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SUBJECT:  An ordinance relating to the operation and maintenance of the Seattle Streetcar on behalf of the city of Seattle, adopting an agreement between King County and the city of Seattle and consenting to the city of Seattle’s exercise of power reserved to King County in accordance with RCW 35.58.260.

SUMMARY:  Proposed Ordinance 2007-0329 would authorize the executive to approve an interlocal agreement (ILA) with the City of Seattle for the County’s Metro Transit division to operate the City-owned Seattle Streetcar (or South Lake Union Streetcar).  The ILA governs activities from now through the projected date of initial operations through the end of 2014.  This would include seven years and one month of streetcar operations if service begins in December 2007.  The ILA also provides for a five-year extension by mutual consent.  The proposed ordinance would also consent to the city’s exercise of powers for the provision of transit service that are reserved to the county under state law.

BACKGROUND:
The Executive transmitted Proposed Ordinance 2007-0329 and the attached ILA to the Council on May 17.  On May 23, the Committee heard presentations by City and Metro Transit staff and the Council staff’s discussion of next steps.  
Since then, Council staff has carried out legal review, analysis of revenue and cost assumptions, and evaluation of other issues.  A proposed modified ILA has been drafted and circulated.
This staff report includes:

1. Summary of Operating Proposal;
2. City Consideration of the ILA; 

3. Highlights of Proposed Changes to the ILA;
4. Review of policy issues; and

5. Next steps.

1.  SUMMARY OF OPERATING PROPOSAL

The ILA provides that the City will own the Streetcar and be responsible for capital expenditures and insurance as well as heavy repair and major overhaul expenses.  The County will operate it.  There are three operational phases:

· Startup – the period from now until revenue service begins;

· Phase 1 – from the beginning of Streetcar service (estimated as December 2007) until Link Light Rail begins service (estimated as September 2009), and

· Phase 2 – from the startup of Link Light Rail service until the end of the agreement on December 31, 2014.

During Startup and Phase 1, the City will reimburse Metro Transit for all operating expenses net of farebox revenue.  In Phase 2, the City will reimburse Metro Transit for 25 percent of operating expenses net of farebox revenue.  Metro Transit will pay the remaining 75 percent of these expenses.

The ILA defines operating and maintenance expenses and establishes a methodology for calculating them.  These costs include workmen’s compensation, risk management program coverage for County liability exposure, and some administrative overhead.

When Link Light Rail begins operations, Metro Transit revenue needed to fund 36,000 annual hours of bus service will be freed up because these service hours duplicate Link service.  As the ILA states, the City’s Streetcar planning effort “anticipates the re-allocation of METRO bus service hours from the LINK Light Rail service area to the Seattle Streetcar.”  According to Metro Transit staff, revenues equivalent to the amount needed to fund about 16,800 hours of bus service would be used to pay Metro Transit’s share of the Streetcar operating costs.  Policy implications of this assumption are discussed later in the staff report.
2.  CITY CONSIDERATION OF THE ILA
The City began construction of the streetcar line in July 2006 and expects to complete construction in late 2007 with the potential for operations and fare-box recovery to begin in December 2007.

Council Bill 115917, relating to the Streetcar, is currently pending in the City Council with final action likely on June 25.  This bill would approve the ILA and establish other conditions and requirements for the Streetcar.

Council Bill 115917 would establish a Streetcar Fund that would receive revenue from sponsorships and the Federal Transit Administration (FTA) and disburse City payments to the County.  Because this Fund is projected to have a negative balance as late as 2018, it could borrow up to $2.2 million from the City’s Consolidated Cash Fund.
Council Bill 115917 includes some additional requirements:

· By March 1 each year, the Seattle Department of Transportation would be required to report to the City Council on Streetcar performance, including projected versus actual ridership, projected versus actual revenues and expenditures, actual use of funds from City’s Consolidated Loan Pool, and the number of Metro Transit service hours used.

· The Streetcar is planned to have 15 minute headways, 6 a.m. to 9 p.m., seven days per week.  Any City proposal to change this schedule would have to be approved by the City Council before the City could propose it to the County.

3.  HIGHLIGHTS OF PROPOSED CHANGES TO THE ILA
This section of the staff report outlines highlights of the changes to the ILA recommended by the Council’s legal counsel and acceptable to the City:
Recital Section 

There are two clarifications to the recitals for committee consideration:

· Expand the grant of County consent, required under RCW 35.58.260, beyond the simple authority to operate public transportation services to include other streetcar system functions listed in the RCW: construction, acquisition, maintenance, operation, repair, control and management.

· The transmitted version includes a reference to the City’s assumption that the County will reallocate existing bus service investments in support of Phase 2 streetcar operations. To avoid the implication of a County commitment to a specific bus service allocation outside of the Council’s process for reviewing and approving service changes, an additional statement could be added acknowledging the City’s assumptions while clarifying that the decision on the source of County funds will be made later, guided by adopted service allocation policies. 

Section 6.1 Seattle Streetcar Service Plan

By March 30 of each year, the City will provide the Transit Division with a service plan for the following year, to be discussed and ultimately approved by both parties. In recognition that the March 30th deadline has already passed for a 2008 service plan, establish a new deadline in the ILA for submittal of the 2007/2008 service plan. 

Section 24.0 Termination for Default or Convenience

The provisions of the ILA allow for termination of the agreement “in whole or in part” but, with all the provisions in the ILA for jointly-approved actions and dispute resolution, it is unclear why unilateral termination of a portion of the agreement should be permitted. The partial termination option could be removed from the ILA. 

Section 25.15 Amendments and Modifications

The proposed ILA allows for joint City/County administrative changes to the exhibits attached to the agreement:

· Exhibit A – Definitions

· Exhibit B – Route Alignment and Stop Location Map

· Exhibit C – Startup Responsibilities

· Exhibit D – Seattle Streetcar Maintenance Responsibilities

· Exhibit E – Cost Methodology

Rather than allow the basic system map in Exhibit B to be revised administratively, the ILA could be amended to require City and County Council approval of any change. 

4.  REVIEW OF POLICY ISSUES

Here is additional information on policy issues, including ones listed in the May 23 staff report.

Revenue and Expenditure Assumptions
The City’s May 2007 Operations and Maintenance Finance Plan includes estimates of operating expenses and revenues that differ from the County’s assumptions.  The County has taken a conservative approach in estimating revenue and operating expenses.

Using these conservative assumptions, the Transit Division staff calculates that the County share of Phase 2 operations will cost about the same as 16,800 hours of bus service.  Because bus and streetcar expenditures consist largely of labor costs, the year-by-year increase in costs is likely to be similar for both modes.  If, however, Streetcar costs increased at a higher rate than bus expenses, the County’s share of costs could be equivalent to more than 16,800 hours of bus service in future years.  If the County’s conservative assumptions about farebox revenue turn out to be low, the County share of costs could be equivalent to fewer than 16,800 hours of bus service.

City Ridership Growth Assumptions 
The City assumes a substantial growth in ridership, reaching about 1 million annual rides in 2017-2019.  The City Financial Plan does not assume that shorter headways, with correspondingly higher costs, would be adopted up through 2019.  Council staff asked Transit Division staff to assess whether the initial service level (15 minute headways, 15 hours per day, 7 days per week) could accommodate 1 million annual rides.
Metro Transit staff notes that 750,000 riders, the city’s “high” projection for 2012, translates to 66 passengers per hour average.  At 4 trips each direction each hour, that is an average of 8+ passengers per trip.  Peak hour, peak direction travel would be much higher.  If there are 2000 riders per day (1000 each direction) and 10% of the ridership is in the peak hour, there would be 100 riders per peak hour traveling in the peak direction.  Split among 4 trips, that is 25 riders per trip.  Even doubled to 200 peak hour, peak direction riders, the capacity is manageable.  Streetcar capacity is 30 seated, 55 standing.

Service Planning Authority

Section 6.1 of the ILA establishes an annual process for determining the frequency and span of streetcar service for the following year.  In Phase 2 when King County becomes responsible for 75 percent of the operating costs (minus farebox revenues) the annual streetcar service plan has implications for King County’s ability to fund other West Subarea service needs.  The proposed annual process begins with the City submitting a proposed service plan for the next year. Following discussions with the County, a service plan will be agreed upon or, failing that, taken to the dispute resolution process outlined in Section 23.0.

At the Committee’s May 23 meeting, staff asked whether the annual service planning process could result an increase in streetcar frequency or hours of operation which the County considered inappropriate or unaffordable, given the competing demands for limited West Subarea transit service investments. Further analysis of the question, and the dispute resolution process in particular, indicates that this is unlikely for several reasons:

· The dispute resolution process culminates with the provision for both parties to voluntarily enter into non-binding mediation. Regardless of the outcome of that process, the County would be under no obligation to invest in the streetcar at a particular level. Following mediation, the next step for either party would be litigation. 

· Ultimately, both parties retain the option to terminate the agreement for convenience (Section 24.2). 

The service plan would be approved annually but the proposed agreement does not address the possibility that the two parties fail to agree on frequency or span, leaving the streetcar without a service plan for the coming year.  In that case the default position might be to continue to operate under the prior year’s service plan, a setback for whichever party sought a change.  From the County’s perspective this raises the question of how to respond if the process deadlocks over a County proposal to reduce streetcar service, perhaps as part of a systemwide service cutback necessitated by economic conditions.  In that case, the County’s only option would be terminate the interlocal agreement. 

Public Involvement Model

At the committee’s May 23 meeting, staff stated that it planned to review how the Transit Division’s public involvement process would be applied to the Seattle Streetcar proposal.  In Phase 1 the County’s role would be strictly that of a contractor operating the service at the City’s expense.  In Phase 2, planned to begin in 2009, King County would become responsible for the majority of the operating costs.  The precise source of those operating funds is not specified in the ILA, though it sets out the City’s anticipation that current bus service investments freed-up by light rail service will be used.

The beginning of light rail service in 2009 is expected to allow at least 36,000 annual West Subarea bus service hours to be reinvested elsewhere. This does not include the hours in Route 194 which connects Federal Way and SeaTac Airport with downtown Seattle and which, if discontinued with the start-up of SeaTac-to-Seattle light rail service, could free up another 24,000 annual hours. 

Typically, major service investments, such as the redeployment of 36,000 – 60,000 hours, would be anticipated and prioritized in the Six-Year Transit Development Plan and considered by one or more citizen stakeholder groups and there is the opportunity to follow that process with regard to the streetcar service investment.  The ILA does not commit the County to the use of these redeployable hours and the current schedule for adopting a 10-Year Transit Strategic Plan (the successor to the Six-Year Plan) would allow for a 2008 prioritization decision on those redeployable service hours.  However, if the outcome of that process is a decision not to prioritize the 16,800 hours of streetcar service, it is not clear at this point how else the County might fund its share of the streetcar operating costs. 

Regional Fare Coordination 
The region’s transit agencies will implement the “Smart Card” regional fare system during the period when this ILA is in effect.  The Streetcars could use Smart Card technology but this would require capital investments that would be a City responsibility.  The ILA does not require such investments.  Absent Streetcar participation in Smart Card, riders with Smart Cards would have to pay separate Streetcar fares.  Section 16.4 of the ILA provides that the County may decide that Streetcar riders will not receive transfers valid for use on other transit services.

Fares and the Ride Free Area 
The ILA states that fares “will be consistent with County fare policies.”  K.C.C. 28.94.015, Rates of Fare for Transit Program, sets a one-zone peak fare of $1.50 and off-peak $1.25 for streetcar service, the same as the bus fare.  The County Council must approve any changes in fares by ordinance.  The Metro Transit Financial Plan assumes a fare increase sometime in 2008.
Our existing (though suspended) streetcar, the Waterfront Streetcar, is not in the Ride Free Area and this is specified in the Ride Free Area agreement.  Because there is only one Streetcar station within the boundary of the Ride Free Area, any Streetcar trip would extend outside the Ride Free Area and the rider would be required to pay the fare.  When updated, the Ride Free Area Agreement could specify that the Streetcar is not included.
Federal Funding - Section 17.0, Federal Funding Requirements, provides that the City must give the County 120 days advance notice if it plans to use federal funds for any payments to the County.  The City must also meet with the County to determine how the County will comply with “any applicable federal contract and funding requirements.”  The City does intend to use some of its federal transit funds (fixed guideway modernization program funding attributable to operation of the existing Monorail).

As explained by Transit Division staff, the County will submit an invoice to the City for Streetcar costs, some (but not all) of which will be eligible for reimbursement by the Federal Transit Administration (FTA).  When the City asks for FTA reimbursement of these costs, it will need to demonstrate that all such costs are eligible under FTA rules.  According to Transit Division staff, this would not likely affect the County’s receipt of FTA funds but might create an issue for the City.
5.  NEXT STEPS

A revised ordinance and revised ILA will be provided to the Committee at the Committee meeting.  The City has indicated its willingness to accept these proposed changes to the ILA.  The Committee will also have the opportunity to discuss the policy issues raised in this staff report.


The City Council Transportation Committee approved the transmitted ILA and accompanying ordinance on June 12.  This legislation will be before the full City Council on June 25, at which time the City Council will have the opportunity to adopt the amended ILA. 
ATTACHMENTS:
1.
Proposed Ordinance 2007-0329 with attachments
2. Executive’s transmittal letter 
3. Fiscal Note for Proposed Ordinance 2007-0329
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