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FOREWORD
Founded in 1932, the Citizens Budget Commission (CBC) is a nonprofit, nonpartisan civic organization
devoted to influencing constructive change in the finances and services of New York State and New
York City governments. This report was prepared under the auspices of the CBC Port Authority
Committee, which we co-chair. The other members of the committee are Eric Altman, Kenneth W.
Bond, Robert L. Burch, IV; Vishaan Chakrabarti, Herman R. Charbonneau, John P. Drohan, III; Douglas
Durst, William J. Gilbane, III; Martin Grant, Walter L. Harris, Peter C. Hein, David A. Javdan, Steven
J. Kantor, Anthony Mannarino, Robinson Markel, Randal S. Milch, James S. Normile, Steven M. Polan,
Denise Richardson, Michael L. Ryan, Brian P. Sanvidge, Timothy Sheehan, Richard L. Sigal, Emanuel
Stern, Sonia Toledo, Claudia Wagner, Ronald G. Weiner, and Kenneth D. Gibbs, ex-officio.
CBC established this trustee research committee to analyze the Port Authority of New York and New
Jersey’s (PANYNJ) budget processes, fiscal outlook, and long-term strategy. At the committee’s first
meeting in February 2013, trustees analyzed each of PANYNJ’s major lines of business: air terminals,
bridges and tunnels, the Port Authority Trans-Hudson (PATH) transit line, marine terminals, and
commercial real estate. This analysis showed that while the agency does not always generate an annual
profit, two of its major lines—air terminals and bridges and tunnels—yield significant annual operating
surpluses. These surpluses are used to mitigate losses elsewhere in the agency.
The committee decided to concentrate further study in two areas: (1) improving PANYNJ planning and
budgeting procedures and (2) identifying and advocating for changes to promote the fiscal viability
of the PATH transit line and marine terminals businesses. This report examines PATH, which incurs
annual losses, and explores how best to finance the system.
The report was prepared by Jamison Dague, Research Associate at CBC. He received guidance and
supervision from Charles Brecher, Consulting Research Director at CBC and Professor at New York
University’s Robert F. Wagner Graduate School of Public Service.
Port Authority staff was cooperative in providing information for developing the revenue and
expenditure projections presented in this report and in clarifying income and expense dedicated
to PATH. Michael Massiah, Director of Management and Budget, and Ana Carvajalino, Forecasting
Manager at Management and Budget provided helpful comments on a draft report. The willingness of
these individuals to provide assistance does not necessarily mean they agree with the recommendations,
but it does reflect their concern for the subject and generosity in sharing their expertise and time.
Steven M. Cohen, Co-Chair
Robert Lamb, Co-Chair
April 24, 2014
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EXECUTIVE SUMMARY
This report examines the financing arrangements for the Port Authority Trans-Hudson (PATH) rail
transit system operated by the Port Authority of New York and New Jersey (PANYNJ). It provides
background information on the PATH system, describes its current financing sources and need for
sizable cross-subsidies from other PANYNJ business lines, and recommends new policies to reduce
the need for such cross-subsidies.
Background
PANYNJ was created in 1921 to promote economic activity in the port district including the bi-state
harbor. It developed automobile bridge and tunnel crossings of the Hudson River in the years from
1927 through 1937. In part due to the availability of these crossings, the pre-existing private railroad
connecting New Jersey to New York City, the Hudson and Manhattan Railroad (H&M), suffered a loss
of ridership and financial difficulties. In 1954 it declared bankruptcy.
For several years New Jersey’s elected leaders sought to have PANYNJ aid or acquire the railroad.
New York officials resisted on grounds that doing so diverted Authority resources to a project mostly
benefiting New Jersey commuters and that it was not self-sustaining. In 1961 leaders of both states
struck a deal in which PANYNJ took over the H&M (renamed PATH) and also began to build the World
Trade Center (WTC ) in Lower Manhattan with a new PATH terminal as part of the new WTC site.
The current PATH system consists of four rail lines running over 14 miles of track with 13 stations
and a fleet of 340 cars. In 2013 its 38 weekday trains carried an average of 244,000 riders. This
ridership has grown at an average annual rate of 1.1 percent over the past two decades, including the
years when service was reduced due to terrorist attacks on the WTC (2001 and 2002) and due to
Superstorm Sandy (2012). The growth is related to increased commutation from New Jersey suburbs
and substantial PANYNJ investment in improving the system’s infrastructure and modernizing its fleet.
The Problem: Large and Growing Deficits
Although PATH was never expected to be self-sufficient, its operating deficits have grown and are now
a substantial burden on PANYNJ finances. From 2004 to 2013, PATH’s annual deficit grew from $294
million to $383 million, and it is projected to be $387 million in 2014. In 2013 the deficit represented
62 percent of total expenses. The deficit is offset by PANYNJ allocating revenue from other activities,
notably its bridge and tunnel tolls.
The situation is expected to worsen. Although revenues are projected to grow somewhat more rapidly
than expenditures due to a 2014 fare increase and to ridership gains, the deficit will still increase and
reach a projected $487 million in 2018. Offsetting this loss with bridge and tunnel toll revenue will be
a major drain on PANYNJ’s overall finances.
The large and growing losses are related to two aspects of PATH’s operation—relatively high costs
and relatively low fares. Despite recent fare increases, in 2013 the average fare revenue per ride was
$1.96, or only 23 percent of the actual full cost of a ride ($8.45). This share was lower than was the
case in 2001. With respect to expenses, PATH’s average operating cost per ride is high relative to
other transit systems in the United States. The most recent comparative national data (2012) indicate
PATH’s operating cost (comparing only direct operating costs) per ride ranks third highest among the
10 largest systems behind only San Francisco’s BART and Miami-Dade Transit.
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The Solution: More Equitable Financing
PATH’s financing structure is unique among U.S. transit systems in its reliance on only two revenue
sources—passenger fares and a cross-subsidy from bridge and tunnel tolls paid by motorists. A more
widely used model recognizes the merits of using three revenue sources, drawing on the three types
of beneficiaries of mass transit services. Passengers should pay for part of the cost because they receive
direct benefits from the service. Motorists should pay part of the cost because they benefit from the
reduced traffic congestion that mass transit makes possible and because of the negative impacts of
motor vehicle use on the environment. The third category of beneficiaries is the general population,
including employers, in the region who benefit from the broader and more efficient labor market that
mass transit makes possible. The contribution from the overall population takes the form of a tax
subsidy usually provided by the relevant state or local government. PATH is unique in receiving no tax
subsidy; in contrast, the tax subsidy for New York City Transit is about 52 percent of its revenue, and
for the Southeastern Pennsylvania Transportation Authority is about 60 percent.
No single formula for distributing revenues among the three sources is widely accepted, and systems
vary notably. Two illustrative formulas indicate how a better model might benefit PATH if phased in
between 2014 and 2018. The “50-25-25” approach has been recommended by CBC for the New
York Metropolitan Transportation Authority (MTA); it draws 50 percent of the needed revenue from
fares, and 25 percent each from tax subsidies and cross-subsidies from motor vehicle users. An “equal
shares” approach would draw one-third of the needed revenues from each of the three sources.
Fare Implications. Both approaches would require higher fares than are planned under current
policies, which do not include fare increases beyond 2014. The “50-25-25” formula would require
average revenue per ride in 2018 of $3.78, a 64 percent increase from the currently projected $2.31;
the “equal shares” approach would require a 9 percent increase to $2.52 per ride. Based on the current
ratio of average fare to nominal fare, the two approaches would require single-ride nominal fares of
$4.50 and $3.00, respectively. While fare increases may be unpopular, PATH would still be a value
relative to options for commuting between New Jersey and New York. Consider that the E-ZPass
round-trip, peak hour toll on PANYNJ bridges and tunnels is scheduled to be $12.50 for cars in 2018,
and that current New Jersey Transit (NJT) service from Newark is $5.00 on the train and $5.50 on the
bus.
Tax Subsidy Options. The most dramatic change under each approach is the creation of a tax subsidy
for PATH. Likely sources include a sales tax in the five New Jersey counties with the most PATH use—
Bergen, Essex, Hudson, Middlesex, and Union—a property tax in those same counties, or a property
tax in those counties and the Manhattan central business district (CBD) which draws on New Jersey
for a significant share of its labor pool. The “50-25-25” formula would require a $175 million subsidy in
2018; the “equal shares” approach would require $233 million. These sums translate into an increase
from the current 7 percent to either 7.32 percent or 7.43 percent for the sales tax option. For the
property tax options the effective increase would be 1.56 percent or 2.09 percent if applied only to the
New Jersey counties, and 0.94 percent or 1.26 percent if applied to those counties and the Manhattan
CBD.
PANYNJ Benefits. Both approaches would reduce the cross-subsidy to PATH from bridge and tunnel
tolls. The “50-25-25” formula would reduce the cross-subsidy by $312 million in 2018, and the “equal
shares” approach would reduce it by $254 million. These funds would be available for investment by
PANYNJ in projects that generate economic benefits for the region.
Governance Implications. If a new financing model is established for PATH, consideration also
should be given to altering its governance in order to facilitate collection of a tax subsidy and improve
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coordination with other bi-state transit operations. Specifically, PATH operations could be transferred
from PANYNJ to NJT, a New Jersey public transit agency. While PANYNJ has no history of receiving
tax subsidies, NJT is supported by state taxes and federal grants already totaling more than $1.2
billion annually and is accountable to state residents. It also collects fares and could manage PATH
fare revenues while receiving a guaranteed toll cross-subsidy in accord with the formula agreed to
with PANYNJ. In addition, NJT trains and buses account for about six of every 10 commuters from
New Jersey to the Manhattan CBD, compared to less than three of 10 by PATH train and one of 10 by
other PANYNJ service. Combining NJT and PATH operations would place under unified management
the fleets serving the large majority of commuters, permitting greater coordination and improved
planning for these services.
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INTRODUCTION
Established in 1921 through a compact sanctioned by Congress, the Port Authority of New York and
New Jersey (PANYNJ) is a bi-state agency dedicated to developing the region’s trade and commercial
infrastructure. Centered in New York Harbor, the Port District encompasses more than 1,500 square
miles in New York and New Jersey including the region’s main waterways, all of of New York City,
portions of nine counties in New Jersey—Bergen, Essex, Hudson, Middlesex, Monmouth, Morris,
Passaic, Somerset, and Union—and three counties in suburban New York State—Nassau, Rockland, and
Westchester. Today, PANYNJ activities extend beyond the traditional boundaries of the Port District,
including management of operations at airports in Atlantic City, New Jersey and Newburgh, New York.
PANYNJ’s Board of Commissioners consists of 12 members—six from the state of New York and six
from the state of New Jersey. Members are chosen by their states in the manner and for the term
determined by their respective state legislatures. The Authority is a corporate body with the power to
purchase, construct, lease, and operate a variety of facilities.
PANYNJ protects and promotes commerce in the Port District by undertaking projects with regional
benefit that would otherwise go unfunded. Its marine terminals, interstate bridges and tunnels, transit
system, airports, bus terminals, and real estate holdings, including the World Trade Center, are critical
to the commercial well-being of the region. However, the agency’s management has recently become a
source of controversy, elevating tensions between the Authority’s patron states and raising questions
about PANYNJ’s ability to maintain and improve infrastructure crucial to the region’s economic vitality.
With a focus on the fiscal stewardship of the agency, the Citizens Budget Commission (CBC) initially
established a committee to analyze PANYNJ’s budget processes, fiscal outlook, and long-term strategy.
Trustees analyzed each major line of business: air terminals, bridges and tunnels, the Port Authority
Trans-Hudson (PATH) transit line, marine terminals, and commercial real estate. This analysis showed
that while the agency does not always generate an annual profit, two of its major lines—air terminals
and bridges and tunnels—yield significant annual operating surpluses. These surpluses are used to
mitigate losses in other business lines.
The committee has concentrated further study in two areas: (1) improving PANYNJ planning and
budgeting procedures and (2) identifying policy changes to promote the fiscal viability of the PATH
and the marine terminals business lines.1 This report examines PATH, which incurs repeated annual
losses, accumulating to more than $3.7 billion from 2004 to 2013.2 The report’s four sections provide
essential background information, analyze PATH’s recent financial performance, present projections
of future performance absent policy changes, and recommend new policies to improve PATH’s longterm financial outlook.
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BACKGROUND
PATH’s beginnings trace back to 1873, when the Hudson Tunnel Railroad Company broke ground on a
steam train tunnel between Jersey City and Manhattan. After several stops and starts, fatal accidents,
and at least one bankruptcy, the tunnel remained unfinished more than 25 years later. In 1902, William
Gibbs McAdoo and Charles Jacobs acquired the project and, over the next six years, completed two
sets of under river tubes for train traffic. In 1908 the Hudson and Manhattan Railroad (H&M) opened
for business as a privately owned railroad connecting three major routes in northern New Jersey—the
Lackawanna, Erie, and Pennsylvania railroads—to New York City.
The H&M tunnels ran between Hoboken and
Sixth Avenue at 19th Street in Manhattan
and between Jersey City and what became
the Hudson Terminal in Lower Manhattan.3
Despite construction by the Pennsylvania
Railroad in 1910 of the North River Tunnels
and Pennsylvania Station in midtown
Manhattan, the H&M thrived. By 1925 the
H&M had extended service in Manhattan
from 19th Street to 33rd Street and in New
Jersey west to Newark. In 1929 the system
moved more than 300,000 passengers per
day.4
Workers inside the Hudson & Manhattan railroad tubes. The tunnels took more than 25 years to become a reality, opening for train
trafﬁc in 1908.

The H&M entered a period of decline with
the beginning of the Great Depression and
the opening of PANYNJ’s Hudson River
Digital scans from the book: Hudson and Manhattan Railroad Company, Illustraautomobile crossings: the Holland Tunnel
tions of Incidents in Tunnel Construction of H. & M. R. R. Co. (by Jacobs and Davies,
1909).
in 1927, the George Washington Bridge in
1931, and the Lincoln Tunnel in 1937. By
1950 ridership had fallen below 165,000
passengers per day; in order to stay solvent, management chose to defer maintenance, and the system
deteriorated.5 In 1954 the H&M declared bankruptcy.
New Jersey elected officials identified PANYNJ as the source of the H&M’s woes and pressured the
agency to help resuscitate the failing railroad. PANYNJ studied the issue; however, it recommended
against taking over the system because it was not self-sustaining, a preference of the Authority’s
management at the time. The New Jersey legislature then proposed that PANYNJ subsidize the system
by purchasing new rail cars and leasing them to the H&M at favorable rates. Alarmed at the precedent
this would set, the Authority offered to acquire the H&M as long as the agency was protected from any
future involvement with commuter rail projects. New York officials refused to approve the acquisition,
objecting to PANYNJ diverting resources to a commuter railroad serving primarily New Jersey
residents. The stalemate was broken with a deal that added a project sought by New York interests.
Acquisition of the H&M was tied to a PANYNJ commitment to build the new World Trade Center
(WTC) at the site of the Hudson Terminal. The deal was approved in legislation that passed in both
states in 1961.6
The Authority purchased the bankrupt railroad and its downtown Manhattan terminal buildings for
$16 million.7 PANYNJ created a subsidiary, PATH; invested in a new fleet of railcars, system upgrades,
and renovations to stations; and restructured fares and reduced service. The WTC site broke ground
in 1966, PATH opened a new Lower Manhattan terminal at the WTC site in 1971, and the WTC
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opened in 1973. PATH opened the Journal
Square terminal, a station and office building
in Jersey City, in 1975.

PANYNJ created the subsidiary Port Authority Trans-Hudson
(PATH) to run the newly acquired Hudson & Manhattan Railroad.
PATH began operating in 1962.

The terrorist attacks on September 11, 2001
destroyed the WTC and PATH terminal
beneath it. Since then PANYNJ has been
financing the building of office towers to
replace the WTC, and has restored PATH
service to Lower Manhattan via a temporary
terminal, opened in 2003. A permanent
terminal is under construction and is planned
to open in 2015.8 The cost of the new terminal
and related amenities is estimated at more
than $3.9 billion.9

Superstorm Sandy in October 2012
disrupted PATH operations and damaged its
facilities. The flooding caused suspension of
all service for nine days; restoration of full
service to Midtown was accomplished in stages over the next 64 days; restoration of service to Lower
Manhattan began after 66 days and was fully accomplished in 92 days.10 Flooding caused by the storm
surge resulted in damage to power substations, switching stations, and track, as well as elevators and
escalators at PATH stations in Hoboken, Jersey City, and at the WTC. Approximately two to five miles
of track in tunnels and open areas were damaged by floodwaters, in some cases requiring PANYNJ to
power wash entire segments of the system.11
Digital scans from the report: The Port Authority of New York & New Jersey,
Annual Report 1962, (1963) p. 35.

The Current System
PATH consists of 14 miles of track, 13 stations, and a fleet of 340 cars. PATH offers four lines of
service: between Newark and the WTC in Lower Manhattan; between Hoboken and the WTC;
between Hoboken and Midtown Manhattan at 33rd Street; and between Journal Square and Midtown
Manhattan. (See Figure 1.)

Figure 1: Map of PATH Rail System
33 St
23 St

Hoboken
Harrison
Journal
Square

14 St
9 St
Christopher St

NewarkPenn Station

Pavonia/Newport
Grove St
Exchange Pl

World Trade
Center
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On a typical weekday, 38 trains run simultaneously on the four service lines. The line connecting
Newark and the WTC runs 24 hours a day, 365 days a year; the other three lines operate only Monday
through Friday from 6 a.m. to 11 p.m.12 However, on weekends and overnight, a line runs from Journal
Square to Midtown Manhattan via the Hoboken station.
The system’s seven stations in New Jersey directly serve Newark, Harrison, Jersey City, and Hoboken.
However, many passengers using these stations do so as part of a trip involving another mode of
transport. These include the New Jersey Transit (NJT) commuter railroads, light rail, and local bus
routes in New Jersey, and auto trips to PATH stations.
Fare Policy
When PANYNJ acquired the H&M railroad in 1962, a single-ride fare was 15 cents. During the next
four decades the fare was increased only four times at uneven intervals, reaching $1.50 in 2001. (See
Figure 2.) An increase in 2008 brought the fare to $1.75. In 2011 the PANYNJ Board authorized
four annual increases of 25 cents each bringing the fare to $2.50 in October 2013 and $2.75 in
October 2014.13 Measured in inflation adjusted dollars, the fare reached as high as $2.18 in 1987 and
subsequently surpassed that peak in 2012.
It is important to note that PATH offers discounted fares to regular riders and most customers do not
pay the nominal single-ride fare. PATH offers 10-trip, 20-trip, and 40-trip passes at a 60-cent discount
per ride. One-day, 7-day, and 30-day unlimited passes are also available. One-day passes cost $7.50,
7-day passes cost $26.00, and 30-day passes cost $80.00.14 Individuals older than 65 are entitled to a
reduced single-ride fare of $1.00. The effect of these discounts is that the average revenue per ride is
well below the single-ride fare. In 2013 average revenue per ride was $1.96 or about 83 percent of the
average nominal single-ride fare during the year. (See Figure 3.) In constant dollars revenue per ride
peaked in 2002 after the 2001 fare increase. Recent fare increases have buoyed the recovery ratio—
the share of operating expenses and capital-related expenses covered by fares—to 23 percent in 2013.

Figure 2: PATH Nominal and Constant Dollar Single-Ride Fare, 1962-2014
(constant dollars in 2013 dollars)
Nominal Single-Ride Fare

Constant Dollar Single-Ride Fare

$3.00
$2.50
$2.00
$1.50
$1.00
$0.50
$0.00

Source: The Port Authority of New York & New Jersey, 2012 Annual Report: Mapping a New Direction (2013), Schedule D-3, p. 94; www.panynj.gov/corporateinformation/pdf/annual-report-2012.pdf; previous editions of the annual report; and Consumer Price Index from the Bureau of Labor Statistics, see: U.S.
Department of Labor, Bureau of Labor Statistics, "Consumer Price Index: Northeast Region" (accessed February 18, 2014), www.bls.gov/cpi/data.htm.
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Figure 3: PATH Average Revenue per Ride and Recovery Ratio, 1997-2013
(constant dollars in 2013 dollars)
Recovery Ratio

Average Revenue Current Dollars
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Note: Recovery ratio is fare revenue divided by total capital-related and operating expenses.
Source: The Port Authority of New York & New Jersey, Financial Statements and Appended Notes for the Year ended December 31, 2013 (April 4, 2014), Schedule E Information on Port Authority Operations, p. 90, www.panynj.gov/corporate-information/pdf/ﬁnancial-statement-2013.pdf; Port Authority of New York & New
Jersey, 2012 Annual Report: Mapping a New Direction (2013), Schedule D-3, p. 94; www.panynj.gov/corporate-information/pdf/annual-report-2012.pdf; U.S.
Department of Transportation, Federal Transit Administration, 2012 National Transit Database (September 2013), Table 26: Fare per Passenger and Recovery Ratio,
www.ntdprogram.gov/ntdprogram/pubs/dt/2012/excel/DataTables.htm; and Consumer Price Index from the Bureau of Labor Statistics, see: U.S. Department of
Labor, Bureau of Labor Statistics, "Consumer Price Index: Northeast Region" (accessed February 18, 2014), www.bls.gov/cpi/data.htm.

Ridership Trend
Over the past two decades ridership has been
on a long-term path of modest growth, but
economic recessions temporarily reversed
that trend and ridership experienced serious
drops due to the 2001 terrorist attacks and
Superstorm Sandy (See Figure 4.). During the
national and regional economic boom from
1994 to 2000, average weekday ridership
increased 23 percent from 206,900 to
255,000. The subsequent recession and,
more importantly, the service closures
following the 2001 terrorist attacks, caused
a drop of 37 percent to 160,000 riders per
weekday by 2003. Restoration of service and
regional economic growth brought ridership
back above 250,000 in 2008, but the
economic downturn in 2009 and the effect
of Superstorm Sandy in 2012 kept ridership
below that level in subsequent years. In
2013 ridership was 244,000. Over the past
20 years, ridership has grown at an average
annual rate of 1.1 percent, despite the lack of
expansion in routes or stations.

Figure 4: PATH Average Weekday
Ridership, 1994-2013
270,000
250,000
230,000
210,000
190,000
170,000
150,000
1994 1997 2000 2003 2006 2009 2012
Source: The Port Authority of New York & New Jersey, Financial Statements and
Appended Notes for the Year ended December 31, 2013 (April 4, 2014), Schedule G - Port
Authority Facility Traﬃc (Unaudited), p. 91, www.panynj.gov/corporateinformation/pdf/ﬁnancial-statement-2013.pdf; and The Port Authority of New York &
New Jersey, 2012 Annual Report: Mapping a New Direction (2013), Schedule D-3, p. 94,
www.panynj.gov/corporate-information/pdf/annual-report-2012.pdf.
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Recent and Planned Capital Investments
In response to long-term growth in ridership and in an effort to improve the quality of service, PANYNJ
has made, and plans to continue, substantial capital investment. These investments include ongoing
repairs and improvements to keep the system in state of good repair, but also involve four additional
types of projects—system modernization, selected station enhancements, an extension to the Newark
Airport AirTrain, and efforts to make the system more resilient to major storms.
Modernization. The modernization program has three stages. The first was replacement of rolling
stock, which had an average age exceeding 40 years. In 2008 PATH authorized $499 million for 340
new railcars, introducing them in phases between 2009 and 2011. The new cars have three sets of
doors, as opposed to two, and can carry more passengers with a longitudinal seating system. Moreover,
they have the capability to run in 10-car sets, as opposed to eight-car configurations.
The second component is the Signal System Replacement program. This program is bringing PATH’s
signal system to a state of good repair, and introduces new technology to promote safe and reliable
service. When complete the system will allow trains to run closer together safely, allowing more trains
to operate during rush hours.15
The third component is the installation of Automatic Train Control (ATC). ATC will allow for coordination
of train movements via a computer-controlled radio network. In the future, it is possible that the
number of conductors on trains may be reduced, or eliminated, by adoption of this type of train control.
ATC is expected to be operational in 2017. PATH expects the full modernization program will increase
capacity 20 percent.16
Station Enhancements. The Harrison and Grove Street stations are slated for renovations. Harrison
Station, built in 1936, is nearing its capacity and regularly becomes overcrowded during rush hours.
Planning for the enhancement project began in 2008, but stalled while PANYNJ studied whether to
renovate or replace the station. In August 2013 PANYNJ announced it would move forward with the
replacement. It is expected to cost $249 million and be completed in 2018. The project includes new
station entrances, widened stairs, disability access, and extended train platforms that accommodate 10car trains. The current station will continue to operate via temporary platforms while new headhouses
are constructed. While real estate transactions related to the project (but unassociated with PANYNJ)
have come under scrutiny in recent months, construction is expected to continue as planned.17
The Grove Street Station project also has been in planning since 2008. This $192 million project will
modernize the station, extending platforms to allow for 10-car train operations, installing elevators for
compliance with federal standards for access for the disabled, and implementing egress requirements
necessary to meet future ridership forecasts. The full project does not have a planned completion date,
though the installation of elevators is due by 2018.
Extension to Newark Airport. In September 2012 PANYNJ studied the feasibility of extending
PATH from its current western terminus at Newark’s Penn Station to the AirTrain at Newark Liberty
International Airport. The capital plan adopted in February 2014 includes the project, consisting of an
additional mile and a half of track, a new station, platforms, and the infrastructure necessary to connect
PATH to the AirTrain. The project will also fund changes to Newark Penn Station and the replacement
of the rail storage yard.
The project is expected to cost $1.5 billion, but PANYNJ intends to commit only $1.0 billion. The
Authority will seek a public-private partnership to build a parking garage in the vicinity of its current
AirTrain station so that non-aviation commuters may utilize PATH for access to Manhattan. The
description in the capital plan lists other project stakeholders including Amtrak, NJT, and the New
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Jersey Department of Transportation, suggesting other entities may be expected to finance a portion
of the project cost. The capital plan does not indicate a project timeline, but forecasts completion in
2024. The current five-year capital plan provides limited spending authority, less than $25 million per
year for 2014 to 2016; then $275 million per year in 2017 and 2018.18
Storm Repair and Resiliency. PANYNJ estimates the total value of damage from Superstorm Sandy
to its facilities to be $2.2 billion; PATH suffered more than half of this damage.19 The Authority expects
to spend $1 billion on Sandy-related capital projects over the next 10 years, 64 percent of which will
be dedicated to PATH. During the first five years (2014-2018) the agency’s capital plan allocates $277
million for such projects at PATH; a major portion of these costs will be covered through insurance
proceeds or federal aid.20 These projects include the replacement and upgrade of power substations,
switching stations, elevators, and escalators damaged in the storm. As salt residue—which is corrosive
and can shorten the lifespan of many components—resurfaces in the areas flooded by the storm
surge, the areas will be power washed to eliminate residue. As part of this storm mitigation, PATH will
prevent future salt-water intrusions to minimize future damage. Long-term resiliency projects are still
in planning and design, but short-term measures, such as stop logs, bin blocks, and sand barriers, have
been prepared and can be deployed if a similar weather emergency strikes.21
Figure 5 summarizes the planned investments for PATH during the current five-year capital plan.
The total of $1.9 billion is spread unevenly over the period, ranging from about $200 million to $300
million annually in the first three years and then jumping to $652 million and $544 million in the last
two years due primarily to the large sums for the Newark Airport extension. The expansion project and
the two station enhancements account for 41 percent of the total; storm resiliency projects account
for another 14 percent. State of good repair and certain mandatory projects account for 38 percent,
and security needs another 7 percent.

Figure 5: PATH Planned Capital Spending, 2014-2018
(dollars in millions)
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Note: Does not include other projects, which PANYNJ labels System-Enhancing projects, totaling less than one-half of 1 percent of PATH's 2014-2018 capital plan.
Source: The Port Authority of New York & New Jersey, Capital Plan Summary 2014-2023 (February 2014), pp. 7, 29-32, C-1, C-2, C-3, www.panynj.gov/corporateinformation/pdf/2014-public-capital-plan.pdf.
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FINANCIAL PERFORMANCE
According to PANYNJ’s 1962 annual report, when the Interstate Commerce Commission granted
PATH’s certificate to operate, it said:
“If the Port Authority, through the applicant, is willing to take over the operation of the line for the
benefit of the metropolitan area population of New Jersey and New York, knowing that the operation
will probably continue to incur deficits, it should be permitted to do so. In view of the present operating
deficits, it is doubtful that the operation of the line could long continue otherwise.”22
The Authority knew it would be subsidizing the transit line, most likely indefinitely, and PATH has
routinely posted a loss since then. However, it is not inevitable that the deficits be as large as they
have become and that they be covered in the manner now used by PANYNJ. This section describes the
growing nature and size of the deficits; the next section indicates how large the deficits may become in
the future, and a final section recommends alternative policies for dealing with the deficits.
Over the past 10 years, PATH’s annual losses grew from $294 million in 2004 to $383 million in 2013,
an average annual increase of 3 percent. (See Table 1.) By definition deficits are the difference between
revenues and expenditures, and each of these elements should be examined.

Table 1: PATH Revenues and Expenditures, 2004-2013
(dollars in millions)

Total Revenues

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

$86

$92

$96

$101

$113

$109

$114

$125

$137

$232

Operating Revenues
Grants*

86
-

90
2

92
3

99
2

111
2

106
3

110
4

121
4

135
3

151
82

Total Expenses
Operating Expenses

$379
216

$400
222

$419
233

$397
267

$471
290

$466
301

$602
386

$585
322

$606
330

$615
339

164
122
42

177
135
42

186
146
41

130
94
37

181
111
69

165
121
44

216
149
67

263
171
92

276
175
102

276
162
114

Capital-Related Expenses
Depreciation
Interest Expense
Net Income/(Loss)

($294) ($308) ($324) ($296) ($358) ($356) ($488) ($460) ($469) ($383)

*Grants are for operating activities, including security programs and come from the federal government and the New York State Oﬃce of Homeland Security.
Additionally, in 2013, PANYNJ received Federal Transit Administration grants in connection with Superstorm Sandy recovery, the majority of which was allocated to
PATH.
Notes: Totals may not add due to rounding.
Sources: The Port Authority of New York & New Jersey, Financial Statements and Appended Notes for the Year ended December 31, 2013 (April 4, 2014), Schedule E Information on Port Authority Operations, p. 90, www.panynj.gov/corporate-information/pdf/ﬁnancial-statement-2013.pdf; Port Authority of New York & New
Jersey, 2012 Annual Report: Mapping a New Direction (2013), Schedule E, p. 95; 2011 edition, Schedule E, p. 91; 2010 edition, Schedule E, p. 92; 2009 edition,
Schedule E, p. 88; 2008 edition, Schedule E, p. 90; 2007 edition, Schedule E, p. 94; 2006 edition, Schedule E, p. 92; 2005 edition, Schedule E, p. 73; 2004 edition,
Schedule E, p. 85. For web access of all annual report editions, see: www.panynj.gov/corporate-information/annual-reports.html.

Revenues
The preponderance of PATH’s operating revenues—$143 million of its $151 million in 2013—come
from fares; 5 percent of revenue comes from advertising on its trains and stations, proceeds from
retail leases at the Journal Square Transportation Center in Jersey City, and other payments related
to parking facilities and bus services.23 Fare revenues are a function of ridership and fare policy.
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Operating revenues grew over the past
decade at an average annual rate of 6.5
percent. A relatively large increase of 11.8
percent in 2008 was at least partially due
to the rise in single-ride fares from $1.50
to $1.75, while the 4.5 percent decrease in
the following year, as well as the modest 3.4
percent growth in 2010, are largely attributed
to slow growth in ridership resulting from the
economic recession.24 Increases of 10 percent,
11 percent, and 12 percent from 2011 to
2013 were fueled by growing ridership and
fare increases.

The preponderance of PATH’s operating revenues come from fares.
In 2011 PATH began instituting fare increases, which will bring the
nominal single-ride fare to $2.75 in October 2014.
Digital photograph downloaded from:

en.wikipedia.org, Aude CC BY-SA 3.0

While PATH receives some operating grants,
these have funded security and amounted to
less than $5 million annually since 2004. In
2013, PANYNJ received an additional $83
million from the Federal Transit Administration
for Sandy recovery. These funds were primarily
applied to PATH, offsetting losses from limited
service.

Expenses
PATH’s expenses are of two types—operating and capital-related. In 2013 operating expenses
comprised 55 percent of the $615 million total and capital-related expenses the remainder. Total
expenses grew at an average annual rate of 5.5 percent over the past decade, with capital expenses of
6.0 percent outpacing operating expenses of 5.2 percent.25
Three unusual aspects of the trend in operating expenses should be noted. First, operating expenses
peaked at $386 million in 2010, a 28 percent increase over the previous year. This spike was due to a
one-time write-off of expenditures for redevelopment of the WTC site and PATH terminal.26
Second, expenses in the most recent years may be artificially low due to the expiration of union
contracts and the absence of an agreement for compensation increases. Of PATH’s 1,220 employees,
all but 168 are covered by collective bargaining agreements with one of 10 unions. Contracts for all
10 unions expired between February 2011 and October 2012. The previous contracts spanned six
years and included 3 percent annual raises.27 While the absence of new contracts has kept employees
at the previous pay scale, PANYNJ accrues a labor reserve for expired contracts. The agency-wide
assumption of 3 percent growth is consistent with the annual raises that unionized PATH employees
have received previously. However, newly negotiated contracts could impose additional substantial
one-time costs to cover any retroactive settlements above this amount as well as increase recurring
future labor costs with annual increases more than 3 percent.
Third, maintenance expenses, a component of operating expenses, in 2013 may be abnormally low. In
2013, maintenance costs were estimated to be 17 percent lower than in 2012.28 This may be a result
of maintenance project delays caused by Superstorm Sandy, as well as the reallocation of maintenance
projects to the Sandy-related capital program. It is unclear whether this reduction is indicative of future
recurring savings. (For further analysis of PATH’s operational efficiency and per-unit cost measure
comparison with other heavy rail systems in the U.S. see Appendix.)
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Capital-related spending has two components—depreciation and interest on long-term debt.
Depreciation is the larger of the two items, but interest has been growing more rapidly.
Depreciation grew at an average annual rate of 3.3 percent since 2004, but in an uneven pattern due to
two accounting decisions relating to the temporary WTC terminal and the replacement of the rail car
fleet. First, PANYNJ accelerated the depreciation of the temporary terminal over the 2004 to 2006
period. Accordingly, depreciation was higher than trends would have suggested in those years, and
then deprecation dropped notably in 2007.29 Second, replacement of the rail car fleet was accompanied
by removing the remaining book value of the old cars in 2006, and greater deprecation due to the value
of the new cars coming on line in subsequent years.30 Between 2008 and 2012, PATH depreciation
increased from $111 million to $175 million due largely to depreciation of the new railcar fleet.31
Depreciation decreased from $175 million to $162 million in 2013 largely due to the full depreciation
of PATH assets related to the WTC site and PATH terminal.
Interest expense grew 11.7 percent annually from 2004 to 2013, accelerating since 2009, growing
from $44 million to $114 million. This increase stems from new debt obligations associated with
PATH’s modernization program and construction of the permanent WTC terminal.
This analysis does not include capital contributions. These contributions come from outside sources,
primarily the federal government, and they are dedicated to specific capital construction projects. For
example, in 2013, PATH received $317 million in capital contributions, $288 million of which came
from the Federal Transit Administration for the permanent WTC PATH terminal.32 While representing
a form of revenue, these grants do not support operations directly and create assets initially valued at
their construction costs and subsequently generate depreciation expenses.

13

Financing PATH: Options for Deficit Reduction

FINANCIAL OUTLOOK
What is the outlook for PATH’s financial condition? In order to address the question, this section
develops independent projections of revenues and expenditures for the five-year period from
2014 to 2018. The results are summarized in Table 2. Although revenues are projected to increase
somewhat more rapidly than expenditures (6.0 percent versus 5.9 percent annually), the absolute size
of the annual deficit continues to grow and reaches $487 million in 2018. The analysis underlying this
troubling outcome is explained below.

Table 2: PATH Projected Revenues and Expenditures, 2014-2018
(dollars in millions)
2014

2015

2016

2017

2018

CAGR

Total Revenues

$170

$190

$197

$205

$214

6.0%

Total Expenses
Operating Expenses

$557
329

$579
342

$606
356

$648
370

$700
385

5.9%
4.0%

228

236

250

278

315

8.5%

161

165

172

184

207

6.5%

66

71

78

94

108

12.9%

Capital-Related Expenses
Depreciation
Interest Expense
Net Income/(Loss)
Deficit as Percent of Total Expense

($387)

($389)

($409)

($443)

($487)

70%

67%

67%

68%

69%

CAGR = Compound Annual Growth Rate.
Note: Totals may not add due to rounding.
Source: CBC staﬀ analysis using data made available from The Port Authority of New York & New Jersey, 2014 Budget (February 2014), p. 42,
www.panynj.gov/corporate-information/pdf/2014-budget.pdf; Port Authority of New York & New Jersey, 2012 Annual Report: Mapping a New Direction (2013),
Schedule E, p. 95; 2011 edition, Schedule E, p. 91; 2010 edition, Schedule E, p. 92; 2009 edition, Schedule E, p. 88; 2008 edition, Schedule E, p. 90; 2007 edition,
Schedule E, p. 94; 2006 edition, Schedule E, p. 92; 2005 edition, Schedule E, p. 73; 2004 edition, Schedule E, p. 85. For web access of all annual report editions, see:
www.panynj.gov/corporate-information/annual-reports.html. See text for explanation of projection assumptions.

Revenue Projections
As previously noted, PATH’s revenues come predominantly from fares, and fare revenue is a function
of ridership and fare policy. Fare policy is the most straightforward element of the equation. PANYNJ’s
Board authorized a fare increase from $2.50 to $2.75 for a single-ride in 2014 and similar increases
in the discounted fare arrangements. The analysis assumes no additional fare increase in subsequent
years. It also assumes the relationship between average revenue per ride and the single-ride fare will
remain stable; that is, it assumes no change in the mix of riders in terms of their use of discounted fares.
Projecting the level of ridership is more problematic. The analysis assumes ridership growth of 4.1
percent per year based on PATH’s eight-year average annual growth rate from 2004 to 2011.33 This
projection assumes three important trends will continue.
First, the population of Bergen, Essex, Hudson, Middlesex, and Union counties—the five counties
closest to New York City and best served by PATH—has grown significantly in recent years. The
Census Bureau estimates the population of these counties increased 5.9 percent between 2007 and
2013 for a gain of more than 208,000 people.34 This growth is more rapid than the statewide average
of 2.7 percent over that same period.35
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Second, the number of people living in these five counties and working in Manhattan’s central business
district (CBD)—a characteristic that makes them a potential PATH user—has increased in recent years.
As of 2011 (the latest year for which data are available), about 193,000 people lived in Bergen, Essex,
Hudson, Middlesex, and Union counties and commuted to the Manhattan CBD. This represents a 17.5
percent increase from 2006.36
Third, the secondary region that PATH serves is also growing and additional riders will be drawn from
those counties. As is the case with the five counties that PATH most directly serves, the number of
New Jersey residents working in the Manhattan CBD has increased over the past five years, though
at a slightly more modest 17 percent.37 Many people who live outside PATH’s immediate service area
use the system to enter Manhattan as one component of their commute. These communities may see
additional development, adding to the number of potential PATH users in the region.
Expenditure Projections
For this analysis, separate assumptions are made about operating expenses and capital-related
expenses. Operating expenses are projected to grow 4.0 percent annually, below the recent 10-year
average of 5.1 percent. The assumed increase reflects expectations of future increases in labor costs
due to collective bargaining, inflation in costs of non-personnel items, and marginal cost increases
due to more ridership. However, increased productivity also is assumed. PATH’s modernization
program should lower operating costs. As components are replaced, a newer system may require
less maintenance than infrastructure currently in use. Other capital projects, such as the extension
of station platforms to allow 10-car trains to operate and an upgraded signal system may increase
capacity at a low marginal cost. Lastly, some of these investments may allow PATH to operate with
fewer workers. Together, new rolling stock, a modernized signal system, and a central dispatching
station with radio-controlled train operation may allow for fewer staff operating trains in the future.
Interest and depreciation expense projections are based on 2014 budgeted levels with an add-on
for planned spending under the 2014-2023 capital plan. PATH’s budgeted depreciation for 2014 is
$161 million; added depreciation due to the capital plan assumes new spending authority will begin
to depreciate the next year on a straight-line basis over 50 years. PATH’s budgeted interest expense
for 2014 is $66 million. Added interest expense from the 2014-2023 capital plan assumes all capital
expenditures are funded by debt issued in the same year spending is authorized, and that all new debt
consists of bonds with 30-year terms and a 4.5 percent interest rate.
Future Deficits
The net result of the revenue and expenditure projections is growing deficits. The annual deficit rises
from $387 million in 2014 to $487 million in 2018. The deficit will equal fully 69 percent of total
expenses in 2018.
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POLICY OPTIONS
The prospect of recurring annual deficits approaching one-half billion dollars ought to prompt
consideration of alternatives to current financing policies. The large cross-subsidy PATH requires
from more profitable lines of business represents lost opportunities for investments in the agency’s
more profitable activities and an inequitable burden on users of the bridges and tunnels. This section
presents a framework for designing alternative policies and applies it to the projected financial outlook
for PATH.
Recommended Guidelines
In its analyses of the finances of the MTA, CBC has recommended a framework for funding mass
transit service that is also applicable to PATH.38 The recommended financing policy recognizes that
three constituencies benefit from the transit system and that each should contribute to its support.
The three major sources of revenue for mass transit are: fares paid by passengers who directly
benefit from the service; local and state taxpayers who generally benefit from the efficient regional
labor market facilitated by the transit system; and cross-subsidies from auto users who get additional
indirect benefits from the reduced congestion and pollution that mass transit makes possible.
Accordingly, CBC suggests allocating the costs of operating and maintaining mass transit services
among the three categories of revenue and the sectors of the public from which they each derive. The
allocation is based on these principles:
1. Auto user fees should pay for the facilities available to drivers. Therefore, the cost of bridge
and tunnel facilities should be funded entirely through tolls and fees paid by the motorists who
use them.
2. Motorists’ tolls and fees should also generate a surplus large enough to cover a share of the
cost of providing mass transit services. The cross-subsidy is justified by the need to compensate
for the negative effects of auto use on the environment and the benefits to drivers from the
reduced road congestion made possible by mass transit.
3. Mass transit users should pay fares sufficient to cover a share of the cost of those services.
Riders get a direct benefit, and it is reasonable that they should pay a significant portion of the
costs.
4. State and local tax subsidies to mass transit should cover a share of the cost of those services.
The subsidy is justified by the broad economic benefits to employers, workers, and shoppers
provided by an efficient mass transit system.
A “50-25-25” formula—50 percent of the cost paid by riders, 25 percent of the cost paid by tax subsidies,
and 25 percent of the cost paid by cross-subsidies—would lead to an equitable and easily understood
basis for generating the necessary revenue, but it is not rooted in any precise calculation of benefits.
Alternative distributions, such as an “equal shares”—one-third, one-third, one-third— formula, might
also be justified. The important basic point is that PATH should adopt a consistent funding structure
that shares the cost of operating the transit system among all who benefit. This analysis illustrates
the fiscal effects of adhering to such a structure using a “50-25-25” framework and one that divides
funding responsibility evenly across the three sources (“equal shares”).
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Current Policy Versus the Guidelines
Table 3 presents the projected expenditures and revenues for PATH in 2018 under current policy
and under policies based on the “50-25-25” and “equal shares” formulas. Under all scenarios total
expenditures, operating and capital-related, are $700 million. The difference is how those costs are
covered.

Table 3: Projected PATH Revenues by Source, 2018
(dollars in millions)
Funding Sources
Fare Revenue
Tax Subsidy

Current Policy
Amount Percent

50-25-25
Amount Percent

Equal Shares
Amount
Percent

$214

31%

$350

50%

$233

33%

0
487

0%
69%

175
175

25%
25%

233
233

33%
33%

$700

100%

$700

100%

$700

100%

Auto Cross-Subsidy
Total
Note: Totals may not add due to rounding.
Source: CBC staﬀ analysis. See Table 2 and text.

Fare Revenue. Under current policy with no fare increase after 2014, directly generated revenues in
2018 will be $214 million and cover 31 percent of total expenses. In contrast, under the “50-25-25”
guideline fare revenue would cover 50 percent of expenses, $350 million, and under the “equal shares”
guideline fare revenue would cover 33 percent, $233 million.
In order to reach 50 percent of expenses in 2018 the fare revenue would need to be increased 64
percent above the projected level under current policy. In terms of the single-ride fare, this points to
an increase from the projected $2.75 to about $4.50. Assuming discount policies remain the same and
the mix of discounted versus full-fare riders also remains the same, then the average revenue per ride
would increase from the projected $2.31 in 2018 to $3.78.
Under the “equal shares” guideline, fare revenues would need to be increased 9 percent to reach $233
million, or one-third of total expenses. This would lead to an increase in the single-ride fare of $0.25 to
$3.00 and to an increase in average revenue per ride of $0.21 to $2.52.
While fare increases beyond the onescheduled in 2014 may be unpopular, PATH would still represent
a value for those traveling between New Jersey and New York. Even using the larger fare increase of
the “50-25-25” framework, a nominal fare of $4.50 would still be 50 cents less than the current NJT
commuter rail service from Newark and only 50 cents more than from Secaucus Junction. It would
also be $1.00 less expensive than NJT’s bus service from Newark but 25 cents more than from Jersey
City.39 These comparisons assume that NJT holds its fares at current levels through 2018. Moreover,
a round trip to New York City from New Jersey using PATH would still be less expensive than the cost
of the same trip via automobile using PANYNJ’s bridges and tunnels, which are scheduled to levy an
E-ZPass round-trip toll of $12.50 for a two-axle car during peak hours by 2018.40
In considering these higher fares, it is worth noting that PATH serves a more affluent ridership than
many transit systems. According to the latest survey, 44 percent of PATH riders have household
incomes of more than $100,000 per year. This share is larger than for the New York subway (36
percent), commuter bus (39 percent), and local bus (20 percent) riders, but behind those utilizing MTA
commuter railroads (60 percent).41
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PATH could pursue other changes to make the fare system more equitable. One such change is a
distance-based fare system. Distance-based fares, or zone pricing, charges users based on the distance
traveled. Compared to flat fares, it increases the farebox recovery ratio from long distance passengers
and reduces the penalty that short trips incur. Such a system introduces a level of complexity for
operators, who must collect data on passengers when they enter and leave stations, as well as for
users. The transit systems in San Francisco and Washington, D.C. use distance-based fare systems, as
does NJT bus and commuter rail service.
A second modification is peak pricing. This system charges a premium for users during peak periods
most commonly associated with work-related commutes. Depending on how the rates are applied, such
a premium can generate more revenue for systems while attracting new, off-peak riders. While timebased pricing structures vary depending on the transit system, the discount ranges between 20 and
40 percent of the peak single-ride fare. Washington, D.C.’s Metro uses peak pricing, as do commuter
railroads operated by the MTA and NJT.
Auto Cross-Subsidy. Under current policies PATH incurs substantial deficits. These losses are covered
by a cross-subsidy from PANYNJ’s profitable activities operating bridges and tunnels. The “current
policy” figure in Table 3 assumes the entire deficit is covered by this cross-subsidy; the 2018 amount
is $487 million. This sum is $312 million greater than the $175 million that would be required if the
recommended guideline of 25 percent of expenses were followed and $254 million greater than the
“equal shares” framework. PANYNJ would be able to retain the difference in toll revenue for other
purposes if either of these two guidelines were followed.
Tax Subsidy. The most fundamental difference between current policy and the recommended
guidelines is that PATH receives no general tax subsidy while the recommendation calls for a state
or local tax subsidy equal to 25 percent of expenses, $175 million by 2018, or one-third of expenses,
$233 million in 2018.
Among U.S. public transit systems, PATH is unique in that it does not receive any tax revenue for its
rail operations.42 (See Table 4.) Seven of the 10 largest heavy rail systems received more than $233
million in tax subsidies in 2012, ranging from $377 million for the Miami-Dade Transit system to $4.4

Table 4: Operating Subsidy for Selected Transit Agencies, 2012
(dollars in millions)
Transit Agency (City)
NYCT (New York City)

Passenger Trips
(millions of trips)

Total Tax Subsidy

Tax Subsidy as Share of
Total Revenue

2,570

$4,389

MBTA (Boston)

167

1,028

65%

LACTMA (Los Angeles)
SEPTA (Philadelphia)
WMATA (Washington, D.C.)
CTA (Chicago)

48
103
285
231

731
727
714
689

52%
60%
46%
54%

Miami-Dade Transit (Miami)
MARTA (Atlanta)
BART (San Francisco)

19
73
119

377
72
49

76%
14%
8%

80

0

0%

PATH (New York/New Jersey)

52%

Source: U.S. Department of Transportation, Federal Transit Authority, 2012 National Transit Database (September 2013), Table 1: Summary of Operating Funds
Applied, www.ntdprogram.gov/ntdprogram/pubs/dt/2012/excel/DataTables.htm.
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billion for New York City Transit.43 Among the 10 largest systems, the tax subsidy covers between 8
percent and 76 percent of reported operating costs. The specific tax structures vary widely, but the
most common sources are sales taxes and real estate taxes. The MTA has a regional payroll tax as well
as a regional sales tax and other property-related taxes.
Three options illustrate how a tax subsidy could be provided to PATH that raises either 25 percent or
one-third of projected expenditures—one using a sales tax and two using different real estate bases.
The sales tax option would levy the tax on retail sales in the five counties with the highest number
of PATH patrons—Bergen, Essex, Hudson, Middlesex, and Union.44 In the state fiscal year 2013,
which ended June 30, 2013, the five counties generated an estimated $49.1 billion in taxable sales.45
Assuming growth of 2 percent in taxable sales per year, fiscal year 2018’s estimated taxable sales
would be $54.2 billion. On this base, a tax of 0.32 percent would raise $175 million to dedicate to
PATH and a tax of 0.43 percent would raise $233 million. The current statewide sales tax rate in New
Jersey is 7 percent, so for the “50-25-25” guideline the new rate in the five counties would be 7.32
percent, an effective increase of 4.6 percent. For the “equal shares” guideline, 0.43 percent increase in
the nominal rate to 7.43 percent would equal an effective increase of 6.2 percent. Both rates would be
lower than New York City’s rate of 8.875 percent, but higher than surrounding New Jersey counties,
which would remain at 7 percent.
With respect to the property tax, the two illustrative options vary in the base to which the dedicated
tax would be applied. In one case, the base is property in the same five counties used for the sales tax
illustration. For the 2013 tax year, the five counties had a combined market value of nearly $466 billion,
which generated $11.2 billion in property tax receipts. The average effective rate was 2.40 percent, but
it varied among the counties from 2.160 percent to 4.832 percent.46 To raise an additional $175 million
the average effective rate would have to be raised by 0.038 percentage points or 1.56 percent.To raise
an additional $233 million the average effective rate would have to be raised by 0.050 percentage
points or an effective increase of 2.09 percent. The recent median value for owner-occupied housing
units in Hudson County was $360,400; an increase in the effective rate of 0.038 percentage points
would be equal to an additional $135 per year in property tax for that household. An increase in the
effective rate of 0.05 percent would be equal to an additional $180 per year.47 (See Table 5.)

Table 5: Average Current Property Tax and Estimated Increase for
PATH Financing Guidelines for Properties in New Jersey and New York
Hudson County
Residential
Property Value

Jersey City
Commercial

Hoboken
Commercial

New York City
Commercial

$360,400

$25,000,000

$25,000,000

$25,000,000

$8,650

$563,000

$368,000

$964,000

New Jersey-Only
Property Tax Increase
"50-25-25"
"Equal Shares"

$135
180

$8,807
11,743

$5,757
7,675

NAP
NAP

New Jersey-New York
Property Tax Increase
"50-25-25"
"Equal Shares"

$94
126

$5,305
7,073

$3,468
4,623

$9,084
12,112

Average Current Tax

NAP = Not Applicable.
Note: Hudson County Residential Property value equal to countywide median, 2008-2012.
Source: CBC staﬀ analysis of Citizens Budget Commission, Tax Policy Choices and New York City's Competitive Position (prepared by Donald Boyd, December 2013), Table
10, p. 17, www.cbcny.org/sites/default/ﬁles/Interactive/2013_Conference/REPORT_Taxes_12062013.pdf; and U. S. Census Bureau, American Community Survey, 5-Year
Estimates (2014), Median value of owner-occupied housing units, 2008-2012.
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A second property tax option would extend the base to include the Manhattan CBD south of 60th
Street. Because property in this area benefits from the availability of the labor force in New Jersey
served by PATH, its inclusion could be justified. In this broader area the combined property market
value is $668 billion. The current average effective tax rate is 3.778 percent; the increase necessary to
raise $175 million is 0.026 percentage points or 0.94 percent. The increase necessary to raise $233
million is 0.035 percentage points or 1.26 percent.48 Using the previous median home value for Hudson
County, an increase of 0.026 percent would be equal to an additional $94 per year in property tax; an
increase of 0.035 percent would be equal to an additional $126 per year in property tax.
The property tax levy on a $25 million commercial property in New York City in 2012 was $964,000;
the tax on a similarly valued property in Jersey City was $563,000 and in Hoboken was $368,000.49 An
effective increase in property tax of 0.94 percent would require an additional $9,084 on the New York
City building, $5,305 on the Jersey City building, and $3,468 on the Hoboken building. An effective
increase in property tax of 1.26 percent would require an additional $12,112 on the New York City
building, $7,073 on the Jersey City building, and $4,623 on the Hoboken building.
Implications for Planning and Governance
The focus of this report is financing policy, but the recommended changes in PATH’s financial structure
have implications for how the service is governed and how it is coordinated with the other major
agency, NJT, serving trans-Hudson routes. On a typical weekday morning about 230,000 people enter
directly the Manhattan CBD from New Jersey.50 Of this total nearly six of 10 arrive on a train or bus
operated by NJT. A smaller share, 27 percent, arrives on a PATH train. The remainder comes in a car
through a PANYNJ tunnel (10 percent) or on a ferry (4 percent). Based on these figures, PANYNJ is
bringing about 37 percent of the total into the central business district, while NJT is transporting about
59 percent. This division among the entities raises issues of proper coordination. Implementing the
recommended changes in financing for PATH could be accompanied by a shift in governance authority
and operational responsibility for the rail lines to NJT.
In contrast to PANYNJ, NJT is a largescale mass transit agency. It has a history of
acquiring services. Created by the Public
Transportation Act of 1979, the agency
began operations in 1980 after purchasing
Transport of New Jersey, the state’s largest
private bus company. Over the next five years,
NJT acquired several other bus companies,
and in 1983 entered rail service by taking
over passenger operations from Consolidated
Rail Corporation.51 NJT also depends heavily
on tax subsidies; in 2013 its government
subsidies totaled more than $1.2 billion.52
Moreover, as a state entity, NJT is accountable
to New Jersey residents through a sevenmember Board of Directors appointed by the
Governor. This board includes members from
the general public and state officials and can
make decisions with New Jersey residents,
PATH’s primary customers, in mind.

Created by the Public Transportation Act of 1979, NJT is a
large-scale mass transit agency. Accountable to New Jersey residents, NJT receives tax subsidies and may be an appropriate entity
to operate PATH.
Digital photograph downloaded and remixed from: en.wikipedia.org
Moreira CC BY-SA 3.0

Adam E.
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Under such a reconfiguration, PANYNJ would provide the auto cross-subsidy to NJT from PANYNJ’s
bridge and tunnel revenues, but the dedicated tax subsidy would be allocated to NJT, and NJT would
retain the higher fare revenue. If NJT ran the PATH service it would be responsible for fully 86
percent of the commuters from New Jersey to Manhattan’s central business district, making planning
and coordination among the services less complex. Any duplicative routes could be consolidated,
and service to passengers using both agencies’ services as part of their regular commute could be
improved. Future decisions about rail service to Newark Airport could be made from the vantage of
one agency fully responsible for that service, rather than being complicated by separate services by
the two agencies.
In addition to promoting more effective coordination, the transfer of operating responsibility for PATH
to NJT better fits the structure of each agency. PANYNJ has no other mass transit operations, does not
receive any tax subsidies for direct operations, and seeks to operate only self-sustaining business lines.
By transferring the rail line, the Authority may focus its resources on its core mission of promoting
commerce in the Port District.
Repurposing PATH’s Cross-Subsidy
Whether PATH stays in PANYNJ’s portfolio or is transferred to NJT, a rethinking of the system’s
financing policy is appropriate. More equitably financing PATH’s significant annual deficits would
enhance its long-term fiscal sustainability. Adopting one of the recommended guidelines ensures that
no one group—PATH riders, toll payers, residents, or employers—pays a disproportionate share of the
cost.
Equally important, both the “50-25-25” and “equal shares” formulas would provide PANYNJ with
additional resources to pursue its core mission. By 2018 adoption of a new financing guideline could
free up as much as $312 million per year from bridge and tunnel revenues to put toward other priorities
in the region. Using the $312 million annual savings as a debt service payment could fund an additional
$5.1 billion in capital projects, equivalent to 18 percent of the recently adopted 10-year capital plan.
New initiatives in the capital plan could include, constructing a one-seat ride to JFK International
airport, or expanding rail capacity across the Hudson River.
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APPENDIX: EFFICIENCY MEASURES FOR THE 10 LARGEST HEAVY RAIL SYSTEMS IN THE U.S.
Finding ways to operate more efficiently can enhance PATH’s financial condition. The National Transit Database (NTD) provides some context
for PATH’s efficiency. PATH ranked seventh among heavy rail systems for passenger trips in 2012 with more than 79 million; however, it
has the fifth highest operating expenditures. (See Table A-1.) PATH ranks eighth best in operating expense per passenger trip; its $3.91 per
passenger trip is more than double NYCT, SEPTA, and MBTA.
PATH’s expenses by type mirror its total cost performance. For Vehicle Operations, Non-Vehicle Operations, and General Administration,
PATH ranks no better than ninth. PATH’s vehicle maintenance ranks sixth, likely due to the recent car replacement.
If PATH achieved the median level of expenditures per passenger trip in 2012 ($2.39 versus $3.91), operating expenses would have been
$188 million, 60 percent of its actual total of $312 million. Even if PATH was able to achieve the per unit operating expense level of the next
best-ranked system, PATH’s 2012 total operating expenses would be $267 million, a 14 percent reduction in operating expenses. While each
system is unique, such a comparison shows possibilities for improving PATH’s efficiency.

Table A-1: Efficiency Measures for the 10 Largest Heavy Rail Systems in the U.S., 2012
Transit Agency (City)
NYCT (New York City)
WMATA (Washington, D.C.)
CTA (Chicago)
BART (San Francisco)
PATH (New York/New Jersey)
MBTA (Boston)
SEPTA (Philadelphia)
MARTA (Atlanta)
LACTMA (Los Angeles)
Miami-Dade Transit (Miami)
Median

Operating Expense per Trip
Vehicle
Non-Vehicle
General
Maintenance
Maintenance Administration

Operating Expenses

Unlinked Trips

(millions of dollars)

(millions of trips)

Vehicle
Operations

$3,744
844
515
489
312
309
184
178
106
76

2,570
285
231
119
80
167
103
73
48
19

$0.67
0.98
0.88
1.85
1.79
0.81
0.88
0.86
0.99
1.50

$0.25
0.59
0.39
0.80
0.39
0.31
0.33
0.42
0.41
0.93

$0.38
0.83
0.62
0.76
0.80
0.49
0.34
0.60
0.61
1.15

$0.17
0.56
0.33
0.70
0.92
0.24
0.24
0.57
0.20
0.50

$1.46
2.96
2.23
4.12
3.91
1.85
1.79
2.45
2.21
4.08

$311

111

$0.93

$0.40

$0.62

$0.42

$2.34

Total

Note: Totals may not add due to rounding.
Source: U.S. Department of Transportation, Federal Transit Authority, 2012 National Transit Database (September 2013), Table 12: Transit Operating Expenses by Mode, Type of Service and Function, Table 26:
Fare per Passenger and Recovery Ratio, www.ntdprogram.gov/ntdprogram/pubs/dt/2012/excel/DataTables.htm.
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