of which $200K for consulting costs were paid in FY22 from Operating
Expenses with the remaining $3,650K to be capitalized and funded from the
Operating & Capital Reserve Fund.

e New and Ongoing — Facilities Upgrades and Improvements

0 Maintenance Yard — Security Hardening and Expanded Parking -
$856K from the Operating & Capital Reserve Fund. This will cover
Phase 2 and 3 of the project which will continue to improve the
security and access to the Maintenance yard. Tasks to be completed
include, but are not limited to, demolition of two structures, sink hole
repair, retrofit of Bay 11 for the ARTIC buses, and gate relocation.

o JKS Facility — Upper security gates; this project will automate two
gates, install a pedestrian access gate at JKS and be funded with
$229K from the Operating & Capital Reserve Fund.

o Fueling Station Awning — construction of an awning over the fueling
station to protect staff and equipment from the weather elements.
This project is funded with Federal funds of $239K

0 Maintenance Facility — infrastructure improvement and modifications
need to maintain and support the addition of hydrogen cell buses

e Ongoing — Vehicle Replacement Projects — Santa Cruz METRO has been
awarded grants from a variety of Federal, State, and local agencies to replace
aging revenue and non-revenue (service) vehicles which are in alignment with
Santa Cruz METRO'’s strategy to begin replacing its fossil-fueled bus fleet with
all-electric buses by 2040.

o Electric Buses (5) + Infrastructure and Project Management $5,846K

= Four Zero Emission Bus (ZEBs) are electric bus
replacements that will be used on the Highway 17
commuter routes

= The one (1) additional electric bus to replace an obsolete
bus

0 CNG buses to assist in the replacement of obsolete vehicles $15,204K
= CNG Bus Replacements (20)

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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VI.

VII.

VIII.

= CNG Bus Replacements (3): Capital Lease

o Five Articulated (ARTICS) buses to be used for the UCSC routes
$5,000K

ParaCruz Van Replacements (7) $605K

Replacement of aging Non-revenue vehicles including a service truck
($150K) and six staff vehicles ($721K)

0 Automatic Vehicle Locator (AVL/ITS) and Auto Passenger Counter
(APC) $1,737K.

e Miscellaneous — reflects a proposed transfer of $1,000K from the Operating &
Capital Reserve Funds to the FY23 Capital Budget/Portfolio for small projects,
typically costing less than $100K that are identified throughout the year and do
not qualify for Federal or State grants.

STRATEGIC PLAN PRIORITIES ALIGNMENT
This report pertains to METRO'’s Financial Stability, Stewardship & Accountability.

FINANCIAL CONSIDERATIONS/IMPACT

The proposed two-year FY23 and FY24 Operating Budgets — Attachment C total
$60,959,938 and $60,533,609 respectively. In addition, METRO will be transferring $2.4M
in FY23 and $2.4M in FY24 to the Capital Budget, $2.0M in FY23 and FY24 to the UAL
& OPEB liability, $2.0M in FY23 for ERP System, $2.5M in FY23 and $4.0M in FY24 for
Grant matching, $0.2M to Reserve Replenishment, and $0.9M in FY24 to the COVID-19
Recovery Fund and is fully offset by the total Operating Revenue Budget of $69,813,238
in FY23 and $70,146,745 in FY24.

This is a Final Budget, which reflects available data regarding revenues and expenses.
The Final two-year Budget will be presented to the Board of Directors on June 24, 2022.

The FY23 Capital Budget/Portfolio— Attachment E totals $87,030,558

CHANGES FROM COMMITTEE

Shift of funding in accounts and/or departments for both years; net zero impact to total
Non-personnel spending.

ALTERNATIVES CONSIDERED

There are no recommended alternatives at this time. Staff recommends that the Board of
Directors adopt a resolution approving the FY23 and FY24 Operating Budget and FY23
Capital Budget.

ATTACHMENTS

Attachment A: Presentation of FY23 and FY24 Operating Budgets and FY23
Capital Budget/Portfolio

Attachment B: 5 — Year Budget Plan
Attachment C: FY23 and FY24 Operating Budgets

APPROVE FY23 AND FY24 OPERATING BUDGETS AND FY23 CAPITAL BUDGET
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Attachment D: Authorized and Funded Personnel
Attachment E: FY23 Capital Budget/Portfolio
Attachment F: FY23 Board Member Travel
Attachment G: FY23 & FY24 Employee Incentive Program
Attachment H: FY23 & FY24 Board Authorized METRO Support Activities

Attachment I: FY23 & FY24 Memberships

Attachment J: Preliminary Schedule of Reserve Balances

Attachment K: Measure D: 5-Year Program of Projects (FY22/23 — FY26/27)
Attachment L: Management Pay Tables

Attachment M: Resolution Acceptance of Budget

Prepared By: Cathy Downes, Sr. Financial Analyst
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IX. APPROVALS:
Approved as to fiscal impact: M
Chuck Farmer, Chief Financial Officer
Michael S. Tree, CEO/General Manager W
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Attachment F

BOARD MEMBER TRAVEL

FY23

American Public Transportation Association (APTA) Meetings

Legislative Conference Annual Conference
March 2023 October 2022
Washington, DC Seattle, WA

Three Board Members Two Board Members

California Transit Association (CTA) Meetings

Annual Meeting Legislative Conference
November 2022 May 2023

TBD — May be virtual TBD — May be virtual
One Board Member One Board Member

Additional Travel

Meetings with legislators and government officials in Washington, D.C., San Francisco
and Sacramento, as approved by the Chair of the Board.

Expenses related to Board members meeting with CEO/General Manager and staff.
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Attachment G

EMPLOYEE INCENTIVE PROGRAM
FY23 and FY24

EVENT/ACTIVITY FY23 FY24

District Service Awards $ 4,121 $ 4,222
Employee Picnic & Holiday Party 5,151 5,276
Transit Driver Appreciation Day 1,030 1,055

Employee Appreciation Events

Administration 8,242 8,443

Marketing, Communications, and Customer Service 1,200 1,216

Safety, Security, and Risk Management 5,933 6,084

Operations 6,500

District Holiday celebrations 3,000 3,000
Awards

Fixed Route 1,000 1,050

Paratransit 309 316
Safe Driver Patches and Certificates 1,000 1,050
Line Instruction Patches 1,000 1,050
TOTALS $ 38,486 $ 32,762
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Attachment H

Board Authorized METRO Support Activities

FY23 and FY24

Santa Cruz County Fair
Santa Cruz Follies
Christmas Parade - Tentatively Santa Cruz
4th of July Parades - Tentatively Scotts Valley & Watsonville
Leadership Santa Cruz
Santa Cruz County Chamber of Commerce Business Expo
Earth Day Event - SJ State University & Pacific Station
CA Clean Air Day Event - Pacific Station
Stuff the Bus
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Attachment |

MEMBERSHIPS
FY23 and FY24

MEMBERSHIPS / Dues & Subscriptions

Administration
APTA Annual Dues
Bus Coalition
CalACT Membership Dues
Chamber of Commerce Membership
Community Transportation Assn of America (CTAA)
CTA
CTE Center for Transportation
Eastern Contra Costa Transit Agency (ZEBRA)
Letter Press - Transit Access Report
Monterey Bay Economic Partnership (MBEP)
National Notary
Register-Pajaronian
SC Sentinel

Finance
California Society of Municipal Finance Officers (CSMFO)
Government Finance Officers Association (GFOA)
Kiplinger Letters

Human Resources
Cal Chamber
California Public Employers Labor Relations Association (CalPERLA)
John Dash
Northern California Human Resources Association (NCHRA)
Society for Human Resource Management (SHRM)

Safety, Security, and Risk Management

Purchasing
California Association of Public Procurement Officials (CAPPO)
Amazon Prime

Fleet Maintenance
All Data
Allison Transport. Software
Cummins INSITE Fleet books Software
John Deere Software
Mitchell Online Vehicle Manuals
Southern California Regional Transit Training Consortium (SCRTTC)

GRAND TOTAL

Total:

Total:

Total:

Total:

Total:

Total:

FY23 FY24
39,250 40,035
7,727 7,915
1,087 1,113
2,369 2,427
4,018 4,116
18,544 18,995
5,151 5,276
3,091 3,166
695 712
5,151 5,276
773 792
64 66
155 159
88,075 90,048
227 233
309 316
103 105
639 654
875 896
1,030 1,055
489 501
515 527
861 883
3,770 3,862
412 422
130 133
210 215
340 348
1,000 1,000
2,000 2,000
3,000 3,000
600 600
500 500
1,000 1,000
8,100 8,100
101,336 103,434
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