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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	11
	Name:
	Mary Bourguignon

	Proposed No.:
	2022-0391
	Date:
	October 26, 2022



SUBJECT

Proposed Ordinance 2022-0391 would continue the suspension of two sections of Metro’s fund management policies during the 2023-2024 biennium due to the ongoing fiscal and operational impacts of the COVID-19 pandemic. 

SUMMARY

Metro’s adopted fund management policies[footnoteRef:1] set general financial practices and a fund structure for the Public Transportation Fund, as well as policies and targets for financial and capital planning, expenditures, revenues, and reserves. Despite the ongoing operational and fiscal challenges posed by the COVID-19 pandemic, Metro’s proposed 2023-2024 budget would comply with the fund management policies, except in two areas:  [1:  Ordinance 18321] 


· Order of expenditure. Section I.A of the fund management policies requires that Metro fund “operation of the current transit system levels” prior to funding new transit service and capital investments. In the proposed budget, however, Metro anticipates continuing to operate with less service than was provided pre-pandemic, due to lower ridership and staffing shortfalls, while also making new investments to respond to current conditions, continue the development of new RapidRide lines, and prepare for future Sound Transit expansion. 

· Farebox recovery ratio. Section III.A sets a requirement that Metro recover at least 25 percent of passenger related operating costs from farebox revenues. Given the continued low ridership levels, however, Metro estimates it will achieve only 7.7 percent farebox recovery in 2023 and 9.4 percent in 2024. 

In late 2020, the Council approved a suspension of these two sections of the fund management policies for the 2021-2022 biennium.[footnoteRef:2] Proposed Ordinance 2022-0391 would continue the suspension of these two sections for the 2023-2024 biennium. [2:  Ordinance 19206] 




BACKGROUND 

Metro’s Fund Management Policies. In 2011, the Council adopted the Strategic Plan for Public Transportation, 2011-2021.[footnoteRef:3] Strategy 6.3.3 called for Metro to, “Establish fund management policies that ensure stability through a variety of economic conditions.” [3:  The Strategic Plan for Public Transportation was adopted through Ordinance 17143, updated in 2016 through Ordinance 18301, and updated in 2021 through Ordinance 19367.] 


In response, the Executive transmitted and the Council adopted new fund management policies[footnoteRef:4] several months later. The 2011 fund management policies included target balance requirements for the Transit Operating, Bond, Revenue Fleet Replacement, and Capital subfunds.  [4:  Ordinance 17225] 


As part of the 2015-2016 biennial budget deliberations, the Council considered a variety of policy approaches to address the remaining financial impacts associated with the 2009-2014 recession. These deliberations led to an interbranch review of Metro’s fund management policies, with an emphasis on methodologies and rules associated with the Public Transportation Fund’s reserves. 

During 2016, following review by a special committee on transportation consisting of the Executive and three Councilmembers, the Executive transmitted and the Council adopted updated fund management policies for the Public Transportation Fund,[footnoteRef:5] which remain in place today.  [5:  Ordinance 19367] 


Key components of the adopted fund management policies include:

· General financial practices. The fund management policies require Metro to fund expenditures in the following order:
1. Debt service;
2. Operation of the current transit system levels, including passenger loads and reliability investments as prioritized in the King County Metro Service Guidelines;[footnoteRef:6]  [6:  The Service Guidelines, which provide implementation policy for Metro, were most recently updated through Ordinance 19367.] 

3. Maintenance and replenishment of reserves; and
4. New transit service and capital investments necessary to achieve All Day and Peak Network priorities identified by the King County Metro Service Guidelines, and new transit service and capital investments necessary to achieve elements of the long-range vision identified in Metro Connects.[footnoteRef:7] [7:  Metro Connects, Metro’s long-range plan, was most recently updated through Ordinance 19367.] 


· Fund structure. The fund management policies identify the Public Transportation Fund’s subfunds (Operating, Infrastructure Capital, Bond, Revenue Stabilization, and Revenue Fleet Capital), and describe how they are to be used. The Revenue Stabilization Subfund was created to “maintain sufficient funds for operating and associated capital expenses associated with mitigating recessionary economic conditions.” It was required to be maintained with a balance equal to 85 percent of Metro’s other reserves, and to be accessed only under certain economic conditions and through enactment of an appropriation ordinance.

· Financial Planning. Metro must provide a financial plan and cash flow projection of six years or more, estimating operating expenses and capital requirements, and planning for the costs of operating any grant-funded service.

· Capital Planning. Metro must maintain a 10-year plan to identify and prioritize needed new infrastructure, maintenance, preservation, and improvements based on the current transit system level and must reflect these prioritized needs in its six-year capital improvement program.

· Subfund Transfers. The fund management policies allow Metro to transfer money between the Operating, Infrastructure Capital, Revenue Fleet Capital, and Bond subfunds, but requires that any transfers from the Revenue Stabilization Subfund must first be appropriated by the Council by ordinance. 

· Farebox Recovery Ratio. The fund management policies set a requirement that Metro recover at least 25 percent of passenger-related operating costs from farebox revenues, with a target of recovering 30 percent.

· Fare Parity. Through the fund management policies, Metro expressed its intention to achieve parity between its Access[footnoteRef:8] fare and off-peak adult fare over time. [8:  Access is the name of Metro’s paratransit service.] 


· Reserve Purposes and Targets. The fund management policies set required Operating and Revenue Stabilization reserves and targets for those reserves, as well as conditions for when they may be used. The policies also provide for a Revenue Fleet Replacement Reserve to smooth large expenditure fluctuations associated with fleet replacement and a Bond Subfund Reserve to meet Metro’s debt service requirements.

Pandemic Impacts on Metro. The COVID-19 pandemic significantly affected Metro's operations and finances and will continue to affect Metro into the next biennium. 

Metro’s ridership dropped sharply during the early weeks of the pandemic. Although ridership has steadily recovered since then, Metro is currently experiencing average weekday boardings of just over 200,000, which is approximately half the pre-pandemic level. Ridership recovery has been slower than anticipated, at least in part because many local workers have continued to work from home.

Metro has also faced challenges recruiting and retaining workers. Metro has undertaken several initiatives to recruit and retain bus operators and vehicle maintenance staff but is currently operating with approximately 10 percent of bus operator positions vacant.

The combination of slower-than-anticipated ridership recovery and continued challenges with workforce recruitment and retention have prevented Metro from restoring bus service to pre-pandemic levels. In March 2020, the Metro General Manager directed the first of several emergency reductions in bus service levels,[footnoteRef:9] ultimately reducing service to about 85 percent of pre-pandemic levels. While Metro has restored some of the reduced service, Metro is currently operating about 90 percent of pre-pandemic service levels.  [9:  These emergency service reductions were authorized by KCC 28.94.020(B)(2)(b) ] 


Lower ridership and service levels mean that Metro does not anticipate reaching the 25 percent fare recovery target during the 2023-2024 biennium. Current estimates are for 7.7 percent in 2023 and 9.4 percent in 2024.

ANALYSIS

In late 2020, the Council responded to the operational and fiscal impacts of the pandemic on Metro by approving the suspension of two sections of the fund management policies for the 2021-2022 biennium.[footnoteRef:10] For the upcoming 2023-2024 biennium, Metro’s proposed budget generally complies with the adopted Public Transportation fund management policies, by maintaining all required reserve levels. However, the same two areas of the fund management policies that were suspended for 2021-2022 would remain out of compliance in the proposed 2023-2024 budget: [10:  Ordinance 19206] 


· Order of expenditure. The general financial practices (Section I.A of the fund management policies) set an order in which Metro must expend funds. As noted above in this staff report, the first priority is paying debt service, followed by the operation of current transit system levels. Only after those two priorities are fulfilled can Metro maintain and replenish its reserves and fund new transit service and capital investments, even investments identified in the Service Guidelines and Metro Connects. 

In the case of the 2023-2024 budget, Metro proposes to operate with lower than pre-pandemic service levels in response to staffing challenges and slow ridership recovery. At the same time, however, Metro also proposes to invest in new initiatives to respond to current conditions; move forward with the implementation of Metro Connects; and coordinate with Sound Transit. Under the terms of the fund management policies, these investments may not be considered strictly necessary to maintain operations of the currently authorized (pre-pandemic) system. A sampling of these new investments includes: 

· 191,000 service hours that would at least in part support new RapidRide service and the City of Seattle’s transit funding measure ($12.4 million)
· Additional flexible and contracted mobility services ($27.9 million)
· Purchase of 120 battery-electric buses and investments in base and layover charging infrastructure to support electrification of the bus fleet by 2035 ($250 million)
· Additional safety and security measures, most notably 140 contracted transit security officers ($21 million) 

· Farebox recovery ratio. As noted above, the fund management policies set a target of covering 30 percent of passenger-related operating costs from farebox revenues and a requirement for covering at least 25 percent of passenger-related operating costs from farebox revenues (Section III.A). 

Metro has indicated that it will not meet either the 30 percent target or the 25 percent requirement during the upcoming biennium: the current estimate is 7.7 percent in 2023 and 9.4 percent in 2024. Metro's farebox recovery ratio will depend largely on the return of riders to the system.

Proposed Ordinance 2022-0391 finds that King County government has experienced significant operational and fiscal impacts due to the COVID-19 pandemic. Though the impacts have lessened since the height of the pandemic, the ordinance finds that many remain and are expected to continue into the 2023-2024 biennium, including reduced fare revenue for the Public Transportation Fund.

The ordinance cites the March 1, 2020, proclamation of emergency issued by the Executive;[footnoteRef:11] the proclamation of emergency budget crisis issued on May 29, 2020, for the remainder of the 2019-2020 biennium budget cycle;[footnoteRef:12] and the proclamation of emergency budget crisis issued on September 16, 2020, for the 2021-2022 biennium budget cycle.[footnoteRef:13] [11:  Affirmed by Motion 15610]  [12:  Ratified by Ordinance 19115]  [13:  To be ratified by Proposed Ordinance 2020-0323] 


The ordinance finds that two fare policy changes that will increase accessibility – the reduction of the youth fare to zero[footnoteRef:14] and the proposed one-year pilot to reduce the ORCA LIFT low-income fare from $1.50 to $1.00[footnoteRef:15] – will affect Metro’s farebox recovery by reducing fare revenue from those categories. [14:  Ordinance 19474]  [15:  Proposed Ordinance 2022-0392] 


The ordinance also finds that ridership and work patterns have not stabilized as the region recovers from the pandemic. It states that Metro will monitor how riders use transit to restore and grow service to meet changing ridership needs, noting that these trends will help policymakers determine if the farebox recovery policy might need to be updated in the future.

The fiscal note transmitted with the ordinance indicates that there is no fiscal impact related to suspending these portions of the fund management policies during the 2023-2024 biennium.

A September 27, 2022, letter to the Council from Metro General Manager Terry White and PSB Director Dwight Dively (included as Attachment 4 to this staff report) notes that: 

“Metro intends to use the 2023-2024 biennium to work with community and agency partners to develop an updated fare strategy… A recommendation will be transmitted with the 2025-2026 Proposed Budget regarding updates Metro’s farebox recovery policy, incorporating learnings from transit ridership, regional work trends, the free youth fare policy, the ORCA LIFT pilot, and other fare policy recommendations. This approach will ensure that potential updates to the farebox recovery policy are developed with thorough information about regional travel patterns and Metro’s policies and programs to ensure the farebox recovery policy is useful for managing the system in the future.”

ATTACHMENTS

1. Proposed Ordinance 2022-0391
2. Transmittal Letter
3. Fiscal Note
4. Letter on farebox recovery, dated September 27, 2022
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