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TransLink Efficiency Review

E XECUTIVE S UMMARY

OVERVIEW& CONTEXT

Under theSouth Coast British Columbia Transportation AuthorityAa, TransLink is responsible

for providing transportation services and managing transportation demand within Metro
Vancouver. The Act requires TransLinkntet its financial requirements using established funding
sources, including taxes and fares, accumulated surpluses and borrowings within its approved limit
It allows TransLink to increashort term fareSat a rate of up to 2% compounded annually but
requires any higher increase to be approved by the TransLink Commission.

On December 28, 2011, TransLink applied to the Commission for supplementary fare increases to

take effect on January 1, 2013 that were proposed in its Funding Stabilization Planeappyahe

al @2NR&a /2dzyOAt Ay hOlG206SNI HAnohd l1'a GKS FINB A\
under the Act, the increase in excess of the approved limit requires Commission approval. In

considering this request, the Act prescribes that th&GOA 8 &8 A2y Qa4 RSOA&aA2y SyYyRSI

1 Maintain the financial stability of TransLink;

1 Allow TransLink to implement planned services and projects;
1 Encourage TransLink to minimize expenses; and,

1 Keep fares as low as reasonably possible.

In late 2011, the TrasLink Commission engaged Shirocca Consulting to analyze, review and

O2YYSyild 2y ¢Nlya[Ay1Qa SFFTAOASYyOes LINPRdAzOGADAGE
and report is intended to inform the Commission in its consideratiaih@turrent suppémentary

FINB AYyONBIaS NBljdzSad a ¢Sttt Fra AdGa-ydaplaSyRAyYy 33 |
submission.

(s}
[\N)
(s}
Qx

LY NBGASGAYI ¢NIXYA[AY]Qad STFAOASYyOes (g2
financial level. The second levebped thetransit system and then thbus division, as it
represents the largest area of service expenditure within TransLink.

TRANSLINK HNANCIALIPLAN ANDPERFORMANCE

¢tKS NBGASG 2F ¢NIya[Ayl1Qa | OGdzZ t (z2moddgRaIS (G LIS NF z
variation in revenues but consistent under spending in operations. As transit service hours have

1 A transit fare excluding those that are valid for more than three days. This includes cash fares, day passes and FareSaver
Tickets
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exceeded target in every year except 2009 (due to the custom transit strike), service cuts can be
ruled out as the reason.

Debt service has als@bn consistently under budget over the last six years. This traces back to
delays in project completion, confirmed by a consistent pattern of projected cash flows
approximately$200 to $300 million under budget every year. This under expenditure résults
annual debt service requiremenkgingoverstatedandadds b project management costs and
interest during construction (ID@gcruel on project expenditures

While the budget development process and economic assumptions used by TransLink are sound in
principle, closer examination shows that basing the budget on Second Quarter (Q2) forecast of year
end spending results in an inflated forecast compared to yeat actual cost. Bliget directives

specify that the2012 ase budget grow by no more than tihgte of inflation(2% in 2012).

However, as the 20102 forecasbf operating expenditures exceedeke yearend actual by38

million, the 2012 base budgé@tcrease is doublthis rate Furthermore, as the 2012 budget forms

the base for the long termx@enditure model, it appears that ihexcess cascades throutte long

term expenditure projections.

By policy, a contingency set at 1% of operating expendit{#£8 million in 2012)s included in the
basebudgeti 2 | RRNB & a ¢ NI yWhilethysimaybeeasinitiBleSand pNdleatip &
analysis was provided to support or controvert the adequacy of this dunadditionthe
contingencyshould vary by year. Biycludingit in the base budgetit too likely contributes to this
cascading effeadn long term expenditure projections.

Why thiscontingencyis needed when the @nulatedFunded Surplus (CFSvhich is intended to
O20SN) dzy SELISOGSR O2aiG4a4x Aa Sljdzkt (2 HtheBoa?df H A MH (
policylevel of 12%s ako a question. Further, there is n@nalysis or rationale supportirtge CFS

level

It is apparent from the analysis that budgets are prepared conservatively, particularly since the fuel
price shocks of 2008n the last three years, total expenditigdave averaged 5.4% under budget

and the net proceeds have consistently exceeded expectatibhe.combination of operating
contingencies, minimum CFS levels and budget conservatism point to a financiattatfferceeds
normal requirements.

TRANSITSYSTEMPERFORMANCE

Conventional Transit Services

.806SSy Hnnc YR HaAamMnX ¢NIya[ Ay fudderwbr@nadSy G A2y €
expansion thatesulted ina 28% increase in ridership and a 41.3% increase in operating revenue.
These strong dgas, however, were outpaced by cagbwth, whichwas50.7% over the same

2Bus and rail divisions.
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LISNA 2 R® l'a | NBadz G GKS NIy aAaathcaseparih@ivadds ST T A (
kilometre grew faster than inflationasdid cost per passenger. Passengees hour and kilometre

declined, although these declines would have been worse without the surge in ridership that

occurred in 201@s a result of th®©lympics and théull year of Canada Line operatio8till, the net

difference betweeroperating costand operating revenue was $151.9 million higher in 261dh in

2006, resultingin the need for increased subsidZ.ost recovery fell from 56% to 52.5% over the five

years.

Relative to four Canadian transit peer agentigsansLinlsaw more growth overthe five year

period but costs grew faster. It continues to lag other systems in cost efficiency, cost effectiveness
and service productivity. While TransLink has disadvantgesothe geographicize of its

service areasystems with similar populain densitiesappearto be attracting more riders per unit

of service than TransLink. i¥bbservationis relatively unchanged over the past five years in spite

of the large increase in rail rapid transit

Custom TransiServices

The major restructuring of NI Yy a[ Ay 1 Q& Odza (i 2 Yhasrdsitgfiancast incidbeBes NI Y Ay
(70.4%Xar in excess of the rate of service expangibh 3%)and inflation. In fairness, some of the

cost increase associated with this program, including service expansioheainttroduction of new

technology, was anticipated by TransLink. Others, including the extent of labour cost increases,

were not.

The restructuring and consolidation of custom transit into a single regional operator in 2009 has not
yet resulted in expeed cost efficiencies or improvements in service effectivendisstead, slippage

has occurred.The public subsidy per passengarriedin 2010 exceeded $30.00. Benefits from the
significant investment in new technologies intended to improve produgtatie also not yet

evident. Similarly, customer perception of improvements to service quality have been difficult to
measure due to the lingering effects of the three month transit strike.

CNI Ya[ Ayl Qa LISNF2NXI YOS NI frbystdnd Bas dldetetiokated. T 2 dzNJ / |y
The declines are across the board in all indicators. As a result, a costly service has become even

more expensive. Cost increases have more than offset increased revenues from the fare increase

and cost recovery remairew at 4.4%.

5¢2NRY(i2Qa ¢¢/ 3 9RY2y(z2y ¢N}yaArds /FEt3IFNE ¢N}yard FyR ./ ¢NIy
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BUSDIVISIONPERFORMANCE

Conventional Bus Service Performance

Conventional bus services expanded significantly between 2006 and 2010 by adding new routes and
improving frequencies and hours of operation on existing routes. However, ¢theaised cost

(28.2%) fodelivering service exceeded both service hour and kilometre growth (15.8% and 19.9%).

la./l Qa O2ada INBE KAIKSNI GKIFy Yz2ad 2F Ada /1yl RAL

Bus grvice expansion has resulted in moderate ridership g@irio)out the rate of gowth fell

short of service increase®assengerdardings per kilometre and average operating speed have
alsoshowndeclines. GAYS ASNASa |ylrfeara akKz2ga ¢Mlya[Ay]C
the lowest level in 20 yearsPart of this declines attributable to the introduction of the Canada

Line, which has hived off bus riders, and part is likely dexpansiorinto areas where transit

market potential is increasingly shallows a result, cost efficiency and effectiveness have both

declined. Labour utilization declined and unproductive time rersdiigh. Both stand out as areas

needing improvement.

Looking at performancat a subregional levelurbandepotswere the most cost efficient and
effective, benefiting from more compact anigher density service areas that translate into lower
costs per hour and kilometre and more passengers carried. Given that the suburban areas are
where most of the service expansion in recent years has been focused, explains sbme of
slippagein performance But more importantly, vith a greater proportion of new services targeted
to the more outlying areas, the higher cost of operating these services is a concehe floture.

Thecombination of high and rising caegier hourand declining trend ingssengers carried per hour
means thathe marginal cost of attracting new riders is growing at a rate that will increasingly
becomedifficult to financially support Given these factors, ways to lower costs and increase
efficiency in service delivery ne¢al be found.

Community Shuttle Service Performance

Community shuttle expanded rapidly between 3Gihd 2008 before levelling off in recent years.
Thisallowed TransLink to make significant economies in short haul bus sebyiogsladng
underutilizedbig buses wittsmallbusesand freeing up ver 60 big busethat werere-deployed to
routes requiringaddedcapacity.

The recent expansion ebmmunity shuttle has shifted to focus more on new markets as opposed
to conversiols and thishasresulted na dramatic rise ioperating cost§58.5%) witHittle growth in
ridership (> 1.0%). As a result, efficiency and effectiveness have declined. Costs per boarded
passenger have grown at twice the rate of conventional bus servicaraB610 were $6.50

4 Community Shuttle Service Delivery Review, Translink, July 2007
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suggesting thateyvice levels may be higher than warranted by demand. While it is reptiréed
aSNUAOSE KIFIFBS 06SSYy IRRSR 6AGKAY GKS O2yUGSEG 2F
how closely these have been applied given the resdlte growing cost per hour and per

passengesuggest thathere isconsiderable scope for realizinganomies

At the same timedepot capacity constraints for CMBC have resulted in inefficiehicle
deploymentand missed opportunitiekr additional hybid routes (mixed conventional and
community shuttle) because of added deadhead codtensLink hassopushed aheadvith

outfitting community shuttle vehicles with the same technology applications as conventional buses
that hasaddedto their cost.

Maintenance expenditures have increased du¢htese additional requirements, aaging fleet and
deferred replacement¢ KS f I GGSNJ Ada 06S@2yR ¢NIya[Ayl1Qa O2ydN
has ceased production and a suitable alternative supplistilideing researched.

No new contacted operators have entered the field since 2002 ahghily all new servichas gone
to CMBC on a first right of refusal badlthe role of the private sector was to keep growth in costs
at the public providerin check, this has had mixed succelslso appears that the thouse costs
may be understated as administrative and overhead cost have not been fully alloitezh the

cost escalation antbw ridership growth, a full review of Community Shuttleald be undertaken.

Fleet

Over the past five yearthere has been a significant renewal of the flegith over 800 new
conventionabusesand 160 community shuttle vehiclesceived. Average age has declined and it is

now among the newest fleets in @ada. At the same timehere has been an increase in the

YdzYo SN 2F aLI NB GSKAOtSa GKFG FINB F@FrAtlFotS (2
policy for spares now ranges from a low of 18%ietelpeak vehicles to a high of 25% for CNG,

small buses and trolleys.

Actual spare vehicldsr dieseland CNGusescurrentlyexceed these policy leveds 29.8%as do
community shuttle vehicles (29%Jrolley buses carryurchase cospremium that is about
double the capital cost of a diesel bu¥etthe spare vehicl@olicyratio for this vehicle has risen to
25%and actual sparesn 2010 were26%

It isalsounclear as to why trolleys require such a high spare ratio and what alternatives were
considered. As each spare vehicle representsaestment of over a million dollars, every effort
should be made to reduce spare trolley buses. Unfortunatkyexcess vehicles cannot be readily
used on other routes withouthe expensiveaddition ofoverhead wires, nor is there a resale market
given the small number of trolley operators in North America.

TransLink should seek to have the lowest possible spare vehicle ratio by carefully managing the
fleet. Excessive spare vehicles add costs to the system. Not offlgedracquisitioncapitalcosts
higher but additional costesultfor maintenance, cleaningndinsurance Space in increasingly

Executive Summary \Y
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cramped depots is also needed to accommodate added spare vehidesomes at a significant

cost, particularly if expansions or new facilities arguieed as a resultFor example, a different
approach to fleet management would have eliminated the need to acquire the 34 additional trolleys
in 2009.

Energy

Energy costincreased over the five year review period but fuel consumption went down. This
decline resulted largely because of the introduction of new more fuel efficient vehicles. TransLink
procures 75% of its fuel requirements through fixed price contracts that carry a price premium of
$0.06 t0 $0.08 per litre. This cost premium is, in effestirance against fuel price escalation.

An alternative approach is to hedge fuel costphychasng fixed/floating swap agreemenisr
other commodity derivativecontracts Hedging through commodityerivativesdoesrequire
specialized financial egptise andinvolvesinherent risks in futures contragtscluding
counterparty credit risk, commodity correlation risk and complex accounting requirements

These riskdhaveto be balanced against a fixed price premiumtio@volume secured through fixed
price contracts.Currently the transaction costs associated with hedging through commodity
derivativesdo not exceed$0.01 per litre. However, transaction costs are not fixed and will fluctuate
with market pricing for commodity derivatives contracts.

Maintenance

Between 2006 and 2010, the increasalirect and indirectnaintenance costs was almost double
that in service kilometres (35.0% vs 20.8%). Although the increase in conventiodaotisand
indirectmaintenance coStper kilometre (12.8%) as slightly higher than labour cost growth (12%),
community shuttle cost more than doubled (122.6%)rect or allocated maintenance costs per
kilometre increased an average of 8% pear over the five year review period

Compared to Canadian peers, CM @iract maintenancesost for conventional diesel bus

maintenance per kilometre were higher, in part due to the fact that CMBC inchades indirect or

Gy BWBYOK (AYSE Ay Alda AYGSNYyFt €F02dz2NJ N GS OKIF N
al had higher staffing levels and a highergentageof overhead or indirectost.

Direct maintenance costs farolley, CNG and communighuttle rose sharply over the review

period. Average increases for these flestsre 75.3%0,130.3%and 220%espectively. If these

trends continue, it will be a challenge for CMBC to maintain these fleets within reasonable budget
constraints and fleet lifecycle costing will have to be revisited.

°A security whose price is derived fran underlying asseT he derivative itself imerely a contract between two or more
parties. ltsvalue is determinedby fluctuationsin the underlying asset.
® Excludes TransLink overhead costs.
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With respect to other indicators, overtime wasducedover thereview period but this was
countered by a reduction in the number of buses per mechanic and serviceimdirect
(maintenance support and overhead) costs increased in absolute terms but dediingubecentage
of total maintenance costs.

In 2010/ a . /inQigct costdotalled $59.7 million anccomprised 50.3% of total maintenance
costscompared to 45.3% iWictoria It should be noted that CMBC has more complex maintenance
requirements with significant trolleydieselhybrid and CNG fleetddowever, baed on this
comparison, indirect costs bear further examination.

As in service and operatioriBransLink ialsogoing to have to reevaluatemaintenance services and
modernize its approach on homaintenances conducted given its high and increasing gobts.

CorporateOverhead

The analysis has revealed that TranskintCMBCcorporateoverhead costs are high relative to
other Canadian peer systems. Internal analysis has also shown that their rates of growth have
exceeded service hour growth anidt i ¢ NJcofpbraté gidri@adtost as a percentage of total
revenue has risen.

2 AGK NBaLISOG (2 ¢Nrya[Ay|1Qa LREtAOS Ozataz AlG KI 2
result from a policy decision to establish a dedicated police foitds.unclear whether duplication

exists between the police and CMBC security given the seemingly different mandates of these two

groups. While comments also cannot be made as to whether or not police costs are reasonable,

their rate of increase is notesvthy and deserves examination, along with whether there are areas

of duplication between the police and CMBC where economies or rationalization of services are

required.

Similarly, the scope of the analysis does not permit any conclusions about digplicastaffing or
functional overlaps between TransLink and CMBC other than to note obvious existence of executives
and departments in both organizations that deal with finance and human resources and to a lesser
extent customer relations. Since 2009afisLink has made several adjustments to reduce
administration and rationalize functions between TransLink and CMBC, including the recent transfer
and presumably consolidation of IT servieasl some human resource function¥hat said,

regardless where thse costs are allocated, the total remains high and appears to be increasing.

CONCLUSIONS

The transit industry is inherently expensive and complex. It is both labour and capital intensive as
well as highly unionized. In much of the western world, itrapes within a government financed
environment, generally absent of market forces that compel efficiency and productivity for
economic survival, where the only external pressure is the availability of funding.

Executive Summary vii
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It is also an industry that is undergoingacige that involves reconciling 2¢entury information
technology, service requirements and vehicle diversification, including both internal and external
equipment advances, with work practices rooted iff' 2@ntury labour agreements and production
practices. In these respects, TransLink is no exception.

CNI YA[AY1Qa FdzyRAY3I F2NNdzZ I A& (GKS o0Sad Ay /[yl F
rapidbus and raiexpansionfar inexcess of any of its Canadian peers. TransLink has invested i

technology that provides management with superior information to manage the system and for

customers to use it. Ridership and revenue growth has been among the strongest in Canada, yet it

is not keeping pace with costs.

Compared to Canadian peefgansLinkexhibits an abundance of equipment and staffing levels that
help to explain its generally higher costs and lower cost efficiency and effectiveness than most of
the peers, even after taking into account the challenges of its large service aremalritends

reflect increasing costs and declining productivity in both labour and equipment utilization as well as
high overhead. Internal change in how service is delivered has not kept pace with external changes
in customer demand and rail system ergan as well as technological advances in vehicles and
equipment.

Given these trends, it is important that TransLink ensures that every dollar spent gets maximum
value. To do so, it should tighten budgets to encourage fiscal tension and discipline iin ho
delivers its services. It needs to become more cost focused by placing higher priority on frugality
and productivity in its decisiemaking criteria.

Executive Summary viii
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1. I NTRODUCTION

Under theSouth Coast British Colum@ieansportationAuthority Act(Act), Trand.ink is responsible

for providing transportation services and managing transportation demand within Metro
Vancouver. It must do so in accordance with an approved long term strategy with a miniraum 30
year horizon and a more specific-§@ar transportatiorservice and financial plan that supports this
long term strategy. The Xear plan is updated annually and the long term strategy every five
years.

The Act requires TransLink to meet its financial requirements using established funding sources,
includingtaxes andares, accumulated surpluses and borrowings within its approved litmit

further stipulates that should spending exceed these sources, the deficit must be offset in the
F2tf26Ay 3 & 8SlbwsransLinkizB iBcBeastort term fareSat a rate of up to 2%
compounded annually but requires any higher increase to be approved by the TransLink
Commission.

On December 28, 2011, TransLink applied to the Commission for supplementary fare increases

proposed in its Funding Stabilization Plahdy® SR o6& GKS al @2 NR& / 2dzy OAf
LINP L2 ASR AYONBlIasSazs gKAOK FNB aSid G2 G11S STFFSOIQ
legislatively permitted limit.

ROLE OF THERANLINKCOMMISSION

The TransLink Commission is an independegulatory body. One of its responsibilitiesdgseview

¢ NJ y a [ -kedripl@ndandwyprovide an opinion on the reasonableness of the assumptions and

parameters contained in the plan. Another is the regulation of new or supplementary increases to

shaNIIi GSNY FINBa FLIINRPOSR 68 (KS al@&2Nna /2dzyO0Af @

As the current TransLink fare proposal is approximately double the rate allowed under the Act, the
supplementary increase in excess of the approved limit requires Commission approval. In
consideringthisfg dzSad > GKS ! OG0 LINBAONROGSAE GKFG GKS [/ 2YYA

1 Maintain the financial stability of TransLink;
1 Allow TransLink to implement planned services and projects;
1 Encourage TransLink to minimize expenses; and,

1 Keep fares as low as reasdoly possible.

" A transit fare excluding those that are valid for more than three days. This includes cash fapssdsyand FareSaver
Tickets.

Introduction 1
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The Act requires the Commission to render its decision within 90 days of the fare increase
submission and provide a written report on the reasons for this decision within another 15 days.

THISASSIGNMENT

In late 2011, the TransLink Commissengaged Shirocca Consulting to analyze, review and

O2YYSyil 2y ¢NIYA[AY]1Qad STFFAOASYyOes LINRPRAzOGAGAGE
the lastfivee S NE OdzNNByid FyR F2NBOFad O02adGa 2JearRSt ABSH
plans. The assignmentexamines®&& | NJ 6§ NSy Ra YR ¢NIFya[ Ayl Qa LISNF:
norms, best practices and other transit systems selected by the consultant team for their

comparability to TransLink.

Responding to the legislative tin@2 Y A G NI Ay ida 2y GKS /2YYAaaArzyQa NF
AYONBIAS LI AOFGA2y>S (GKS aaAixdayyYSyd KFra oSSy ¥F:
over the last five years arttansitS E LISY RA (1 dzNBa X 6 KA OK NBLINBaASyd G(KS

budget. The analysis also drills down irttee main areas obusserviceexpenditure as well as key
areas of interest. The rationale for the selection of these areas is outlined in the introduction of
each section in this report.

Data and information acdred and used in this assignment was sourced fromGhaadian Urban
Transit AssociatignfransLink and its subsidiary companies, and the selected individual transit
agencies cited in the peer comparisons. While the consultant team reviewed the data for
consistency and comparability and addressed any obvious discrepancies, audit and verification of
data at source was beyond the scope of this assignment.

¢tKS O2yadzZ GFryd GSIFYQa lylrfeéeaira yR NBLRNI Aa Ayl
of6 20K C¢NIya[Ay]1Qa OdZNNBy (G adzJJ SYSYy il NBE FFNB Ay
NEBOASSG 2F ¢ NIIRSGE[NAVIE DY HUUMOAMBAZY © ¢ KS NBLEZ2NI a
independent analysis and findings. It does not necessarily réfleaipinions of the Commission.
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2. TRANS L INK OVERVIEW

TransLinksGreater Vancod SN & NBIA 2yt GNI yaLR2NIFGA2Yy | dzi K2 N
isplanning, funding and operating the regional transit systéralsoprovides four bridges ithe

region(Golden Ears, Paitllo, Knight Street and Westham Islanct);plans and funds a major road

and bicycle network wittocalmunicipalitiesand manages the AirCare vehicle emission testing

program

TransLink delivers transportation services tingh a variety of private contractors, a municipality
(West Vancouver) and its wholly owned subsidiaries, Coast Mountain Bus Company, BC Rapid
Transit Company (SkyTrain) and West Coast Express. In 2011, its total budget wakifibr27
Funding for TrasLink comes from taxes, transit fares and other revenue, Golden Ears Bridge Tolls,
senior government capitand operatinggrants, interest and real estate sales.

CNF YA[AY]1Qad aSNIBBAOS IyR OFLAGIE LINRPINIY Ay@SailyYs
articulated inTransport 2040a broad 36year regional strategy to meet transportation

requirements and manage demand that was developed through a consultative process in 2008. The
specific program investments, including costs and expected revenuesdid to achievehe

Transport204@ 2 £ & | NB 02 y i I yeaSrRnsporyatios seiée add Hrtantidl dlanv n

201010-YEARBASEPLANANDFUNDINGSTABILIZATIORLAN

pndgr the Act, TransLink is required to EGURE-1 201010-YEARBASEPLAN
identify investments needetb

maintain and enhance the
. 2010 1G@Year Base Plan
transportation system over the next ten : .
Expenditures projected to exceed revenues and depl

years.¢ NI ya[ Ay | -¢earplany y dzI £  Mdtumulated funding surplus in two years
consists of a thregear plan specifying
the services and investments that are
proposed to be undertaken and
indicating how they will be funded as
well as a seven year outlook offering a
more general outline of what is

proposed in these subsequent years. / \ / \
TRANSINKECONOMIES $130MILLION INNEWREVENUE

Drastic service cuts needed to comply with Act

FUNDINGSTABILIZATIORLAN
Maintain exsting service levels.
Eliminate deficit & comply with Act.

LY HnndgX GKS al &2 N] Reduce CostHour Il V Add $0.03 petitre to

¢ NI v a [ -fedripl@nto maintain the V/ Cut administration costs fuel tax in January 201C
e : V Operations & schedulin \/ Fare increases 7% over

general Ieyel of existing service and the e Es permitted limit in 2010

good repair of the systemHowever, at Increase Revenue & 2013

that time, the 10year plan was V Increase ridership. V Increase parking sales

V Reduce fare evasion tax from 7% to 21% in

QEValuate pass progrw KJanuary 2010 J

projected to result in annual deficits
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that would have depleted the cumulated funding surplus within two years. To comply with the Act,
TransLink would have had to significantly cut senieesls and progras

¢t2 SEAYAYIGS (KS&aS RSTFAOAGAZT (GKS al @2Nna [/ 2dzyOAft
fuel taxes, parking taxes and fares in 2010 through 2013 that exceeded the annual inflationary

increase allowed in the Act. The currently proposed fiaceease forms part of this plan. At the

same time, TransLink embarked on a program to increase service and overhead efficiency, lower

costs and increase revenues. Both increased funding and TransLink economiesngitered

needed togenerallymaintain existing services levels and ensure compliance with the Act.
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3. TRANS L INK 'S FINANCIAL P LAN AND P ERFORMANCE

LY HamMmI ¢NIFya[ ByZamilionivehich répresenteRl ArSricreasd®d% over

actual 2010 expenditures. However, actual sgagdn 2011 came inSF million under budgetind

overall there was a positive budget variance of $25 millidable3v 06 St 26 adzYYIl NA 1 Sa
total actual revenue and expenditures between 2006 and 2011.

TABLE3-1: TRAN$INKACTUAIREVENUE ANBXPEWITURER006T02011($MiLLION

2006 2007 2008 2009 2010 2011

ACTUAREVENUES
Transit $309.6| $327.8| $359.9| $366.7| $437.9| $444.7 43.6%
Taxation $553.9| $568.6| $560.1| $575.8| $689.8| $682.4 23.2%
Golden Ear Bridge (GEB) Toll $0.0 $0.0 $0.0 $11.3 $29.6 $33.7 n/a
Real Estate $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 n/a
Interest Income $7.3 $8.0 $6.5 $1.7 $2.1 $3.9| -46.6%
Senior GoY Contributions $0.0 $0.0 $0.0 $7.5 $19.3 $19.3 n/a
TOTAL REVENUI  $870.8| $904.4| $926.5| $963.0| $1,178.7| $1,181.0 36.0%
Year to Year % Chang 3.8% 2.4% 3.9% 22.4% 0.4%
EXPENDITURES
Roads & Bridges | s$352| $358| $375| $436| s446| 65| 32.2%
Transit
Bus $440.4| $475.6| $534.3| $567.7| $583.5| $574.6 30.5%
Ralil $88.0 $91.8 $99.1| $134.6| $1889 $208.3| 136.7%
AL S $27.7| $27.2| $286| $306| $365| $329| 18.8%
Total Transit $556.1| $594.5| $662.0| $732.9| $808.9| $815.7 46.7%
TransLink $35.3 $34.4 $53.2 $51.4 $58.5 $68.0 92.8%
Police $12.8 $17.9 $22.1 $26.8 $272 $27.1( 111.0%
Confngency $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 n/a
SubTotal Operations Cos| $639.3| $682.6| $774.7| $854.7| $939.3| $957.3 49.7%
Year to Year % Chang 6.8% 13.5% 10.3% 9.9% 1.9%
Debt Repayment (incl. GEB) $120.2| $137.0| $143.6| $175.7| $223.8| $260.7| 116.9%
Year to Year % Chang 14.0% 4.8% 22.3% 27.4% 16.5%
TOTAL OPERATING BXWEURE{ $759.6 $8197 $918.3 | $1,030.3| $1,163.1| $1,218.0 60.3%
Year to Year % Chang 7.9% 12.0% 12.2% 12.9% 4.7%
Annual Surplus/Deficit) |  $111.3 $84.7 $8.2 -$67.3 $15.6 -$34.0
PSAB adje: EmplFutureBen. -$5.9
CUMULATIVE FUNDED SURF  $286.7 $371.5 $379.6 $312.3 $327.9 $288.0 0.5%

Source: TransLinkalso includes interest expense, depreciation and gain/loss on disposal of capital assets.
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REVENUE ANBXPENDITUREROWTH

Revenue Growth

Between 2006 and 2011, revenues
grewby 36.0% from $8710 $1,184 RGURES-1:  TRANSINK
million, which is well above growth REVENUEL2006- 2011

in population(9.3%)and inflation
(9.5%) ovethis period. Transit
fares and taxation made up $1,000
approximately 98% of these
revenues. Fare revenue has seen
the largest growth (43.6%) due to
increases in both ridership and fares
but accountedor almostthe same
percentage of total revenue (within $0
0.2 percentage points) as in 2006.

$1,250

$750

$ Millions

$500

$250

2006 2007 2008 2009 2010 2011
H Fares W Taxation Other

Expenditures increased 160).3% SourceTransLink

from $760 to $1,218 million over

the six year period. This much higher rate of growth compared to revenue growth in part explains
¢ NJ y a [ -§ohy reéd fo? gfditional funding.

With the exception of 2009 and 2011, the net balance of revenandseapenditures was positive,
resulting in a surplus being added to the cumulated funded surplus (CFS). The 2009 shortfall
resulted from a combination of lower than projected revenues (fares, taxes and Golden Ears Bridge
tolls) and higher debt service si3; both areas beyond the immediate control of management.
Operations expenditures that year cameGib%under budget. In 2011, a defidf $59.1million

was originally projected. Despite lower than expected revenue from taxes, Golden Ears Bridge tol
and real estate proceeds, lower than budgeted spending in operations and debt repayment of $55.2
and $2.4 million respectively, cut the deficit to $34 million.

ExpenditureGrowth

Approximately 7%2 ¥ ¢ NI} ya[ Ay 1 Q& G201t SEbif)He fetalad & Ay
were on debt repayment. This was down from 2006 when operations repres@dtodf total

costs. This shift reflects a higher rate of growth in debt repayr(iet®. @o)over the last six years

than in operationg49.7%).

Within operatbns, transit is the largest area of expenditure and mad&n@%of total spending in
2010. These expenditures are divided into two divisions, bus and rail. In 2011, bus expenditures
represented abou?70% of transit spending, down 10% from 2006 as altes rail expansion

(Canada Line). Bus costs increased by 30.5% over the six years, while rail cost went up 136.7%.
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TransLink corporate costs
accountedfor 7% oftotal operation
costs in 2011, up from 5.5% in 2006 EXPENDITUREB006 - 2011
Between 2006 and 2011, corporate
[ L]

$1,250

costs increased by 92.8%. However
it should be noted that in 2010 $1,000
Information ServiceT) and some
human resource functionsere
transferred from CMBC to $500
TransLink. Tigshift added $18.3
million in cost to TransLink and
reduced CMBC costs by an equal $0
amount. If this cost addition is
excluded, the six year increase in
TransLink cost would reduced to
40.8%,whereas the increase in bus
division and, in turn, transit spending, would increase to 34.6% and 50.0% respectively.

$750

$ Millions

$250

2006 2007 2008 2009 2010 2011
M Roads & Bridge M Transit MTransLink ' Police M Debt Repaymer

SourceTransLink

Roads and bridges and Traimi_police each made up about 5% and 3% of total operations costs in
2011. Operational spending on roads and bridges increas&d.By6from 2006 to 2011 , whereas
spending on police rose 111%.

Budget to Actual Performance

Comparing budget to actual perfnance, revenues have exceeded expectations in three out of six
years and have ranged from plus 3% to minus 4% of the budget estimate. With the possible
exception of real estate proceeds, revenues are driven by market forces, that are beyond the control
of TransLink management. Some revenue expectations, such as property taxes, are fairly stable and
more easily forecast, while others, such as fuel taxes and fares, are prone to broader economic
forces.

Operations costs have met or been under budget isialijears. The variance between budget and
actual expenditures has ranged frdifwoto 6.6%under budget. Since the fuel price shocks of 2008,
operating expenditures have been under budgetnyaverage of & million per year.At the same
time, service bur targets have been slightly exceeded every year except 2009 due to the custom
transit strike. As a result, service cuts do not explain this under spen8ipmected spending on
debt repayment has also fallen short in all six years.

There are varioupossible explanations for under spendimg operations including TransLink
management initiatives to defer or reduce costs in order to balance the annual budget,
overestimations in budget forecasting (e.g., fuel consumption and costs) based on prior year
experience and conservatism in budgetingnder spending on debt servicesults fromlater than
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expected completion of projects€Each of these factors will be examined in more detail later in this
section.

TargetedEfficiency Initiatives

Between 200 and 2010, TransLink implemented a series of initiatives to contairgomsth during

the course of the year. This included leaving vacant positions unfilled, deferring or reducing hiring
of new personnel, reducing outside service, fuel cost adjustmamtisvarious other cuts in

expenses. In reviewing the reductions, it is also unclear how many are permanent and how many
are temporary in nature.

TABLE3-2:  ANNUALE-FICIENOWITIATIVER007T02010($SMILLION

2007 | 2008 | 2000 | 2010

TransLink Corporate $2.6 - $2.9 $7.3
Bus $4.9 - $15.8 $20.0
Rai $0.4 - $0.4 $2.9
Police $0.0 - $0.1 $1.1
TOTAL $7.9 . $10.3 $31.3

Source: TransLink Vacancies and other cost reductions implemented in 2007 held over.
Cumulative Funded Surplus

The cumulated fundedurplus (CFS) is a reserve that can be used to offset planned or unplanned
0dzZR3IASG RSTFAOAGA YR GUKSNBTF2NB aSNwsSa Ia I KSR3S
years, the net balance between revenues and expenditures has allowed the @®B®%. Atthe end

of 2011, the CFS was $288.0 million, 0.5% higherithaf06. Despite $67.3 and $3%thillion

draw downs in 2009 and 2011, the current CFR9§ &f total TransLink spending in 2011.

Until recently, the Board hadolicythat the CFS be maintained at a minimum level @¥%dlof

funded expendituresvith any surplus to be used to pay down defithis policy was aimed to ensure

GKFG Fy FTRSljdzdh &S aO02yiAy3aSyoe FdayYRES (5 | CANI |y [ AAE yI 16
legislativeobligationto meet its financial requiremenand not carry a negative CFB December

2011, the Board changed this policy to requhat the CFS be maintained at a minimum level of

12% of funded expenditure

8 $34 million for the annual deficit and $5.9 million for emyse future benefits.

TransLinls Financial Plan arfderformance 8
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CAPITALPROJECTS

In addition tooperating evenue and expenditures, TransLink manages a large a capital program
within a set capital envelope determined by its borrowing limit. The capital program increased
28.3% from $1.8 to $2.3 billion between 2006 and 2008 and then scaled back 12.3% tdlia.bi
2010

Variance in Project Cost

Each year, a capital program, identifying new projects, is develbpgd  KS O2y G SE-G 2 F
Year Plan The order of priority for projects is 1) to maintain existing service, 2) keep assets in

state of gd repair and 3) upgrades and expansio@nce prioritized, @ndidate projects are

evaluated based on impact to safety, service, reputation, and financial impactuch, cost

reduction and productivity gains are not the primary focus.

If approved in pnciple (AIP) projects are then taken to functional and/or preliminary design.
Project managers aralsorequired to develop avorkplan andcash flowprojections. Once these
steps are completed, projects are again reviewed for specific project ap®R4l) prior to
proceeding. Management advised that projects with a positive return on investment can be
brought forward at any time.

Management report that large or unique projects are costed by outside firms with specialized
expertise in the field of irrest and/or cost estimating. Others are costed by the design consultant
in conjunction with TransLink staff. Budgets include contingency that should be set based on risk
either on the project as whole or the variopsojectcomponens, to address unexgcted cost or

scope changes due to unforeseen conditions oillljis allows standard aspects of a project that are
less prone to variability to have lower contingency than others elements with high variability.
TransLink adviskthat the capital project ppgram generally complies with this approach

In all but one year (2007), the SPA budgets increased as compared to the original budget submitted
and, while the average program increase was minimal in 2006 and 2007 (about 1.5%), this jump was
higher in 209 and 2010 (6.8% and 4.4% respectiveljje analysis has shown a consistent increase

in budget between AIP and SPA.

TransLinls Financial Plan arfderformance 9
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TABLE3-3: CAPITAIPROJECT2006T02010($0009)

TOTAL
ACTIVE FORECAST FORECAS| FORECAS| SPA/S

PROJECT
VALUE

2005 | $1,512.25 118 $1,489.62| $1,512.25| $1,499.31 -0.9% 0.7% 1.5%
2006 | $1,822.40 20.5% 128 $1,796.62| $1,822.43| $1,814.27| -0.4% 1.0% 1.4%
2007 | $1,821.81 0.0% 139 $1,918.82| $1,821.81| $1,805.38| -0.9% -5.9% -5.1%
2008 | $2,338.39 28.4% 149 $2,188.71| $2,338.39| $2,311.90| -1.1% 5.6% 6.8%
2009 | $2,155.16 -7.8% 118 $2,065.19| $2,155.16| $2,060.29| -4.4% -0.2% 4.4%
2010 | $2,048.85 -4.9% 111 n/a $2,048.85| $1,975.48| -3.6%
Avg 7.2% -2.1% 0.2% 1.8%

Source: TansLink

The scope and time limitations of this assignment precluded investigation as to the reasons for this
increase. However, as a rule of thumb in project management, project cost should go down as
project scope becomes better defined and the needdomtingency is lower. This assumes that the
project scope is unchanged and the initial project cost estimate is well formulated.

Comparing annual forecast project cost to completgainst the SPA indicated that on average
projects were consistently urd budget. A comparison against AIP budget indicates mixed results
but over five years, the forecast to complete cost averaged less than a 1% variance to the original
project budget. Reports on project variance in 2010 were reviewed and, while manysfacto
contributed to projects coming in under budget, unused contingency was the most common

While the project outcomes are positive, this raises questions about whether contingency allocation
is excessive and how it is managed or drawn down through thiegirprocess. TransLink
management advised that reductions in contingency are considered as part of a quarterly project
review and that they plan an overall review of contingency use in 2012.

Cash Flow Variance

Throughout the project process, costs aecumulated andinanced through a combination of
senior government programs, short term (commercial paper) and long term detatre$t during
construction (IDC) is applied tioat portion of project spending financed by debtldéndedshort
and long erm borrowing rates.A component of SPA is tlievelopmentof a statement of expected
cash flows over the life of the project. Management advise that expected debt serviceanrthel
budget is driven by cash flow projections of the capital program.

The analysis of budget versus actual cash flow between 2006 and 2011 shows that TransLink has
been consistently under budget over the six year period. This shortfall has ranged from 31.5% to

° Cost upon project closure are not reported on in annual reports.
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57.26. The net result is under spending of approximately $8@B00 million per year over ¢h
reviewperiod and a maximum cash flow throughput capacity of just under $500 million per year.

TABLE3-4: BUDGETED VACTUAICASHH.OWS2006702011(%)

2006
2007
2008
2009
2010
2011

BUDGET
$624,000
$732,38
$698,752
$747,352
$373,399
$321,880

ACTUAL

$427,600
$471,010
$486,794
$473,877
$184,711
$137,877

VARIANCE
-31.5%
-35.7%
-30.3%
-36.6%
-50.5%
-57.2%

Source: TransLink

In probing the reasons for thismder spendingvarious reasons were identified by management.
These include longer than expected times for project approval or execution by third parties,
production and delivery delays by manufacturers and projeghagement capacity issues,
particularly in the context of shifting program priorities.

Acapital N2 I NI Y
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expertise. In 2011, management confirmed that 80% of project managers aneuise or subsidiary
staff and 20% are either contracted individuals or companies. The tattep oversaw
approximately 20 out of 158 active projects (AIP to almost complete) at the end of 2011.

Unfortunately,late completion of projects anthe underlying reasonfor thisare not unique to
TransLink In fact,this isquite common in the pulid sector. While havingprojects consistently
come in under budget is positivender expenditure in cash flow does have a negative financial

impact More project management costs and IDC accrue on project expenditures spent as a result.

In addition,lower than expected cash floaffects debt service budgeting as project deferrals push
debt service costs to subsequent years. As a result, annual debt service requirements are
overstated in the long term forecast€apital project deferral maglsohavesignificant operational
impacts depending on the nature of the project. For instance, late completion of a transit depot
would have significant impacts on operational planning, scheduling and service delivery. All of

these factors result in higher codtsan necessary.

2012BUDGET

Economic Assumptions

The basis fodeveloping the2012 budgetpartly lies with its underlyingegconomicassumptions
TransLink has drawn from several authoritative sources in developing these assumptions, principally
the BCBudget and Fiscal Plan. Indusspecific assumptions, such as diesel fuel price forecasts,

TransLinls Financial Plan arfderformance
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have been drawn from petroleum industry analysts and economi€tsers haveeferred to

AYGSNBalG F2NBOIFada o eAllfthgde Bsbutngins seBnieSspnabiel @ 2 NJ o | y ] 2
addition, TransLinkuses is own projections of ridershigndfuel mnsumption, which again is

reasonable providing that there are not major changes in how service is delivered (e.g., fleet

composition)

TABLE3-5: ECONOMIASSUMPTIONYSED INBUDGETING

FACTOR

201521

Economic & Demographic Indicators
Real GDP growth 26% | 2.7% | 2.8% 2.0% BC Budget & Fiscal Plan
Employment 1.8% | 1.7% | 1.6% | 1.6%1.3% | BC Budget & Fiscal Plan
Population 1.6% | 1.6% | 1.6% | 1.6%1.5% | BC Stats
Inflation
Goods & Services Inflation 20% | 2.1% | 2.1% 2.0% BC Budget & Fiscal Plan
Construction (excl. roads) Inflation | 3.0% | 3.0% | 2.5% 2.5% BTY Group
US Nat'l Highway
Road Construction Inflation SRAYD | 2SS | 2 2R Constructon Cost Index
Energy Prices & Consumption
Hydro Cost 9.0% | 9.7% | 3.9% 2.0% BC Budget & Fiscal Plan
US Energy Information
GasCost (per litre) $1.45| $1.51 | $1.55| $1.60$1.82 Administration
US Engy Information
Diesel Cosfper litre) $1.33 | $1.36 | $1.40 | $1.4331.72 Administration
Regional Gas Consumptignillion litres) | 1,854 | 1,873 | 1,892 | 1,9692,123 | BC Budget & Fiscal Plan
Regional Diesel Consumpti@iliion litres) [ 335 342 345 342-356 BC Budget & Fiscal Plan
Interest Rates
2012: mid point avg
Short Term 3 months S B2V forecasts of 7 banks
plus assumed credit
Long Term New Debt (20 yrs) 4.9% || 5.4% || 6.4% 6.8% spread for TransLink
(TransLink Treasury); Afte
Long Term Refinancing (10 yrs) | e | B 5k 2012-
Interest durirg construction 45% | 5.1% | 6.1% 6.5% BC Budget & Fiscal Plan
Ridership
Total Revenue Passengettillion) 225.6 | 227.8 | 233.2 | 237.3257.4 | TransLink
% change year over year 46% | 09% | 24% | 1.3%1.8% | TransLink

Source: TransLink
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Annual BudgetProcess

Inthe 3 quarter of each year, a base budget for the next year is establisBite 2010, the"
quarter forecasbf expenditures at yeaendrather than thecurrentg S | NI & ha® b= Bsddias
the starting point for budget development. The intentiof this approach was teapture any
forecast savings and prevent cost base bujtd Current year strategimitiatives such as
technology investmentand onetime costs, ae then deductedto establishthe core basebudget.

From there known labour ad contract increases are factored and then othercost areasre
reviewed to determine if the inflation rates defined in the budget assumptions should be applied.
Since 2011the core budget increase is targetémlbe no more than the ¥ quarter forecastof year
endexpenditures plus inflationln 2011, the Board, based on a TransLink staff recommendation,
passed a corporate policy requiring a minimum contingency level of 1% of annual fojpeleding
expendituresdhe added to the core budget as a ¢imgency to offset budget risksddditional

funding isthen added to advancstrategic initiatives.

Budget instructionst@ NI ya[ Ay {1 Qa @I NR 2 dza sp&cikydhk Budigabyiifilingl vy R
guidelines Each division and department then developsitibudgets, including proposed strategic
initiatives. These are then reviewed by the TransLink execufiee roltup of thedivision and
departmental budgets and initiatives must fall within the 2012 budget envelope.

Review of 2012 Budget

TransLinR Budget is based on the 2012 Transportation and Financial Base Plan and Qurtarik
is the second annual update of the 2010 Funding Stabilization Hlable3-6 compares the 2012
budget with 2010 actual costs, 2011 budget, th&duarter forecast cosat yearend (Q2) and 2011
actual costs.
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TABLE3-6: TRAN$&INK2012BUDGET VR2010ACTUAL2011BUDGET2011Q2YEAREND FORECAST
& 2011ACTUASM)

REVENUES
Transit $437.9| $432.5 $439.6 | $444.7| $453.9 2.1% 3.3%
Taxation $689.8| $689.4 $684.2| $682.4| $677.9 -0.7% -0.9%
Golden Ear Bridge Tolls $29.6| $37.8 $35.1| $33.7| $39.0 15.7% 11.1%
Interest Income $2.2 $2.6 $2.7 $3.9 $1.7 -56.4% -37.0%
Senor Govt Contributions $19.3| $19.3 $19.3| $19.3| $19.3 0.0% 0.0%
Total Revenues| $1,178.8| $1,181.6| $1,180.9| $1,184.0 $1,191.8 0.7% 0.9%
%Change 0.4%
EXPENDITURES
Roads & Bridges $44.6| $47.4 $475| $46.5| $49.1 5.6% 3.4%
Bus $5835 | $594.4 $587.8| $574.6| $598.7 4.2% 1.9%
Ralil $188.9| $213.8 $213.7| $208.3| $226.9 8.9% 6.2%
mgg itr?;drrae:ézls fare | g365| $41.3| $367| $32.9) $365| 10.9% | -0.5%
Total Transit| $808.9| $849.5 $838.2| $815.7| $862.1 5.7% 2.9%
TransLink (inciStudies & one
time costs) $58.6| $77.3 $74.8| $68.0| $81.1 19.3% 8.4%
Police $27.2 $28.7 $29.1 $27.1 $29.6 9.2% 1.7%
Prov. for Congy.& Reinvess. $0.0 $9.7 $10.1 $0.0| $10.0 100.0% | 100.0%
SubTotal Operations Cos| $939.3| $1,012.6 $999.7| $957.3| $1,031.9 7.8% 3.2%
2011 Actual vs. 2010 Actui 1.9%
Debt Repayment (incl. GEB) | $219.2| $263.1| $256.4| $259.5| $271.7 4.7% 6.0%
Other $4.7 $0.0 $0.0 $1.2 $0.0 -100.0% 0.0%
SubTotal Debt Capital Cost $223.8| $263.1 $256.4 | $260.7| $271.7 4.2% 6.0%
2011 Actal vs. 2010 Actua 16.5%
Total Operating Expenditurey $1,163.2 $1,275.7‘ $1,56.1 | $1,218.0| $1,303.6 7.0% 3.8%
2011 Actual vs. 2010 Actui 4.7%
Real Estate Disposz $35.0 ‘ $350| $0.0| $559| 100.0% | 100.0%
2011 Actual vs. 2010 Actl; 0.0%
Annual Surplus{Deficit) | $15.6 | -$59.1 -$40.2 | -$340| -$55.9
PSARdj.re: Empl Future Ben -$5.9
CUMULATIVE FUNDED SURF $327.9| $226.8 $287.7| $283.0 | $231.9

Source: TransLink
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Revenues

2012 operating revenues are foi@st to increase by 0.9% over Q2 forecast but are 0.7% over the
2011 actual. This reduction reflects lower than expected transit revenues between Q2 arehyear
but it is not substantial and have not varied apart from transit revenues.

Farerevenuesareforecast to increase 3% over the Q2 forecast and 2.1% over actual. This forecast
excludes the currently proposed fare increagsich is to take effect in January 201Baxation, the
20KSNI YIFAyadlre 2F ¢NIya[ Ayl QslighthBegsShindid), primdNig I Y X
due to the ongoing erosion of fuel tax revenues. This decline reflects lower purchases in face of
rising fuel costs. While 2011 actual declined further than the Q2 forecast, the 2012 budget figure is
consistent with he trend line established by 2010 and 2011 actual and therefore should not present

a concern. The $0.02 per litre fuel tax increase is not included in tax revenues as this is a component
of the 2012 supplemeniThe Moving Forward Plan

Property tax is linted to a3% increas®ver 2011actualset by legislation The hydro levy is fixed at
$1.90 per household and increases only through residential growth. Parking tax is budgeted
conservatively at less than 2011 actual and the replacement tax, whichby &islation, is within
1% of 2011 actual.

Golden Ears Bridge Tadlee budgeted at 11% over the Q2 forecast and 16% over actual. There is
a2YS NARal] AYyKSNByYyid Ay (GKAa LINR2SOGA2Yy> | a (GKS
H 1 M H K HComseqeemtly, Port Mann tolling will not begin until late 2012 at the earliest.

Remaining forecast revenues consist of interest income, which is relatively minor, and amortized
amounts of previously received senior government operating contributionshioh there is no

risk.

Revenue gained from real estate disposal has been moved from the revenue category in the 2012
budget, as it is not an ordinary source of revenue. Nevertheless, it boosts the increase in total
revenue expected in 2012 compared told0actual to 5.4%. Some of the real estagmsactions

were originally budgeted in 2011 baire now expected tde completed in 2012. No detail is

provided owing to the confidential nature of the transaction&iven past experience, this

component offorecast revenue seems to have some risk attached but should largely be within
TransLink management control.

Operating Expenditures

Total operating expenditures are forecast to increa®¥@over Q2 forecast but ared% over actual
results. The diffenece between the two reference points i8&million. This disparity is consistent
throughout. Operations expenditures are budge®&a% higher than the Q2 forecast but ar8%
higher than 2011 actual.

Spending onransit servicewhich is the largestomponent of operations expenditures, is forecast
to be 2.9% higher than Q2, whereas it is 5.7% to actual. The bus and rail division costs are budgeted

TransLinls Financial Plan arfderformance 15
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1.9% and 6.2% over Q2, whereas their increases to actual are 4.2% and 8.9%. 2012 property tax,
rentals, fare media and Insurance also show a significant increase relative to 2011 actual
expenditures (10.9%) rather than a slight declif®e5%) based on the Q2 forecast.

Within the 2012 budget, bus division service hours increase 0.1% from 5.523 millietb&us31
million in 2012with no change in service compositiofRail Division service hours increase 1.3%

from 1.391 million in 2011 to 1.409 in 2012. Based on these forecasts, cost per hour will increase
4.0% and 7.6% respectively, exceeding whatliees specified as a 2% lifthe Rail Division

includes a $7.1 million contractual increase in concessionaire payments in 2012. Adjusting for this,
the cost per hour increases 4%.

TransLink corporate costs, including studies andtime costs, increas8.4% over Q2 forecast and
19.3% to actual. Included is $3.6 million in strategic initiatives focusing on the Compass Card,
communications with government and stakeholders to obtain funds to replace the temporary
property tax, human resource and interrmdmmunications and technology. A general discussion of
the initiatives is included in the budget document. ldentified risks include hiring delays and the
inability to secure the appropriate resources to execute the work program.

Expenditures foraadsandbridgesprincipally represent@ntributions to municipalities for road

works together with staff costs for managing this program. The increase in this area is 3.4% over Q2
forecast and 5.6% over actual. The rate paid per kiloeiatthe budget isiinited to a 2% lift an
inflation-based increase as per 2012 TransLink budget directives.

Transit police increases 1.7% over Q2 forecast a2fh @ver actual. There is no explanation for the
significant variance in actual results relative to Q2 forecas

Provision forcontingenciegepresents an operating contingency based on the Board policy adopted
December, 2011. This amount is 3% higher than what was budgeted in 2011, which was unused at
yearend. The basis for its inclusion in the budget waspmrt to the Board by management that
outlined potential cost riskbut without quantitative analysis supporting this amount.

Debt Service

Debt service is budgeted 6.0% over Q2, whereas they are 4.1% higher than &sbédervice
payments includingthose forGolden Ears Bridd&EB) apital payments arerelatively stable and
predictable. Included is the forecast costimerest on both the$500million Term Commercial
Paper program and $15@illionin long termdebt issues anticipated to occur 2012.
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RiskFactors

hy G(GKS NB@GSydzS aARS:T GFLES&E INB ¢NIYA[AY1Qa YIAY
exception of gas tax, represent little or no risk. Fares, the other main component of TransLink

revenues, representing 38% of totalrevéwu Ay HAMHXEX | NS LINSRAOGSR ol asSR
ridership forecasts. This modelling is historically based and has exceeded forecasts in every year

since 2006 other than 2009 when the economic downturn impacted fare purchases.

Labour costisthd INHS &l O2YLRYySyild Ay ¢NIya[AylQa o6dzR3ISE S
collective agreement is in place, costrisk is nil. Howevermu A& | @SN 6KSYy ¢NIy
agreements are up for renewallransLink hasudgetedno salary or wage areaseswhich may be

reasonable buthis doeshave someaisk TransLink advise that every if¢rease ifabour costs

translates into approximately@million per year in additional costs.

Financing, ptroleum priceand petroleum consumptioforecasts lave been drawn from reputable

sources and are reasonable. That said, recent years have seen fuel price volatility due to economic

and geopolitical factors! & & dzOKX (KA & LINBaASydGa a2YS o0dzZRISGE NI
revenue estimatesintéfa 2F K2g AlG | FFSOGa O2yadzyYSNI 6dz2Ay 3D
expenditures as 75% of this expenditure is locked in 12 months in advance (see Se&imandy).

Debt service is also relatively low risk as all but short term rates for IBICjrea@estments or capital

costs that are newly termed out have been locked in.

h@SNFftx ¢NIYyA[AYy]1Qa aK2NI GSNXY NRala FNB NBfF (7
range of variance (sensitivity analysis) on individual economic assumptionkiged. However, a
comprehensive analysis of risk, that addresses the probability of risk occurrence and outcome, such

as Monte Carlo simulatioliis absent.

Cumulative Funded Surplus

Recently, TransLink's Board of Directors passed a policy diréuintpe CFS be maintained at a

minimum level of 12% of funded expenditureBased on the 2012 Base Plardget, this equateso

a minimum CFS of $15@illion compared to the $288 million on han@he CFS at the end of 2011

is $288 million or 22% of bigeted expenditures in 2012. Thes f Y2ad R2dzot S GKS . 21
amount for this contingency reserve.

% Monte Carlo analysis addresses both the probability and range of ows@ssociated with different inputs. This is based on
the premise that given a range of factpitsis equally unlikely thatlawill go right or wrong. The analysis also allows decision
makers to decide what degree of risk they are willing to take.
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2012 Bus Division Budget

Labour costs, includingkries, wages and benefitsomprise2 @S NJ 1 /8> 2 Foudget . / Q& G20
While no general salaryravage increaselBave been assumedhe budget doenclude provision

for normal step and merit rate increasess staff move through the rank®rovision is also made for
employerpaid benefit rate increases as well as the accrual of future benefit.costs

The blended cogper hour increasesrom $104.04 per th011actualto $10824 under the 2012

Base Plan budggewith no significant change in service composition by mode. This exceeds the
target rate of inflation by approximately 2%t the same timethe bus division has been

consistently under budget since the fuel price shocks of 2608gesting that conservatism has

been built into it budget. In 2010 and 2011, actual costs were $17.4 and $19.9 million under budget.

Intuitively, a 2% lift for gegral inflation seems excessiymarticularly given the assumption nob
salary and wage rate increases. However, as previously noted, this does not cover step or
progression increases or benefit rate lifts. In addition, some cost factors, includingrinsuand
fuel, have lifts that exceed 2%. These skew the average lift upw@mlshis basis, the budgeted
1.9% increase over Q2 seems reasonable but when compared to 2011 actual expendif%es,
likely excessive.

SUMMARYOFHNDINGS

The analysist®ws a consistent pattern of under spending in both operating expenditures and debt
service over the last six yearBxamination of the 2012 budget reveals that while the method of
budget developmenseemssoundin principle basing the budget othe Q2 Precastof yearend

cost hagesultedin an inflated forecastampared to yeatend actual. As a result, the objective to
increase core cost by no more than inflation (2%) is not met.

This outcome is not altogether surprisingraeasng spending roomnso early in the yeampacts
both current year expenditure flexibility and the subsequent year's cost base. Consequently
budgets and forecasts tend to be conservatiieshould be added thahere is no indication of
significant ondgime savings in th@011 yearend actual that would skew the 2012 cost base.
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4. TRANSIT SYSTEM P ERFORMANCE

¢ NI ya[ Ayl Qainciided ayfiixiofiautématadiightéBkyTrain)commuter railWest
Coast Expresshus and ferrfSeaBus3ervices.Bus services inalie both conventional transit and
custom or dootto-door transit catering to persons with disabilities who are unable to use
conventional transit.

CNF YA[AY1Qa GNIyaAaxd aSNBAOS INBIF Aa wmIynn &ljdzk NX
I |y Is Rvke @her largest cities, and Bervice area population is treecondargest in Canada.

58aLIAGS Ada aAT ST GKS 3S23aANFLKAO ALINBIR 2F ¢ NI y:
density to Calgary and Edmonton than to Toronto or Montreal.

TABLE4-1: 2010COMPARISON CBANADAS AND.  /SKARGESTRANSITSYSTEMS

AREAFERVED POPULATIORENSITY

QATY(TRANSIAGENCY POPULATIOSERVED (0. Kw) (POHAREASRVED
Toronto (TTC) 2,503,281 632.0 3,960.9
Vancouver(TransLink) 2,391,300 1,800.0 1,328.5
Montreal (STM) 1,934,082 500.5 3,864.3
Calgary(Calgary Transit) 1,071,515 848.0 1,263.6
Ottawa (OC Transpo) 800,300 454.9 1,759.3
Edmonton(Edmonton Transit) 793,000 700.0 1,132.9
Victoria (BC Transit) 356,200 614.0 580.1

SourceCanadian Urban Trait#\ssociationCanadian Transit Fact Bak2006 t02010.

CtKA&a aSOdAzy 2F (GKS NBLERNI F20dzaSa 2y GKS LISNF2!
transit services between 2006 and 2010 and then compares this with tliaedforonto (Toronto
TransitCommission), Calgary, Edmonton and Victoria transit systems. These four systems were

chosen as comparators for the following reasons:

1 With the exception of Victoria, all have fully integrated mutibdal transit systems like
TransLink that include botlail and bus service.

T¢2NRy(G2Qa ¢¢/ &ASNIBAOS I NBF LRLJzZ FdA2y Aa Of 23
densities and usage per capiteor much of the past 50 years, the TTC has been considered
2yS 2F b2NIK ! YSNAOIQa o6Sad GNryaiaxid aeadsSvao
1 WhileCalgary and Edmonton haless than half the population of Metro Vancouvtreir

population densities and overall levels of transit use per capitasimilar to TransLink
Calgary, like Vancouvdrasalsoexperienced rapid growth over the past tweahdes

1 Although Victoria is considerably smaller than Vancouver and does not operate rail service, it
was part of the sam&ansit organization (BC Transit) until 1999. Becauseishisiory,
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there are many similarities in the operations of the twotewss, including the organizational
culture, conventional bus fleet, dispersed transit service ared collective agreements
governing the majority of employees.

1 All systems also operate custom transit service for persons with disabilities.

DESCRIPTION @OMPARATORYSTEMS

CalgaryA & / F Yy RF Q& FAFTGK fFNBASadG dzaNBlFy NBIAZ2Y GAGK |
area of 848 square kmdhe region is characterized by a high density city centre surrounded by low density,
ALINT 6f Ay3d NBAARSYGAFE YR AYRdAAGNRARIFIE I NBIao® C2N
growing urban region. Public transit service is provide@algary Transit, a wholly owned business unit of the
of Calgary. With more than 94 million annual trips, it ranks as the fifth largest in Canada. The backbone of t
system is a 45 km light rail transit system that first opened in 1981 and has seenber of extensions over the
past 30 years. In addition, the City provides an extensive bus system that operates both standard and artic
buses as well as a Community Shugteviceusing small buses in lower density suburban neighbourhoodsesBu
are designed to feed the LRT system and fares are fully integrated between the various modes. The Access
Division manages a dodo-door transit system for people with disabilities who are unable to use the conventi
transit system. Servisare provided by using small buses and vans as well as accessible taxis. Operations a
contracted out to a noiprofit company and small private company.

EdmontonA & / I y I Rl Qa &AAEGK fFNBS&adG dzNBI y NB3IA Zhéregioni K
which comprises the City of Edmonton and 25 suburban cities, towns, villages and counties, features the lo
RSyaide 2F /IFyFIRIFIQ&d YF22N] dzZNBly I NBFrad ¢KS /Ade
population. Public transit grovided by a number of municipal entities with the ETS (Edmonton Transit Syste
being the largest. ETS is wholly owned and operated by the City of Edmonton, serving the city and a numb
suburban jurisdictions under contractual arrangements. Rideisa2010 topped 76 million. The transit system
features a 21 km light rail system that first opened in 1978 and has been since been extended. In addition,
operates an extensive bus service, including standard and articulated bus services a€wmliramity buses in
low density areas. Electric trolley bus service was discontinued in 2007. ETS also operates the DATS (Dis
Accessible Transit Service) for people with disabilities who are unable to use conventional transit and contra
with a private company for accessible sedan and minivan services.

Toronto,g A G K F LRIz I A2y 2F Hwdp YAffA2YyS A& /FylIRIFIQ
more than 5.7 million. The City itself has a densely populated core and is sexddynohedium density former
inner suburbs that are now part of the amalgamated city. The Toronto Transit Commission (TTC) operates
transit in the City of Toronto, while a number of municipal and regional operators provide service in the subu
thai NAYy3d GKS /AGéd ¢KS ¢¢/ 2LISNIGSa /FylFRIQ&a I N
year (2010) and has the highest per capita transit usage rates in North America. TTC operates a 70 km rapi
transit network (mostly undergrawd), along with an extensive surface system comprising streetcars and stand
buses as well as a large system of dimedoor transportation for people with disabilities.

Victoria, with a regional population of 358,000, is a sixth of the size of MetneMaver. The dense inner city is
surrounded by a sprawling low density suburban area. The region has experienced relatively slow rates of g
in recent years. Transit service is provided by BC Transit, a crown corporation using standard, doutdedleck:
small Community Buses It also provides custom transit service for the disabled through a contracted operat
Transit ridership was 25 million in 2010 and rides per capita are about two thirds those in Metro Vancouver.
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PERFORMAGEINDICATORBISED

The tansit industry uses a humber of performance indicators to measergceefficiency and
effectiveness.

CosTE-FICIENC = Operating cost per revenue service hour and revenue kilometre
CoSTE-FECTIVENE = Operating cost per r&@nue passenger.
SERVICEFFECTIVENE = Revenue passengers per revenue service hour.
COSTRECOVERRATIC = Percentage of operating costs covered by fare revenue.

ADMINISTRATNCGOSTRATIC = Percentage of administration cost to operating cost.

CONVENTONALTRANSITSERVICES

TransLink operates a fully integrated, muftodal transit system comprising automated light rail
transit (Sky Train)commuter railWest Coast Expresgassenger ferrie€SeaBusand a variety of
bus services. During the pdite years, the system has experienced rapid grquibluding a major
expansion of the&skyTrain witlthe opening ofathird linein 2009and increased capacity on the
other two linesas well as the West Coast Expréssiew SeaBus vessel was introduced aedbailns
systemwas expanded with increasa@pacity and new services.

Other bus services were redesigned to integrate with the new rapid transit line. The period saw a
major renewal and expansion of the bus fleet including replacement of the electiieytftdets

with new vehicles as well as introduction of Hybrid and CNG buses and increased diesel buses. New
technologies were added to better manage the system and improve customer information.
Conventional transit services are operated by Coast MoarBais Company and BC Rapid Transit
Company, two wholly owned subsidiary companies and a through a variety of contracted service
providers.
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FiveYearTrend

The following table presents the key measures of service performance between 2006 and 2010 for
T yA[ AYy1Qa O2y@SydAizylt GNryaaAld agadasSvyo

TABLE-2:  TRANSINKCGONVENTIONABERVICSTATISTIGR006T02010

0
2006 | 2007 ‘ 2008 ‘ 2009 ‘ 2010 ;’C?JQE‘SE
Total Operating Costgnillion) $550.34 | $592.73 | $674.05| $747.49 | $829.52 50.7%
Revenue Hourgmillion) 5.12 5.33 5.59 5.99 6.38 24.7%
Revenue Kilometregmillion) 116.13 119.94 125.37 135.17 151.43 30.4%
Revenue Passenge(siillion) 165.07 172.07 178.80 187.91 211.35 28.0%
Total Operating Revenugnillion) $308.19 | $325.57 | $355.33 | $362.34 | $435.47 | 41.3%
Administration Cost(million) $73.99 $79.45 | $105.44| $116.19| $116.63 57.6%

SourceCanadian Urban Transit Associati@anadian Transit Fact Book&006 to 2010.
Growth incost outpaced service expansion

¢ NJ Yy adpdrafiig @denditures faconventional trasit service increased by 50.7%6m $550.3
millionin 2006to $829.5 millionin 2010. Thiswas an increase &?279.2 million over five yeaend
is the equivalent of adding a system the size of Calgary Tranhi¢ iransLink system.

Much of thisgrowth was due to bus and SkyTrarpansion over tis period. Service levels, as
defined byannualrevenue service hourand kilometresjncreased 24.7% and 30.4% respectively.

These increasesere more than

three times the population arowth AGURH-1: TRAN$SINKCONVENTONALTRANSIT

. i P p 9 OPERATINGOSTVS SERVICHRS& KMmS, 2006 - 2010
in the regio. The higher rate of

growth in kilometregeflectsthe 506 -
. . . (0] ti
major expansion of SkyTrain (mostly oo
due tothe addition ofCanada Line) | o 40%-
where the average operating speed §
. [/
is more than double that of bus 2 0%
services. 3
£ 20% A Hrs
&
At the same time, the cost of 0%
-
providing service ab grew ashe e
. e .. T T T e T Inflation
top operator wage rate increased 0% - : , , ,
from $25.94 to $29.20 per hopan 2006 2007 2008 2009 2010
increase of 12.6%s compared to Source: CUTA Canadian Transit Fact Books and Statistics Canada
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inflation growth of6.4%™ . The increase in the top mechanic wage was even hig85% toreach
$37.87 per houin 2010, reflecting thetight labour market for skilled trades people.

Administraton also rose from $74.0 million in 2006 to $116.6 million in 2@k0increase 057.6 %
whereasli K Sy dzY 6 Swviidt @By 2E206Anpementtion ofthe new governance structure

in 2008 appars to have contributed to this cost increase, as there was a noticpabjein
administraton costs from 13.4% of total operating cost206 and2007 t015.6%in 2008 and

2009. Growth in administraton spendingtempered in 2010 as a result of costtg and deferrals
implemented by TransLink management. This combined with a higher increase in total operating
cost allowed thegercentageof administraton to operating costo drop back to 14.1% 2010.

Ridership and revenue increased but the gap witbst widened

Ridership (revenue passengers)
increased 28%etween 2006 and
2010 Annual ridership growth as
between 3band 4% during the first
three yearsandthen increased to 50%
5.1% in 2009 before jumping 12.5%

HGURH-2: TRANGINKCONVENTIONALIRANSITCOST PER

HouR VSRDERSHIB. REVENUE2006-2010

40% -

in 201Q This recent growth spurt E CostperHouy
reflectsthe first full yearCanada § 30%

Lineoperation as well as the § 2006

Olympic Games. Preliminary §

reports indicate rideship increased 10%

Ridership

again in 2011.
0% -

2006 2007 2008 2009 2010

Transit revenues (fares) also grew
from $308.2 million in 2006 to Source: OTA CanadiaTransit Fact Books

$435.5 million in 2010 or 41.3% as a

result ofhigher ridership and fare increases in 2008 and 2010. Still, the gap between operating
expenditures and revenues grewy $151.9million over the five yearsrequiring increased subsidy
to make up the difference.

1 statistics Canada, CPI Vancouenual Growth2006 to 2010.
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System Performance

Service cost efficiezy has declined

Thecost per revenue hounf
providing transit servicencreased
by 20.9%rom $107.55 in 2006 to
$129.98 in 2010This fiveyear 25%
increase, which was more than
triple the rate ofinflation (6.4%),
wasdriven byhigherincreases in
labour, overhead and fuel or energy
costs. Collective agreements
negotiated for this period provided
increases of 3% per year (12%
overall). Administrative costgrew 0% 4 . . . .
by 57.6% and fuel and electricity 2006 2007 2008 2009 2010
costs went up by 15%.

HGURH-3: TRAN$EINK CONVENTIONATRANSITCOST
PERHOUR& KILOMETRE2006-2010

Cost per Hour

20%

H

<

S
1

Cost per Km

Cumulative Growth
=
o
X
1

Inflation

’———————

5%

Source: CUTA Canadian Transit Fact Books and Statistics Canada

Cost per revenue kilometralso inceased but at a lower rate$.6%) than cost per revenue hour.
This comparatively better performanceflectsthe rising average speetf the system as faster rail
servicesnow comprise a larger share wital conventional transisystem In factoverdl system
speed increased 5.6% over the five year period from R@hito 23.6 kph.

Serviceand cost effectivenes$ias improved slightly since 2009

The cost per revenue passenger
climbed from $3.33 to $3.92 per
hour between 2006 and 2010
representinga 17.7% increaseThis 20% -
peaked in 2009 anthen declined
slightly in 2010 Tle reversal was
likely due to thgump in revenue
passengers from the Olympic
Games and the full year impact of
the Canada LineRevenue
passengers per hour decreased
slightly fom 32.3 in 2006 to 31.4 in 506
2009 before bouncing back t83.1 2006 2007 2008 2009 2010
in 2010. Revenue passengers per
kilometre alsodeclined slightly from
1.42 to 1.9 per km or-1.8%over the five years

HGURH-4. TRANEINK CONVENTIONALRANSIT COST

PERPASSENGEIRASSENGERERHR & KM, 2006-2010

s Cost per Passenger

10%

Inflation -

’———————

5%

Passengers per Km

Cumulative Growth

0%

Passengers per Hr

Source: CUTA Canadian Transit Fact Books and Statistics Canada
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Cost recovery from fares has declined

The average fare paid on thessgm
rose 11.9% from $1.83 in 2006 to
$2.04 in 2010, largely as a result of
fare increases over this period. 305
Neverthelessgost recovery
(revenue to cost ratio) declined
from 56%in 2006to 52.5%in 2010,
as growth in operating costs
outstrippedincreasesn operating
revenue. TransLink has tried to
maintain at least a 50% revenue to
cost ratio since 1999.

HGURH-5: TRAN$SINKCONVENTIONALRANSIT

AVERAGEARES COSTRECOVER®?006-2010

Average Fare

Inflation

Cumulative Growth

% Cost Recovery
.5% -

-10% -
2006 2007 2008 2009 2010

Source: CUTA Canadian Transit Fact Books and Statistics Canada
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the other comparators in 2010.

HGur#-6: TRAN$INK2010PERFORMANCE VBPEERS

PercentFavourable(Unfavourable)vs. Peer Average

Cost per Hour
Cost per Kilometre
Cost per Passenge -18.7%

% Cost Recovery

Average Fare

36.6%

Top Operator Wage

Top Mechanic Wage

-30% -20% -10% 0% 10% 20% 30% 40% 50%

Source: CUT8anadian Transit Fact Books
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High growth but at a higher cost

TransLink éonventional services
experienced more growtthan any

of its peers during the past five
years. It had the highest growth in
operating costs, passenger revenue
and tal operating revenue and the Calgary
second highest growth in revenue
hours and kilometres of service,
boarded and revenue passengers, Toronto
employees and administration
costs.

HGURHE-T7: TRANKINKCONVENTIONALRANSIT V.S

COMPARATORSEVENEHRSE OPERATINGDSTS200610

Victoria
38.7%

37.7%

Edmonton
41.1%

33.8%

TransLink
50.7%

0% 10% 20% 30% 40% 50%

+AOU2NAI &dzNLJ aaASR ¢NIF ya [_g\evxu;[HrsQ éperatingCosts
growth rate in both revenue hours

and kilometres of serge as well as
employees but with a more moderate increase in operating cost (38.7% versus 50.7%). Edmonton

saw higher growth in boarded passengers and revenue passengers and the second highest growth in
passenger and operating revenue. Like Victoria,&don achieved thisvith a lower rate of

2LISNF GAy3 02480 AYyONBIFaAS onmodm:0 RSALIAGS NBEO2NRA)
gains resulted from thepening ofextensions to its LRT system in 2006 and 2010 and introduced a

U-Pass at the Univeity of Alberta served by the LRTtsys.

Source: OTA Canadian Transit Fact Books

Overall, thes@®® 2 Y LI NR &2y a & dz3 38vicé expaksioniandirésliltgsEohghrigletsiii
growth has come at highercostthan its peers

Cost efficiencyis now second lowest

Between ?006 and ZOJ’VO P HGUREL-8: TRANEINKGONVENTIONALIRANSIVS
AN AR LI LN 5\ PARATOREDST PERIOUR 2006-2010
hourincreased by 20.9% from e

$107.55t0 $129.98per hour. This $1501

increase was second only to . rerene
Edmonton(21.9%) andnore than ¥ TransLink
double thatof Victoria which % $129 calgay
recorded the lowest@st increasen g e
the peergroup {.7%). Asa result, E; 6100 -

¢CNFya[Ay1Qa O2a0| BISNI K2 dNS a KATILSR T
from third to second highest over

the five year period and was $13.91 $75 , . . :

higher thanthe comparatoraverage 2006 2007 2008 2009 2010

in 201Q Only ®ronto was higher at

Source: OTA Canadian Transit Fact Books
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$141.73 per hour as a result of higher wage rates and administratists as well as the additional
cost of maintaining its much older rail infrastructure.

Interestingly, the cost per revenue hour (and kilometre) ranked in the same order as system size and
population, with the two largest regions and systems being the mexpensive to operatthanthe

three smaller systemsit appears that ¢seconomie®f scale may result from thiaherent

complexitiesof operating larger system#cludng the operation ofome unique modesuch as

higher cost streetcars in Toronto atite electric trolley bus system in Vancouver

Cost dfectivenessremained the lowest in the group

UndercosteffectivenessTransLink
wasthe most expensive in the peer
groupwith anoperating cost per
revenue passengef $3.2 in 2010. AL

HGURH-9: TRANKINKCONVENTIONALRANSIVS
COMPARATORS0OST PEREVENUPASSENGER006-2010

TransLink

This was third higher than the $3.75 1

comparator averagé$2.94)and $3.50 1

$0.2 more than the second highest $3.25 -
¢ Victoria. NI Y & [200§Fdnkng $3.00 - s

Average
Toronto

was identicato that in2006even
thoughits rate of increasen cost
per passenger over the five year
periodwas the second lows in the 2004 . . . .
group at 17.7%Only Edmonton 2006 2007 2008 2009 2010
had a lower increas¢.3%). Bth
systems had major expansions of
their rail systems during the period.

$2.75 4

$2.50 A

Cost per Revenue Passenger (:

$2.25

Source: OTA Canadian Transit Fact Books
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Service proaductivity continues to lag despite betterYear performance than most peers

| -
rg\%zi:c“;g:; rzcresas::e:()z)r/ HGURH-10: TRANLINKGONVENTIONALRANSITVS

. p g .p ' COMPARATORSEVENUIPASSENGERS HHR 2006-2010
TransLinkmproved slightly over the SRR,

five year period, increasing by 2.7%. 55 7
This improvement was thanks " \—_

. . . - © 50 Toronto
entirely to the bump in ridership in =
2010 that reversed a downward S sl
tre.nd. in the previous two years. % — Calgary
This incease was substantially less | o 401 e e ——_— - Average
than Edmonton (14.7%) but in %
contrast to losses 0#.0% t0-15.4% | © % [T — TransLink
experienced by the other peer 0 :’< Victoria
systems. 2006 2007 2008 2009 2010
In 2010. TransLink wase second Source: OTA Canadian Transit Fact Books

lowestin this indicatomwith 33.1 passengers per hquwhich wasl6.5% below the congrator

average. dronto had by far the highest usage per halueto its compact and dense service area

and extensive subway and streetcar systiat carry large volumes per unit of service. TransLink

ranked below Calgary and Edmonton, both sprawling density regions with reasonable sized LRT
agaidsSvao hyte +AO002NAI Qa I fdnd\dctnda hdsdha lovest NI y 1 SR
density of the comparator groupVery little change was recorded in this indicator over the five

years even afterthe major expansion of SkyTrain.

In terms of revenue passengers per
kilometre, TransLinkdeclined from HGURE-11: TRANSINKCONVENTIONATRANSIVS

1.42 in 2006 to 1.40 in 2010. a 1.8% COMPARATORSEVENUIPASSENGERS HER, 2006-2010

Revenue Passengers per Kr

unchanged from 200Gndwas 2.25 4

the other four systems carried

2006 and 2010four out of five TransLink
an increasé11.3%)ikely due toits Source: OTA Canadian Transit Fact Books

decrease. It remained tHewest 250 -
23.6%belowthe canparator
2.00 A
TN T T — — — Average
175 v\ Calgary
between 1.48 and 2.36 passengers
systems experienced declingsthis 125
LRT expansion andRass program

within the peer grougn 2010 /\— o
averagen 201Q By comparison,

per kilometre of service. Between 150 \ Victoria
indicator. ly Edmonton showed o0 20’07 20'08 20’09 20’10
introduction.
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NI Y a [low vahkiRdiirserviceeffectiveness stems frore relatively high cost of providing

serviceand the low number of passengers carried per unit of service compared tedts.pNhile

a2YS 2F GKA&a OFyYy 0SS FOOGNROGdziSR (2 ¢NIya[Ay]l Qa
support hightransitusage, cost of service is also a factor.

Costrecoverydeclined but less than most peers

Between 2006 and 2010, NJ y a [ @
revenue to cost ratialeclined, as it HGURH-12: TRANLINKGONVENTIONALRANSIVS

did in all the peer systems. COMPARATORS$0OPERATINGOSTRECOVERY006-2010
CNFya[Ayl1Qa O02aild| NldiA2 6Syld R2sY

from 56.0% in 2006 to 52.5% in
70% - \/ Toronto

2010, a loss of 3.5 percentage
60% -

points over this period. This decline
resulted fromrevenue growth not
keeping @ce with expenditures.

—_—
—_—
—_—
—_—

— Average

~" 0 Operating Cost Recover'

Nevertheless, it was the second —_— > Galoay
. . 50% A
lowest reduction in the group due ’\___ Victoria
G2 wnmnQa NBEJSNEI 2F || R2ay oI NR
decline that more than offset prior 0% ' ' ' '
2006 2007 2008 2009 2010

year losses. As a result, TransLink
continued to rank third highest in
cost recoveryunchangedrom 2006.

Source: OTA Canadian Transit Fact Books

LY HamnX ¢NIFyYya[ AywdsiZperceaieipoint$ed@ @eScoliparaidr avératye.
Toronto, with a revenue to cost ratio exceeding 70#&s the by far the leader in thisdicator.
TorontaAQ&d KA IK O2 Zafema@erthad disét Wy higi riélefship as well as high fare levels
that have given it the best cost recovery ratio of any major system in North America. Gddgary
had aslightly highercost recoveryhan TransLinkwvhile both Victoria and Edmontomere lower.
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Average fare remained the highest in the peer group
Between 2006 and 2010,

¢CNF YAa[AYy1Qa | @SN
by 11.9%, which was the third

FAGUrH-13: TRAN$SINKCONVENTIONALIRANSIVS

COMPARATORAVERAGEARE 2006-2010

highest gain within the peer group $2.051 TransLink

after Toronto (17.4%) and Calgary $1.951 Toronto

OMT @02 0® Ly Hampz "N v 1 Qa

average faravas $204 compared o ST

to the comparator average of $1.50 Lg $1.651

or 36.6%higher than theaverage. § $1559 _— Average
ol —— caeey

TransLinkas consistently had the 9195 pé

highest average fare over the five Zi 1

year period, largely because of its
three zone system wherelan
additionalcharge is applied trips
cross zone boundariedn contrast, the others hawgngle zone fareand,in most instances
chargedthe sameamount in 201(as¢ NJ y adingle/zpre &aref $2.50. Given that TransLink
covers the largest service area in Canada, the zone systenimplemented as a means of more
equitably charging for service by distance

2006 2007 2008 2009 2010

Source: OTA Canadian Transit Fact Books

Administration cost ratio remained highestor second highest despite cut backs

¢KS LISNOSydal3as 2
administraton cossto total
operating costs was virtually the
samein 2010 (0.6 percentage 17%1 Toronto
points higher) as in 2006. This - f<
stability resulted from overall TransLink
growth in administration keeping 13%1
pace with that of total operating
costsover this period, aided by
2010administrationcostcuts and
deferrals initiated by TransLink
management

FAGUurH-14: TRAN$SINKCONVENTIONALIRANSIVS

COMPARATORSADMIN %00FOPERATINGOSTS2006-2010

11%
Victoria
Average

9%

Calgary

Admin Cost as a % of Total Co:

7% A

5% T T T ]
2006 2007 2008 2009 2010

Although the proportion of

¢ NI y. 5 [ A y. 1 0a 3 LJé y. 7 7srcr)urce: OTA Canadian Transit Fact Books
administration grew only slightly

over the five year period, this contrasted with Edmonton, Calgary and Victdrexe reductions
were recorded (1.7, 3.9 and@percentage points respeetely). Only Toronto increased its

7 - 7
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spending by 3.1 percentage points. As a result, TransLink went from being the highest in the group
in 2006 to seconthighestafter Torontoin 2010
These ratios again indicate a FRGURE-15: TRANSINKCONVENTIONATRANSIVS

disparity between the two large COMPARATORADMIN %0OF REVENUE2006-2010
systens, Vancouver and Toronto,

and the three smaller systems. As
the Edmonton systeris a municipal
department, some administrative
costswere not fully captured in the
CUTA statisticsNevertheless,
comparing the combined average of
Vancouver and Toronto witthat of
the three other systems, the 2010
administrative cost ratios to el . . . .
operating cost and revenue are 2006 2007 2008 2009 2010
15.2% versus 7% and 24.6%
versus 5.9% This again seems to
support an argument afiseconomiesather than economiesf scale in the larger systems

35%

30%

TransLink
25% -
Toronto
Victoria

20% A
Average

15%

Admin Cost as a % of Revenu

Calgary

Source: OTA Canadian Transit Fact Books

Labourcostscontinued to behigher than most peers

Between 2006 and 2010,
TransLinRa (2 L) 2 LISNI |
mechanic wage rates increased by

AGURH-16: TRANSINKCONVENTIONAIRANSIVS
CoMPARATORFOPOPERATORVAGE 2006-2010

12.6% and 23.5% respectively, e

which were well in excess of WL,
inflation (6.4%). Compared to its $291 _ Calgary
LISSNB T <idtieaseslert Y 1 Q so8 | -
the secondowest for operators and %; 627 |

the highest for mechanics. The = -
lowest increase in both the top $26 VIEEiE
operator and mechanic wage rate $25 A

was Victoria (8.4%). The increases sou ' ' ' '

in other systems ranged from 14.3% 2006 2007 2008 2009 2010

to 19.2% for the top operator wage
rate and 12.8% to 19.2% for the top
mechanic wage rate.

Source: OTA Canadian Transit Fact Books

The noticeably lower increases in Victoria result from BC Transit b&ngwen Corporationhat fell
under provincial bargaininguidelinesnandating zero increases. In contrast, the other systaras
either regionally or municipally governed and have less leverage to mandate settlenants.
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addition, te tight labour market in Alberta between 2006 and 2010 has tended to push up both the
Calgary and Edmonton wage rates.

HGURH-17: TRANLINKGONVENTIONALRANSIVS

In 2010, TransLink hade second CoMPARATORFOPMECHANI®VAGE 2006-2010
highesttop operator wage behind

Toronto, which was a reversal from -
2006. It also had the second $38 1 | e
highest top mechanic wage rate $36 -
after Edmonton. Relative to the % __\ Calgary
comparator averagef NI y a [ A yf 1€Q . 7/ Toronto
2010 top wage rates were 2.5% and $32 A e
10.2% higher rgzectively. 530

$28 T T T )

2006 2007 2008 2009 2010

Source: OTA Canadian Transit Fact Books

Summaryof Findings

Amajor expansion in servideetween 2006 and 2010as resulted in strong gains in TransLink

ridership and operating revenugdowever, hese gains have not improvédK S G NJ} yaAd aeadas
overall performance In fact, bothcost per hour and kilometre are higher as is cost per passenger.
Passengers per hour and kilometre have declined, although these declines would have been worse
without the surge in ridership that occurred in 2010ireldt operating costs have exceededeaue

growth, resultingin lower cost recovery anthe need for increased subsidy.

Relative to its peerdransLinlsaw more overall growth over the five year period but costs grew
faster. It continues to lag other systems in cost efficiency, cost &ffecess angervice
productivity, ranking last or second to last in all indicators except for cost recovenjgtgest ) and
average fare (highest).

In terms of fiveyear changes the performance indicatorsTransLink farethore positivdy. It

recorded the second lowest increase in cost per kilometre and revenue passenger and the second
highest increase in passengers per hour and kilometredetteease in cost recovery aicrease in
average fare were also the third lowest in the group.

While Transink has disadvantagehie tothe geographicsize of its service areaystems with
similar population densitieappearto be attracting more riders per unit of service than TransLink.
This observationisrelatively unchanged over the past five ygam spite of the large increase in rail
rapid transit. Section 5 of this report will focus in on the main area®fNJ Yy atfansiy Ser@ée and
expenditure,its bussystem
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QUSTOMIRANSITSERVICES

Custom transit services cater to people with specedds who are generally unable to use
conventional transit. Eligibility to use custom transit is based on criteria determined by each transit
I 3SyOASas AyOf dzZRAyY 3
involved in prowding custom transit service in both Vancouver and Victoria in 1980. This

represented the first time that the BC government directly committed funds to transit operators for
the delivery of transportation services for the disabled. Previously, theseasigedi services were
supplied by local service groups on a fofit basis.

agency.InB.C.,gz0 f A O

i NJ yani

The new custom transit service, using vans to provide doaloor servicgHandyDART), was
expanded across Metro Vancouver but remained a separate and parallel service totlemitonal
transit system. While regional in scope, the service was delivered under contract by seven non
profit societies and private companies in eight service areas. For cost efficiency, contractors used
local taxi companies to supplement van sentic¢ransport some ambulatory passengers as well as
serve trips made before and after core business hours. BC Transit also introduced a taxi scrip
program whereby registrants were eligible to gsarchase taxi coupons good for-alemand taxi
rides, with the costs shared 50:50 between the user and the transit authority.

CNI Y& /

In 2008, TransLink restructured its custom transit services with the express intent of improving both
the quality of customer service and operations managemantl set out to reduce its séice areas
from eight to three. After a competitive procurement process, a private company, MVT Canadian
Bus, was awarded the contract for all three areas. It should also be noted that a three month labour
disruption occurred from October 2009 to Jarp@010 during which only medically necessary trips

were accommodated by the contractor.

FiveYear Trend

The following table presents the key measure of service performance between 2006 and 2010 for
aeaidsSvyo

¢CNFya[l Ayl Qa

TABLH-3:

Total Operating Cos(lmillion)1
Revenue Hourgmillion)
Revenue Kilometregmillion)
Passengergmillion)
Passenger Revem(«a"lillion)12
Vehicles

Odza G 2Y

G NJ yanhi

QUSTOMIRANSITSERVICETATISTIGR006T02010

2006 | 2007 | 2008 | 2009 | 2010

$25.5
.52
8.45
1.36
$1.17
292

$28.1
.55
8.80
1.42
$190
337

$33.9
.59
9.36
1.49
$1.88
337

$39.4
.52
8.67
1.34
$1.67
362

$44.2
.59
9.87
1.47
$2.06
338

%CHANGE
200610

73.2%
14.3%
16.8%

7.4%
75.9%
15.8%

SourceCUTA Canadian Transit Fact Bo@k®6 to 2010 ' Excludes Taxiscrip costs

2 TransLink changed its method of fare allocation in 2007 to includ@gicemedia that was not included in 2006.
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Custom Tansit costs have risen sharply

CNFYA[AY]1 Q8 NBAGNHOGdINAYI 2F Odzadi2yY (NI y&Ad

a S NI

(HandyDART, nededicated supplemental taxi services and Taxi Scrip) increased during the past five

years from $27.4 milliom 2006 to $46.7 million in 2010 or by 70.4%. By comparison, the total cost

of operating conventional transit services increased 50.7% over the same period.

Expenditures on operations increased1:4% over the five year period, while maintenance and

fuel rose 53.8% and 23.4% respectively. However, administration almost tripled, growing from $0.6

million in 2006 to $2.4 million in 2010. The big increase in administration costs occurred in 2008 and

2009, reflecting the major changeover to the condaled system and the introduction of new

technologies. However, administration costs were reduced in 2010 by more than $200,000.

HGURH-18: TRANSINKQUSTOMIRANSITGROWTH INDPERATINGOSTS2006AND2010

2010
$46,670,651
2006
$27,401,798 $2.2m $2.4M
$2.1M
$2.5M
$1.8m5-6M

$1.3M
$1.9M

B Operations " Taxi Scrip B Maintenance B Fuel B Administratior

Source: OTA Canadian Transit Fact Books

In discussions with management, roughly 40% of the cost increase is attributed to higher labour
costs, including sala$, wages and benefits. Another 35% is due to the establishment of new
functions, such as the Access Transit office, the call centrpahsupervision and the introduction

of new technologies, including mobile data terminals, automated vehicle locayistems, and

advanced scheduling, dispatching and operations management software. The remathiadas

service expansion.
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Service andridershipgrew moderately

The level of custom transit service
as measured by vehictevenue
hours available t@ustomers grew
by 14.3% between 2006 and 2010. 130
Revenue passengers (HandyDART
including nondedicated
supplemental taxis) carried
increased at a lower rate of 8.8%
from 1.2 million to 1.3 million over
this period. This latter increase may
be somewhat undestated due to

the absence of noessential trips 110 . . . .
for one week and after effects of 2006 2007 2008 2009 2010
the labour strike in 2010.
Preliminary figures for 2011 indicate
revenue passengers increased by 4% over 2010. However, management also observed that the
introduction ofthe new SkyTrain line between Richmond and Vancouver has attracted trips and
resulted in a decline in serdaequests from this corridor.

HGURH-19: TRANSINKOQUSTOMIRANSIT

RDERSHIF2006-2010

1.25 A

1.20 A

Millions of Passengers

1.15 A

Source: OTA Canadn Transit Fact Books

g GKS aryYS GAYSTI 3Ay3 2F GKS NBIA2yQa LI Lz | 47
growing number of custortransit registrants. Active registrants have remained basically the same
at around 22,000 per year since 2006.

Fare revenue and average fares have increased

/1 ¢!l Q& NBLER2NISR NB@GSydzS FNRY Odzaid2yY (NI¥yaiald dzaSt
due to a fare increase in 2008. TransLink, however, advises that prior to 2008, they did not attribute

any revenue to custom transit from pymaid fare media accepted on HandyDART. As a result, fare

revenues in 2006 and 2007 were understated. Usingithe method of allocation, TransLink

estimates the actual growth in revenue was 25%. The revised average fare grew from $1.31 in 2006

to $1.55 in 2010 or by 18%.
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Custom TransiPerformance

¢ KA A
on the five key performance indicators.

Cost dficiencyhasdeclined

Total operating cost per hour (excluding taxi scrip) increased significantly (51.5%) from $49.08 in

480iGA2y F20dasa

LINR Y | nidhbetweer22¢06 and 2010ddsadi 2 Y

2006 to $74.37 in 2010. The cost of labour was gonriver in pushing up costs. This includes

salaries, wages and benefits paid by
the contractor as well as overhead
costs at Coast Mountain Bus
Company, which manages the
custom transit service on behalf of
TransLink.

With operating costs increasing
sharply and ridership growing
slowly, cost per revenue passenger
grew from £1.66to $34.480ver

the five year period. This
represented an increasaf 59.2%,
which is over nine times the rate of

Cumulative Growth

60%

50%

40% ~

30%

20% A

10%

0%
2006

2007

Cost per
Passenger

2008

2009

Cost perHr

HGURH-20: TRANSINKGQUSTOMIRANSIT
CosT PERASSENGER HOUR 2006-2010

2010

inflation (6.4 over this period

Ridershipis upbut productivity has declined

Passengers per hour, an important
productivity measure, declined

Source: OTA Canadian Transit Fact Books

AGURH-21: TRANSINKOQJUSTOMIRANSIT
] PASSENGERSRHEOUR 2006-2010
slightly from 2.27 to 2.16, even after

the introduction of new technology.
Doorto-door transportation by its
nature has relatively low volumes as
it is hard to grop many rides. The
A0NR1SQa AYLI O
have contributed to this decrease.
Management repois that, while
crossboundary trips have increased
as a result of the consolidation of
operators, they remain a very small
percentage of total trips anthus

are unlikely to havan affect.

2y NARSNBKALI YI 8

Source: OTA Canadian Transit Fact Books
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