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Executive Summary

Over the last eight years, three factors have dominated the outcomes of our budget
levels for GCRTA. The revenue generated by Sales & Use Tax, the cost and volatility
of diesel fuel costs, and the amount of funding provided by the State of Ohio for public
transit.

After the recession of 1990-1992 through the end of the year 2000, Cleveland’s
economy was strong. Although the city had suffered population losses, manufacturing,
banking, and the insurance industries were operating at satisfactory levels, the
economy was growing, and Sales Tax Revenue was increasing by about 5.5% annually.
Since approximately 65% of GCRTA funding is generated from the Sales and Use Tax,
the Authority was receiving funding levels sufficient to sustain an expansion of public
transportation service. This was true, even though the region’s population was
beginning to decline. The events surrounding September 11", 2001 negatively
impacted the entire U.S. economy. Ohio was particularly affected and observed a
significant loss of status and economic vitality. Population in the City of Cleveland and
Cuyahoga County subsequently declined by approximately 8% and Cleveland became
one of the nation’s poorest major urban centers. Sales & Use Tax revenue has grown
by only 1% annually since 9/11/2001. This decline established a new reality for Sales
Tax expectations and a new baseline for growth and service levels that is well below
historic levels. It has also created a significant and continuing shortfall in funding.

After personnel costs, diesel fuel has become the second largest expense for the
Authority. In the last five years, diesel costs have increased by 200%, increasing by
100% in the last two years and by 60% in 2008 alone. Over this period GCRTA fuel
costs have skyrocketed from $4 million to nearly $20 million as the cost of oil jumped
from $40 per barrel to $140 per barrel.

In addition, from 2003 to 2005, the State of Ohio cut funding for public transportation by
60%. The level was already low at $43 million and was then reduced to one of the
lowest in the nation at $16 million annually.

As a consequence of these factors, GCRTA has been forced to cut public transportation
service levels by 17% since 2001. Service reductions were made in both 2007 and
2008. Fares were raised in 2006 and then raised twice in 2008. Facilities have been
consolidated and the operations of the North Olmsted and Maple Heights Bus lines
were assimilated into RTA operations to increase efficiencies and reduce costs.
Budgets levels were reduced every year to maintain a reasonable fiscal status. In
December 2007, the process of continuous improvement and efficiency was formalized
with the establishment of TransitStat. These actions taken over the last eight years have
resulted in a combined $270 million in budget reductions.



Because of these factors the 2009 Tax Budget projected a $20 million deficit. As a
result, a 12% service cut was recommended, along with a 50-cent fuel surcharge,
administrative positions were reduced by 5% and, non-bargaining employees salaries
were held at 2008 pay rates. To avoid the deep service cuts and a substantial fare
increase, the Governor, through state Metropolitan Planning Organizations (MPOS),
provided $9 million toward the increased fuel costs. The service cut was only partially
implemented and the fare increase was reduced to 25 cents. However, the budget
needed additional funding from the State. If funding did not materialized, RTA would
need to implement the deferred service cuts; and the remainder of the fare increase
would have to be implemented. This premise was made part of the 2009 Budget.

The economy continued to worsen during the spring and summer of 2008, and by
August, the U.S. was officially in a recession. Then, in late September, a banking crisis
occurred and several large and influential banks ceased operations and were either sold
or closed. The market reacted, plunged, and the recession deepened quickly and
dramatically. Demand for products dropped suddenly, car sales dropped by 40%,
unemployment rose significantly causing further reductions in spending, in addition to
lower demand for products, more layoffs, and company closings.

Sales & Use Tax collections remained at nearly budgeted levels through the end of
2008, but immediately began to drop with the start of 2009. GCRTA revised its Sales
Tax Revenue projection from $173 million to $160 million. This 7.6% decline would be
the worst single year sales tax decline for The Authority in the last 25 years.
Unemployment continues to rise, now nearing 11%, Sales Tax collections continue to
decline at an accelerating pace, and Chrysler and General Motors both declared
bankruptcy. The decline in the Sales and Use Tax revenue could now exceed the
previous dire projection of $160 million, and no additional State funding is expected.
Although economists project a mild recovery beginning in 2010, another new and lower
base level has been established at least for 2010 and 2011 as we project growth of
1.4% ($162 million) and 2.2%($165 million) for Sales Tax Revenue in those years. Due
to the ongoing decline in Sales Tax Revenue, those projections may have to be revised
to $159 million and $162.7 million respectively. Fuel costs have been stabilized through
a firm fixed price contract for 2009 and an Energy Price Risk Management Program for
2010 that will lower projected 2010 fuel costs. Fuel positions for 2011 are currently
being purchased, and the outcome should also lower budgeted costs for that year.

Consequently, the 2010 Tax Budget currently shows a $16.3 million deficit. A service
reduction must be made and implemented either in the fall of 2009 or the onset of 2010
with additional expense reductions. Some level of additional State funding will be
needed or GCRTA will have to hold public hearings and reduce service levels even
more dramatically than the 6% already approved. This could result in a cut of as much
of 15% if the level of funding provided by current Sales Tax receipts and those projected
for 2010 and 2011 simply does not allow RTA to sustain the current level of service
provided.



General Fund Assumptions

Inflation
Assumption: 0.5-1.5%
Rationale:

According to economic analyses including sources such as the Federal Reserve
Bank (Fed) and the Bureau of Labor Statistics, 2009 inflation measures are
currently showing *“deflation”. January 2009 inflation rate was 0.03% and
dropping through May 2009 to a negative 1.28%. Deflation fears have been a
central animating force of monetary policy. The Federal Reserve Bank contends
that the threat of deflation has fallen by a notable margin, with a modest recovery
and price stabilization occurring in the fourth quarter of 2009.

Interest Rates

Assumption: 0.0-0.25%
Rationale:

The federal funds target rate decreased to 0.25% in December 2008 and has
remained at this level. The Fed has stated that they will maintain 0.0%-0.25% as
the target rate and anticipates that economic conditions are likely to warrant
exceptionally low levels of the federal funds rate for an extended period. This
rate provides support to mortgage lending and housing markets and to improve
overall conditions in private credit markets. Fed experts expect that the federal
funds rate will remain stable for the remainder of the year.

This affects GCRTA because the federal funds rate is a tool used by the Federal
Open Market Committee (FOMC) to control economic growth and inflation. Both
are components of GCRTA'’s Sales and Use Tax Revenue and projections.

Beginning and Available Ending Balance

The beginning balance for each of the five years shown represents unrestricted
cash and investments.

The 2009 projected ending balance is $1.3 million and the 2010 available ending
balance is projected to be negative $16.3 million. It is clear that the Authority's
policy of maintaining a reserve equal to one month's operating expenses in the
General Fund will not be satisfied.



REVENUES

Passenger Fares

Assumption: $53.9 million
Rationale:

Actual Passenger Fare revenue received through the first quarter of 2009 was $11.8
million. This amount is $1.4 million, or 13.75%, above the same period in 2008, and
$152,322 more or 1.31% more than the 2009 budget. The gain, as compared to 2008, is
mostly attributed to the $0.25 fuel service charge implemented in November 2008. To
provide a more informative indicator, RTA also analyzes core passenger fare, which
tracks performance of passenger fares by excluding the variable timing receipt items: U-
Pass and student tickets.

Through the first three months of 2009, the increase in core passenger fare, compared
to 2008, was 9.62% in January, 1.68% in February, and 21.66% in March, equaling an
increase in core passenger fare of 10.49% in the first quarter. Ridership numbers began
to slide in April 2009, and we expect Ridership to continue to slide this year, until the
unemployment rate begins to decrease. The 2010 Tax budget assumes a modest 2%
increase ($53,867,832) over the 2009 first quarter projection ($52,811,600) due to the
anticipated slight increase in ridership.

Advertising Revenue Assumptions
Advertising Contract $825K
HealthLine (net) $175K
Other $100K
Total $1.1M
Rationale:

Advertising revenue is composed of three subcategories. The first subcategory is the
current advertising contract. Due to recent fleet reductions, the advertising contract’s
annual guarantee was lowered from $1,000,000 to $825,000 per year. The second
subcategory is the HealthLine naming rights contract that will net the Authority $175,000
in 2010. The other subcategory includes various concession and vending

arrangements and is expected to generate $100,000 in the upcoming year.



Sales Tax
Assumption: $162.2 million
Rationale:

The Authority received $42.7 million in Sales and Use Tax revenue through the
first quarter of 2009. This amount was $5.2 million, or 10.98%, less than the
same period in 2008, and below budget by $1.9 million or 4.24%. The large
negative variation is due to the current decline in retail sales in Cuyahoga
County, which are proportional to the sales tax level.

For the month of April 2009, GCRTA Sales Tax receipts are 2.73% above April
2008. However, Year-to-date receipts through April 2009 are 8.33% or $5.0
million lower than April 2008 year-to-date collections and $3.1 million or 5.5%
below the 2009 budget.

Cleveland’'s economy continues to weaken. Commercial and industrial lending is
down, unemployment continues to increase and there are continued reports of
job cuts, wage cuts and hiring freezes. Consumer spending is down, home sales
and home values are down, and auto sales are down which is one of the largest
contributing sources for Sales Tax revenue.

The total Sales Tax Revenue collected in Cuyahoga County continues to drop
sharply, with a twelve-month moving average drop of 6.1%. From March 2009 to
April 2009 Sales Tax dropped by 7.3%. Regional economic growth is not
expected to make any modest recovery until sometime in 2010. As a result of
available economic data, the 2010 Sales Tax budget shows slight growth over
the 2009 projection of 1.4% or $162.2 million. This is $2,240,000 more than the
2009 first quarter projection but still $11.3 million or 6.5% lower than 2008 actual
Sales Tax receipts.

State Operating Assistance

Assumption: Elderly and Disabled $2.1 million
Rationale:

In 2006, the State decided to issue one Ohio Elderly and Disabled Fare
Assistance payment per year rather than several payments to cover a 12-month
period. GCRTA expects to receive $2.1 million this October for 2009. The 2010
elderly fare assistance receipt is anticipated to remain at $2.1 million.



Access to Jobs Revenue Assumptions

Federal Funds $600K
ODOT Funds $600K
Total $1.2M
Rationale:

The Access to Jobs revenue helps the GCRTA provide vanpool and reverse commute
services consistent with Welfare to Work initiatives. The funds from this source have
been severely sporadic over the past few years. However, recent actions by the
Northeast Ohio Areawide Coordinating Agency (NOACA) has released Federal funds
and allocated 2008-2009 ODOT funds. In 2010, GCRTA anticipates annual allotments
of $600,000 from Federal funds and $600,000 from ODOT, totaling $1.2 million in
revenue.

Investment Income

Assumption: $400,000
Rationale:

The 2010 General Fund balance is projected to be negative $15.1 million, and the 2010
interest rate on investments is projected to range from 0% to 0.25%. As a result of the
modest recovery expected in 2010, revenue from this source is projected at $400,000.
Through April 2009, GCRTA received $88,954. The 2009 estimate for investment
income is $304,000, nearly 63.2% lower than the 2008 actuals of $825,633.

Operating Assistance for Trolley Operations

Assumption: $783,000
Rationale:

In 2009, GCRTA was advised by NOACA that we would receive $783,000 in operating
funding for our Trolley service from CMAQ funds for years 2009, 2010, and 2011.

Operating Assistance for Paratransit

Assumption: $240,000

Rationale:
For fiscal years 2009 and 2010, NOACA made funds available through the “New
Freedom” program to support the incremental cost of providing same day Paratransit
services through a public/private partnership. The amount is $480,000 over two years.



Other Revenue

Assumption: $1.0 million
Rationale:

This revenue category consists of various claim reimbursements, rental income,
salvage sales, and identification card proceeds. Through April 2009, GCRTA
has received $409,985 and anticipates receiving $1.2 million by the end of the
year. The 2010 Tax Budget assumes a reduction to $1.0 million in this category
due to the continual reduction in the percentage of our fleet that uses
Compressed Natural Gas (CNG).

Reimbursed Expenditures

Assumptions: $35.3 million

Capitalized Operating Assistance $28.7M

Fuel Tax Reimbursement $1.5M

ARRA Force Account Labor $1.9M

Force Account Labor & Material $3.2M

Total $35.3M
Rationale:

This category is composed of grant labor and materials reimbursements,
capitalized operating assistance reimbursements and diesel fuel tax refunds. In
2009, GCRTA expects to be reimbursed for expenditures in the amount of $33.4
million. The majority of these dollars are expected in the 3" and 4" quarters in
the form of capitalized operating assistance. Labor and fuel tax reimbursements
occur somewhat evenly throughout the year.

For 2010, $28.7 million is expected from Capitalized Operating Assistance. Fuel
tax reimbursements are projected to be close to $1.5 million and reimbursements
for labor costs associated with capital projects are expected to be $3.2 million.
Combined reimbursed expenditures of $35.3 million are expected for 2010. $1.9
million in ARRA funds was authorized by the Federal Government to use for
force account labor for 2009 and 2010.



EXPENDITURES

Personnel Services

Assumption: $179.5 million
Rationale:

The 2010 estimate for salaries and fringe benefits shows no wage increases for
non-bargaining or bargaining employees. A modest increase of 2% was applied
to Health Care Benefits. GCRTA will be required to make an extra OPERS
payment (13 payments instead of 12), in 2010 in the amount of $1.4 million.

Diesel Fuel
Assumptions: $10.5 million
Rationale:

In, 2008, GCRTA locked in 2009 fuel prices at $3.17 per gallon. On January 13, 2009
the board approved a resolution to authorize the implementation of the Energy Price
Risk Management Program, which includes fuel hedging. As of May 2009, GCRTA has
hedged 86.6% of our 2010 fuel requirement at a considerable reduction in budgeted fuel
cost. Because of this proactive measure, diesel fuel costs are estimated to be $10.5
million in 2010, a 39% reduction of cost from the 2009 projection and 45% lower than
2008 actual.

Other Expenditures

Assumption: $52.1 million

Rationale:

This category of operating costs is expected to increase by 3.6% in 2010, relative to
projected 2009 expenditures. The other major drivers in this category are utilities costs,
services, materials and supplies and leases and rentals. The 2009 projection includes a
$1.5 million budget reduction in “Other Expenses” category. These cuts were restored in
2010, thus explaining the majority of the increase. This does not include transfers to
other funds, which are shown below.



Transfers

Assumption: Bond Retirement..............cceeeeeea $19.3 million
Capital Improvements................. $11.2 million
Insurance Fund...........ccccceeenennnns $3.1 million
Pension Fund...........................$100,000
Rationale:

Transfers shown for the bond retirement “set-aside” are simply debt service less
both the investment income earned in the Bond Retirement Fund and the transfer
from the Capital Fund. The interest and principal payments on outstanding debt
are taken from debt amortization schedules.

The transfer to the Capital Improvement Fund covers local Asset Maintenance
and Routine Capital purchases, as well as required local matches for some
grant-funded projects in the development fund. The $19.3 million transfer to the
Bond Retirement Fund for debt payments represents an 11.9% contribution level
from projected Sales Tax revenue and 63.4% of the overall transfer to capital.
The planned $11.2 million transfer to the RTA Capital Fund in 2010 represents
6.8% of sales tax revenue and the remaining 36.6% of the overall transfer to
capital. The total contribution to capital, at 18.8%, is well outside the Board
policy of a minimum of 10% and a maximum of 15% of sales tax revenue. The
transfer to the Insurance Fund is required to maintain the Fund Balance at the $5
million level and to cover expected expenses for the 2010 Year. Lastly, the
$100,000 transfer to the Pension Fund is also needed to maintain the
recommended balance.



FINANCIAL INDICATORS

The General Fund statement presented in this Tax Budget results in the following
performance against the Authority's financial policy goals.

REVENUES

Operating Ratio: The Board policy requires a 25.0% ratio in operating
revenues compared to total operating expenditures. The Tax Budget yields a
23.3% ratio, which is below the policy objective, but this represents an
improvement over the last several years primarily as a result of the January
2008 fare increase and a projected increase in ridership. Though this is an
improvement over recent years, this indicator continues to be a warning that
self-generated revenues may be growing at a slower rate than expenditures.

Fare Subsidy (Net Cost) Per Passenger: This indicator, at $3.17 will not
meet the policy ceiling of three times the average fare of $0.93 ($2.79), again
an indication that self-generated revenues are not growing at the same rate as
expenditures.

EXPENDITURES

Operating Reserve: At negative $16.3 million or negative 0.8 month, this
budget does not meet the policy goal of a one-month operating reserve
(indicator = 1.0). This level represents a decrease from the projected reserve
for year-end 2009 (0.1 month reserve) and is again an indication that Sales
Tax Revenues are declining and new on-going revenues have not been
discovered or identified.

Overhead Cost vs. Total Cost: This indicator, at 13.1%, is well below the
policy maximum of 15.0%, indicating that overhead costs are being kept low.
This percentage, however is creeping up over 2008 (12.2%), and the 2009
projection (12.6%).

Cost/Hour: This policy requires that growth in the cost per hour of service
from year to year be kept at or below the rate of inflation. This budget
assumes no inflation in “Other Expenses” and a mere 2.0 % growth in Health
Care Benefits. This indicator is $110.93 per hour of service that is 1.3% lower
than the 2009 projection. This is mainly due to the decrease in diesel fuel
costs.
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DEBT STRUCTURES

Debt Service Coverage: At 0.15, this indicator is below the policy minimum of
1.50. This is a result of increases in the debt service requirement stemming
from higher debt levels relative to the decrease in the ending balance.

CAPITAL OUTLAY

Sales Tax Contribution to Capital: Policy requires that a minimum of 10.0%
and a maximum of 15.0% of sales tax receipts be applied to capital programs.
The 2010 contribution to capital funds is planned at $30.5 million to meet both
debt service needs and to locally fund projects. This amount represents an
18.8% contribution level, which does not meet the policy level.

Capital Maintenance to _Expansion: At 97.5%, this ratio is outside of the
policy guidelines of 33% to 67%, as a result of an increase in the number of
maintenance projects relative to expansion projects in 2010.
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CAPITAL IMPROVEMENT FUNDS

The majority of Capital Improvement projects are funded through Federal and
State grants. Funds needed to meet the local share requirements of these
grants, as well as funds for 100% locally funded capital projects, are provided
through the retention of investment earnings and contributions from Sales Tax
proceeds as well as debt sales.

The 2009 and 2010 estimated capital outlays are predicated on year-to-date
outlays, obligations and projected commitments, as well as, the approved five-
year Capital Improvement Plan. Projected grant revenues include current, as
well as, expected grant awards. In 2010, the Authority’s capital maintenance
projects include track, bridge, and station rehabilitations. Major equipment
expenditures include the overhaul of the Heavy Rail Vehicle fleet. The expansion
projects in 2010 include three Intermodal Stations at the Cleveland Museum of
Art, University Hospitals and the Cleveland Clinic.

BOND RETIREMENT FUND

The General and Capital Funds will be the sources of fund transfers necessary to
make scheduled interest and principal payments in 2010 of $19.9 million on the
$166.2 million in current outstanding debt remaining at the end of 2009 and for a
planned debt sale of $25 million sometime early in 2010. The last series of
existing long-term debt for GCRTA will expire in 2027.

INSURANCE FUND

The Insurance Fund is structured to reflect a combination of self and purchased
insurance coverage. Activity expected in 2010 includes premium outlays and
claims totaling $3.2 million. Maintaining the $5.0 million balance is again
recommended by the GCRTA Risk Management Department for 2010. This is
accomplished with a $3.1 million transfer from the General Fund.

SUPPLEMENTAL PENSION FUND

Authority employees who were employed by predecessor transit systems are
covered by supplemental benefit payments. Activity expected in 2010 includes
investment income and scheduled benefit payments. Investment income in 2010
is estimated at $31,000 and benefit payments at $81,907. A transfer of $100,000
will be received from the General Fund to maintain the pension fund at the
recommended level.
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LAW ENFORCEMENT FUND

In 1988, RTA became involved with the multi-jurisdictional Caribbean/Gang Task
Force. RTA's involvement was prompted by the increased gang activity found in
and around the rail system and the need to obtain intelligence in this area. In
addition to the benefits of intelligence gathering and improved inter-department
relations, RTA derives revenue from seized and confiscated moneys and/or
properties of convicted drug dealers prosecuted by the Task Force.

Revenue obtained through the Task Force can be expended for non-budgeted
police items for law enforcement purposes. Furthermore, certain guidelines have
been instituted by the State Attorney General's Office for the reporting of and
disbursement of funds. No expenditures are assumed in 2010 at this time. The
only activity that is expected in this fund in 2010 is investment earnings of
$10,000 and Law Enforcement revenue of $5,500.

ALL FUNDS

As a result of projected financial activities in the first half of 2009, the All Funds
Balance is expected to decrease by $7.2 million for 2010, when compared to
2009. This is due a loss of Sales Tax revenue and the lack of identifying
sustainable revenue sources as well as increases in the Operating, Capital and
Debt Service categories that offset anticipated growth in the Authority’s total
revenue base. In 2009, the All Funds Balance is expected to increase by about
$7.2 million over 2008.
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