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Honorable Gavin Newsom
City Hall, Room 200

1 Dr. Carlton B. Goodlett Place
San Francisco, CA 94102

. SUBJECT:  Proposal to Refonn Proposition K (1978)
Dear Mr. Mayor:

San Francisco voters approved the current taxi regulatory measures goveming the taxicab
industry when they passed Proposition K in 1978.

While Prop K is oftenheralded for proinoting the individual taxicab driver and ensuring
that experienced drivers continue to drive, Prop K is often criticized for its rigidity,
particularly inreference to elderly and disabled pennit holders.

Members of the #axicab industry are interested in reforming Propositien K to amend
some of these problems, while creating a system that would generate revenue for the city.

EXECUTIVE SUMMARY

" Under the proposed refonn, San Francisco would hold a public auction for available
taxicab permits l{imiting the patticipanis to qualified taxicab drivers as defined by the
existing permit applicant list. Some of the proposed details are as follows:

o Allow the transfer taxicabs pennits (i.e. medallions) provided that the persons and
entities holding penuits as ofthe effective date of the proposal may puichase
transfer rights to their perini% from the City for fifty (50) petcent of market value at
the time of purchase. The Controller would detennine market value annually.

e Pemit holders would be able to gel] transfer rights to eligible driver-applicants on
the pecmit waiting list at an auction conducted by the City. ~

¢ After the initial purchase of transfer rights by existing pennit holders, any purchaser
of transfer rights would pay the City a transfer fee equal to ten percent of the sale
price.



¢ Five percent of the funds generated by the City would be used by the City to
promote the welfare of drivers of taxicabs and other motor vehictes for hire. For
example, the funds may pay for health and disability insurance programs for
drivers.

BACKGROUND

w

t. WHAT IS THE PROFIT TO THE CITY AND COUNTY OF SAN
FRANCISCO? .

This answer depends on (a;) how much the City would charge for a transfer fec, and (b)
how many pennit holders would chose fo purchase the transfer rights.

There are 1,381 medallions, 1,306 regular medallions and 75 ramp medallions.

There are 468 pre-K medallions, and 913 post-K medallions, cansistnig of 1,198 permit
holders. Many pre-K permit holders possess more than one medaliion.

In the proposal, the transfer fee for the curreut permit holders would be set at fifty
pereent of the medallion’s market value.

The proponents of ¢he proposal argue that current peamit holders should not have bearthe
cost of the entire market value because of their pre-existing investment in the permit,

The current permit hoiders have aiready invested time and money for tbe right to operate
the medallions. ¥or example, the pre-K (1978) permit holders purchased their medallions
at market rate, then lost the right to transfer the medallions after Proposition K passed in
1978. The post-K permit holders placed their names on the permit waiting list. The first
post-K peimit was issued in 1982. However, curreatly the wait for a medallion is
approxiiately 10 to 15 years. In addition, once the post-K permit holder receives a
pennii, the perorit holder is required {o drive full-time.

The next issue is determining the medallion’s market value,

Market vaiue is based on ten-year projections of the permit holder’s cuirent income fiom
the medallion. According to the Taxi Commission’s driver survey performed in
Deeember 2003, approximately 7@ percent of permit holders are contractual relationships
whereby they receive a leage fee from the color scheme’ to operate the permit holder’s
medallion.

In estimating the average permit holder’s income from a medallion, the calculatiens are
based on the assumption that the permit holder receives $1,860 per month as a lease fee
from the eofor scheme. These numbers are difficult to ascerlain because pesmit holders
and color schcmes enter into private contractual agreements. Some color schemes offer
less lease fees and some offer more. Hence, the Taxi Commission asswmes that pernit

! The term “color scheme” can be used interchangeably with “taxi company” or “taxicab company.”



holders are generating $22,800 annually. This income excludes revenues generated from
the meter. .

The following projections of income are based on today’s.dollar and do rot take into
consideration inflation and discounts. This is due to the volatility of the national
economy and the taxicab medallion market. With the threat of terrorist attacks and
downtnrns in the economy affecting tourism and conventions, the matketvalue of the
medallion could easily deflate. Forthis reason, the market value is based on today’s
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For a regular permit, a five-year projection of tease fee income equals $114,000 (i.e. ,i);:? 2L -
$22,800 (x) S years). A ten-year projection equals $228,000. If macket 1ate value is - oA \do_é

based on a 10-year projection, then 50 percent of $228 000 is $114,000. Hence, the Do ¢~
transfer fee should be $114,000. gy \ OV &
\\
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Moue likely than not, the market value for a ramp medallion is less than a regutar
medallion because of the increased operational costs needed to operate a ramped
medallion. -
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Ramp pennit holders receive approximately $1,200 per month, whichis $14,400 ﬁ Q*.Dlﬁﬁ“*

annually. A five-year projection of the ramp permit holdet’s income 1s $72,000. A ten- 0{)
year projection equals $144,000. Under the proposal, 50 percent of macket value would -

be $72,000. by of .,\u-:,fm 3
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How many permit holders would take advantage of the rights to transfer? 2
The Taxi Cormmi ssion assumes that not every permit holder would opt to purchase a
transfer right. Following is an illustration of percentages of permit holders epting to
purchase transfer rights and the prefit to the City based on 50 percent of the projected.
market value.

Regular (x) $144,000 Ramp (x) $72,000 TOTAL

Medallion Medalljon
5% ‘ 65 $ 7.410,000 4 $ 283,000 $ 7,698,000
10% |130 $ 14,820,000 8 $ 576,000 $ 2,058,000
20% 261 $ 29,754,000 15 $1,080,000 $ 30,834,000
30% 392 $ 44,688,000 22 $1,584,000 $ 46,272,000
40% 522 $ 59,508,000 30 $2,160,000 $ 61,668,000
50% 653 $ 74,442,000 38 $2,736,000 $ 77,178,000
60% 784 ¥ 89,376,000 45 $3,240,000 $ 89,700,000
70% 914 $104,196,000 52 $3,744,000 $107,940,000
80% 1045 $119,130,000 60 $4,320,000 $123,450,000
20% 1175 $133,950,000 68 $4,896,000 $138,846,000
100% 1306 $148,884,000 75 $5,400,000 $154,284,000



If a permit holder has not purchased the transferrights 1o a permit and the permit is ,
subsequently revoked, the City may sell the transfer right to that permit at auction, without
a transfer fee, and receive the full proceeds of the sale. If the City issues new permits
pursuant to a determination of public convenience and necessity, the City may sell #ie
transfer rights to those permits at auction, without a transfer fee, and reeeive the full
proceeds of the sales.

II. FINANCIAL IMPACT ON PERMIT HOILDERS

The proponents of the proposal argue that the permit holders who do have $114,0600 or
$72,000 would be able to borrow from financial corporations that specifically finance

taxicab medallions and guarantee fmancing. Additionally, in other cities, many banks
have entcred into the medailion lending business.

The following terms are based on information provided by Medallion Financial -

Corporation, a publicly waded company that specializes in lending money $o buyers of

taxicab medaltions in cities includiog New York City, Chicago, Boston, Newark,

Philadelphia and Baltimore. Medallion Financia! reperts that leaus are usvajly amortized

over 15 years with a five-year balloon payment. Additionaily, the borrower must puta

20 percent down payment. After five years,the medallion holder typically refinances for

a more favorable ten or twenty year loan. The interest rate depends on each city and its "l

regulations. Medaltion Financial takes a security interest in the collateral (i.e. medallion)

pugsuant to the Unifonn Commercial Code. Ifthe permit holder defaults, Medallion aﬁ"

Financial remarkets the wansferability to a purchaser approved by the local reguiator. !

Medallion Financial reports less than a onc percent default rate. . El e Wé’
L

Medallion Financial will also take into consideration the ratio of the fair market vaiue of
the asset (i.e. transfer right) to the value of the loan that will finance the purchase. For
example, if Medallion Financial is financing S0 percent of the fair market value of the
transfer right instead of 80 percent, then the terms of the loan will be more favorable (ie.
lower interest rate and longer term of 10an).

The interest tate in New York is 4%; Boston— 8%; and Chicago — 8%. Since the
proposed batlot measure limits the sale of the medallion to taxicab drivers on the waiting
list and is closed to outside investors, more likely than not, the San Frencisco medaltion’s
market value would be less. Hence, the interest rate would probably be 8% or higher.
For example:

Regular medalilion Trausfer fee: $114,000

20 % Down Payment $22,300

Total Loan Amount $91,200

Annual Interest Rate 2%

Amortization ' 15 years (
Term of Loan 5

Monthly payments $871.55



Balloon Payment :  $71,835.17

Ramp medailion Transfer fee: §72, 000
20 % Down Payment - $14,400

Total Loan Amount ' $57,600

Annual Interest Rate | g 8%

Amortization 15 years

Term ofLoan 5

Monthly payments . $550.46

Balloon Payment $45,369.04

. According to the Mayor’s Office of Conmununity Development’s Small Business
Administration, the only ether California lending institutions that may be interested in
financing medallions are the State Guarantee Programs, such as the Safe Business
Industrial Development (BID) Corporation. For loans over $25,000, the permit holder
must put 25 pereent down. The interest rate is 6% percent and the term of the loan is
seven years. For example:

Regular medallion Transfer fee: $114,000
25 % Down Payment $28,500

Total Loan Amount $85,500

Annual Interest Rate - 6%%

Term of Loan 7

Monthly payments $1,280

Ramp medallion : Transfer fee: $72,000
25 % Down Payment _ $18,000

Total Loan Amount $54,000

Annual Interest Rate 6%4%

Term of Loan 7

Monthly payments $808.42

The permiit hotder’s income is not solely based on the monthly lease fee payments.
According to the Taxi Commission December 2003 Driver Survey, the average San
Francisco taxicab drivers make approximately $15,000 annvally from the meter. This is
a conservative estimate given that the drivers typically under-report their earnings.
Therefore, the poorest pennit holder mnakes approximately $37,800 annually. If the
permit holder takes home $3,150 per month, the issue is whether or not that pennit holder
can afford anywhere from a $1,280 to $872 monthly payment.

Should the City consider financing the medallions?

For this proposal to be appealing to the taxi industry, there needs to be an easy entry and
an easy exit into purchasing transfer sights. The easy exist already exists within the
proposal given that the pannit holder can sell histher transfer right to the next available
driveron the taxicab permit waiting list. However, some pennit holders may not have
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the down payments requited to finance the medallion. Irecommend that the City ‘
consider setting-up a revolving fund or some other similar program that can assist permit
holders to obtain financing for 35 percent of the markct value.

Respectfully submitted,

Naomi M. Little
Executive Director
Taxi Commission

Cc:  Supervisor Mait Gonzalez
Mike Farrah, Senior Policy Advisor
Ben Rosenfield, Budgst Dirccter
Todd Rydstrom, Contsoller's Qffice
Hansu Kim



