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INTRODUCTION

On January 17, 2003 the Committee on Transportation, chaired by Council Member John Liu, will hold an oversight hearing on management and accountability issues pertaining to MTA-New York City Transit.  New York City Transit Authority (NYCT) is a subsidy of the Metropolitan Transportation Authority (MTA).  Katherine Lapp, Executive Director of the MTA is expected to testify.

MTA’s Financial Situation
One of the main goals of today’s hearing is to shed some light on the MTA’s finances.  The MTA recently announced that it would have to implement a transit fare hike in order to close a projected budget deficit for 2003 and 2004.  After identifying approximately $1.8 billion in savings and additional funds, the MTA contends that it still has a gap of $1 billion.  In order to close this gap, the MTA recently announced that it was considering three proposals that combined different fare increases with different levels of service cuts to be determined in 2003.

MTA Audit Ordered by City Comptroller


On December 18, 2002, New York City Comptroller William Thompson ordered a financial audit of NYCT.
  Comptroller Thompson cited “glaring deficiencies” in the MTA’s latest budget figures concerning NYCT, released on December 9, 2002, which projected a $3.2 billion deficit over the next two years.
 Last year, NYCT had a reported surplus of approximately $300 million.
 The projected deficit, according to Comptroller Thompson, “does not include resources from the State, City and tax-supported subsidies,” which total approximately $2.8 billion for FY 2003 and FY 2004 combined. Comptroller Thompson believes that the MTA’s failure to disclose such information “constitutes a breach of responsibility to the citizens of New York City.”
   

The MTA has proposed raising transit fares as a solution to its projected deficits, and by law, public hearings are required before such increases may be instituted.
 Because of the importance of public debate on such a crucial issue, Comptroller Thompson stated that, “all New Yorkers need to understand to what degree a fair increase is necessary to solve the TA’s fiscal problems. The financial documents the MTA has made public to date have failed to provide such information.” 
 

The MTA has presented three alternatives that they wish the public to consider, none of which include any discussion of not raising the fare:
  

1) Base NYCT fare of $1.75; average fare costing $1.14 (up from $1.04)

10% increase in rail fares and rail service cuts

Reduced services at stations and in subway, bus and rail service

25-cent bridge and tunnel increase in each direction

Closing ticket windows and waiting rooms

2) Base NYCT fare of $2.00

Monthly MetroCard unlimited ride increased to $70 (from $63)

20% increase in railroad fees (MetroNorth and LIRR)

50-cent increases in bridges and tunnels tolls

3) Base NYCT fare of $2.00

Monthly MetroCard unlimited ride increased to $84 (from $63)

50-cent increases in bridge and tunnel tolls

Increase in railroad fares 

The announcement regarding the looming fare increase was made at the MTA’s board meeting on November 21, 2002.  According to the MTA, a $1.75 fare would help raise $460 million in revenues over two years and a $2 fare would yield up to $1.3 billion
.  In anticipation of a looming fare hike, New York City civic groups organized a “Save the Fare Coalition,” which has dozens of member organizations, some of whom are expected to testify at today’s hearing.  

The MTA has organized a series of public meetings that will take place before any fare hike or service cuts are put into place.
  It is likely that any fare-related action will not take place until April 2003.  The MTA has also enabled the public to rate the three options and make additional suggestions and comments to the agency via their website at www.mta.info.

There is also a possibility that both the City and the State will cut the approximately $300 million that each contributes in subsidies to the MTA as each level of government is in a severe budget crisis of its own.  Meanwhile, the MTA shifts some of the responsibility for its dire fiscal situation to the impact of recent events, citing the tentative pact that the TA and the Transit Workers Union (TWU) have agreed upon.  According to union officials, the new contract, if ratified by the union, will cost the TA about $670 million in added costs over the next three years.  According to the TWU and advocates, the revenue gains resulting from increased ridership levels throughout NYCT, in addition to cost-saving measures such as the consolidation of the City’s two bus divisions
, should offset much of the deficit that the MTA’s claims to be currently facing.
  

In recent months, a number of transit advocacy groups and elected officials have called upon the MTA to shed light on its finances and share with the public any and all data that demonstrates the agency’s projected budget deficit.  The MTA claims that although ridership is up, subsidized and unlimited ride cards have decreased the actual cost to the rider, and the agency has not seen the profits that the public perceives it has.  The agency attributes its fiscal situation in part to increased expenses and a drop in revenue, due to MetroCard discounts which have lowered the average subway and bus fare to $1.04, while the base fare remains $1.50.
 

A recent report prepared by the TWU reproduces NYCT statistics on ridership and revenues.  According to the report, ridership surged from 1.7 billion to 2.3 billion in the last seven years.  Additionally, the report states that the MTA’s operating costs have decreased by $43 million as of September 2002.  Some of these savings have been the result of decreased labor costs wherein; for example, the MTA uses its own engineers rather than contracting out.   

Many critics have made inquiries into the MTA’s finances because up until November 2002, the agency was projecting a $200 million surplus.
  Although MTA officials state that the agency’s debt began growing last year, Governor Pataki provided $367 million in extra state aid to the agency.  This money consisted of one-half of the $700 million in one-shot cash infusions that helped to ensure that there would be no fare increase in 2002.
  

Fare Hike Alternatives

In addition to calling for accountability at the MTA, advocates and elected officials have presented alternatives to the MTA’s fare increase proposal that would increase revenues.  The Straphangers Campaign conducted a study of NYCT riders and formulated a way of actually reducing the fare to $1.40 while raising MTA revenues.  This proposal includes a new 5-day MetroCard that would be unlimited and could be used on nonconsecutive days, as well as a new 14-day unlimited pass.  Such measures, according to the Straphangers  Campaign, would ensure that more low-income riders are purchasing unlimited MetroCards as they would be valid for shorter periods than the current options and would therefore cost less.

State Elected Officials’ Reactions 


Assemblyman William Colton of Brooklyn recently proposed a strategy that would enable the MTA to raise revenues without taxing city residents. Assemblyman Colton recommends that the MTA implement a two-tiered system in which suburbanites and tourists pay a slightly higher fare than city residents, who would continue to pay a $1.50 fare.  According to his proposal, city residents would be able to prove their residency by showing photo identification cards issued by the MTA.  At his December announcement, Assemblyman Colton stated that the MTA could generate an additional $250 to $350 million a year by charging non-city residents a higher fare.  He also pointed out that other cities such as Boston and Los Angeles offer discounted rates for city residents.

Also, members of the Democratic Party in the New York State Senate, led by Senate Minority Leader, David A. Paterson recently indicated their intent to introduce legislation mandating accountability at the MTA.  According to a December 20, 2002 press conference, the legislators plan to introduce legislation when the session begins in January 2003 that would force the MTA to open its books and establish as state oversight board to audit its finances every year.
  The New York State Assembly introduced a companion bill, Intro. 151 on January 8, 2003.

Bus Rapid Transit

Another means of reducing the MTA’s costs that some transit advocates and the TWU recommend is the implementation “Bus Rapid Transit” (BRT).  According to a report prepared by Schaller Consulting for the New York Public Interest Research Group (NYPIRG) and Transportation Alternatives, New York City has the slowest bus service in America, and it is getting slower.  The report states that NYCT buses average 7.5 mph and running times are up to 85% longer during peak hours compared to off-peak. Similar to existing High Occupancy Vehicle (HOV) lanes, BRT would create a single, express lane where only buses can travel and stop.  The Schaller report describes BRT as including the following features
:

· A dedicated right of way (exclusive lane for buses)

· Pre-boarding fare payment

· Level boarding and alighting

· High capacity vehicles

· Greater distances between stops

· High frequency, all day service

· Longer bus stops so more than one bus can load and unload at a time

· Bus traffic signal priority (to help buses stay on schedule)

The Schaller report claims that BRT would improve aboveground mass transit in New York City because it would address many of the congestion problems that bus passengers face.  According to the report, buses lose as much as 30% of their time loading and unloading passengers.  Also, the report points out that traffic signals are not synchronized with bus speeds, so buses are unnecessarily delayed by red lights.
  The report recommends selecting locations with heavy bus ridership and slow speeds as a pilot for the BRT program.  One such route is the M15 bus, which carries an estimated 65,000 passengers a day on First and Second Avenues in Manhattan.
  

BRT is currently in use in Los Angeles, Chicago, London and other cities, all of which have reported an increase in speed, ridership numbers and reliability, according to the report.  Additionally, the costs of creating BRT on streets is far less than buses on highways or constructing light or heavy rail systems.  Comparative construction costs according to the report are:

1) BRT on streets: $.2-9 million per mile  

2) Buses on highways: $7-15 million per mile

3) Light rail: $20-25 million per mile

4) Heavy rail: $50-250 million per mile (2nd Ave subway is estimated at $990 million per mile)

Consolidation of MTA Offices and Reorganization of MTA Operations
Two aspects of MTA operations that concern the Committee are the decision to consolidate its offices at 2 Broadway in Manhattan, and the proposed reorganization of its operations.


In 1998, the MTA Board decided to bring together in one location, staff from its many divisions who had been located in buildings in the Coliseum at Columbus Circle in Manhattan, and at 370 Jay Street in downtown Brooklyn. While it is not clear why the MTA felt the need for this consolidation, what followed has undoubtedly contributed to the MTA’s financial difficulties. 


The MTA entered into a 49-year lease for the entire 32-story, 1.6 million square foot building at 2 Broadway, in lower Manhattan near Bowling Green. The owner, Zar Management Realty Corp. (Zar) was to perform renovations on the core of the building and its shell, including the installation of new plumbing, electrical and heating systems while the MTA was to renovate the office space. The renovations Zar was obligated to undertake were variously estimated to cost between $39 million and $55 million and as part of the deal, the MTA was to lend to Zar the cost of its renovations in excess of $55 million, with repayment coming in the form of rent reductions. It is not clear whether Zar was to pay interest on any money lent to it. The rent itself was $14 a square foot, which apparently was significantly below the market rate at that time. 


In 1999, the MTA terminated its development relationship with Zar and engaged a new construction contractor, Frederick Contini. Contini, however, had been a senior executive at Zar but left to establish his own development corporation. Under his continued direction, significant cost overruns have occurred and the cost of the project has been estimated to be anywhere from $155 to as much as $400 million
, a minimum overrun of $100 million. In March 2001, the MTA stopped paying rent on 2 Broadway and Zar has sued the MTA alleging that the MTA is in breach of the lease.


Ironically, Contini and several other individuals were indicted on April 18, 2002 by the United States Attorney for the Eastern District charged with defrauding the MTA and Zar of at least $10 million on the 2 Broadway project by passing money through a series of agreements with shell corporations and through “kickbacks”. It would be appropriate for the MTA to explain why it engaged as the developer an individual who had been involved with the company terminated by the MTA. It has also been reported that the MTA declined to turn over to the State Comptroller’s office documents that were requested because of the litigation.
 

MTA Reorganization Plan

In October of this year, the MTA announced their plans to reorganize the agency—a measure that the agency claims would save hundreds of millions of dollars and reduce redundancy in departments including their legal, press and human resources offices.  Under the proposed new structure, separate operations under the MTA would be consolidated into five companies.  The Long Island Rail Road and the Metro-North, for example, would become MTA Railroad, under the reorganization.
  It is presumed that by consolidating some of its departments, the MTA will experience significant savings.  It would be appropriate for the MTA to provide the Committee with greater detail on its reorganization plan together with related information on expected savings.

Conclusion


The Committee has substantial concerns regarding the operation, management and accountability of MTA-NYCT.  These concerns appear to be widely shared by other elected officials as well as the general public.  The efficiency and propriety of how this agency operates has a direct financial impact upon riders and the local and state economies.  Therefore, the Committee is hopeful that today’s hearing marks the beginning of appropriate transparency, disclosure and cooperation by MTA-NYCT, a government agency that must be held accountable to the public it was created to serve.    
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