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Transit financial policies are intended to be adopted annually and past versions have included the following provision: 

The executive shall transmit, and the Regional Transit Committee shall review and recommend for adoption by the council, financial policies for use in the financial plan and annual budget planning process.  These policies shall be adopted by council at least three months prior to introduction of the proposed transit program budget to the council.

In a related action, on September 9, 2002 the council adopted a new Transit Six-Year Plan which superseded the Transit Program Financial Polices in two areas:  the set-aside of schedule maintenance hours and the subarea allocation of new service.  Accordingly, the proposed 2003 Transit Program Financial Polices eliminate previous references to those matters.
The proposed financial policies are included with the legislation attached to this staff report. Discussed below are several policies where staff has identified issues and revisions that the committee may wish to recommend.
	Note: At its October 16th meeting, the RTC voted to recommend the revised policies as shown below


Policy I.D. Prudent Budget Standards
This policy relates to the development of the Transit Operating Budget, requiring that, for planning purposes, revenues should exceed expenditures by one-percent.  At one time this served as a conservative definition of a reasonable cushion to maintain against the possibility of a revenue shortfall or unanticipated spike in operating costs.  Setting this standard enabled budget planners to identify what could be considered excess operating revenues eligible for transfer to the capital program.  In any one year this unanticipated excess operating revenue was considered a “one-time” occurrence and as such could not be used to fund ongoing transit service. It could, however, benefit the capital program where all expenditures are “one-time”.

Conditions have changed since this policy was first adopted. Most notably, the Fare Stabilization and Operating Enhancement (FSOE) reserve was created, in part to respond to short-term revenue needs that might otherwise trigger a fare increase.  Also, the loss of Transit’s Motor Vehicle Excise Tax (MVET) funding, which supported the Operating Program and was only partially replaced by the voter-approved sales tax increase, has meant that transfers from the Operating Program to the Capital Program are discontinued and the Six-Year Transit Financial Plan now shows transfers in the opposite direction beginning in 2003.  In this changed environment, the Transit Division has, in the short term, met the intent of the one-percent surplus by having operating fund balance in excess of the minimum cash balance and funds within the FSOE reserve that equal or exceed 1%. The committee may wish to consider revising this policy as shown below to reflect current practice.

Revisions to Policy I.D.

Prudent Budget Standards.  Budget planning of revenues and expenditures will be prudent.  Projected revenues funding of the Operating Subfund from all sources, including the subfund balance and contributions related to specifically authorized expenditures from the Fare Stabilization and Operating Enhancement Reserve, will together equal or exceed operating budget expensesditures by at least one percent each year throughout the six year financial plan.  If actual operating reserves are fall below their targeted levels, the balance on operations is first used to replenish required reserves followed by funds from the Fare Stabilization and Operating Enhancement Reserve.  Any remaining balance on operations will be reserved for the Fare Stabilization and Operating Enhancement Reserve contributions or other transit operating priorities.  Excess operating funds may be transferred to the capital program, subject to appropriation.
Policy II.A.
This policy establishes the Capital Program and Operating Program shares of the sales tax distribution, Transit’s primary revenue source.  As revised below, it would incorporate and expand a provision currently in Policy I.D. (above) relating to fund transfers between the Capital and Operating Programs.
Revision to Policy II.A.

Balancing Cash Flow Priorities.  Financial planning for the Transit Program will balance service goals with the appropriate mix of operating and capital revenues and expenditures, as well as provide reserves to maintain stability in the overall program.  To provide a balance between operating and capital revenue requirements, sales tax revenue is divided with three-fourths scheduled to fund operations and one-fourth scheduled to fund debt service requirements, then revenue fleet replacement contributions, and finally other capital requirements.  Funds may be transferred between the capital and operating programs, subject to appropriation.
Policies V.A. and V.B.
Several existing financial policies address the linkage and annual development of financial planning materials and their review by the RTC and the council. The timing specified for processing this sequence of financial planning materials has proven difficult to achieve.  Within the Transit Division, the timing of its annual review of the Mission and Goals statement and the Financial Policies does not completely coincide with the RTC/council timeline specified in policies V.A and V.B.. Furthermore, Policy V.B. envisions council review and adoption of the Six-Year Transit Financial Plan prior to its annual budget process when, in practice, the financial plan accompanies the proposed budget transmittal and is revised months later to reflect changes made by the council in adopting the budget.  The following revisions to these financial policies would:
· clarify intent;
· reflect current practice;

· clarify the financial plan’s role in the council’s budget review, and 

· shift the initiative to the RTC’s annual workprogram with regard to the timing of its review of these financial planning materials.

Revision to Policy V.A.

Mission and Goal Statements.  The Executive shall transmit by March 1st, and the Regional Transit Committee shall review and approve the annual mission and goal statements for the Metro Transit Program prior to establishing financial and service policies and service priorities.

Revision to Policy V.B.

Multi-year Planning.  The Transit Program will maintain a multi-year financial plan and cash flow projection of six years or more, estimating service growth, operating expenses, capital requirements, reserves, and debt service for each of the three sub-funds.  Each year The Executive shall transmit, and the Regional Transit Committee shall review and recommend for adoption by the Council shall adopt Transit Program Financial Policies for use in the which shall then be used to guide development of the executive-proposed transit budget and financial plan and annual budget planning process proposal. These policies shall be adopted by Council at least three months prior to introduction of the proposed Transit Program budget to the Council. This financial plan will be transmitted by at the same time as the executive-proposed budget and may be modified by the Transit Division during council budget review to reflect the impact of changed circumstances or alternatives under consideration reviewed, modified, and adopted by the Council and. The financial plan shall be revised  to reflect the adopted Transit Budget and used as a policy basis for annual to guide budget planning for the following year.  
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