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TO: Chairman Jones and Commissioners

FROM: Alfred Harf /ﬁ} —
Executive Director

RE: Activation of the SmarTrip Card — Possible Financial Ramifications

At the December 2007 Commission meeting, the Board approved a plan to
activate the SmarTrip capability for fare payment on PRTC buses March 3, 2008.
Activation of the card (and the coincident cessation of token sales) will be a marked
change in terms of PRTC revenue accounting and operating practices that could result in
some anomalies in reported data. Mindful of this, management concluded that the Board
would be well served by a fuller elaboration of what these changes to practices could
prompt, and that is the aim of this memorandum.

- By way of background, the adopted plan calls for the cessation of OmniRide and
Metro Direct token sales on February 29, 2008, though tokens will continue to be used as
fare payment through May 2, 2008. It also calls for the per trip cost for trips paid for with
a SmarTrip card to remain the same as the current token price (i.e., OmniRide trip =
$4.00 and Metro Direct trip = $2.10). In addition, the plan allows riders who would like
to convert any unused tokens to SmarTrip value to do so between April 14™ and May 31,
2008.

Our current method of accounting for fare revenue involves two scparate
approaches: one for cash and one for tokens. Fares paid with cash are counted as
revenue at the time the ride is taken.! Tokens, on the other hand, are recognized as
revenue when the tokens are sold in packs of ten, which is to say before they are used to
pay for trips taken.

Because token revenue is recognized in this fashion, there are substantial peaks in
revenue at certain times during the year, Many of PRTC’s OmniRide and Metro-Direct
riders teceive transit benefits (i.e. Metrocheks) and, while some receive these benefits on
a monthly basis, many receive them quarterly. Therefore, increased token sales at the
beginning of each quarter translates to coincident revenue peaks.

I Cash fares on OmniRide account for a very small fraction of total OmniRide revenue, since the
overwhelming majority of OmniRide riders use tokens to reduce the cost of their individual trips as much
as practicable. Cash fares account for a mote significant share of our Metro-Direct revenue, and virtually
all of our Omnil.ink revenue,
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Token sales ceased on February 29, 2008, meaning that the revenue spikes we
have grown accustomed to seeing are a thing of the past. However, because tokens will
continue to be accepted as a fare payment medium through May 2, 2008, those that use
tokens during that two month period will show up as riders in our ridership statistics
while the recognition of revenue after February 29" instantaneously shifts from “time of
purchase” to “time of use”. Thus long-established patterns between the ridership and
revenue in our monthly reporting practices are bound to change rather abruptly, with
revenue seemingly lower than it has been while ridership remains at “normal” levels.

The relationship between ridership and revenue will be skewed by another
changed condition resulting from the adopted SmarTrip card activation plan, namely the
provision allowing for conversion of OmniRide and Metro Direct tokens to SmarTrip
value. The plan deliberately defers the “token-to-SmarTrip value” conversion so it
commences a month-and-half after token sales ceased (i.e., April 14" for conversion;
February 29™ for cessation of the token sales) in the hope that most riders will exhaust
their token supply prior to the conversion period and that relatively few tokens will
actually need to be converted. Revenue accounting associated with the conversion is
inherently complex because that revenue was previously recorded (at the time of the sale
of the token), and will end up being recorded again when the converted value is used to
pay for a trip via the SmarTrip card. This requires that the value of any tokens converted
to SmarTrip value be categorized as “deferred income” and charged against (subtracted
from) a previous period’s revenue. The revenue will be recognized again as such when it
is used to pay a fare. It is highly probable that revenue figures for FY 2008 and possibly
Y 2007 will need adjustment to properly account for this. Finance staff is conferring
with PRTC’s Auditor to insure this occurs is an appropriate manner.

The “bottom line” is that, during the transition period (roughly March and April
2008) when both tokens and SmarTrip cards are in use but no tokens are sold, PRTC’s
actual passenger revenue can be expected to be less than projected revenue, without a
correlation to ridership trends. This is to be expected since no new token revenue will be
taken in, but trips will continue to be taken that were paid for (via token sales) in the
preceding months. After the initial transition period, all revenue will be recognized at the
time that the fare is paid and monthly revenue numbers should flatten-out considerably.

Even beyond the transition period, SmarTrip card activation and the cessation of
token sales will have revenue ramifications for two reasons. First, because the fare
structure has changed a bit giving people the discounted fare of $4.00 on OmniRide and
$2.10 on Metro Direct whenever the SmarTrip card is used, without a volume purchase
(i.e. ten-pack of tokens), fewer Metro-Direct and OmniRide patrons are likely to pay the
full cash fares ($5.50 for OmniRide and $2.50 for Metro Direct). This could cause a
slight decrease in revenue.
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Second, transit benefits are migrating from an almost exclusively paper product
(MetroChek) to an electronic funds transfer to individuals’ SmarTrip cards (termed
SmartBenefits). As a result, the MetroChek “black market” that currently exists will soon
dry up. There is reason to expect that, absent the availability of paper Metrocheks, a
small portion of the population currently using transit services with illicitly obtained
Metrochek privileges will cease riding or ride less and illicit Metrochek privileges will be
largely eradicated by the conversion from paper to electronic. The magnitude of this is
uncertain, but some drop is likely. This is not peculiar to PRTC so it continues to be a
topic of discussion regionally, but it is unavoidable.




