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SUBJECT:  

This briefing will provide members with grounding in Transit revenues. This is the fifth in a series of six briefings leading up to the adoption of a biennial budget for the agency. This budget would cover the 2008-2009 biennium. 

SUMMARY: 

Metro Transit is one of the County’s largest agency budgets. The 2007 adopted budget for the agency is $503.5 million. When the County Council adopts a biennial budget for the agency this fall, it is likely that the appropriation will exceed $1 billion. Transit budgets internally by Section which is similar to a line-of-business or function. The Sections will be discussed in detail later in this staff report. A summary of the 2007 Budget is provided in Table 1 below.
Table 1: 2007 Transit Operating Budget

	Transit 2007 Budget

	Transit Operations
	 $     210,128,039 

	Vehicle Maintenance
	        81,297,996 

	Power & Facilities
	        28,369,060 

	Diesel Fuel & Trolley Power
	        27,459,507 

	Paratransit & RideShare
	        56,936,443 

	Sales & Customer Service
	        12,225,572 

	Commute Trip Reduction Con.
	         1,050,301 

	Light Rail & SLU Streetcar
	         4,591,271 

	 
	 $     422,058,189 

	Transit General Manager
	        15,886,443 

	Transit Overhead & Central Rates
	        42,219,053 

	Design & Construction
	         1,264,731 

	Service Development
	        16,808,714 

	Information Technology
	         5,338,335 

	Service Reserve
	             (70,257)

	 
	 $       81,447,019 

	 
	 

	Total 2007 Budget 
	 $     503,505,208 


BACKGROUND: 

King County now has the authority to adopt a biennial budget since the King County Charter was amended by the voters by approval of Proposition 1 on the November 2003 ballot.  In July of 2006, the King County Council approved Ordinance 15545 which moved the County closer to biennial budgeting. This ordinance instituted the option for a “pilot program” to give a sense of how biennial budgeting would work under the County’s system. In February 2007, pursuant to the biennial budgeting ordinance, the County Council passed Motion 12465 notifying the Executive that the Council had chosen Transit as the agency to be used as a pilot for biennial budgeting. 

The Operating Budget, Fiscal Management & Mental Health Committee has been briefed on biennial budgeting and the County’s move towards a biennial budget on several occasions. At the most recent briefing on March 14, 2007, Councilmembers viewed the schedule of briefings in moving forward with the budget analysis of the agency budget. This will provide members with several opportunities throughout the year to gain a richer understanding of the agency budget. The schedule for briefings used in the staff report has been recreated below. 

· April: High-level overview of the agency’s budget. This will include a general outline of the various program areas including program budgets. There will be a brief discussion of revenue; however, revenues will be the focus of a full briefing later in the year. This briefing occurred May 1st. 
· May: This briefing will provide an overview of the Capital Budget and Debt Service requirements for the agency. We will concentrate our efforts on the CIP program and bus replacement concepts. This briefing was held May 9th. 

· June: This briefing allowed Transit to respond to members questions raised during the first briefing on the operating budget. This briefing was held on June 13th. 

· July: This briefing will cover the areas of the Capital budget not covered in the May 9th briefing, including responses to Councilmember questions. This briefing was held July 25th. 

· August: This briefing will concentrate on the revenue streams funding Metro Transit. The briefing will concentrate on the major revenues, Transit Now revenues, major grants and any others that arise during previous briefings. 

· September: The final briefing in the series will concentrate on Metro’s financial policies and performance measurement. We have loosely defined the discussion around financial policies and performance measurement as there is significant other work surrounding these areas occurring at the same time. Specifically the Financial Policies Advisory Task Force may make recommendations on financial policies and the Performance Measurement Workgroup may have additional recommendations regarding performance measures.  Staff also understands that the Regional Transportation Committee will be discussing the Transit Comprehensive Plan, Strategic Plan, and Business Plan as part of their work program.  The Committee may want to examine the work product from these other work groups before directing staff work for this briefing. 

ANALYSIS: 
Transit receives over half of its revenue from sales tax collections. After the 1/10th of one percent sales tax increase approved by voters in November of 2006 went into effect in April, the rate is 0.9% or 90 cents on a $100 purchase. This tax will generate approximately $414 million in 2007. 
The transit financial policies assign 75% of the annual sales tax collections to the operating program and 25% to the capital program. Since the role of the capital program is to support the provision of bus service, the Transit Division balances actual capital and operating program expenditures in each year's budget proposal by transfers between the capital and operating subfunds. Recent programming requirements have necessitated the transfer of $52 - $72 million from the CIP to the operating budget but prior to that operating program funds were regularly shifted to the CIP in support of a major park-and-ride lot construction program and other large capital projects. 

Bus procurements are a significant capital program element and between 2010 and 2015 Transit plans to replace approximately 75% of the bus fleet. To avoid the periodically heavy demands on the CIP of major bus procurements, a portion of the capital program's sales tax revenues are set aside each year to build up a reserve in the Revenue Fleet Replacement Subfund. Table 2 illustrates the sales tax diversions between the Transit funds. 
Growth Rates for sales tax collections are projected by the Office of Management and Budget. Between 2008 and 2012 transit is projecting between 5% and 6% annual increases. 
Table 2: Sales Tax Diversion
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Other Transit Revenues

Bus Fares

This category represents fares collected from passes, cash, tickets and other sources related to riding Transit buses. This category does not include fares associated with special programs or Sound Transit services. In the Transit financial plan, fare increases are assumed for 2008 and 2011. In 2007, approximately $74 million will be collected from fares with that projection growing to over $100 million by 2011 (with the assumed fare increases. 

Sound Transit

There are three major areas of work provided by Transit to Sound Transit:  

Bus Service - Transit operates bus service for Sound Transit. The revenue for providing this service is derived from a billing to Sound Transit. This rate is based upon a comprehensive cost allocation plan and is reconciled against actual expenses at the end of each year. 

LINK Light Rail –Transit has contracted with Sound Transit to be the operator of LINK. Currently Transit is projecting start-up costs for operations in 2007. Future budgets will begin to see costs for LINK Light Rail included. A 2008-2009 biennial budget for Transit will include costs for operation of Light Rail which begins in 2009. This is one area where a mid-biennium budget adjustment is likely as information both on the start date for light rail and more information regarding operational costs become known. 
Sound Transit (Other) – Services provided by Transit for Sound Transit. These would typically include items like surveys, temporary shelter maintenance, maintenance work and costs associated with the Downtown Seattle Transit Tunnel. 

The total revenue from work provided to Sound Transit in 2007 is approximately $41.1 million dollars. The financial plan assumes costs in the out-years, but does not yet include operating assumptions for LINK services. Because of this, looking at out-year revenue collections from Sound Transit, at this point, does not provide significant additional information. 
Miscellaneous

In addition to the major revenues discussed earlier, Transit has several additional revenue categories that, taken as a whole, amount to approximately $31 million per year. Table 3 includes a summary of other revenues within the Public Transportation Fund. 

Table 3: Transit Miscellaneous Revenues

	Revenue
	2007 Amount

	Grants
	$10,250,000 

	Advertising
	5,850,000 

	Vanpool Fares
	4,669,000

	Other
	3,277,000

	Miscellaneous
	2,162,000

	DOT - Directors Office
	2,003,000 

	Interest
	1,967,000

	ACCESS Fares
	467,000

	Total
	$30,645,000 


Capital Program Revenues
As noted earlier in the staff report, 25% of the 0.9% sales tax is diverted to the Capital program. This amounts to approximately $113 million in 2007. This revenue is diverted between capital funds responsible for general capital improvement as well as the fleet replacement fund. The sales tax revenue, federal grants which are ultimately used for fleet replacement and other sources combine to bring approximately $231 million into the capital funds for 2007. These revenue sources are summarized in Table 4. 
Table 4: Transit Capital Revenues

	Revenue Source
	2007 Amount

	Capital Fund
	 

	Sales Tax
	$46,627 

	Grants
	25,625

	Miscellaneous
	35,747

	Vanpool Fares- Capital
	2,370

	Sound Transit 
	9,979

	Interest
	2,169

	Total Capital Fund
	$122,517 

	Fleet Replacement
	 

	Sales Tax
	$57,182 

	Grants
	46,400 

	Interest
	5,211

	Total Fleet Replacement
	$108,793 

	Total Both Funds
	$231,310 





In thousands of $.
Transit Division Debt

The first priority for CIP program revenue is to retire Transit debt obligations. 
The financial policies for the Transit Division limit debt issuances to those projects that have a useful life in excess of 25 years. This effectively limits the use of debt in Transit Division only to major expansions of the various bus bases. The Transit Division last issued debt in 2004 when $50 million in debt was issued. The financial plan also assumes an additional $21.5 million in debt during 2008. Considering the size of the Transit Division, the debt service requirements on the existing and planned debt represent a very small portion of the operating budget. 

NEXT STEPS:
This briefing was the fifth in a series of six briefings leading up to the adoption of a biennial budget for Transit. This budget would cover the 2008-2009 biennium. The final briefing will cover the performance indicators and measures for Transit. 

INVITED:

Bob Cowan, Director, Office of Management & Budget

Kevin Desmond, General Manager, Transit Division

Jill Krecklow, Finance and Administrative Services Manager, Transit Division
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