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SUBJECT

A briefing on Metro’s revenue forecast update and the revenue impacts of the fare change proposal.

SUMMARY

Today’s briefing will include an update from the Director of the Office of Performance, Strategy, and Budget on projected changes to Metro’s revenue as a result of state budget changes. It will also include a summary of the financial impacts of a package of fare-related ordinances and motions transmitted by the King County Executive. The package would make the following changes to Metro Transit fares:

· Eliminate zone and peak price differentials to create a flat adult fare of $2.75;
· Increase the cap on the Human Services Ticket Program;
· Allow for elimination of the $3 fee for Regional Reduced Fare Permits and reduce the ORCA card fee from $5 to $3.

The proposal is projected to produce a net revenue increase of $3.5 million in 2020. Subtracting the costs associated with the other components in the fare package would yield a projected net revenue increase of $2.3 million in 2020.

On September 27, 2017, the Regional Transit Committee passed the proposed ordinances out of committee with a “Do Pass” recommendation. The ordinance was amended in committee with Amendment 1 to replace the transmitted Title VI Analysis with a corrected Title VI Analysis. On October 3, the Transportation, Economy, and Environment Committee had a discussion of the fare-related ordinance and motions, and plans to take the items up again at its October 31 meeting.

BACKGROUND 

Washington State Budget

The state of Washington enacted a 2017-2019 Transportation Budget on May 16, 2017 and a 2017-2019 Operating Budget on June 30, 2017. These budgets have implications which may impact revenue forecasts for Metro Transit. Dwight Dively, the Director of the King County’s Office of Performance, Strategy, and Budget (PSB), will provide an update on the anticipated impacts to Metro Transit, including the extension of sales tax to bottle water and the creation of a martketplace fairness policy for out-of-state retailers selling to Washington customers. PSB will be including these changes in an update to Metro’s financial plan in the third quarter of 2017.

Proposed Fare Change Package

The Executive has transmitted a package of transit fare-related legislation. The components of the fare change package include:

· Proposed Ordinance 2017-0350 would implement a $2.75 flat fare and eliminate the adult peak and zone fare categories. The new fare would take effect July 1, 2018.
· Proposed Motion 2017-0351 would accept a report on very-low-income fare options, recommending an increase in the cap on the Human Services Ticket Program, a pilot of using ORCA products in the Human Services Ticket Program, and further research on the needs of very-low-income residents;
· Proposed Ordinance 2017-0352 would increase the annual cap on the subsidy for the Human Services Ticket Program by $400,000 to $4 million;
· Proposed Motion 2017-0353 would accept a report on options to eliminate the ORCA card fee, recommending elimination of the $3 fee for Regional Reduced Fare Permits (available to seniors over age 65 and people with disabilities) and working with regional partners to reduce the ORCA card fee from $5 to $3;
· Proposed Ordinance 2017-0354 would allow for elimination of the $3 fee for Regional Reduced Fare Permits.

The proposed ordinances were referred to both the Regional Transit Committee and the Transportation, Economy, and Environment Committee. The proposed motions are in response to Council provisos in the 2017-2018 budget and were referred to the Transportation, Economy, and Environment Committee consistent with the proviso language. The proposals rely on revenues generated by Proposed Ordinance 2017-0350 to offset the costs associated with them.

On September 27, 2017, Proposed Substitute Ordinance 2017-0350.2 passed out of the Regional Transit Committee with a “Do Pass” recommendation. The ordinance was amended in committee with Amendment 1 to replace the transmitted Title VI Analysis with a corrected Title VI Analysis. Proposed Ordinances 2017-0352 and 2017-0354 also passed out of the Regional Transit Committee with “Do Pass” recommendation.

On October 3, the Transportation, Economy, and Environment Committee had a discussion of the fare-related ordinance and motions, and plans to take the items up again at its October 31 meeting.

ANALYSIS

Financial Impacts of Fare Change Proposals

Revenue 

Fares represent Metro’s second largest source of revenue, after sales tax receipts.  According to Metro, Metro collected $162 million in fare revenue in 2016, representing 31 percent of Metro’s passenger related operating costs.

The fare proposal is estimated by Metro to increase net fare revenue by $3.5 million by 2020, which represents a 2.2 percent increase. The additional changes proposed in Proposed Ordinance 2017-0352, Proposed Motion 2017-0353, and Proposed Ordinance 2017-0354, would decrease revenue for Metro by $1.175 million in 2020, as shown in Table 1. The net revenue impact of these proposals would be an annual increase of $2.3 million in 2020 compared to projected revenue under the current fare policies. $2.3 million represents a very minor increase in Metro’s $800 million annual operating budget.

Table 1. Revenue Impacts of the Fare Proposal Components
	Fare Change Action
	Proposed #
	Annual revenue Impact by 2020

	$2.75 flat adult fare
	2017-0350
	$3.5 million

	Increase total annual subsidy for the Human Services Ticket Program by $400,000
	2017-0352
	$(400,000)

	Waive $3 Regional Reduced Permit Fee for senior and disabled riders
	2017-0353
2017-0354
	$(75,000)

	Reduce ORCA card fee from $5 to $3
	2017-0353, ORCA Joint Board action
	$(700,000)

	Cumulative Impact
	$2.3 million



Farebox Recovery and Future Fare Increases

Metro’s fund management policies, updated by the King County Council in 2016, require Metro to maintain a farebox recovery ratio of at least 25 percent, with a target of 30 percent.

In 2016, Metro’s farebox recovery ratio was 31 percent. Because the farebox recovery ratio was above the target, and because there was interest in examining Metro’s fare structure, the 2017-2018 adopted budget did not include a fare increase. Metro’s financial plan assumes adult fare increases in 2020 and 2024.

Metro projects that the proposed fare change would increase the farebox recovery ratio in 2020 by 0.5 percent compared to no change in fares. This would bring the projected 2020 farebox recovery from 25.9 percent under current fares to 26.4 percent under the proposal. Figure 1 compares Metro’s projected farebox recovery ratio over time under various fare scenarios.
Figure 1. Projection of Metro’s Farebox Recovery for Three Fare Scenarios[footnoteRef:1] [1:  The diagram assumes revenues and expenditures as adopted in the 2017-2018 budget and does not include updated revenue forecasts as a result of state budget changes or the expenditure components of the proposed fare package.] 
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Under current projections, it appears a fare increase may be needed in the 2020-2021 timeframe with current fares and in the 2021-2022 timeframe with the proposed $2.75 adult fare, in order to maintain a farebox recovery ratio above 25 percent.  In order to maintain a farebox recovery ratio closer to the 30 percent target, a fare increase may need to occur in 2020. Fluctuations to operating costs and revenues, such as larger than expected increases or decreases in fuel costs or sales tax receipts, could change these projected timelines. The Executive plans to review Metro’s updated revenue and costs projections in 2018 in order to determine whether to propose a $0.25 fare increase in the 2019-2020 budget.

Additional background and analysis of the fare change package can be found in the staff reports for Proposed Ordinances 2017-0350, 2017-0352, and 2017-0354, and Proposed Motion 2017-0353.

ATTACHMENTS

1. Proposed Ordinance 2017-0350.2 (attachments can be found at: M:\Committees\Budget & Fiscal Management\2017-0350.2 Attachments 1A. B. and C.pdf or in Legisearch at: http://kingcounty.gov/council/legislation.aspx.)
[bookmark: _GoBack]
2. Fiscal Note for 2017-0350.2
3. Metro Transit Sales Tax Forecasts Memorandum

INVITED

1. Dwight Dively, Director, Office of Performance, Strategy, and Budget
2. Tessa McClellan, Program/Planning Manager III, Metro Transit
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Farebox Recovery for Three Scenarios:
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1. This chart does ot llustrate the impact of the proposed changes to the RRFP/ORCA card fee or the increase

the Human Services

tickety subsidy cap.
2. Farebox recovery illustrated here includes both Metro transit bus fare revenue as well as fare revenue from the City of Seattle

Commur

Mobility Contract (CMC) bus service.
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