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.) pace -

A Fresh Approach To Public Transportation Executive Director

May 1, 2006

The Board of Directors
Pace Suburban Bus Division of the Regional Transportation Authority

Arlington Heights, llinois
Dear Honorable Board Members:

The Comprehensive Annual Financial Report (“CAFR”) for Pace, the Suburban Bus Division of the
Regional Transportation Authority (“Pace”) for fiscal year ended December 31, 2005 is submitted
herewith.

Responsibility for both the accuracy of the data and completeness and fairness of the presentation,
including all disclosures, rests with Pace’s management. A comprehensive system of internal
controls has been established by the management of Pace to protect assets against loss, theft or
misuse and to cormpile sufficient reliable information for the preparation of Pace’s financial
statements in conformity with generally accepted accounting principles.

The RTA Act requires an annual audit by independent certified public accountants. The Single
Audit Act of 1996 and the U.S. Office of Management and Budget Circular A-133, Audits of State
and Local Governments and Non-Profit Organizations, require Pace to undergo an annual Single
Audit. The firm of Crowe Chizek and Company LLC performed an audit and issued an unqualified
opinion on Pace’s financial statements for the year ended December 31, 2005. The independent
auditor’s report is located at the front of the financial section of this report.

The Comprehensive Annual Financial Report is presented in three sections. The Introductory
Section inciudes this letter of transmittal, Pace’s organizational chart, and a list of principal officials.
The Financial Section includes the independent auditor’s report, the basic financial statements,
management's discussion and analysis (“MD&A™), the notes to the financial statements, and the
required supplemental information. The MD&A complements this letter of transmittal and should
be read in conjunction with it. The Statistical Section includes selected financial, economic and
demographic information for comparative periods which is useful for depicting historical trends.

1
550 West Algongquin Read, Arlington Heights, IHinois 60005-4412 (847) 364-8130 www.pacebus.com



OVERVIEW OF PACE

History

Illinois State Law created the Regional Transportation Authority (“RTA™) as a fiscal and policy
oversight agency for Northeastern Illinois. In 1974, the Act created the RTA as a unit of local
government, body politic, political subdivision, and municipal corporation. In 1983, the Illinois
General Assembly amended the RTA Act and reorganized the structure and funding of the Regional
Transportation Authority. Three Service Boards were established, the Chicago Transit Authority
(“CTA”), Metra, the Commuter Rail Division, and Pace, the Suburban Bus Division. Independent
operations for Pace commenced on July 1, 1984.

CTA, Metra and Pace all fall under the RTA system. Pace is responsible for providing non-rail
public transportation throughout a six county region that includes suburban Cook County and
DuPage, Kane, Lake, McHenry and Will counties.

Population within the six county region has grown nearly 10% over the past ten years. Population
projections prepared by the Census and Data User Services at Illinois State University predict slower
population growth in Cook and DuPage counties between 1990 and 2020 while Will and McHenry
counties are projected to be among the fastest growing counties in Illinois.

The governing body of Pace consists of a Board that is comprised of twelve directors. The suburban
members of the Cook County Board appoint six directors that represent the six suburban regions that
are outlined in the RTA Act. In addition, the Chairmen of DuPage, Kane, Lake, McHenry and Will
Counties appoint one director for each of their counties. The Chairman of the Pace Board is
appointed by a majority of the Chairmen of the DuPage, Kane, Lake, McHenry and Will County
Boards and the suburban members of the Cook County Board of Commissioners.

Each Board Member must be a Mayor or Village President from his or her respective region or a
former Mayor or Village President residing in his or her respective region. Each Board Member
serves a four year term.

Reporting Entity

While Pace falls under the structure of the RTA system, it is not a component unit of the RTA as
defined by Governmental Accounting Standards Board (“GASB”) Statement No. 14, The Financial
Reporting Entity. Pace reports all financial activity in a single enterprise fund.



Pace Service

Pace provides fixed route bus services and paratransit services to communities within their six
county region. Pace also operates a Vanpool program for groups that want to commute to work
together.

Pace contracts with a number of outside carriers that providle ADA Paratransit and Dial-A-Ride
service to the communities in Pace’s region. In July 2005, Governor Blagojevich signed House Bill
1663 designating Pace as the region’s sole provider of ADA services in the City of Chicago and
surrounding six counties. The Bill states that Pace will assume the Chicago service effective July 1,
2006. The CTA currently contracts with three private companies who provide ADA service for the
City of Chicago.

Pace works with local communities and businesses to establish programs for their citizens and
employees. Pace provides express routes, subscription service, shuttle service in connection with
Metra rail trips, and shuttle service to special events and local sporting events. New routes and
services have been implemented with the help of federal funds associated with the Congestion
Mitigation/Air Quality (CMAQ) and the federal Job Access Reverse Commute (JARC)
programs. Pace continues to address service efficiency through restructuring initiatives in
different areas of the Region.

Pace’s traditional Vanpool program (VIP) has continued to grow. The VIP program allows people
that live or work in the same area to commute together for a low monthly fare. Pace expanded its
traditional Vanpool program to local communities by offering employer shuttle service and Metra
feeder service. Pace provides vans to organizations or workshops that provide work related
transportation service to persons with disabilities through its ADvAntage Program. Pace also
created a Municipal Vanpool Program that offers townships and communities the opportunity to use
vans to implement a transportation prot%ram or to supplement their existing transportation services.
In early 2005, Pace inaugurated its 500" vanpool and by early 2006 had over 600 vans on the road.
The continued increase in fuel costs has resulted in even greater interest in this alternative method of
transportation.

Pace Structure

Pace operates its transportation services out of nine operating divisions that are located within the six
county region. Pace also has an acceptance facility in South Holland that prepares new deliveries of
fixed route and paratransit buses for service to all Pace locations. This facility also services all of
the electronic accessories associated with buses such as revenue collection devices, communication
devices, destination signs and the equipment used as part of Pace’s Intelligent Bus System.

Pace has a central headquarters facility in suburban Cook County that houses Pace senior
management and the personnel responsible for revenue services, planning services and
administrative services. In addition to these facilities, Pace also has nine transportation and transfer
centers, 16 boarding and turnaround facilities and a number of park and ride lots.



Revenue and Funding

Pace generates operating income through a formal fare structure that is based on the bus and vanpool
service that it provides. Pace also relies on operating assistance received from federal funding
sources such as Capital Cost of Contracting and from a number of local funding sources. Pace’s
primary source of non-operating assistance comes from the RTA in the form of sales tax. Sales
taxes are collected by the Illinois Department of Revenue and apportioned out to the three Service
Boards by the RTA.

Pace continued to accept CTA 7 Day, University and Visitor passes on their system based on the
RTA Fare Integration agreement that provided for a maximum of $2 million in funding. Based on
the $2 million budget limit, Pace experienced a revenue shortfall of approximately $500,000 for
acceptance of these passes during 2005. Early data in 2006 indicates that there has been an increase
in the utilization of the CTA 7 Day passes on Pace’s system due to the fare changes implemented by
the CTA in January. Estimates show that based on current utilization, the budget of $2 million
provided to Pace may be exhausted by as early as May 2006 creating a more significant revenue
shortfall. If funding for this program is not increased, Pace may have no option but to discontinue
acceptance of the CTA 7 Day, University and Visitor passes on their system.

Also in 2005, Pace received $1 million from the RTA to fund start up costs associated with the
transition of the Chicago ADA service from the CTA to Pace. The RTA and FTA will provide $27.1
million in Regional ADA Paratransit Service funding to cover the private contractor costs during the
second half of 2006 for the three contracts CTA has in place.

Pace receives capital funding from the Federal Transit Administration (“FTA”), Illinois Department
of Transportation (“IDOT”), and the RTA.

Budget Process

The RTA Act requires that the RTA adopt an annual budget, two year financial plan and five year
capital plan. The RTA notifies each service board of their estimated sales tax funding expected to be
available during the upcoming fiscal year and next two following years. Each Service Board must
then prepare and publish a comprehensive annual budget and financial plan. Prior to submitting the
budget to the RTA, Pace must hold at least one public hearing in each county that it services. After
incorporating input received during the public hearings, Pace finalizes its budget and submits it to
the RTA by November 15 of each year.



ECONOMIC CONDITION

Financing

The region continues to struggle through a financial crisis. In 2005, Pace shifted $7.8 million in
Federal Capital Cost of Contracting funds and $16.9 million in Federal 5307 funds that are
typically used for capital purposes to the operating budget. Operating revenues for 2005 were
$1.9 million favorable to budget due mainly to increases in farebox revenue. The introduction of
a fare integration program with RTA and CTA continued to boost ridership and contributed to
the favorable revenue performance. Total operating expenses were unfavorable to budget by $.6
million. Non-Operating Revenues were unfavorable to budget by roughly $.6 million which is
attributed to Federal Operating Grants.

Adequate operating funding continues to be an issue in 2006 and it was again necessary to
redirect all Federal 5307 funds and Capital Cost of Contracting funds te balance the operating
budget.  The 2006 operating budget includes $20.1 million in Federal Capital Cost of
Contracting funds and $19.6 million in Federal 5307 funding. Pace’s three year financial plan
assumes that beginning in 2007 there will be new funding from the RTA to support operations
and that federal funds will return to the capital program.

The most significant change in Pace’s operations is the inclusion of funding to carry out the
Agency’s new role as the Regional ADA Paratransit provider beginning July 1, 2006. As noted
above, the RTA and FTA will provide Pace with $27.1 million to cover the private contractor costs
during 2006. Pace will require additional funding for various transitional costs related to the
implementation of the Chicago ADA Service. Pace is working with the RTA to obtain funding for
these costs. RTA has the responsibility for the funding, review and oversight of all ADA Paratransit
services.

Local Economy

Pace relies on sales tax received from the RTA as its primary source of funding. Retail sales in the
six county region have increased significantly over the past ten years with slower sales growth in the
years 2001 through 2003. This lag in retail sales had a corresponding decrease in the amount of
funding provided by the RTA during this period. The RTA has projected that Regional Sales Tax
and Public Transportation funding will increase at a rate of 3.2% over each of the next three years.

Fuel costs continued to increase in 2005 and Pace’s costs averaged $1.78 per gallon by year end.
Fuel expenses are projected to grow 9.1% in 2006 and will place added pressure on Pace’s budget in

2006.

The Illinois unemployment rate of 5.7% in 2005 was higher than the national average. The
unemployment rate in Pace’s six county region fell to 5.9% in 2005 from 6.1% in 2004. In January
2006, unemployment in the six county region decreased to 5.6%.



National Economy

Real gross domestic product (“GDP”) - the output of goods and services produced by labor and
property located in the United States - increased at an annual rate of 1.6% in the fourth quarter of
2005 based on preliminary estimates by the Bureau of Labor Statistics. In the third quarter 2003, the
real GDP increased 4.1%.

The national unemployment rate averaged 5.1% in 2005, down from 5.5% in 2004. The national
unemployment rate was 4.8% in February of 2006.

The consumer price index (“CPI”) for all urban consumers, a measure of the average change of
prices over time of goods and services purchased by households, decreased .4% in December before
seasonal adjustment. The December 2005 level of 196.8 was 3.4% higher than in December 2004.
The transportation index decreased .8% in December 2005 which reflected a 2.6% drop in the index
for gasoline. Gasoline prices declined in December 2005 for the third consecutive month and have
fallen 25.1% from their high in September. However, gasoline prices were 16.1% higher in
December than their level a year ago in 2004.

Consumer spending increased 3.6% in 2005 contributing 2.49 percentage points to the real GDP
growth compared with the 2004 increase of 3.9%. The lower spending level in 2005 was primarily
due to declines in spending for motor vehicles and parts and decreased spending for furniture and
household equipment.

Cash Management Polices and Practices

In order to allow for the payment of obligations in a timely manner, the Pace Board of Directors has
adopted a Working Cash Policy. The policy was updated on August 4, 2004 and requires that
Unrestricted Net Assets in the amount of 8% of annual budgeted operating expenses be retained for
working cash purposes. Based on the policy, $12,500,000 of Unrestricted Net Assets was retained
for working cash purposes during 2005. Unrestricted Net Assets totaled $ 18,560,914 at December
31, 2005. For 2006, $13,800,000 of Unrestricted Net Assets is being retained for working cash
purposes for Pace’s Suburban Services. Pace will need to obtain a working cash advance from the
RTA of approximately $5.0 million (one month’s expense budget) to cover City of Chicago ADA
service expenses. Again, Pace will assume the Chicago ADA service effective July 1, 2006.

The Pace Board of Directors has adopted an investment policy that governs the investment of public
funds. The policy conforms to all applicable State statues. The policy was updated on June 2, 2004.
The primary objectives, in priority order, of Pace’s investment activities shall be:

e Safety of Principal — Safety of principal is the foremost objective of Pace. Investments shall
be undertaken in a manner that seeks to ensure the preservation of capital in the overall
portfolio.



e Liquidity — The portfolio will be substantially liquid for the purpose of meeting all operating
and capital requirements which might be reasonably anticipated.

e Yield — The portfolio is designed with the objective of attaining a competitive rate of return
throughout budgetary and economic cycles which is equivalent with the portfolio’s
investment risk constraints and the cash flow characteristics.

Risk Management

In 1986, the RTA, CTA, Metra and Pace established a self insurance program designed to provide
protection from catastrophic losses that may arise out of personal injuries, property damage and
certain other losses. This program, called the Loss Financing Plan, allows Pace to borrow for claims
greater than $250,000 and provides insurance for losses in excess of $15,000,000. In addition to the
Loss Financing Plan, Pace maintains a Self-Insured Retention (SIR) of $5,000,000 for Automobile
Liability and $100,000 for General Liability losses. Pace also purchases excess General Liability
and Automobile Liability in excess of the Self-Insured Retentions highlighed above. These excess
liability policies purchased by Pace provide risk financing coverage from $5,000,000 to $15,000,000
at which point the RTA LFP insurance program attaches. The RTA Loss Financing Plan provides
excess liability coverage of $35,000,000 in excess of a $15,000,000 retention. Therefore, Pace has
General and Automobile Liability insurance coverage in place from $5,000,000 each occurrence to
$50,000,000, as a result of policies purchased directly by Pace and those policies purchased by the
RTA Loss Financing Plan.

Pace has also established a self insurance program for employee health coverage. Reserves are
established for health coverage based on claims experience. Pace maintains a stop loss coverage for
any health claims in excess of $175,000.

Pension and Other Post Employment Benefits

The Regional Transportation Authority (RTA) sponsors a multi-employer defined benefit pension
plan. The plan covers substantially all employees of Pace, RTA and Metra who are not covered by a
collective bargaining agreement. On an annual basis, an independent actuary calculates the amount
of the contribution for each employer to ensure that the plan is adequately funded. In 2005, Pace
contributed $1,981,238. Pace’s 2006 contribution will be in the amount of $2,353,325. Pension costs
equal the amount of the actual contributions.

The nine Pace operating divisions have established defined benefits plans, 401(k) plans, and defined
contribution plans through their respective collective bargaining agreements with the bargained for
employees at each operating division. Employer and employee contributions are based on the
respective bargaining agreements.

Pace also offers retirees the option to continue participation in its group health insurance plan. Each
retiree pays the cost of their insurance. In addition, through the collective bargaining agreements,
for operating division employees, Pace offers retirees the option to continue participation in their
respective group health insurance plans. This benefit is established under the collective bargaining
agreements and participant costs are paid in accordance with the agreement.



Major Initiatives

Vision 2020 is a plan created by Pace designed to serve the needs of the residents in the region. The
plan represents Pace’s blueprint for the future and calls for a network of new services, infrastructure
improvements and a decrease in travel times. Specifically, the plan includes an evaluation of the
present fixed-route structure, the creation of community-based services, the implementation of line-
haul routes, and the development of transportation centers and other passenger facilities. By
providing time and access to competitive transit services, this plan is expected to substantially
improve mobility for all segments of the suburban population, assist communities in their pursuit of
improved quality of life, and promote regional smart growth goals.

As part of Vision 2020, Pace continued to devote resources to a number of restructuring initiatives
throughout the Region in 2005. Pace worked with the CTA, Metra, and other transit providers to
gather input from a number of different communities. The North Shore Initiative and the Fox
Valley/Southwest DuPage Initiative were both completed in 2005. In late 2005, Pace began work on
the South Cook/Will County Initiative. Service changes for this initiative could be implemented
beginning in early 2007. In addition, Pace has a West Cook/DuPage/Elgin initiative planned for
2006 and 2007.

Pace continues to provide tools to make information more readily accessible for the public.
Information regarding ridership, planning reports and interactive maps is now available through
RTAMS - the RTA’s Regional Transportation Asset Management System. Pace, RTA, CTA,
Metra, the Illinois State Toll Highway Authority, Northeastern Illinois Planning Commission (NIPC)
and Chicago Area Transportation Study (CATS) have pooled their data together into one central site.
Pace also introduced “Vanpool Finder” on their website. Potential riders can enter information
regarding their work trip and the area in which they live to determine whether any existing vanpools
have the same commute route. The site also provides information about starting a new vanpool.

In 2005, Pace also focused attention on their internal systems and technology. In response to an
announcement by Hewlett Packard that by the end of 2006 it will no longer support the HP3000
computing platform that Pace currently utilizes for a majority of their core business applications,
Pace embarked on a study of all Pace applications and data formats. Consultants worked with a
number of different departments within Internal Services, Revenue Services and Strategic Services
to document business processes and the business applications used to manage those processes. In
2006, Pace continues to work with consultants who will recommend migration and replacement
options for the HP3000 platform and the various business applications that are housed on it.

In 2006, Pace continues the planning process for the transition of the Chicago ADA service from the
CTA. Staff is working with the CTA and RTA to address a number of issues associated with the
assumption of the service. Office space has been secured in Chicago to house operations personnel
that will be responsible for coordinating the Chicago ADA service. Technology issues are being
addressed and implementation of a central dispatching system is being considered. In addition,
service funding issues are also being addressed with the RTA.



AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Pace for its comprehensive
annual financial report for the fiscal year ended December 31, 2004. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report would not have been possible without the efforts of the staff at Pace.
In particular, we wish to express our appreciation to the members of the Finance Department who
contributed to the preparation of this report.

Respectfully submitted,

. < .
) (il o
AN
Terrance Brannon Dominick Cuomo
Deputy Executive Director, Chief Financial Officer

Internal Services
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A\ Crowe

Crowe Chizek and Company LLC
Member Horwath International

INDEPENDENT AUDITORS’ REPORT

Honorable William G. Holland
Office of the Auditor General
Chicago, Illinois

and

Board of Directors of

Pace, the Suburban Bus Division of the
Regional Transportation Authority
Arlington Heights, Illinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanying basic
financial statements of Pace, the Suburban Bus Division of the Regional Transportation
Authority, as of and for the year ended December 31, 2005. These basic financial statements are
the responsibility of the management. Our responsibility is to express an opinion on these basic
financial statements based on our audit. The prior year partial comparative information has
been derived from Pace’s 2004 basic financial statements and, in our report dated April 1, 2005,
we expressed an unqualified opinion on the respective basic financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and Government Auditing Standards; issued by the Comptroller General
of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the basic financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the basic financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the basic financial statements referred to in the first paragraph present fairly, in
all material respects, the financial position of Pace, the Suburban Bus Division of the Regional
Transportation Authority, as of December 31, 2005 and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

17
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Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The introductory section, supplementary exhibits, and the
statistical section as listed in the table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has not
been subject to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on them.

The management’s discussion and analysis and the required supplementary information are not
required parts of the basic financial statements but are supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the
information and do not express an opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated April 12,
2006 on our consideration of Pace, the Suburban Bus Division of the Regional Transportation
Authority’s internal control over financial reporting and on our tests of its compliance with
laws, regulations, contracts and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of the audit performed in
accordance with Government Auditing Standards and should be considered in assessing the

results of our audit.
LL

Crowe Chizek and Company

QOak Brook, Illinois
April 12, 2006

19
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PACE SUBURBAN BUS SERVICE

Management’s Discussion and Analvsis

Our discussion and analysis of Pace Suburban Bus Service’s (“Pace”) financial performance
provides an overview of the agency’s financial activities for the fiscal year ended December 31,
2005. Please read it in conjunction with the agency’s basic financial statements and footnotes

that begin on page 34.

Using This Report

This annual report consists of a series of financial statements. The Statement of Net Assets, the
Statement of Revenues, Expenses and Changes in Net Assets and the Statement of Cash Flows
(on pages 34-39) provide information about the activities of Pace as a whole and present a long
term view of the agency’s finances. Since Pace operates as a single governmental program in an
enterprise fund, fund financial statements are not required.

Reporting on the Agency as a Whole

Our analysis of Pace as a whole — which consists of a single enterprise fund — begins on page 22.
The Statement of Net Assets and Statement of Revenues and Expenses and Changes in Net Assets
can be used to determine whether Pace as a whole is better off or worse off as a result of the
year’s activities. These statements include all assets and liabilities using the accrual basis of
accounting, which is similar to the accounting method used by most private-sector companies.
All of the current year’s revenues and expenses are taken into account regardless of when cash is
received or paid.

These two statements report the agency’s net assets and changes in them. The net assets, the
difference between assets and liabilities, is one way to measure Pace’s financial health or
financial position. Over time, increases or decreases in Pace’s net assets are one indicator of
whether its financial health is improving or deteriorating. Other financial factors should be
considered as well, such as, the level of public funding received from the RTA sales tax revenue
and working cash balances.
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Financial Highlights

Pace met its required 39.7% recovery ratio for the year. The 2005 operating revenues increased
6.5% from 2004 and operating expenses increased 6.1% from the prior year. Non-operating
revenue increased due in large part to increases in Federal Operating Grants and Capital Grant
Reimbursements.

Pace met its budgeted funding requirement for 2005. Operating Revenues were favorable to
budget by $1.9 million and Operating expenses were unfavorable to budget by $619,000.

Net assets increased $3.3 million to $206.3 million at the end of 2005. Net assets represents
Total Assets minus Total Liabilities.

Total Operating Revenues for 2005 were $54.8 million which represented a 6.5% increase
from 2004.

Non-Operating Revenues increased $31.9 million (or 29.6%) to $139.6 million in 2005.
Total Operating Expenses increased by $10.9 million (or 6.1%) to $191.2 million during
2005 reflecting increases in Pace-owned service, Paratransit expenses and Centralized
Operations expenses.

Pace attained the RTA mandated recovery ratio of 39.7% during 2005, which was

attributable in part to revenue and expenses incurred by Not-For-Profit Providers from the
VIP Advantage Program and Federal Capital Cost of Contracting funds.

22



Ridership

Ridership continued to increase in 2005 and was the highest since 2001. Some of the highlights
are as follows:

Highlights:

Pace served 36.88 million passengers in 2005 reflecting a 7.3% increase from the 2004
ridership total of 34.36 million. Average weekday ridership in 2005 was 127,979
compared to 118,782 in 2004 which equated to a 7.8% increase.

In 2005, Pace introduced four new routes, restructured 13 routes, discontinued service
on 15 routes and made additional adjustments on a number of routes.

Pace implemented the changes for the North Shore Initiative in March, 2005. Pace also
began work in January on the Fox Valley/Southwest DuPage Initiative. They
implemented route changes based on that study in October. A number of routes in both
areas were restructured to better serve customers and reduce the need for transferring.

The busiest Pace bus route in 2005 was again Route 352 Halsted, which operates
between the 95% Street/Dan Ryan CTA Station and the Chicago Heights Terminal. This
route served 5,960 passengers each weekday on average.

Pace continued accepting CTA 7-Day passes, University passes and all visitor passes
on all regular routes as part of an intergovernmental agreement between Pace, the
Chicago Transit Authority (“CTA”) and the Regional Transportation Authority (“RTA”™).
Pace was reimbursed $2 million for the fare integration program in 2005.

The Vanpool program continued to grow with a 8.0% increase in ridership in 2005.
The total number of vans on the road climbed from 478 to 596.
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The Agency as a Whole

NET ASSETS
Net
2005 2004 Change

Current Assets $ 68,980,891 $ 70,979,291 $  (1,998,400)
Noncurrent Assets 281,443,580 275,675,675 5,767,905
Total Assets 350,424,471 346,654,966 3,769,505
Current Liabilities 32,348,772 37,766,489 (5,417,717)
Other Liabilities 111,743,013 105,813,248 5,929,765
Total Liabilities 144,091,785 143,579,736 512,049
Invested in Capital Assets 187,771,773 184,649,172 3,122,601
Unrestricted Net Assets 18,560,914 18,426,059 134,855
Total Net Assets $ 206,332,687 $ 203,075,231 $ 3,257,456
Assets and Liabilities

Net assets at December 31, 2005 increased to $206.3 million from $203.1 million in 2004
due in large part to a $3.1 million increase in Invested Capital Assets. The capital asset
increase is comprised of $34.1 million in capital grants reimbursements and $.6 million in
Pace funded capital projects less $31.6 million in depreciation.

Total assets increased $3.8 million in 2005 to $350.4 million. The nearly $2.0 million
decrease in Current Assets is comprised of a $4.8 million increase in cash and a $1.5 million
increase in accounts receivable offset by a $8.3 million decrease in assets restricted for
repayment of leasing commitments. The $5.8 million increase in noncurrent assets is
primarily due to a $3.1 million increase in capital assets and an increase of $2.6 million in the
noncurrent portion of assets restricted for repayment of leasing commitments.

Current Liabilities decreased $5.4 million in 2005 primarily due to a $.8 million increase in
accounts payable, a $.7 million increase in accrued expenses, a $1.3 million increase in the
current portion of insurance reserves offset by a $8.4 million decrease in the current portion
of capital lease obligations.

Other Liabilities increased $5.9 million during 2005. The increase was comprised of a $3.1
million increase in long term insurance reserves and a $2.6 million increase in long term
capital lease obligation.



Capital Assets

Pace received $34.1 million in capital grant reimbursements in 2005 including:
e $20.1 million from the Federal Transit Administration (FTA),
e $3.8 million from the Illinois Department of Transportation (IDOT), and
e $10.2 million from the Regional Transportation Authority (RTA).

SOURCES OF CAPITAL GRANT REIMBURSEMENTS

In addition, Pace used $.6 million for capital projects from its positive budget variance
account.

These grant reimbursements were primarily used for:

e Equipment:
o $18.2 million in fixed route buses,
o $5.5 million in capital parts and maintenance,
o $5.3 million in vanpool vehicles,
o $1.6 million in IBS equipment for fixed route, and
o $1.5 million in paratransit vehicles.

e Construction:
o $2.0 million on garage and building improvements.

Pace purchased 60 NABI fixed route buses totaling $18.2 million, 23 Eldorado paratransit
buses and 184 vanpool vehicles totaling $6.8 million.

Pace expended $600,000 for roof replacement and improvements at two garages, $350,000
for repaving work at several operating divisions, $550,000 for installation of heat recovery

units at South Division and $325,000 in improvements at West Division.

Information regarding capital asset activity for 2005 can be found in the notes to the financial
statements on page 65 and in Exhibit 7 on pages 74 and 75.
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OPERATING RESULTS FOR THE YEARS ENDED DECEMBER 31

Operating Revenue

Pace-owned service revenue
CMAQ/JARC Services

Fixed route carrier revenue

Paratransit revenue

Vanpool revenue

Reduced fare reimbursement from IDOT
Advertising revenue

Miscellaneous

Total Operating Revenue

Operating expenses:
Pace-owned service expenses

CMAQ/JARC expenses
Contract Payments:
Fixed route carriers
Paratransit carriers
Vanpool expenses
Centralized operations
Administrative expenses
Depreciation

Total Operating Expenses

Operating Income (Loss)

Non Operating Revenue

Retailers' occupation and use tax from RTA

RTA Discretionary Funding
Federal Operating Grants

ADA Regional Paratransit Funding from RTA

Capital Grants Reimbursements
Interest on Investments

Interest Revenue from Leasing Transaction

Interest Expense on Leasing Transaction
Total Non-Operating Revenue
Net Change in Net Assets

Beginning Net Assets
Ending Net Assets

2005 2004 Change %
27,605,939 26,455,191 $ 1,150,748 43%
245,345 244,326 1,019 0.4%
4,635,410 4,550,942 84,468 1.9%
11,093,172 9,161,086 1,932,086 21.1%
2,694,295 2,518,964 175,331 7.0%
3,236,102 3,265,564 (29,462) -0.9%
4,084,183 3,674,162 410,021 11.2%
1,222,446 1,581,235 (358,789) -22.7%
54,816,892 51,451,470 3,365,422 6.5%
70,701,982 67,637,306 3,064,676 4.5%
933,059 1,219,032 (285,973) -23.5%
11,585,232 11,338,017 247215 2.2%
26,156,760 23,880,894 2,275,866 9.5%
2,530,884 2,554,465 (23.581) -0.9%
32,361,699 25,785,148 6,576,551 25.5%
15,354,274 14,805,942 548,332 3.7%
31,567,767 33,036,213 (1,468,446) -4.4%
191,191,657 180,257,017 10,934,639 6.1%
(136,374,765) (128,805,547) (7,569,217) 5.9%
76,398,719 73,536,217 2,862,502 3.9%
2,653,281 5,515,783 (2,862,502) -51.9%
24,502,086 9,439,153 15,062,933 159.6%
1,000,000 - 1,000,000 -
34,112,483 18,839,353 15,273,130 81.1%
965,652 438,173 527.479 120.4%
6,718,171 6,747,246 (29,075) -0.4%
(6,718.171) (6,747.246) 29,075 -0.4%
139,632,221 107,768,679 31,863,542 29.6%
3,257,456 (21,036,868) 24,294,324 -115.5%
203,075,231 224,112,099 (21,036,868) -9.4%
206,332,687 $ 203,075231 $ 3257456 1.6%
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Comparison of Results: FY2005 vs. FY2004

Operating Revenues

Total Operating Revenues rose 6.5% or $3.4 million in 2005. Factors contributing to the
increase in revenue included additional revenue related to the RTA fare integration program
and increased paratransit revenue and advertising revenue. Specific changes in operating
revenue are noted as follows:

e Pace-owned Service Revenue — The increase is comprised of additional revenue
received for RTA Fare Integration related to Pace’s acceptance of the CTA 7 Day,
University and Visitor passes.

e Paratransit Revenue — The increase in paratransit revenue is due primarily to an
increase in local subsidies which includes a full year of the Ride DuPage program
revenue. The Ride DuPage program began mid-year in 2004.

e Advertising Revenues — The 11.2% rise in advertising revenue is due to an
increase in the minimum revenue guarantee outlined in the contract.

e Miscellaneous Income — The decrease is primarily related to a decrease in revenue
for the Unified Work Program (UWP).

Operating Expenses

Total Operating Expenses increased by $10.9 million (or 6.1%) in 2005 with the largest
increase reflected in Pace-Owned, Contracted Carrier and Centralized Operations expenses.

e Pace-Owned Service Expenses — Pace-owned service expenses increased 4.5% due
to increases in salaries and fringe benefits, a reduction in salary credits available for
project administration, CMAQ and JARC programs and an increase in bus parts
expense.

e CMAQ/JARC Expenses — The funding was exhausted on a number of
CMAQ/JARC routes in 2005 resulting in decreased expenses for these programs.

e Paratransit Expenses — The paratransit expense growth is attributed to the increase
in demand for ADA services and additional costs associated with a full year of the
Ride DuPage program expenses.

e Centralized Operations — The 25.5% increase is comprised of a continued rise in
fuel costs and increased auto liability and workers compensation claims expense.

e Depreciation Expense — The decrease of $1.5 million in depreciation expense is due

to a large number of fixed route buses that were no longer depreciated in 2005
because their useful life was met in 2004.
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Non-Operating Revenues

Non-Operating Revenues increased $31.9 million or 29.6% to $139.6 million in 2005.
Specific factors contributing to the increase are outlined below:

Federal Operating Grants — Pace received additional Federal 5307 Funding of
$12.6 million to maintain operating vehicles and $2.7 million to fund the cost of

providing ADA services.

Capital Grant Reimbursements — Grant reimbursements increased $15.3 million
over the prior year mainly due to the purchase of fixed route and paratransit buses
and vanpool vehicles during 2005.

ADA Regional Paratransit Funding — Pace received $1.0 million from the RTA
to fund start up costs associated with assuming the Chicago ADA service in 2006
that is currently operated by the CTA.
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Economic Trends
RTA Sales Tax

The RTA Sales Tax is the primary source of revenue for Pace. The tax is authorized by
I1linois statute, imposed by the RTA in the six-county area, and collected by the state. The
Service Board statutory share is 85% of RTA Sales Tax and is apportioned to the three
Service Boards: Pace, Metra and CTA. Pace receives 15% of the Service Board statutory
share of sales tax collected in Suburban Cook County, and 30% of the share collected in the
collar counties of DuPage, Kane, Lake, McHenry and Will.

In 20035, Sales Tax revenues continued to slightly improve from the economic downturn of
the last several years. Although, the RTA is forecasting that the Sales Tax growth will
continue into 2006 and the outlying years, the overall outlook for regional funding continues
to be unfavorable based on projected operating needs. Pace expects to receive $78,552,000
in Sales Tax Revenues in 2006. This represents approximately 10.9% of the total RTA
region’s estimated receipt of $719.9 million. The following table summarizes historical and
forecasted sales tax and PTF growth through 2007. PTF funding for the region is directly
correlated to sales tax receipts and has grown similarly.

Regional Sales Tax and Public Transportation Fund (PTF) Trends
Sales Tax % of % of

(000's) Change PTF Change
1992 $ 445,891 4.8% $ 109,843 3.2%
1993 $ 462,393 3.7% $ 115,771 5.4%
1994 § 497,698 7.6% $ 124,002 7.1%
1995 $ 513,304 3.1% $ 129,866 4.7%
1996 $ 532,304 3.7% $ 133,044 2.4%
1997 $ 555,49 4.4% $ 139,093 4.5%
1998 $ 576,704 3.8% $ 144,846 4.1%
1999 $ 613,514 6.4% $ 153,343 5.9%
2000 $ 650,284 6.0% $ 162247 5.8%
2001 $§ 653,522 0.5% $ 164,987 1.7%
2002 $ 647,685 -0.9% $ 161,921 -1.9%
2003 § 654,988 1.1% $ 164,739 1.7%
2004 $ 675,629 3.2% $ 168988 2.6%
2005 $ 700,395 3.7% $ 175688 4.0%
2006E $ 719,900 2.8% $ 179,975 2.4%
2007E $ 742,930 3.2% $ 185,733 3.2%

Operating Budget and Capital Program

In September 2005, the RTA amended the funding mark and farebox recovery ratio
originally established in the 2005 Operating Budget. RTA increased the operating funding
mark by $1.0 million for costs Pace expects to incur for start up activities related to the
transition of the Chicago ADA service. As a result, the RTA also reduced the 2005 farebox
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recovery ratio from 40.0% to 39.7% to accommodate the $1.0 million expenditure for start
up costs.

The RTA Board of Directors on September 15, 2005 established Pace’s 2006 funding level at
$142.8 million which includes $140.8 million for operations and $2.0 million to reimburse
Pace for the fare integration program.

The 2006 budget includes funding for the Chicago ADA service that Pace will assume from
the CTA on July 1, 2006. The budget is split out between Suburban Services and Regional
ADA Paratransit Service which includes Pace’s existing ADA service. The ADA Paratransit
budget shows that the RTA and FTA will provide $27.1 million in funding to cover the costs
for the second half of 2006 for the three private companies that have contracted with the
CTA to provide ADA service.

The 2006 operating expense budget totals for both the Suburban Service and Regional ADA
Paratransit Service is $202.3 million. These expenses will be covered by $61.6 million in
operating revenue, $81.6 million in RTA operating subsidies, $27.1 million in RTA and FTA
ADA funding, $29.7 million in federal operating funds and $2.3 million in Pace funds.

The 2006 capital program totals $29.1 million. All of Pace’s Federal 5307 capital funding
will be redirected to support operations so there are no funds available for capital projects in
2006. Pace is redirecting $12.7 million in previously authorized RTA Strategic Capital
Improvement Program (SCIP) Bonds to ensure critical projects are funded. Pace is also
relying on $8.9 million in funding from a new RTA initiative. The RTA will be pursuing
funding from the State for the Region to match federal capital funds or other capital projects.
Pace will also rely on $7.4 million in Federal CMAQ and 5309 funding.

Recovery Ratio Requirement

The recovery ratio is defined as the ratio of operating income to operating expense. In 2000,
the RTA increased Pace’s recovery ratio to 40%, which was significantly higher than Pace’s
historical performance. The RTA has maintained the 40% requirement since 2000. For 2005,
the RTA set the recovery ratio mark at 40% but later amended it in September to 39.7% to
incorporate additional expenditures related to the transition of the Chicago ADA service.
Pace met its budgeted recovery ratio of 39.7% for 2005. The RTA has continued to allow
the use of costs incurred by Pace’s Advantage contractors and funds received for Federal
Capital Cost of Contracting to be included in calculating the recovery ratio.

For 2006, the RTA set a combined total system recovery ratio of 35% for Suburban Services
and Regional ADA Paratransit Services. Given these provisions, Pace will apply a sufficient
amount of Advantage and Capital Cost of Contracting credits in order to reach the 35%
recovery ratio requirement.

Contacting Pace’s Financial Management

If you have questions about this report or need additional financial information, contact the
Chief Financial Officer, Pace Suburban Bus Service, 550 West Algonquin Road, Arlington
Heights, IL 60005.
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