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STAFF REPORT

SUBJECT:  AN ORDINANCE adopting fund management policies for the Public Transportation Fund.

SUMMARY:

Proposed Ordinance 2011-0395 approves Public Transportation Fund Management Policies to replace the 2010/2011 Transit Program Financial Policies approved in 2009 (Ordinance 16708).

UPDATE FROM RECONCILIATION WEEK 1 PANEL MEETING:

As reported at last week's panel meeting, the policies proposed by the Executive required further work.  Council staff worked with Executive staff to develop a revised document.  The draft revision is Attachment A to the draft Amendment and is part of Attachment 2 to this staff report.

The goals of the Fund Management Policies are to:

· Set guidelines for the creation of transparent financial plan documents that help to clarify policy options.
· Establish a Transit Revenue Stabilization Reserve so resources will be available to moderate the impact of potential fare increases and to respond to emergencies.
· Provide guidance for the Transit Division’s response when it appears either that expenditures will be higher than projected or revenues will be lower than forecast.
· Provide needed funds and reserves for debt service, operating, and capital/revenue fleet replacement needs; and minimizing the need for “technical” transfers of revenue from one subfund to another.

The revised Attachment A is a substantively different document than that proposed by the Executive.  As revised, these policies are more operationally focused as compared to the Executive's proposed policies, which continued the capital improvement program focus of the existing policies.  


BACKGROUND:

The Fund Management Policies are proposed to implement Strategy 6.3.3: “Establish fund management policies that ensure stability through a variety of economic conditions” of the Transit Strategic Plan.[footnoteRef:1]  [1:  Formally referred to as "Strategic Plan for Public Transportation 2011-2021." ] 

  
This staff report summarizes the revisions proposed in the draft Attachment A.  Last week, Council staff noted that the proposed ordinance would delete some financial policies that are addressed in the Transit Strategic Plan or the King County Code.  Our review found these proposed deletions to be reasonable and they are not discussed in this staff report.

ANALYSIS:

Pursuant to direction from the panel, Council staff, in consultation with Executive staff, revised the proposed policies to:
· increase the transparency of long-term capital and operations funding requirements;
· increase the transparency of resources available for operations by focusing revenue into and through the operations subfund; and 
· align subfund requirements with resources to reduce the need to transfer funds between subfunds

Proposed Amendment to Fund Management Policies:

I. General Financial Policies

A. General Financial Policies – This new policy, added by Council staff at the direction of Councilmembers, is intended to set the overall purpose of the Fund Management Policies by stating the priority for funding, including (in priority order): debt service, operation of the current system level, capital needs of the current system level with first priority to revenue fleet replacements, and operating and capital needs for expansion that is sustainable for at least 10 years.

B. Financial Planning – This new policy, added by Council staff at the direction of Councilmembers, clarifies language to recognize "sustainable system growth" as part of the planning requirements.

C. Capital Planning – This new policy, added by Council staff at the direction of Councilmembers, calls for a 10-year plan to identify and prioritize needed facility infrastructure improvements for the existing transit system level, to be reflected in the six-year Capital Improvement Program.  

II. Fund Structure and Sub-Fund Balance Targets

The four sub-funds identified in the transmitted policies are retained.

A. Operating Sub-Fund Balance Target – The language in this policy is the same as in the Executive's proposal.  

B. Capital Sub-Fund Balance Target – The language in this policy is the same as in the Executive proposal with the addition of language to clarify that the Capital Sub-Fund balance should include necessary carryover for appropriated projects.  

C. Revenue Fleet Replacement Sub-Fund Target – The proposed revision to the Executive's proposed policy adds new language stating that amounts in excess of cash flow requirements are returned to the Operating Sub-Fund, instead of the Capital Sub-Fund as proposed by the Executive.

D. Bond Sub-Fund Balance Target –This new policy, added by Council staff at the direction of Councilmembers, added for transparency of all Sub-Funds, establishes a minimum balance for the Bond Sub-Fund sufficient to pay the following year’s net debt service and maintain sinking bond reserve requirements per bond sale commitments.

III. Revenue, Reimbursements, and Distributions

A. Revenue – This new policy, added by Council staff at the direction of Councilmembers, states that all revenues are deposited in the Operating Sub-Fund, except those that are necessary for debt commitments or are for reimbursable expenditures; and that Operating Sub-Fund funds can be appropriated to the Capital or Revenue Fleet Replacement sub-funds as needed.  

B. Distribution of Sales Tax Revenue – This is a new policy that replaces the Executive’s proposed “Sales Tax” policy.  As revised, it spells out the distribution of revenue from 0.2 percent of the transit sales tax, which must conform with legislation implementing bond covenants.  Second, it directs that sales tax distributions to the Revenue Fleet Replacement and Capital sub-funds be capped at the amount needed to establish fund balances and reserves, with any excess going to the Operating Sub-Fund.  This language complements the Revenue policy, III.A.

C. Expense Reimbursement – As proposed in the revised Attachment A, the Executive’s language, allowing for a waiver of this policy and directing the Division to seek Council approval after a waiver has been granted, is deleted.   Simpler and more appropriate language referencing "unless approved by ordinance" is provided.

IV. Expenditures

A. Operating Expenditures – Based on Executive-proposed language, new language directs that funds will be taken from the Transit Revenue Stabilization Reserve if needed to maintain the Operating Sub-Fund balance target.

B. Transit Revenue Stabilization Reserve – New language is added to to the Executive-proposed language, making this Reserve the repository of undesignated fund balances.

C. Capital Planning and Expenditures – In the revisions to this Executive's proposed policy, the preference to use cash in the Revenue Fleet Replacement Sub-Fund as the primary source for fleet procurement is removed.

V. Debt Management

In rewriting this section, the sequence of the policies is inverted.

A. Debt Policy – This debt policy is significantly rewritten.  It is placed first since it sets the overall concepts of how debt will be effectively used.  The revision deletes Executive-proposed language which would place an additional limit on the use of debt, restricting debt service payments to 5% of annual projected revenue.  This restriction is unrealistically low and conflicts with the next revised policy.  Council staff also deleted redundant language regarding the use of variable rate debt, as this limitation is already contained in the Countywide debt policies. 

B. Debt Service Coverage – This revised policy removes an overly conservative and unrequired debt service coverage ratio for planning purposes  As now proposed, the Transit Division may count all the 9/10th transit sales tax as revenue against which the debt service coverage ratio is to be applied.  The policy maintains the debt service coverage ratio at 1.5, which requires that revenues be one and half times the amount of debt service paid out in the year. 

VI. Performance Measures

A. Farebox Recovery Ratio – As revised, this policy now has an explicit statement of vanpool farebox recovery ratio consistent with K.C.C. 4.150.130.  Vanpool fares will maintain a target of recovering 100 percent of the operating and capital costs, and at least twenty-five percent of the cost of administering the vanpool program. 

B. Access Fare Parity Ratio – The language in this policy is unchanged from the Executive’s proposal.

AMENDMENT:

An admendment has been prepared and is attached to the staff report as Attachment 2.  It changes the name of the policies and replaces the Executive's proposed policies in Attachment A with a revised Attachment A, with the policy changes described above. 

REASONABLENESS:

The proposed revisions to the Fund Management Policies are acceptable to the Executive.  Approval of the policies will ensure consistency with the Strategic Plan for Public Transportation 2011-2021.  Accordingly, approval of the Fund Management Policies, as amended, would constitute a reasonable business decision.

INVITED:
· Dwight Dively, Director, Office of Management and Budget
· Kevin Desmond, General Manager, King County Transit Division

ATTACHMENTS:

1. Transmittal Letter, dated September 26, 2011
2.	Amendment to Proposed Ordinance 2011-0395, with Attachment A. 
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