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SUBJECT

This staff report is the second briefing on propsed ordinance 2014-0187, which relates to for-hire transportation, including taxicabs, for-hire vehicles, for-hire drivers and Transportation Network Companies (TNCs). 

A detailed description of existing County regulations on for-hire transportation, as well as an analysis of the provisions in the proposed ordinance can be found in the staff report from the first briefing on this issue from the May 27, 2014, committee meeting. This second staff report focuses specifically on regulatory approaches that have been adopted in other jurisdictions to address TNCs. It also analyzes issue areas in proposed ordinance 2014-0187 that Councilmembers may wish to examine in more detail.

SUMMARY

King County regulates taxis and for-hire vehicles that transport passengers for compensation. These regulations are intended to ensure that customers can use these options in a safe manner. The county’s regulatory framework supports the unincorporated areas of the county and sixteen contract cities, and is implemented in cooperation with the City of Seattle and the Port of Seattle, through Interlocal Agreements.  

Since 2012, new transportation options that make use of application-based technology (apps) on smartphones have entered the market. The new organizations that use this technology as part of their business model have come to be known as Transportation Network Companies (TNCs). These new entrants have not been regulated, and, as such, have not been subject to the county’s requirements.  

Proposed Ordinance 2014-0187 would make changes to existing regulations for transportation companies in three primary areas:  (1) add new regulations affecting TNC organizations, drivers, and vehicles; (2) make other changes to regulations that affect taxi, for-hire, and TNCs; and (3) modify the county code to streamline and update existing regulations.  

As noted above, a description of King County’s existing for-hire transportation regulatory structure and the proposed ordinance can be found in the staff report from the May 27, 2014, committee meeting. This staff report focuses on new regulations for TNCs adopted by other jurisdictions, as well as issue areas in the proposed ordinance that Councilmembers may wish to examine in more detail.

BACKGROUND
King County benefits from a healthy spectrum of transportation choices. Currently the region is served by taxis, for-hire vehicles, and limousines. In addition, there are now new entrants in the market that offer opportunities for private citizens to use smartphone application-based technology (apps), and their phones’ GIS capabilities to pick up rides for fares or suggested donations. These new entrants have come to be known as Transportation Network Companies (TNCs), so as to not be confused with traditional ride share programs (such as van pools).  
Taxis, for-hires, and limousines all operate under different regulatory structures.  However, TNCs have not been regulated in the State of Washington. The following table shows the basics of the regulatory structures for these transportation options and the number of current licenses in King County:
	
	Number of Vehicles
	Permitted to Accept
	Quantity Controls
	Safety Controls
	Economic Controls

	Taxis
	240-County Only
336-Seattle Only
352-Dual Licensed w/Seattle

	Dispatched,
Pre-arranged,
Hailed, and 
Cabstand
	License Caps set by County and City 
	Vehicle inspection, driver training, and insurance requirements
	Defined Meter Rate

	For Hire Vehicle
	170-County Only
198-Dual Licensed w/Seattle
	Dispatched,
Pre-arranged
(Dual licensed
And county
Vehicles may be hailed
Outside City)
	No Caps
Set by County; License Cap
City
	Vehicle inspection, driver training, and insurance requirements
	Flat fare

	Limousine
	1,102-State licensed
	Pre-arranged
	No
	Vehicle inspection, driver training, and insurance requirements
	Pre-set Fare

	Transportation Network Companies
	Not currently regulated in King County






ANALYSIS

Because TNCs are a relatively new form of transportation option, jurisdictions around the country have begun to focus on how they should be regulated. Proposed Ordinance 2014-0187 is part of this effort. 

Recent City of Seattle Actions to Regulate TNCs. The Seattle City Council’s Committee on Taxi, For-Hire and Limousine Regulations began working in 2013 on a plan to assimilate TNCs into the existing regulatory framework. On March 17, 2014, the council passed an amended version of Council Bill Number 118036, which was signed by the Mayor. The bill created a pilot project to regulate TNCs, increased the number of taxi licenses in the city, and changed certain requirements for for-hire drivers. In addition, it capped the number of drivers who could be on any single TNC system at one time at 150, effectively limiting the number of TNC drivers on the road to 450 (150 for each of the three TNCs operating in Seattle).  

The legislation was adopted on March 17, 2014, and signed by the mayor. However, proponents of a referendum to repeal the new legislation have turned in sufficient signatures to have the measure placed on the ballot. As a consequence, the implementation of the new legislation is on hold. Subsequent to the filing of the referendum signatures, Seattle’s Mayor convened a working group with the charge of negotiating new requirements among all of the stakeholders before June 7, 2014. The Mayor has informed the stakeholders that, if negotiations do not result in new regulations, he will institute a “cease and desist order” for TNCs in Seattle. Any recommendations from this working group would then be subject to the review of the City Council.

Other Jurisdictions’ Efforts to Regulate the TNCs. The advent of TNCs has raised regulatory issues nationally and internationally. Lawmakers have been grappling with how to incorporate TNCs into regulatory frameworks that were largely developed to regulate the operation of taxis. These regulatory frameworks have taken different approaches.

· TNC Bans. A number of jurisdictions have banned the new entrants and will not allow TNCs to operate in their areas. These jurisdictions include Atlanta, Austin, Las Vegas, Miami, New Orleans, and St. Louis. In addition, several European jurisdictions have enacted bans and taken enforcement actions against TNCs.

· California TNC For-Hire Regulations. California was the first jurisdiction to implement regulations for the new industry. The State of California’s Public Utility Commission regulates transportation companies statewide and found that TNCs should be regulated as entities that “transport passengers for compensation.” As such, the commission developed rules for TNCs in September 2013. The commission established 28 rules and regulations for TNCs, including requirements that:

· TNCs obtain a license from the commission, 
· TNC drivers undergo background checks, 
· TNC drivers complete commission-approved driver training programs,
· TNC vehicles be inspected by an approved mechanic, 
· TNCs hold “commercial liability insurance” of $1 million per incident (where both the company and the individual driver must show proof of insurance), and 
· TNC companies provide annual information on their operations.  

· Colorado Regulations. In April 2014, the State of Colorado adopted a new law regulating TNCs with a different approach to how TNCs must be insured. The Colorado law established that TNCs are “entities that use a digital network” for the purposes of providing transportation, but are not taxis. The new law requires that TNCs establish that its drivers are licensed, conduct background checks, and inspect vehicles. The records showing that the TNC has met these requirements are to be made available to the state.

In addition, the state established new insurance requirements. Colorado requires that TNCs provide evidence that drivers have liability insurance of $1 million per incident whenever they are transporting a passenger. In addition, the driver and TNC must have “contingent” liability coverage whenever the driver is logged into the system but not carrying a passenger. The driver must also have personal insurance coverage for when they are not “logged on.” 

The Colorado legislature recognized that the insurance industry is likely to change in the near future and begin to provide new insurance products designed for the TNC industry. Therefore, the new law changes insurance requirements after January 15, 2015, to require that a driver or TNC be in possession of a single policy that covers the vehicle when in personal use, logged on, or with a passenger. The Colorado law also requires that the state Division of Insurance conduct a study on TNC insurance.  

Many more jurisdictions have completed regulatory frameworks for TNCs using existing standards for taxis or limousines or have crafted new frameworks—such as the City of Chicago. Finally, several states and other jurisdictions have pending legislation for establishing regulations for TNCs. These include Arizona, Boston, Dallas, Illinois, Maryland, Oklahoma City, Michigan, and Pittsburgh.

Issue Areas in the Proposed Ordinance. Proposed Ordinance 2014-0187 would make a number of regulatory changes that would affect taxis, for-hires, and TNCs. Councilmembers may wish to examine some of the issues covered by the proposed ordinance in more detail.

· Nature of TNC Companies, Drivers, and Vehicles. Taxis, for-hires, and limousines all operate under different regulatory structures. TNCs have not been regulated in the State of Washington. However, state statute sets standards for the “Transportation of Passengers in For Hire Vehicles” in RCW. 46.72. RCW 46.72.001 states:
“The legislature finds and declares that privately operated for hire transportation service is a vital part of the transportation system within the state. Consequently, the safety, reliability, and stability of privately operated for hire transportation services are matters of statewide importance. The regulation of privately operated for hire transportation services is thus an essential governmental function. Therefore, it is the intent of the legislature to permit political subdivisions of the state to regulate for hire transportation services without liability under federal antitrust laws.”
RCW 46.72.010 defines the term "for hire vehicle" to include all vehicles used for the transportation of passengers for compensation. Specifically state law requires that for-hire companies:

· Obtain a permit to operate, which includes information on every driver and vehicle, along with “such other information the director may require.”
· Obtain a surety bond or “public liability insurance policy covering each and every motor vehicle operated or intended to be so operated, executed by an insurance company licensed and authorized to write such insurance policies in the state of Washington, assuring the applicant for a permit against property damage and personal liability to the public, with the premiums paid and payment noted thereon. Said policy of insurance shall provide a minimum coverage.”
· Secure a “certificate” to display in every vehicle and pay a fee for the certificate.

Proposed Ordinance 2014-0187 is based on this definition that TNCs are for-hire vehicles and are subject to state statutes regarding for-hire vehicles. This proposed ordinance would add new definitions specific to TNCs that would meet state statutory requirements and also bring these entities under the county’s regulations for for-hire drivers and vehicles. The ordinance would define a TNC as a person licensed to provide application dispatch services via an application dispatch system that connects drivers with fare-paying passengers for transportation, where "application dispatch system" is defined as technology that allows consumers to directly request dispatch of for-hire drivers via the internet using mobile interfaces such as smartphone applications. 

· Driver Qualification: Background Checks, Training, Vehicle Inspections. Currently, the TNCs accept driver applications online from individuals. They require proof of a driver’s license, insurance, and a description of the applicant’s vehicle. Generally, each TNC conducts background checks (criminal and driving) for each applicant and also require the applicant’s vehicle to be inspected prior to acceptance.[footnoteRef:1]   [1:  It should be noted that although some UberX drivers do have for-hire or chauffeur licenses, the company does not make it a requirement. Many TNC drivers may also drive taxis or for-hire vehicles (and already have a for-hire license) in addition to “logging on” to a TNC network.] 


Upon acceptance, each company requires some type of training before an applicant can begin using the company’s system. After drivers have been qualified, they use their own vehicles and become part of the “network” after they “log in.”[footnoteRef:2] The TNCs treat their drivers as contractors and file Form 1099s for the drivers with the Internal Revenue Service.   [2:  Each of the TNC systems has a form of matching software that identifies the appropriate driver when a potential passenger engages the TNC app on their smartphone or other device. The passenger is notified of the “match” and is given identifying information on the driver and vehicle. The driver receives similar information for the passenger. The passenger then is picked up and delivered to their destination. No cash is used in the transaction. Generally, the TNCs have both the passenger and driver rate the ride.] 


The proposed ordinance would require these same driver qualification elements, but would have the county – rather than the TNCs – ensure compliance for each element. Rather than relying on TNC background checks and training for drivers, the proposed ordinance would require that drivers pass a background check through the King County Sheriff’s Office (for criminal history) and a county review of the driver’s state Department of Licensing Driving Abstract. 

In addition, the proposed ordinance would require that training be supervised by the county rather than administered by the TNC. The proposed ordinance would revise the county’s training curriculum, deleting some requirements, such as the history and geography of Puget Sound, while adding new requirements, such as training on risk factors for crimes against drivers. These proposed changes would reduce the length of the required training from two days to one day. RALS staff has noted that they are investigating whether this training can be provided on-line. Further, the proposed ordinance would change the requirement for driver refresher training from once every three years to “as needed” as determined by the director.  

The proposed ordinance would require that drivers provide evidence that their vehicle has been inspected by an authorized, county-approved mechanic. Some of the TNCs have a similar requirement, while other companies use alternative inspection processes. 

· Insurance. Each jurisdiction that has developed a regulatory format for TNCs has had to address concerns related to insurance coverage for vehicles and drivers. Prior to the advent of TNCs, vehicles used as taxis or for-hire vehicles were demonstrably “commercial” vehicles, and as such, insurance companies placed requirements for these vehicles that recognized their primary commercial use. 

However, the TNC model does not use identifiable commercial vehicles to provide services. Instead, the companies rely on drivers using their own personal vehicles. Traditional insurance for personal vehicles can include “exclusions” that limit the insurance company’s responsibility, with a common exclusion being when a personal vehicle is used to transport paying passengers (livery). In addition, questions and concerns have arisen as to the insurance status of a driver who has “logged on” to the TNC network, but does not yet have a paying passenger in their vehicle.   

The proposed ordinance would address the insurance question by requiring that TNC companies and drivers have the minimum liability coverage required by state statute and provide evidence of the insurance. The ordinance would also require notification of policy cancellation and require that the insurance be obtained from an “admitted carrier” (as required by statute) which has a B+ VII rating (not required in statute).[footnoteRef:3] [3:  This would represent a change from the county’s current requirement for insurance at the A- level.  According to the Executive, by reducing the required rating, many more carriers would be available to insure drivers.  As a consequence, this action could reduce overall costs for all drivers and companies.  The county’s Office of Risk Management has reviewed this proposal and has raised no objections.] 


The TNC companies have informed staff that they require that their drivers have adequate personal liability insurance for their vehicles. In addition, the companies themselves have informed staff that they have “excess” and “contingent” liability insurance policies for drivers—the excess policy covering the driver when carrying a passenger and the contingent policy covering drivers logged on, but without a passenger. It is not known whether the TNC company policies would meet all of the county’s proposed requirements, or whether new insurance products – such as those contemplated by the Colorado regulations – might become available in the future. 

· Fees. The proposed ordinance would reduce fees from those currently assessed for taxis and for-hire drivers. The proposed ordinance would adjust the annual vehicle license fee for all taxicab and for-hire vehicle drivers from the current $450 to $290. It would also impose a $100 annual vehicle license fee for individual TNC drivers and an annual vehicle endorsement fee of $190 per vehicle for TNC companies (for a total of $290, paralleling the fees paid by taxis and for-hire drivers). 

The fee changes in the proposed ordinance are intended to cover the entire cost of the regulatory effort associated with the taxi and for-hire licensing program. Because the program is expected to grow with the regulation of TNCs, it would result in more revenues and consequently, individual fees could be lowered. The proposed ordinance would implement the fee structure described above rather than a flat fee.  Thus, the fees would provide funding that would increase or decrease commensurate with the demand for service, enabling the county to adjust program resources accordingly. 

Assuming implementation of the proposed ordinance in the fourth quarter of 2014, the Executive estimates a $1 million increase in revenue to the General Fund for the period of 2014 through 2017.  According to the Executive, this legislation would lead to new workload for RALS that would require three new positions (two Customer Service Specialist 3 positions and an Inspector position).  These positions and appropriation authority would be requested with other legislation.

[bookmark: _GoBack]However, the TNCs have expressed to staff their preference for a flat fee or per-ride fee rather than the per-driver or per-car fee structure incorporated in the proposed ordinance – with the rationale that some TNC drivers work only limited hours and thus a per-driver fee could be a barrier to entry for both the drivers and the TNCs. 

Next Steps. Council staff and legal counsel continue to review the proposed ordinance.  Additional review of the proposed ordinance and the discussion of potential amendments will be held at the committee meeting scheduled for July 8, 2014.

ATTACHMENTS:

1. Proposed Ordinance 2014-0187
2. Transmittal Letter
3. Fiscal Note 
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