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SUBJECT

Proposed Ordinance 2020-0382 would suspend two sections of Metro’s fund management policies during the 2021-2022 biennium due to the fiscal and operational impacts of the pandemic emergency. 

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 operational and fiscal challenges posed by the COVID-19 pandemic, Metro’s proposed 2021-2022 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 has proposed to make some reductions to the current transit system, while also making new investments to respond to pandemic-related ridership changes, meet equity goals, 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 decline in ridership due to the pandemic, however, Metro estimates it will achieve only 15 percent farebox recovery in 2021 and 18 percent in 2022. 

Proposed Ordinance 2020-0382 would suspend the two sections of the fund management policies listed above during the 2021-2022 biennium. These sections would be suspended due to the fiscal and operational impacts of the pandemic emergency, which are described in Section 1 of the proposed ordinance.




BACKGROUND 

Metro’s Fund Management Policies. In 2011, the Council adopted the Strategic Plan for Public Transportation, 2011-2021.[footnoteRef:2] Strategy 6.3.3 called for Metro to, “Establish fund management policies that ensure stability through a variety of economic conditions.” [2:  The Strategic Plan for Public Transportation was adopted through Ordinance 17143 and updated in 2016 through Ordinance 18301.] 


In response, the Executive transmitted and the Council adopted new fund management policies[footnoteRef:3] several months later. The 2011 fund management policies included target balance requirements for the Transit Operating, Bond, Revenue Fleet Replacement, and Capital Subfunds.  [3:  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 recessionary period. 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:4] which remain in place today.  [4:  Ordinance 18321] 


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:5]  [5:  The Service Guidelines, which provide implementation policy for Metro, were adopted through Ordinance 18301.] 

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:6] [6:  METRO CONNECTS, Metro’s long-range plan, was adopted through Ordinance 18449.] 


· 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:7] fare and off-peak adult fare over time. [7:  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.

COVID-19 Impacts on Metro’s Operations and Budget. The COVID-19 pandemic significantly changed Metro's services, operations, and revenues during 2020 and will affect Metro’s budget and operations into the next biennium and potentially even beyond that. In response to declining ridership and to ensure safe operating conditions for its employees, Metro began implementing emergency transit service reductions on March 23, 2020, the date of the Governor’s Stay Home-Stay Healthy[footnoteRef:8] order for Washington State. Metro implemented additional rounds of emergency service reductions on April 6 and April 18, reducing weekday transit trips by 27 percent. Metro began restoring some reduced service in June and made another round of adjustments in September. Metro is currently operating at approximately 85 percent of its pre-COVID-19 service level. [8:  https://www.governor.wa.gov/sites/default/files/proclamations/20-25%20Coronovirus%20Stay%20Safe-Stay%20Healthy%20%28tmp%29%20%28002%29.pdf ] 


Metro also undertook a number of operational changes in response to the pandemic, including eliminating fare collection from March 21 to October 1, 2020, and restricting boarding to rear doors only, requiring masks for operators and passengers, sanitizing coaches daily, and limiting the number of passengers on coaches to approximately 17 percent of regular capacity.

As a result of the COVID-19 pandemic, Metro's revenues are projected to be $349 million lower for 2021-2022 than in pre-COVID-19 projections. Metro received $243 million in CARES Act funds in April 2020 to help the agency respond to increased costs and reduced revenues associated with the COVID-19 pandemic, but Metro staff state that this amount was only enough to cover 2020 costs and will be fully expended prior to the start of the 2021-2022 biennium.

ANALYSIS

Metro’s proposed 2021-2022 budget generally complies with the adopted Public Transportation fund management policies by maintaining all required reserve levels. However, there are two areas of the fund management policies with which the proposed budget does not comply:

· 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 2021-2022 budget, Metro proposes to make cuts to current transit system levels to respond to declining ridership levels and lower-than-projected sales tax revenues. But it also proposes to invest in a number of new initiatives that may not be considered necessary to maintain operations of the current system. These new investments include: 

· New feeder-to-fixed flexible service in Skyway ($6 million);
· Subsidized Annual Pass Program ($26 million);
· Fleet electrification investments ($93 million);
· Three new RapidRide lines ($78 million in capital investments and 30,000 annual service hours); and
· Capital investments to improve the transfer environment around upcoming Link light rail stations ($34 million). 

These proposed new investments are consistent with Metro’s adopted policies and King County’s stated priorities but may not be consistent with the fund management policies during a time when existing transit service levels have been cut.

· 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 in a letter to the Council (see Attachment 3) that it will not meet either the 30 percent target or the 25 percent requirement during the upcoming biennium: the current estimate is 15 percent in 2021 and 18 percent in 2022. Metro's farebox recovery ratio will depend largely on the return of riders to the system, and meeting the target set in the fund management policies may not be possible without making deep cuts to the transit system.

Proposed Ordinance 2020-0382 finds that the COVID-19 pandemic has resulted in significant fiscal and operational impacts to King County government and cites the March 1, 2020, proclamation of emergency issued by the Executive;[footnoteRef:9] the proclamation of emergency budget crisis issued on May 29, 2020, for the remainder of the 2019-2020 biennium budget cycle;[footnoteRef:10] and the proclamation of emergency budget crisis issued on September 16, 2020, for the 2021-2022 biennium budget cycle.[footnoteRef:11] [9:  Affirmed by Motion 15610]  [10:  Ratified by Ordinance 19115]  [11:  To be ratified by Proposed Ordinance 2020-0323] 


Proposed Ordinance 2020-0382 also finds that the COVID-19 pandemic has resulted in significant fiscal and operational impacts to King County Metro and cites the operational changes Metro has made to respond to lower ridership and to ensure the health and safety of employees and passengers. The proposed ordinance finds that, due to these impacts, Metro will not be able to comply with two sections of its fund management policies during the 2021-2022 biennium.

Proposed Ordinance 2020-0382 would only apply during the 2021-2022 biennium. If the Council wishes to ask Metro to take other actions during the pandemic and recovery, such as providing information on its operational and financial conditions or updating its fund management policies to reflect current conditions, the Council could make these requests through a proviso to the 2021-2022 biennial budget.

ATTACHMENTS

1. Proposed Ordinance 2020-0382
2. Metro Farebox Recovery Letter, September 29, 2020
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