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INTEROFFICE COMMUNICATION
DATE:
February 7, 2013
TO:

Michael Mayo, Sr., Chairperson
Transportation, Public Works & Transit Committee

FROM:
Brian Dranzik, Interim Director, Department of Transportation
SUBJECT:
Report on Feasibility Study to Increase Non-Captive Ridership, Lower Fares, Maintain Passenger Revenues and Eliminate Paper Transfers

POLICY

In November 2012, the County Board of Supervisors adopted its 2013 budget which directed the Milwaukee County Transit System (MCTS) to conduct a feasibility study on how to increase non-captive ridership, lower fares while maintaining revenues, and eliminate paper transfers, and to report findings and recommendations to the Transportation, Public Works and Transit (TPW&T) Committee.  This report responds to that directive.  
BACKGROUND
Throughout 2012, MCTS spent considerable time and effort evaluating strategies for eliminating paper transfers, which included a reduced fare structure and the introduction of a new day pass.  At the September 2012 meeting of the TPW&T Committee, MCTS reported that “a one day pass or reduced fare would solve some problems associated with fare disputes, but also create other challenges.  In view of the potential harm to customers who heavily rely on the transit system and very high potential for increased operating costs and lost revenue, elimination of paper slips for free transfer between buses is not recommended until a viable alternative by way of smart card technology is available.”
In October 2012, the possibility of eliminating paper transfers prior to introduction of a new fare collection system was also discussed during the budget process with the Finance, Personnel and Audit Committee.  At that time, a nearly revenue neutral alternative was modeled by MCTS and presented to the Committee.  Key components of that alternative included a reduction in the adult cash fare from $2.25 to $1.75, requiring cash and ticket users to pay a fare each time they board a bus since the paper transfer would be discontinued, and introduction of a $4.00 one day pass. 
Feasibility Study
We believe the parameters of the feasibility study would produce the same result presented in October 2012 to the Finance, Personnel and Audit Committee.  That analysis reflected a fare structure with reduced fares, introduction of a one day pass, and discontinuing the use of paper transfers.  Furthermore, the analysis projected an increase in non-captive riders who may take advantage of a lower fare.  

In this report, we take a further look at the viability of this alternative which includes reducing the adult cash fare from $2.25 to $1.75, eliminating paper transfers in advance of a new fare collection system, and introducing a day pass.  We examine the basis or justification for an immediate change (situation analysis); the impacts of these changes on riders (ridership analysis); the impacts of the change at the organizational level including regulatory impacts (organizational change); and the financial impact.

Situation Analysis
The desire for the immediate elimination of the paper transfer has been advocated largely by the labor Union representing bus drivers at MCTS.  They contend that most problems occurring on MCTS buses, including assaults on bus drivers, are attributed to paper transfers.  In January 2013, MCTS presented a security incident report to the TPW&T Committee showing that there have been very few cases of driver assaults related to paper transfers on MCTS buses.  During the first eleven months of 2012, there were five assaults related to paper transfers, one of which involved a driver being physically struck.  This compares to nearly 45 million annual passenger trips taken on MCTS buses.
Another critical consideration is transit customers.  How will they benefit or be impacted by a structural change in fares?  Some captive and non-captive riders will benefit from a lower fare if they are able to take only one bus to reach their destination.  Ridership would be expected to increase in this situation.  However, a lower fare also results in decreased revenue for the transit system.  About 40% of MCTS riders pay their fare with cash or a ticket.  It is estimated that half of these passengers need to ride a second bus (e.g. transfer between buses) to reach their destination.  Elimination of the paper transfer before the fare collection system is enhanced with smart card technology means that customers who pay their fare by cash or ticket will need to pay a fare each time they board a bus.  As a consequence, many transit customers who are not in a financial position to pay higher fares can experience a 55 percent increase in the cost of a bus ride even if the adult cash fare is reduced to $1.75. 
Transit riders overwhelmingly reject the idea of eliminating paper transfers prior to the introduction of viable and affordable alternatives.  Preliminary results from a customer survey underway at the time of preparing this report indicate that 85% of customers do not want MCTS to get rid of paper transfers.  Transit customers say that they cannot afford to pay more.  Consideration must therefore be given to whether fare evasion could escalate on MCTS buses as a consequence of ending free transfers for cash and ticket users. 
Ridership Analysis

As previously mentioned, lowering fares from $2.25 to $1.75 is projected to generate some new riders, but substantially more existing riders will leave transit as a result of increasing their trip cost from $2.25 to $3.50 or more because they need to transfer between buses to reach their destination.  MCTS estimates that 19,000 passengers per day (over 5 million of 45 million annual trips) will be impacted by the elimination of paper transfers.  Again, these passengers pay with cash or tickets and need to transfer to reach their destination. 
Elimination of the paper transfer also affects cash paying passengers who board a freeway flyer at a park-ride lot and need to transfer downtown to a local route.  Similar to local riders who transfer between buses, these riders would also be subject to paying at least one additional fare to reach their downtown destination by bus.
In addition to a higher cost burden on passengers, the no paper transfer-lower fare model results in a fare structure that can disproportionately affect low income or minority riders who tend to pay their fare with cash at a higher rate (46%) than other riders (40%).  It is for this reason that consideration must be given to introducing a day pass to mitigate any adverse impact; however, transit customers will need to purchase the day pass in advance, which is considerably less convenient than paying by cash upon boarding the bus. 
Some transit systems have introduced one day passes in conjunction with the elimination of paper transfers only to find one day passes to be abused in ways similar to how paper transfers are abused since both fare forms can be easily handed from one passenger to another.  The best solution to this new problem is to migrate away from disposable fare media to permanent transit cards that passengers can register as their own.  These machine validated fare forms also come with pass back protections that detect if there are attempts to use the same pass or transfer more than once at each stopped bus.  

MCTS is working through the design details needed to program, produce and install a fare collection system based around a permanent reusable smart card that will also provide opportunities to replace paper transfers with machine encoded electronic transfers.  This is the approach to modernizing fare policies undertaken by thirteen (13) public transit systems that no longer issue a transfer, but instead encode one on a passenger’s reusable transit card.  Another eleven (11) transit systems offer machine-issued transfers from a farebox using equipment that is known in the industry to be expensive to operate and difficult to maintain.  Yet, another eleven (11) transit systems, including MCTS, continue to use paper transfers alone or in combination with some of the technologies described above.  But none of the 34 peer transit systems have taken the approach of eliminating paper transfers prior to implementing an advanced fare collection system. 

Organizational Change

Implementation of a paper day pass will require changes at MCTS in the areas of printing, recordkeeping, revenue counting and accounts receivable.  There will be added cost to produce the day pass in order to incorporate security features needed to prevent reproduction and counterfeiting.  Accounting, auditing and reconciliation activity of 250 ready fare accounts will increase with the introduction of the day pass, so additional staffing will be needed.  Furthermore, while most transit systems are migrating away from cash fares and the extra expenses associated with sorting, counting and depositing cash revenues, a lower one ride cash fare will result in increases in these activities and costs for MCTS.
The new day pass fare product could be implemented within three months; however, this would be around the same time that MCTS will likely begin transitioning away from paper tickets and beginning the process of educating the public for the transition to the new smart card system. Simultaneous or back-to-back changes in the fare structure can lead to confusion among riders who generally seek a fare structure that is simplistic and easy to use.  The timeframe for implementation includes consideration for the time needed to train MCTS staff and retail outlet attendants in new procedures, communicating the fare policy changes to existing and new customers through a concerted marketing campaign effort, and assessment of changes that would be needed with existing intergovernmental agreements that permit riders to use their paper transfers as a means of transfer between transit systems. 
Lastly, 2013 is a pivotal year for MCTS involving many major projects including the procurement and installation of an automated bus stop announcement system; the purchase, inspection and delivery of 55 new buses; procurement of a real time information system to provide customers with next bus arrival times; the procurement and installation of protective driver shields; labor contract negotiations; and comprehensive oversight and planning needed to prepare the organization and the public for the transition to a new fare collection system.  Each of these projects has already been established as a priority for the organization.  Despite the dedication of transit staff, we must be mindful that attempts to take on too many tasks at the same time can impact outcomes.  
Fiscal Impacts
Key components in our analysis of the feasibility to increase non-captive ridership, lower fares while maintaining revenues, and eliminate paper transfers include reducing the adult cash fare to $1.75 with comparable adjustments in the half fare cost while introducing a $4.00 day pass. 
As mentioned above, introduction of a day pass provides a reasonable means of mitigating potential adverse impact on low income, elderly and minority persons that currently pay their fares with cash or tickets.  By offering the day pass as a fare product, customers are given a choice of using cash or purchasing a day pass.  Introduction of a reduced fare helps keep fares affordable for those who may need or prefer to pay their fare in cash.  We estimate a $130,000 savings can be achieved from eliminating the printing of paper transfers which will help offset the cost of printing a day pass ($270,000) for a total net change in printing costs of $140,000.   Additional positions would be needed in the Cashiers division ($150,000), primarily to account for one day pass sales, but also to assist with increases in sorting and handling of farebox cash.
The projected timeframe needed to introduce a paper one day pass with adequate security features is about three months.  This would be preceded by a comprehensive communications and marketing campaign to educate and prepare the public for a new and simpler fare structure.  The expense for marketing and communicating the fare change is estimated at about $115,000.

This fare policy model also has an impact on the paratransit passenger fare, currently $4.00.  Since federal rules do not allow the paratransit fare to exceed twice the fixed route adult fare, the paratransit fare would be reduced from $4.00 to $3.50.  This reduces annual paratransit revenue by $320,000. 

Under this fare policy model, expenses (including net printing costs, new cashiers, and fare change marketing) are projected to increase $405,000.  Revenue from passenger fares increases ($889,000) offset these costs as well as offset the reduction in revenues from a lower paratransit fare ($320,000) resulting in nearly revenue neutral alternative (e.g. an estimated $164,000 in tax levy savings) as summarized below:

	Annual Expense Change
	Annual Revenue Change
	Annual Tax Levy Change

	$405,000
	$569,000
	$164,000


Risks associated with implementation of the alternative include underestimating or overestimating revenue and ridership because it is difficult to project future ridership or future behavior in the choice of fare payment by transit riders.  
Summary
This analysis seeks to answer whether the proposed question to increase non-captive ridership, lower fares, maintain passenger revenues and eliminate paper transfers is a viable business idea. We are reasonably persuaded that a paper day pass would solve some problems associated with fare disputes, but will also result in new challenges for bus drivers and the transit system.  Also, while a lower fare adds value for some transit customers and is expected to increase ridership, discontinuation of free transfers for patrons who heavily rely on the transit system can lead to economic hardship for these riders, decreased ridership and elevate problems with fare evasion. Furthermore, there is no reasonable basis to support a conclusion that the immediate elimination of paper transfers will significantly enhance safety of MCTS buses.

We find that it is not feasible to attain all four desired outcomes without creating other significant outcomes that can make public transit in Milwaukee County less affordable and more difficult to use by transit patrons.  In our opinion, it cannot be shown that these combined outcomes will result in a benefit that will make them worthwhile.  Finally, elimination of paper slips for free transfer between buses is not recommended until a viable alternative by way of smart card technology has been fully implemented.
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