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STAFF REPORT
SUBJECT:  AN ORDINANCE adopting Fund Management Policies for the Public Transportation Fund.

SUMMARY:

Proposed Ordinance 2011-0395 approves Public Transportation Fund Management Policies; these are Attachment A to the ordinance.  They replace the 2010/2011 Transit Program Financial Policies approved in 2009 (Ordinance 16708).  

Principal changes include: referring explicitly to an existing Bond Subfund, establishment of a Revenue Stabilization Reserve in the Operating Subfund (replacing the Fare Stabilization and Operating Enhancement Reserve), revision of the sales tax distribution among subfunds, and clarification of the Revenue Fleet Replacement Subfund target fund balance.  Several financial plan policies are deleted because they are addressed in the newly-adopted Strategic Plan for Public Transportation 2011-2021 or in the King County Code.

BACKGROUND:
In the past, Transit financial policies were referred to the Regional Transit Committee for approval, as part of that committee’s mandatory jurisdiction over countywide transit policy.
  The process for approving these policies is different now, following adoption of the Strategic Plan for Public Transportation 2011-2021 (Transit Strategic Plan), Ordinance 17143.  Transit Strategic Plan Goal 6, Financial Stewardship, includes three objectives and seven strategies that support productive service, control of costs, and sustainable funding.  The Fund Management Policies are proposed to implement Strategy 6.3.3: “Establish fund management policies that ensure stability through a variety of economic conditions.”

This staff report summarizes each section of the proposed Fund Management Policies, then reviews existing Financial Plan policies that are proposed for deletion.  

ANALYSIS:
Proposed Fund Management Policies:

1. I. General Financial Practices 

This policy is similar to existing language drawn from various sections of the 2010/2011 financial policies.  It calls for prudence and states that projected funding of the operating subfund will equal or exceed operating expenditures in each year of the six-year financial plan, and requires the Transit Division to submit a financial plan covering at least six years with each biennium budget request.

2. II. Fund Structure

This policy states that the Public Transportation Fund contains four subfunds:  Operating, Revenue Fleet Replacement, Capital and Bond subfunds.  Note that the Bond subfund is not mentioned in the current financial policies, but it was created in 1995.

3. III. Reserve and Fund Balance Target Requirements

This policy establishes fund balance targets for three subfunds:

A. Operating Subfund – Required to maintain a 30-day expenses reserve, but up through 2014 this can be reduced to a 15-day reserve to facilitate more operations spending in the budget crisis.  Unchanged from current policy, although a new Transit Revenue Stabilization Reserve is proposed for inclusion in the Operating Subfund (see issue #4 on page 3).  

B. Capital Subfund – The target balance is set at $2.5 million, which five times the current $500,000 target.

C. Revenue Fleet Replacement Subfund – The minimum balance is required to be “sufficient to fund replacement of the revenue vehicle fleet”.  This is clarified within the policy to mean 30% of the projected fleet replacement cost, which lower than the current 50% target.  According to the transmittal letter, this change results in a one-time $50 million transfer to the Capital Subfund.  This is in addition to the $100 million that the Transit Division will be transferring over the period of 2010-2013, in accordance with the 2010-2011 biennium budget. 

No target balance is identified for the Bond subfund, which is required by bond covenants and related legislation (Ordinance 16231) to contain sufficient revenue to meet interest obligations for six months and principal obligations for 12 months.  

The Council may want to consider adding language concerning the Bond subfund balance.
4. IV. Transit Revenue Stabilization Reserve

A new Transit Revenue Stabilization Reserve is proposed within the Operating subfund, to moderate future fare increases and mitigate the impacts of declining sales tax revenues.  The reserve is not to exceed 10% of operating revenue. 

Council staff is reviewing the wording of this section to confirm that it reflects Transit’s intent.
5. V. Revenue, Reimbursements and Distributions

A. Sales Tax – This policy establishes the initial distribution of sales tax receipts. Current policy states that 75% of sales tax revenue goes to the Operating Subfund, and 25% to capital needs (debt service, revenue fleet replacement, then other capital).  The proposed new language results in a slightly different distribution including 78.6% of sales tax revenue going to operating.  

The effect, according to Transit staff, is that an additional $14-16 million per year would go to the operating subfund, reducing the need to transfer as much capital funds to operating.  Council staff is working with PSB and Transit to identify language that describes sales tax allocation more precisely.
Recent budgets have featured large transfers among the subfunds to maintain the operating subfund balance while implementing the policy decision to preserve bus service.  Council staff is working to understand how, and if, this updated policy addresses the need to artificially transfer significant dollars between subfunds with each budget. The allocation of sales tax revenue is an important policy decision because of the impact on subfund balances, which in turn affects policy choices about transit service and capital investments.

B. Expense Reimbursement – This policy, formerly the Special Services Cost Recovery policy requires recovery of all direct and indirect costs of services provided to other public or private organizations unless otherwise authorized by the Executive and, if required, the Council.  

Existing policy allows the KCDOT Director to waive the full cost recovery requirement, “subject to confirmation by the Council as soon as possible after the action taken by the Director” for expenditures in excess of $30,000 per year.  The new policy applies the after-the-fact Council approval to amounts up to $30,000 per year.

Based on discussions with PSB, Transit, the PAO and the Council’s Legal Counsel, there are several issues associated with the proposed changes that need clarification. 
Council staff will work to clarify these issues and provide options for amending this policy.

6.
V.  Uses of Funds
 (listed as “V” in Attachment A but would be “VI”) Capital Planning and Expenditures
This policy is similar to existing language and calls for capital program requirements to be included in long-term cash flow projections.  It lists several requirements and policy considerations to ensure that capital planning is consistent with the objective of maximizing the amount of transit service provided.

7.
Debt Management (listed as “VI” in Attachment A but would be “VII”)

General County fiscal policies state that debt financing is preferred for assets with a useful life of more than three years.  In 2009, the Transit Financial Policies were amended to include this standard and the proposed Transit Debt Policy retains the concept with slightly modified language.  The Financial Plan shows debt service of about $17 million per year, including the debt service on the Downtown Seattle Transit Tunnel (“DSTT”).
  In 2010, debt was issued for facility projects at the Atlantic/Central Base and North Base.
A. Debt Service Coverage – States that Transit will maintain a debt service coverage ratio of 1.5 from the revenues on which debt service payments have a first and prior lien, with a ratio of 2.0 maintained for planning purposes.  Transit staff advises that this refers to the revenue from 0.2% sales tax, which is pledged to cover debt service requirements and reflected within the Sales Tax Distribution policy.  For 2012, this portion of the sales tax is projected to generate just over $90 million.

B. Debt Policy – This Transit-specific policy states that debt will be used as appropriate based on economic benefit, but not for operating expenses or assets with less than a three-year life.  It also addresses funding of debt service and interfund borrowing.  

Staff is working to clarify the intent and language of this policy.

8.
Performance Measures (listed as “V” in Attachment A but would be “VIII”)

A. Farebox Recovery Ratio – Consistent with an audit recommendation, the new policy replaces the Operating Revenues/Operating Expenditures (“OR/OE”) ratio with a Farebox Recovery ratio of 25%.  As the audit noted, this change focuses on the contribution that fares make to operating expenses, and excludes advertising revenue that is included in Operating Revenue but not Farebox revenue.  

B. Access Fare Parity Ratio – This policy states that Transit intends to achieve parity between the Access fare, currently $1.25, and the off-peak adult fare, currently $2.25.  When the fares are equal, the ratio will be one to one.  Note that people eligible for Access would continue to pay a lower fare for fixed route service.  The senior/disabled bus fare is now $0.75.  This policy is similar to an existing adopted fare policy dating back to 1999.  It is now proposed to be added to the Fund Management Policies.
Deleted Financial Policies
Policies not carried forward include:
1. Overhead Charge (II.B) – According to the Executive’s transmittal letter, this is removed to avoid potential conflicts with the Code (KCC 4.04.045).
2. Fares (IV.B) – Similar language is included in Strategy 6.3.2 in the Transit Strategic Plan, allowing its deletion from this document.
3. Costs of Service (IV.C) – Similar language is included in Objective 6.2 of the Transit Strategic Plan. 
4. Mission and Goal Statements (V.A) – This section is replaced by the Transit Strategic Plan’s extensive discussion of vision and goals.
5. Operating Grants (V.D) – This section directs that acceptance of operating grants should consider the cost of maintaining service after the grant is expended.  According to Transit staff, this language is deleted because the issue is address in Transit Strategic Plan Strategies 6.2 and 6.3.  However, upon close review of these two strategies, they discuss related topics such as the importance of sustainable funding, but do not specifically discuss operating grants.  Staff is reviewing whether there would be value in restoring a reference to operating grants.

In summary, Council staff continues to review this proposal but notes:

1) While some proposed changes respond to audit recommendations and would increase transparency, notably the Revenue Fleet Replacement Subfund revisions, Council staff believe revisions to these proposed policies could improve clarity and purpose.

2) Proposed deletions from the existing Financial Policies are generally reasonable.

3) Staff is working with PSB and Transit to address issues of intent and wording, as well as technical concerns.

REASONABLENESS:
This item is not yet ready for Committee action. Council staff continues working with Executive and Division staff to address issues of clarity within the proposed policies.

OPTIONS:

Staff is continuing work on this proposed ordinance and an amendment will likely be necessary to address issues.
INVITED:
· Dwight Dively, Director, Office of Management and Budget
· Kevin Desmond, General Manager, King County Transit Division
ATTACHMENTS:
1. Transmittal Letter, dated September 26, 2011

� Most recently, in 2009, Ordinance 16708 approved modifications to the 2010/2011 Transit Program Financial Policies.


�In 1995, Ordinance 12076 (KCC 4.08.265) created the County’s Metropolitan Service Funds, which continued the restrictions on their predecessor Municipality of Metropolitan Seattle funds and retained the balances in those funds.  The Transit Division’s Operating, Construction (Capital), Two-Tenths Sales Tax Receiving, and Limited Sales Tax General Obligation Funds were established by this ordinance. 


�This policy and the next three policies are numbered incorrectly in the transmitted Fund Management Policies document; the numbering will be corrected by amendment. 


�The Transit Division is responsible for the debt service; Sound Transit pays a share of the DSTT debt service under terms established in the 2002 joint operations agreement.
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