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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 amended and restated agreement between King County and the city of Seattle.
SUMMARY  
Proposed Ordinance 2014-0216 would authorize the executive to approve an interlocal agreement (ILA) with the City of Seattle for the County Transit Division to operate and maintain the City-owned Seattle Streetcar.  It is described as an “amended and restated” ILA because it replaces the current agreement for operation of the South Lake Union (SLU) Streetcar, which expires on December 31, 2014.  It also establishes a new framework to govern the County’s operation of other City of Seattle streetcar lines, including the First Hill Streetcar (now under construction) and other future streetcar lines.
On July 1, 2014, the Transportation, Economy and Environment Committee heard a summary of the proposed ILA, requested additional information on some aspects of the ILA, and provided guidance on additional work.  Today’s presentation includes more information and a draft amendment to the proposed ordinance and the ILA.  
BACKGROUND

In 2007, the County agreed to operate, maintain, and help fund the South Lake Union Streetcar, a City-owned transit system.  Ordinance 15860 approved an ILA that addressed operations and maintenance (O&M) of the South Lake Union line, with specific provisions for cost sharing arrangements during three phases of operation (Startup, Phase 1 – from the beginning of revenue service to the commencement of Sound Transit’s Link Light Rail, and Phase 2 – from the beginning of Link service to the end of 2014).  Phase 2 has been in effect since Fall 2009.  The cost-sharing arrangement for Phase 2 provides that the City pays 25 percent of O&M costs remaining after fare revenue has been subtracted from costs, and the County paying the other 75 percent.
The Strategic Plan for Public Transportation 2007-2016 includes policy language on the cost sharing arrangement for the South Lake Union Streetcar, including a cost sharing arrangement with the County paying 75 percent of costs.  Attachment 6 to this staff report is a more detailed explanation of the policy basis for the County agreement to help fund the South Lake Union Streetcar Line, along with responses to questions raised by Councilmembers.
The proposed ILA changes this cost sharing agreement for the SLU line.  The First Hill Streetcar is paid for entirely by the City, and the ILA is silent on cost sharing of future streetcar lines.

DRAFT AMENDMENT
The July 1 staff report discussed issues identified by Council staff and summarized all provisions of the ILA.  Today’s staff report focuses on the draft amendment and how it addresses policy issues identified in the July 1 staff report.  The draft amendment also makes a number of revisions that clarify the meaning of the ILA and correct drafting errors.

The draft amendment’s policy clarifications are contained in Article 1.0 and Section 24.15. 
1.0 Purpose, Scope and Term of Agreement

This article states that the purpose of the ILA is to establish a uniform framework for County operation of all current and potential future City of Seattle streetcar lines.  The ILA is effective when the City and County enter into it, except that provisions relating to the SLU Line are effective January 1, 2015.
Section 1.4, Exhibits, provides that Appendix A of the ILA shall include numbered exhibits:

1. Definitions,
4. Budget and Cost Methodology for Payments by City to County,
5. Payment Schedule, 
6. Points of Contact.
Section 1.4.B provides that the Seattle Department of Transportation Director (SDOT Director) and the King County Transit Division General Manager (Transit Manager) can revise exhibits or add new ones and can delegate this authority to designees.  The amendment rewords this section to be clear that the Council approves any changes to the cost payment methodology in Appendix A, Exhibit 4.  
Section 1.4.C is reworded to clarify that notification to the City Clerk and the Clerk of the County Council of any exhibit change is to allow Councilmembers to be advised of changes, not to make the Council Clerk responsible for maintaining official Transit Division records. 
2.0 Line Agreements
Article 2.0 defines the components of the Line Agreement for each Streetcar Line; all Line Agreements are included in Appendix B to the ILA.  The draft amendment revises Article 2.0 to clarify the intent but does not make any policy change.  Before a new or extended streetcar line goes into revenue service, a Line Agreement must be approved by the City and County Councils by ordinance.  Extension of the duration of a Line Agreement is also subject to approval by ordinance.
Section 2.4 establishes the Term of each Line Agreement (the remaining term of this ILA or five years, whichever is shorter), and requires the Councils to approve renewal or extension of a Line Agreement. Subject to approval through the budget, a one-year extension of a Line Agreement is allowed provided the Parties are negotiating to renew the ILA. 
Modification of Appendices

As noted above, the draft amendment provides that the definition of eligible costs included in the O&M Cost Methodology in Appendix A, Exhibit 4 cannot be changed without further action by the City and County Councils.  Council approval is also required to change the definition of a Streetcar Line, including an extension, and any renewal or extension of a Line Agreement.  The SDOT Director and Transit Manager are authorized to make other, mutually agreeable changes to the Appendices, provided that any such changes must be consistent with the ILA.   Examples of these potential changes include:

· New or revised definitions in Appendix A, Exhibit 1;

· Budget estimate tables in Appendix A, Exhibit 4;

· Payment schedules in Appendix A, Exhibit 5;

· Appendix B, Line Agreement Exhibit C, Service and Schedule Plan;

· Appendix B, Line Agreement Exhibit D, Operations Responsibility List;

· Appendix B, Line Agreement Exhibit E, Maintenance Responsibility List.

Since Section 23.2.C provides that County obligations are subject to the County Council budget process, the updates to budget estimates would implement and reflect the Council’s budget decisions.

Section 24.15 is amended to clarify that some changes to exhibits are subject to legislative approval.

With the clarifications in the draft amendment, Council staff analysis is that the Council would have oversight of significant policy changes through budget approval and consideration of future ordinances.  This concludes the discussion of highlights within the draft amendment.

15.0 Compensation; Billing

On July 1, the Committee reviewed the SLU compensation framework.   Attachment 5 discusses the policy background for the existing compensation framework and the provisions of the current Strategic Plan for Public Transportation with the most direct relevance to the SLU Line.

Section 15.1, O&M Cost Reimbursement, defines how the City will compensate the County for O&M of the SLU Line and First Hill Line.

15.1.A defines the compensation framework for the SLU Line.

15.1.B provides for the First Hill Line, that the City will reimburse the County for all eligible operations, Routine Maintenance, Major Maintenance and “replacement” of the First Hill Line, and all other City costs identified in this ILA.

There is no language concerning the compensation framework for extensions of existing Lines or new Lines.  
Payment share and mechanism for SLU

SLU costs continue to be split between the City and County, but the cost sharing mechanism is revised.  Under the current ILA, the County pays for 75 percent of SLU O&M costs net of fares, with the City responsible for the remaining 25 percent.  Fares are defined in Exhibit E to the current ILA.

Under the proposed new ILA, the County pays a fixed contribution.  Each year of the five-year ILA, the County pays a capped annual contribution starting at $1,350,000 in 2015 and increasing by $50,000 per year.  The City will pay all O&M costs above the County’s capped contribution.  Fare revenue goes to the City, with ORCA generated fare revenue retained by the County and credited against the City’s costs.  

Table I shows County figures for 2008-2013 SLU expenditures and fare revenues.
  The 2015-2019 figures are City estimates of quarterly total costs, ORCA generated revenue, King County payment, and the City payment due after the ORCA fare revenue is subtracted.  The 2015-2019 dollar figures are from Appendix A, Exhibit 5 (Payment Schedule).

Table I.  South Lake Union Line Estimated Costs, 2008-2013 and 2015-2019
	
	
	Fare Revenue/ORCA
	King County
	City of Seattle

	 
	Total Costs
	$
	%
	$
	%
	$
	%

	2008
	 $    2,470,150 
	 $     275,185 
	11.1%
	 $                0 
	-
	$2,194,965 
	88.9%

	2009
	 $    2,590,319    
	 $     413,608 
	16.0%
	 $    924,425 
	35.7%
	$1,252,286  
	48.3%

	2010
	 $    2,219,406
	 S     288,470
	13.0%
	 $ 1,448,202
	65.3%
	 $   482,734 
	21.8%

	2011
	 $    2,155,393 
	 $     430,880 
	20.0%
	 $ 1,293,385 
	60.0%
	 $   431,128 
	20.0%

	2012
	 $    2,416,720   
	 $     529,121 
	21.9%
	 $ 1,415,699 
	58.6%
	 $   471,900
	19.5%

	2013
	 $    2,683,116 
	 $     756,504 
	28.2%
	 $ 1,444,959 
	53.9%
	 $   481,653 
	18.0%

	2015
	 $    2,700,000 
	 $     796,000 
	29.5%
	 $ 1,350,000 
	50.0%
	 $   554,000 
	20.5%

	2016
	 $    2,780,000 
	 $     866,000 
	31.2%
	 $ 1,400,000
	50.4%
	 $   514,000 
	18.5%

	2017
	 $    2,860,000 
	 $     940,000 
	32.9%
	 $ 1,450,000
	50.7%
	 $   470,000 
	16.4%

	2018
	 $    2,950,000 
	 $   1,103,000 
	37.4%
	 $ 1,500,000
	50.8%
	 $   347,000 
	11.8%

	2019
	 $    3,040,000 
	 $   1,172,000 
	38.6%
	 $ 1,550,000
	51.0%
	 $   318,000 
	10.5%


Notes:  (1) 2008 and most of 2009 were operating under the Phase 1 cost sharing arrangement, with a higher City share of costs.  (2) 2008-2013 figures (and presumably the 2015-2019 figures) exclude reimbursable project expenditures that are 100% covered by the City and also certain County overhead costs.

The City estimate for 2015-2019 assumes that in 2015, fares pay for about 30 percent of expenses, the County contributes 50 percent, and the City pays just over 20 percent.  In subsequent years, the estimate shows total costs, fare revenue, and the County contribution increasing, while the City share drops.

The County payment amount in any year does not change regardless of actual total costs and fare revenue:

· If total costs are higher than the estimate, the County’s payment amount is the same and the City pays more.

· If total costs are the same but fare revenue is lower than projected, the County’s payment amount is the same and the City owes more.

Revised SLU Cost Sharing Due to a Major Service Reduction – Ordinance 15860, approving the current SLU Agreement, requires the revised and extended SLU Agreement to be consistent with the Transit Strategic Plan.  As the Executive’s transmittal letter notes: 

“particular attention was placed on the feature of cost reimbursement related to the operations and maintenance of the South Lake Union Streetcar line and what might happen in the event of a substantial transit service reduction due to a major funding shortfall. 

“As such, the Transit Division has looked at the South Lake Union Streetcar line similar to other service partnerships and applied the Transit Service Guidelines for route performance. This analysis is included in the 2013 Service Guidelines Report. Accordingly, the amended and restated agreement allows for a mechanism to reduce service levels on the South Lake Union Streetcar line in the event of a major funding shortfall. This provision therefore meets the requirement for consistency with the Transit Strategic Plan.”

Section 15.1.A (iii) provides that the County may reduce its annual contribution in the event of a major service reduction, consistent with the Service Guidelines.  The ILA’s 15.1.A (iii) provides that a Metro Transit service reduction process’s outcome for the SLU will be applied to the County payment.  The example in the ILA is that a 10 percent reduction of SLU service hours would result in a 10 percent reduction of the County payment.  This hypothetical 10 percent figure refers to an identified reduction in SLU Line service, which may be a different percentage than the overall system reduction.  Although a reduction could be disputed by the City, the County would have sole and final authority to determine the amount of the reduction.

Under the King County Metro Service Guidelines, each year Spring ridership data is used to assess the performance of all bus routes and the SLU Streetcar (referred to as Route 98 in the Service Guidelines Annual Report).  Route performance is measured by rides per platform hour and passenger miles per platform mile.  When developing a large-scale service reduction proposal, the Transit Division uses these performance measures as part of the complex process of identifying a package of service reductions.  

By including the South Lake Union Streetcar in the evaluation process, the County investment of service dollars on the SLU is subject to the same analysis as other service dollar investments.  This ensures that, in any service reduction environment, bus routes elsewhere in the Metro route network are not reduced further to maintain the level of investment in the SLU Line.

This performance analysis is applied to the SLU Line because the County contributes to the costs.  Fully reimbursed services, such as Link Light Rail and Regional Express bus service purchased by Sound Transit – and the First Hill Streetcar Line – are not subject to this performance analysis because these expenses do not come out of the pool of public transportation funds available for Metro service. 

The most recent performance evaluation of transit routes identifies the South Lake Union Streetcar, Route 98, as being a lower-performing route in the off-peak and evening periods.   According to the Fiscal Note, a reduction of this level of service on an annualized basis would reduce the County’s 2015 contribution by $460,000.
The ILA does not refer to a proposal, announced by the Executive, for cities to buy back transit service, but Transit staff assumes that the City would consider buying back the reduced service hours.
Invoices and Payment 

Section 15.2, Invoices and Payment, provides that the City will make payments according to Exhibit 5, Payment Schedule.  As transmitted, Exhibit 5 includes a payment schedule for the SLU Line and a payment schedule for the First Hill Line.  A process for reconciliation of budget and fare revenues is outlined, including the City’s right to dispute the County figures and provision for either Party to audit the other’s books, conducted by a firm not working on a contingency basis.

Currently, SLU ridership and fares are estimated through surveys and observation.  The County and City follow a process for reconciling ridership and fare numbers based on this input.  There is currently a disagreement about reconciliation of fares that amounts to a $276,000 difference concerning the amount that the City owes the County, which is currently under discussion between the two Parties.

The new cost sharing methodology and the addition of ORCA readers both address the potential for disagreement during the term of the new ILA.  The SLU and First Hill Lines will both have off-board ORCA readers installed at the stops, which should provide more robust data concerning fare revenue and ridership.  For the SLU Line, the annual County payment would be set, limiting the need for reconciliation.
Appendices

The ILA has two appendices.  Appendix A includes four Exhibits covering the entire ILA; Appendix B contains the South Lake Union Line Agreement and its exhibits, and the First Hill Line Agreement and its exhibits.
Appendix A 
· Exhibit 1.  Definitions

· Exhibit 4.  Budget and Cost Methodology for Payments by City to County
· Exhibit 5.  Payment Schedule

· Exhibit 6.  Points of Contact

The draft amendment adds to Appendix A, Exhibit 1, a new definition of Joint Use Facility and a revised definition of Unusual Occurrence Report.  There are a few other minor edits.

Appendix B

Appendix B consists of each separate Line Agreement including its attached Exhibits:

A. Line Description (this is actually a map);
B. Startup Plan;

C.  Service and Schedule Plan;

D.  Operations;

E.  Maintenance.
The proposed amended version of Appendix B includes revised opening paragraphs in the South Lake Union Line Agreement and the First Hill Line Agreement, which clarify the relationship of each Line Agreement to the ILA.  There are some other minor edits as well.
AMENDMENT
Attachment 1 is a proposed amendment that modifies the text of the proposed ordinance so it uses the current terminology for public transportation planning documents and deletes and adopts revised versions of the ILA and its appendices.  The amendment is acceptable to the Executive and to the City.
ATTACHMENTS:

1.  Amendment with attachment (ILA including Appendices A and B)
2.  Proposed Ordinance 2014-0216, including attachment
�In some cases, County and City figures do not match. 
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