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SUBJECT:  Regional Fare Coordination
COMMITTEE ACTION: On March 12, 2003 the Transportation Committee approved Proposed Ordinance 2003-0112 with amendments with a “do-pass” recommendation.
SUMMARY: Proposed Ordinance 2003-0112 would authorize the Executive to enter into an interlocal agreement among Central Puget Sound public transportation agencies for a Regional Fare Coordination System built around "Smart Card" fare technology.
BACKGROUND:
On November 18, 2002, the Council’s Committee-of-the-Whole was briefed on the Regional Fare Coordination project, including the technical aspects of the Smart Card program.  The Council subsequently approved capital funding for the project in the 2003 budget.  On February 26, 2003 the Transportation Committee was briefed on the proposed interlocal agreement establishing the terms of the joint project from its design and implementation through its ongoing operation.
In adopting Proposed Ordinance 2003-0112, the Council would be approving the terms of the attached Interlocal Cooperation Agreement for Design, Implementation, Operation and Maintenance of the Regional Fare Coordination System. The governing boards of Community Transit (Snohomish County) and Kitsap Transit have already given their general managers the authority to sign the interlocal agreement. The Director of the Washington State Ferry System has also committed to signing, but the interlocal agreement includes a provision (XII H) allowing the ferry system to withdraw from the agreement at minimal cost if the State Legislature during its 2003 session fails to approve expenditures for the it’s share of ongoing Smart Card operating and maintenance costs.

The governing boards that have already authorized their agencies to proceed have not specifically approved the interlocal agreement itself. Rather, they have authorized the signing of a smart card interlocal agreement without specifying its terms. Therefore, amendments made to the interlocal agreement which do not alter its basic nature would not require reconsideration by these governing boards.

In addition to the Council, approval of the interlocal agreement is pending before the governing boards of Sound Transit and Pierce Transit.  A possible timeline for full approval is:

	March 12
	Transportation Committee action

	March 20
	Sound Transit Finance Committee action

	March 24
	· Council action
· Pierce Transit Board action

	March 27
	Sound Transit Board action

	Early April
	Interlocal agreement and contract signed, project begins


This timeline includes a one week delay between Transportation Committee action and final action by the Council, during which the Sound Transit Finance Committee is scheduled meet and make its recommendation to the Sound Transit Board. The Pierce Transit Board will not decide whether to remain a partner in the Regional Fare Coordination Project until it meets on the afternoon of March 24th.  The analysis (below) of King County’s share of project costs addresses both a full six agency partnership and a five agency scenario without Pierce Transit. As the regional service provider, Sound Transit’s participation is considered essential for the project to proceed.

SMART CARD GOVERNANCE

As a joint undertaking among autonomous agencies, the Regional Fare Coordination System’s governance structure received a great deal of attention in the drafting of the interlocal agreement.  Staff is unaware of any analogous arrangement involving King County and the significance of the governance issue is reflected in the fact that this effort by Central Puget Sound public transportation agencies is the focus of an assessment jointly sponsored by the Federal Transit Administration and the Federal Intelligent Transportation Systems Joint Program Office. 

Fundamental to this agreement is the creation of a Joint Board with final authority over a wide range of implementation and operational matters.  As the largest member agency assuming the greatest financial burden, King County Metro Transit would constitute the majority on a board where votes are weighted to reflect agency size or financial stake. However, rather than weighting votes the interlocal agreement assigns one vote to each agency and requires that all decisions be unanimous with two minor exceptions related to staffing and contract change orders.

The following governance provisions of the interlocal agreement are being brought to the committee’s attention as they have implications for the Council’s oversight of the County’s transit system.
Agency Withdrawal…..Section XII D 

If an agency decides to withdraw from the Regional Fare Coordination System, it must first notify the Joint Board which will assess “any reasonable costs…that shall be re-apportioned to the Agencies and/or paid by the withdrawing Agency”

· The cost assessment requires a unanimous vote of the Joint Board thereby giving the withdrawing agency a veto over the costs assigned to it.  The Transit Division is suggesting that the Council amend the interlocal agreement to make agency withdrawal subject to a majority rather than unanimous vote of the Joint Board.

· If all six agencies join the interlocal agreement, King County would be responsible for 57% of the $41 million design and implementation budget and approximately 70% of the $23 million estimated ten-year system operating cost.  No other agency would be responsible for more than 12% of either cost. In that position, King County has the greatest financial stake in the assessment of withdrawal costs to itself or any other agency, yet it has just one vote on a matter that, under the proposed amendment to the interlocal agreement would be subject to a majority vote of the Joint Board.

· Ultimately, any member agency may litigate disagreements with the others and, as an intermediate step, the interlocal agreement provides for mediation of disputes. However the lead-in to the dispute resolution provision, “If one or more Agencies believes another Agency has failed to comply with the terms of this Agreement….” (Section XIII L) does not clearly address the situation where an agency is contesting a Joint Board decision.  The Transit Division is suggesting that the Council amend the Section VIII F of the interlocal agreement to specifically apply the dispute resolution provisions to the agency withdrawal process.

New Parties to the ILA…..Section III E 16   

The interlocal agreement defers a decision on the costs to any agency that may later seek to join the Regional Fare Coordination System. The financial terms set for the addition of new parties to the agreement will have the greatest impact upon King County which may find itself at odds with other agencies more focused on system expansion than recouping system start-up costs.
Ongoing Cost Shares: Operating and Maintenance…..Exhibit C VIII  

The Joint Board sets the annual budget for the smart card system and King County’s financial responsibility is then determined by the number of smart card transactions on its system.  For example, seventy percent of the system’s transactions will translate into seventy percent share of the annual budget which the Council will be required to appropriate. Section VI B of the interlocal agreement obligates King County “to pay the RFC Project costs, as allocated and described in the RFC Finance Plan” which is Exhibit C.  
Amendments to the Interlocal Agreement

Several provisions give the Joint Board broad authority to amend the interlocal agreement without the involvement of the agencies’ governing bodies.

· Exhibits A, B and C address in detail project staff responsibilities, contract administration and start-up/ongoing system finance. In Sections III E 4-6 the Joint Board is authorized to amend any part of those exhibits. 

· Section III E 19 authorizes the Joint Board to amend the requirement that its votes be unanimous.

· Section XIII M authorizes the Joint Board to make any amendment to the interlocal agreement that does not “materially affect the policies or intent of the agreement.”

King County Representation on the Joint Board

The Transit General Manager is King County’s representative on the Joint Board.  While the Council is asked to formally approve the interlocal agreement, the Transit General Manager will subsequently have the authority to support amendments to that document and actions having financial implications for King County without any further Council involvement. This is not the situation at the other transit agencies where each Joint Board representative reports directly to the agency’s governing body.
SMART CARD COST ASSUMPTIONS

The Regional Fare Coordination Project Budget is comprised of two cost elements.  These are the capital costs (design and implementation) and the operating costs (services and maintenance).  Within the capital cost element, there are two cost categories; the Vendor Contract and “Other Project Administration Costs.”  Within the operating cost element, there is a combined 10-year estimate based on Vendor Contract and King County Metro Regional System Operating Services.

The fixed-price Vendor Contract capital costs include: equipment, installation, implementation, integration, training, fare cards, reports and project management.  In addition to the Vendor Contract costs, there are other project administration costs that include: internal project management team, regional technical consultant, sales tax, dispute resolution, project marketing, and project evaluation.  All of these costs are shared per a regional cost-sharing formula based on each agency’s share of the system’s total capital costs.  

For operating costs, which include services and maintenance, the agreement requires each agency to pay a percentage of the 10-year costs through a formula based on each agency’s share of the region’s total ridership projected for the year 2005.  An estimate of each agency’s operating costs is included in Exhibit C, VIII.  Once the smart card system is operating at a steady state, the cost-sharing formula will be based on each agency’s actual smart card system transactions processed by the system. This formula is likely to differ from estimated 2005 ridership figures.  Operating costs assumptions will be adjusted annually.  

King County’s total estimated costs for this project ultimately depend on how many other agencies participate in the Regional Fare Coordination Agreement.  For discussion purposes, the following tables present scenarios of King County’s estimated costs under a five agency agreement and a six agency agreement.

	Project Costs Under a FIVE Agency Agreement  
	Participating Agencies

	King County’s 10-year Estimated Operating Cost (Services & Maintenance) Commitment: $24.8 million  

· These expenditures would be paid in annual increments over the contract period. 

· Under this scenario, the operating cost figure represents King County’s projected share of total operating costs based on an estimated 79% of the region’s ridership.


	King County, Sound Transit, Community Transit,

Kitsap Transit, and Washington State Ferries

	King County’s Estimated Capital Cost Commitment: $17.3 million 

· These costs include equipment, installation and system implementation.

· The regional cost-sharing formula assumes King County’s share of the capital costs to be 62.4% of the system’s total capital costs.
	

	Total Other Shared Capital Costs: $10.2 million
	

	Total King County Estimated Project Costs - $42.1 million
	

	Total Regional Project Costs -$70.1 million
	


	Project Costs Under a SIX Agency Agreement 
	Participating Agencies

	King County’s 10-year Estimated Operating Cost Commitment: $23 million
· This scenario represents King County’s projected share of the operating costs based on an estimated 71.7% of region’s ridership.


	King County, Sound Transit, Community Transit, Kitsap Transit, and Washington State Ferries, Pierce Transit

	King County’s Estimated Capital Cost Commitment: $17.08 million

· The regional cost-sharing formula assumes King County’s share of the capital costs to be 56.7% of the system’s total capital costs.


	

	Total Other Shared Capital Costs: $10.9 million
	

	Total King County Estimated Project Costs: $40.1 million
	

	Total Regional Project Costs $73.8 million
	


Under a five agency agreement, King County’s 10-year estimated operating costs would increase by approximately 7% ($1.8 million) and capital costs would increase by approximately 5.6% ($230,000) for a total of $2 million in additional costs. 

Impact of Agency Withdrawal

The cost shares for each agency may vary depending on the number of total participating agencies.  For instance, if an agency were to withdraw from the agreement, it would have a negative financial impact on the remaining agencies because the cost-sharing formula would need to be revised resulting in higher costs for each agency.  If a large agency such as Sound Transit or King County were to withdraw, the project would not likely proceed as the increased costs and project concept would no longer be practical.  

Latecomer Agency Impact

If an agency were to join the agreement at a later date, it could alter the percentage share of the capital investments and potentially offset some of the vendor operating costs for the participating agencies.  Depending on when a new agency might join in the future, the Joint Board may decide that the new agency should be responsible for mitigating some of the design/implementation costs.  

Estimated Cost Savings

Transit Division staff project a minimum, ongoing operating expense reduction of $2.5 million that would result from converting to the new fare collection system.  This expense reduction would be offset by $1.9 million incurred from converting to the new fare collection system for an ongoing net savings of $600,000.  These savings are sufficient to offset roughly 50% of the capital costs (less grants).  In order to reach a break-even scenario, additional ongoing operating cost reductions would need to be identified, and/or additional grants would need to be obtained.  Another way to reduce operating costs and potentially reach a break-even scenario would be for a new agency or agencies to join the regional fare coordination system.  According to Transit Division staff, other benefits of the new fare collection system beyond cost savings include customer ease of use, data collection, and reporting.  
Budget Impact Summary

Operating cost assumptions are likely to vary from year to year.  Once the smart card system is operational, operating costs will be based on actual smart card system transactions, which are likely to differ from estimated future ridership figures.  This difference could cause a redistribution of operating costs among the participating agencies.  Any changes to the distribution of operating costs among the participating agencies will be determined by the Joint Board based on usage figures.  King County will be obligated to fund its portion of the Regional Fare Coordination operating costs through the annual Transit Operating budget. No contingency has been incorporated into the operating cost assumptions.  

King County’s share of the capital costs have largely been provided for through the 2003 Adopted Budget.  The six-year funding for CIP # A00320 (Regional Fare Coordination Project) is $21,295,847 and includes a 20 percent contingency.  Approximately $18.8 million of the total funding was appropriated in 2003.  As lead agency for the Regional Fare Coordination project, King County has received substantial revenue support from federal grants in the amount of $11.9 million.  The bulk of the remaining revenues are provided through program revenues in the Public Transportation Fund.  
