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SUMMARY: Transit financial policies are adopted annually pursuant to the following provision included in one of the financial policies:

Each year the Regional Transit Committee shall review and the council shall adopt Transit Program Financial Policies which shall then be used to guide development of the executive-proposed transit budget and financial plan.
BACKGROUND: The RTC discussed the Transit Financial Policies at its May 19th  meeting, considering whether there was a need for any changes to the set of policies adopted last year.  Since that meeting, the executive has sent a letter (attached) stating that he is not recommending any changes this year. Following the committee’s discussion, staff was directed return at today’s meeting with information on several issues related to the financial policies:

· allocation of county overhead costs to the Transit Division (Financial Policy II B)

· debt service ratio (Financial Policy III A)
· cost recovery for Custom Bus service 
Overhead Allocation

Transit Financial Policy II B addresses “the calculation of general government overhead expenses to be charged to the public transportation fund.” During the committee’s May 19th discussion, members asked for:

· information on the overhead allocation model

· the percentage of the annual transit operating budget attributed to overhead, and 

· a summary of the 1994 consultant study referred to in Transit Financial Policy II B.
Attached to this report is the 1994 Deloitte & Touche LLP study referred to in Policy II B. Not included here is Exhibit 1. of the report which consists of a number of tables showing outdated 1994 cost allocations which, in most cases, did not, include Metro Transit since it was newly merged with the county and continued to procure in-house many of the services which were otherwise provided centrally to other county agencies.
The consultant’s report contains a number of observations and recommendations:

· Federal regulations treat a jurisdiction’s general government services as an unallowable cost for the purposes of determining the amount of “federal financial assistance reimbursement,” So, in order to maximize “federal financial assistance,” King County should exclude some costs (listed on pages 18-19) that are currently (1994) classified as General Government Administration and should narrowly define that function as:

· County Executive 

· Deputy Executive

· Executive Administration

· County Council

· Council Administration

· Council Consolidation

· Board of Ethics 

· Emergency Administration

· The report points out that in addition to operating expenses “compensation for the use of buildings, other capital improvements, and equipment on hand may be made through use allowances and depreciation.”

· The report identifies a number cost allocation methods

· full-time equivalent basis (FTEs)

· transaction count

· square footage

· units owned

· units consumed

· hours spent

· unit costs compared to total costs

The consultant’s recommended bases for cost allocation of various county services are listed on page 24. 

While the 1994 consultant study continues to be the basis for central service cost allocation, it is updated annually and the council notified in a letter from the executive in May of each year. The 2004 letter is attached.
The consultant’s report addressed only central service costs that originate within the county’s current expense (CX) fund. In addition, the Transit Division and other county agencies contribute to the following internal service funds:
· Human Resources
· Facilities Management
· Finance and Business Operations
· Information and Telecommunications Services (ITS)
· Risk Management
As an example of how internal service fund costs are allocated among county agencies, materials regarding one of these funds, Information and Telecommunications Services is attached to this staff report. This includes an explanation of how the rates are developed as well as spreadsheets showing the 2004 allocation for ITS Infrastructure and Telecom Overhead. These examples cover just a portion of Transit’s total ITS charges shown on the attached table titled Internal Service Fund and General Government/Central Charges. At the bottom of that table, overhead charges are totaled ($45,566,357 in 2004) and shown as a percentage (11.24%) of the entire Transit Operating Budget.
Debt Service Ratio
In response to question from the committee, Transit Division staff looked at two different scenarios relative to determining the maximum about of debt we could issue if we were to meet the 1.5% coverage ratio in the financial policies.  

Based on an annual average estimate of $80M in sales tax available to the capital program and adjusting for existing debt service - additional debt in the following amounts would bring us to the 1.5% cap:

· Scenario #1:  utilizing all sales tax collected in the capital fund, debt service on bonds in the range of $415M to 
$601M could be supported.  The range is based on interest rates of 8% and 4.5% respectively.   

· Scenario #2:  holding out the 25% of the newest .2% of sales tax collections for transfer to the operating program, 
debt service on bonds in the range of $264M to $382M could be supported.  Again the range is based on interest 
rates of 8% to 4.5% respectively.   

The financial policies limit the amount of debt service to fund long lived assets as well as the debt service coverage ratio.  On a practical level, the amount of debt service is limited currently by the projects in the program rather than the debt service coverage.  In addition, as currently outlined in our adopted financial plan, the operating program is requiring significant transfers from the capital program.  If debt service is significantly increased, funding will not be available to transfer to support operations.    

Custom Bus Cost Recovery
The committee had a briefing, public testimony and discussion of the Custom Bus Program at its April 21, 2004 meeting.  The issue paper presented at that meeting, (attached) provides a brief history of the program, the current policy framework and a discussion of existing commuter custom bus service to the Boeing Everett facilities.  Following that discussion, several committee members said that they would like to revisit the question of cost recovery and other aspects of commuter custom bus service, possibly during the committee’s Financial Policies review. 
The current policy framework identified in the April 21st Custom Bus Issue Paper includes Six-Year Plan Strategy S-11 and King County Code Section 28.94.195, but not the Transit Program Financial Policies. Section IV, Fares and Costs, of the Transit Financial Policies does set a cost recovery target of 25% for bus service but it is superseded by the King County Code section which is specific to custom bus and sets a cost recovery requirement that is much higher.
Another Six-Year Plan strategy indirectly addresses custom bus service and may be the appropriate focus of the committee’s consideration:
Strategy S-9

Using a combination of fixed route service, transportation demand management actions and additional transit and HOV products, develop transportation alternatives to reduce single-occupant vehicle (SOV) use in the targeted areas shown in Figure 4-5. Develop partnerships with local jurisdictions, employers and institutions, using pricing strategies and packaging services and products so that these alternatives benefit the partners and their employees, residents or community.

If the committee wishes to consider custom bus policy in the context of the Six-Year Plan Update, it could place it on the agenda for the July 21st and give staff direction today on the range of alternatives to be analyzed. The April 21st Custom Bus Issue Paper lists some options for addressing custom bus ridership and cost recovery issues which could serve as a starting point for that discussion.  A July committee discussion could set the stage for adding a committee-recommended policy to Executive-Proposed Six-Year Plan Update once it is transmitted in September. 
ATTACHMENTS:

1. Proposed Ordinance 2004-0244
2. Letter from Executive Ron Sims, dated May 24, 2004
3. King County Consultant’s Report, Cost Allocation Study, September 23, 1994
4. Letter from Steve Call, Budget Director, dated May 28, 2004

5. Materials regarding rates development for selected Information and Telecommunications Fund Services
6. Table: Internal Service Fund and General Government/Central Charges, Transit Div. 
7. Custom Bus Issue Paper
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