
Public Transportation Enterprise Fund Update

[bookmark: _GoBack]The preliminary Public Transportation Fund ending fund balance for the 2017-2018 biennium is $964 million, an increase from what had been projected in the budget. 

	Public Transportation Enterprise Fund 
(in millions)

	
	
	
	

	 
	2017-2018 Revised Budget       
	2017-2018 
Preliminary Results             

	Beginning Fund Balance
	875
	875

	
	
	

	REVENUES
	
	

	Sales Tax
	1,233
	1,243

	Property Tax
	47
	47

	Fare Revenue
	350
	345

	Other Operations
	43
	52

	Sound Transit and City of Seattle payments
	311
	311

	Grants
	183
	241

	    Miscellaneous and Interest
	59
	60

	
	
	

	Public Transportation Fund Revenues
	2,226
	2,299

	
	
	

	EXPENDITURES
	
	

	Transit Operating
	(1,634)
	(1,621)

	DOT Director’s Office
	(12)
	(12)

	Infrastructure Capital
	(155)
	(139)

	Revenue Fleet Capital
	(383)
	(386)

	Debt Service
	(31)
	(31)

	
	
	

	Public Transportation Fund Expenditures 
	(2,215)
	(2,188)

	Underexpenditures1
	7
	

	Debt and Fund Transactions
	(20)
	(22)

	Ending Fund Balance
	873
	964

	
	
	

	Revenue Stabilization Reserve
	246 
	250

	Operating Target Reserve
	43
	44

	Capital Designated Revenue
	30
	36

	Revenue Fleet Replacement Reserve
	72
	73

	Bond Fund Reserve
	2
	2

	Capital Carryover Reserve
	260
	227

	
	

	Undesignated Fund Balance
	219
	332


Notes:  
1  Anticipated under-spending for the Alternative Services Program.
Major variances from the 2017-2018 Revised Budget include:

· Higher than projected sales tax of $10.8 million, based on the March 2019 OEFA Forecast.

· Lower than budgeted fare revenue for the bus and vanpool programs. While bus ridership in 2018 grew by 1 million rides (1%) from 2016 levels, this was less than the 5% growth assumed in the budget.  

· The average fare per boarding decreased by approximately 3 cents from the budgeted amount. This decrease is largely due to the impacts of transfers between other systems and the increased usage of reduced fare products. The flat fare introduced in July 2018 also resulted in lower fares for some riders.     

· A revenue increase of $9 million related to payments from the Washington State Department of Transportation supporting the Alaskan Way Mitigation bus service.   

· A shift of $59 million in grant revenue originally expected in 2019, now recognized in 2018. This revenue is removed in the revised 2019-2020 projection.    

· Operating expenses $13 million lower than projected, with $7 million of the savings associated with the Alternative Services program. The remaining variance is largely due to diesel fuel prices, lower than expected reimbursable Link light rail expenditures, and savings in KCIT charges associated with system modernization.     

· Infrastructure capital expenditures $17 million lower than projected in the 2019-2020 Adopted financial plan and $167 million lower than anticipated based on the April 2017 forecast.  The lower than anticipated spending in 2017-2018 does not change the total of the CIP, but will be spent in a later biennium.   

· Fleet Capital expenditures slightly higher than projected in the 2019-2020 Adopted financial plan and $46 million lower than anticipated in the April 2017 forecast.  Fleet expenditures were adjusted to reflect the timing of investments in battery electric fleet and do not result in reduced expenditures over the period of the CIP.       

The result of these changes is that the undesignated fund balance grew to $332 million at the end of 2018.  Consistent with the adopted budget, the CIP is expected to draw down most of the undesignated fund balance as projects are completed over the next 6 years.  

Per adopted Fund Management Policies, Metro maintains a number of designated reserves.  For 2017-2018, these reserves were at the level required by the Fund Management Policies.  At year-end 2018, the designated reserves totaled $632 million of the $964 million fund balance.   






Public Transportation Enterprise Fund Outlook1

	
	 2019-2020 Budget
	2019-2020 Projection
	2021-2022 Projection
	2023-2024 Projection

	Beginning Fund Balance
	873
	964
	741
	669

	REVENUES
	
	
	
	

	Sales Tax
	1,337
	1,360
	1,449
	1,568

	Property Tax
	60
	60
	62
	65

	Fare Revenue
	373
	365
	403
	441

	Other Operations
	38
	38
	42
	44

	Sound Transit and City of Seattle payments
	365

	365
	409
	435


	Grants2
	172
	114
	196
	124

	    Miscellaneous and Interest
	64
	64
	61
	61

	
	
	
	
	

	Fund Revenues
	2,409
	2,365
	2,622
	2,739

	
	
	
	
	

	EXPENDITURES
	
	
	
	

	Transit Operating
	(1,904)
	(1,904)
	(2,055)
	(2,212)

	Infrastructure Capital3
	(345)
	(389)
	(636)
	(677)

	Revenue Fleet Capital
	(340)
	(337)
	(221)
	(201)

	   Debt Service
	(25)
	(25)
	(28)
	(59)

	   Underexpenditures
	10
	10
	10
	39

	Fund Expenditures 
	(2,604)
	(2,645)
	(2,930)
	(3,110)

	Debt and Fund Transactions
	57
	57
	236
	264

	Ending Fund Balance
	735
	741
	669
	562

	
	
	
	
	

	Revenue Stabilization Reserve
	258
	263
	282
	307

	Operating Target Reserve
	46
	46
	50
	54

	Capital Designated Revenue
	35
	36
	36
	36

	Revenue Fleet Replacement Reserve
	4
	4
	50
	102

	Bond Fund Reserve
	0
	0
	0
	0

	Capital Carryover Reserve
	190
	190
	145
	3

	
	
	
	
	

	Undesignated Reserve
	202
	202
	106
	60


Notes 
	1 Tax revenues and capital expenditures reflect revised assumptions. All operating expenditures reflect the 2019-2020 Adopted Financial Plan and are not adjusted for any revised assumptions.
2 2019-2020 projection is adjusted to reflect grants recognized in 2018 consistent with accounting policy.
3 Reflects additional spending for the Interim Base in 2019-2020 that will be offset by other CIP adjustments in the out years.
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Discussion of Outlook:   
· By 2024, the Public Transportation fund is projected to have an undesignated fund balance of $60 million.  This represents an increase over the prior budget projections.  This variance is the result of a number of factors including:
   
· Sales tax is projected to be $90 million higher through 2024 than at the time of the August 2018 forecast used in budget development.   
· Fare revenue has been reduced to reflect a slightly lower average fare per boarding as experienced in 2018.  The projected fare reduction is $36 million by 2024.     
· Additional undesignated fund balance from 2017-2018 carrying forward.  

· Service assumptions are as reflected in the 2019-2020 Adopted Budget and financial plan. Changes to these assumptions would have significant impacts on the outyears.
· The City of Seattle continues to purchase approximately 390,000 hours of bus service annually through 2024, 
· Sound Transit continues to purchase approximately 275,000 hours of bus service annually through 2024, and 
· Sound Transit continues to contract with King County for the operation of the Link Light Rail System. 

· The overall CIP expenditures are consistent with the Adopted Budget, but the timing has been adjusted to reflect expenditures associated with the interim base being added to 2019-2020 and offset by future adjustments.   

· Service levels remain consistent with the assumptions shared during the budget process.   

· Out year operating projections reflect the adopted financial plan and do not reflect revised spending estimates related to Metro’s near term risks.  

· No additional revenue from a potential future ballot measure is included. 

· The 2024 undesignated fund balance of $60 million could be depleted quickly if the program were to face any of the near term risks discussed below, particularly those risks related to a future recession.
       




Discussion of Risks:  

The Public Transportation Enterprise Fund’s undesignated fund balance at the end of 2024 represents funds available to the program over the next 6 years given the current set of assumptions.  These funds are largely the result of projected sales tax growth through 2024, as shown in the March 2019 OEFA forecast.  While the undesignated fund balance is higher than previously anticipated, it may not be sufficient to absorb the impact of identified risks.    
  

Near Term Risks (2019-2022)

A recession could significantly impact operating and capital programs as well as reserves.
· The largest area of general risk is the timing and impact of a recession, particularly its impact on the sales tax received by the program. Sales tax revenues compose over 55% of enterprise revenues and would be expected to drop in an economic recession. 
· While the Public Transportation Fund includes a revenue stabilization reserve designed to mitigate short-term impacts, the reserve may not be sufficient to sustain current levels of service over the duration of a recession. Rather, the reserve provides funding for a transition period where service could be sustained while service reductions are planned and implemented based on the severity and length of the recession.
· A recession could also result in the need to reduce out year assumptions for increasing levels of service and CIP spending.      


New and revised programs are stretching the ability to pay over the next few years.  
· New and revised programs include possible changes to Access, new mobility services resulting from successful completion of earlier pilots, and capital program needs.
· Metro is also developing a new income-based fare program to make transit more affordable for those with low incomes. This program may impact both fare revenues and program costs.     


Sustainable levels of bus service are insufficient to meet current and anticipated demand.  
· In 2019-2020 a total of 72,000 (2%) hours of new Metro funded bus service is being added.  By 2024, an additional 278,000 (7%) hours are forecasted to be added, largely focused on new RapidRide corridors. Even with these additions, Metro does not meet the 2018 System Evaluation’s identified service need of 475,000 additional hours.
· The City of Seattle’s Transportation Benefit District funding will support almost 390,000 hours of bus service by the time funding expires at the end of 2020. New or renewed revenue will be required in order for the service to be continued.   
· Sound Transit currently purchases about 275,000 hours of regional express bus service from Metro.  As light rail expands over the next few years, the level of regional express bus service is expected to decline.  The rate of this decline along with the ongoing operation of the light rail system by King County is an ongoing issue.   
· Significant light rail expansions occur in 2021 (Northgate) and 2024 (East Link).  Metro’s services and funding will likely be impacted as these services come online.      

Farebox recovery is likely to face continued pressure. 
· Farebox recovery in 2018 was 26.4% and could fall below the floor of 25% in the current biennium[footnoteRef:1].  The financial plan identifies the next fare increase for the 2021-2022 biennium.   [1:  Current fund management policies establish a 25% floor and 30% target for farebox recovery.] 

· Farebox recovery is likely to face continued pressure as the agency works to ensure that being able to afford a fare is not a barrier to mobility, including the work underway on developing an income-based fare.  
· With future expansion of Link and other services, riders that currently take their entire trip on Metro may transfer between systems, resulting in a reduction in the amount of fares collected.

Cost structure will require ongoing monitoring.
· Metro is committed to looking at its cost structure to find ways to provide more service without incrementally increasing costs. The ability to meet this goal is a key component to becoming a mobility agency and meeting customer expectations. The ability to achieve meaningful change will be contingent upon a strong labor management partnership.      

Federal grant revenues will be required for program expansion.
· Metro has a capital program that relies on federal grant revenue to help support program expansion, such as the growth of the RapidRide system. If federal funding is not available, it could impact the timing of the projects and may require reprioritizing expenditures.   

Longer Term Risk (2023 and beyond)
The ability to sustain the existing system while responding to the need for growth will be a financial challenge for Metro, particularly as Metro Connects identifies investments needed to meet the needs of riders over the next 15 to 20 years.  Metro Connects assumptions are currently being updated for current circumstances, and it is expected that higher service levels may be required earlier than envisioned.  Metro is currently responding to Council motions #15252 and #15253 with the development of both a mobility equity framework and a funding plan for the future system.  
