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Metropolitan King County Council
Budget and Fiscal Management Committee
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SUBJECT

Proposed Ordinance 2024-0319 would change Metro’s fund management policies to reduce the farebox recovery rates and change the floor, so it is no longer a requirement. 

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.  [1:  Ordinance 18321] 


In response to the ongoing operational and fiscal challenges posed by the pandemic, specifically reduced service levels and lower-than-required farebox recovery rates, the Council approved the suspension of several sections of the fund management policies for the 2021-2022 and 2023-2024 biennia.[footnoteRef:2] Proposed Ordinance 2024-0319 would change Metro’s fund management policies to: [2:  Ordinances 19206, 19531] 


· Change the floor for the portion of passenger-related operating costs for bus service to be recovered from farebox revenues from 25% to 10% and change this from a “must” to a “should.”
· Change the target for the portion of passenger-related operating costs for bus service to be recovered from farebox revenues from 30% to 15%.
· Add a new section stating that, if there are significant policy or financial changes, such as new funding sources that affect farebox revenue, Metro will reevaluate the farebox recovery ratio requirement and may recommend a change; and that Metro may also re-evaluate the requirement if the farebox recovery ratio is above the 15% target for at least two consecutive years.

Metro’s actual farebox recovery rate for 2023 was 8.8%. For 2024, it is estimated to be 8.9%. For 2025, it is anticipated to be 9.3%. Amendment 1 would change the farebox recovery rate to a metric rather than a policy and require annual reporting through a publicly accessible online dashboard.


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 in 2011, 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 its deliberations prior to adopting the 2015-2016 biennial budget, 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]  [5:  Ordinance 18321] 


Key components of the 2016 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 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% 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% of passenger-related operating costs for bus service from farebox revenues, with a target of recovering 30%.

· 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. The pandemic caused significant changes to Metro's operations and finances, including lower ridership levels than in 2019, changing ridership patterns, and challenges recruiting and retaining workers that have resulted in operational capacity issues. As of this writing, Metro is operating about 87% of pre-pandemic service levels for approximately 64% of pre-pandemic weekday ridership levels. 

Changes to the regional transit system, such as the extension of Link light rail, and ongoing changes to transit ridership patterns mean that Metro will not return to its pre-pandemic service model. However, the current balance between Metro’s service levels and ridership has prevented Metro from meeting the fund management policies’ 25% farebox recovery requirement for passenger-related costs for bus service. Metro has not met the required farebox recovery rate since prior to the pandemic. Metro’s actual farebox recovery rate for 2023 was 8.8%. For 2024, it is estimated to be 8.9%. For 2025, it is anticipated to be 9.3%.

Temporary suspension of fund management policy requirements. For both the 2021-2022 and 2023-2024 budgets, the Council responded to the pandemic’s operational and fiscal impacts on Metro by approving the suspension of two sections of the fund management policies:[footnoteRef:9] [9:  Ordinances 19206, 19531] 


· 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. 

During the 2021-2022 and 2023-2024 biennia, Metro proposed to operate with emergency service reductions and route suspensions in place in response to pandemic safety needs, operational challenges, and slow ridership recovery, while simultaneously proposing to invest in new initiatives, such as restructuring bus service in response to Link light rail extensions, opening new RapidRide lines, and transitioning to a zero-emission bus fleet. Under the terms of the fund management policies, those investments might not have been considered strictly necessary to maintain operations of the pre-pandemic system.[footnoteRef:10]  [10:  In early 2023, the Council adopted Metro’s Service Recovery Plan (Ordinance 19581), which authorized the continuation of Metro’s service reductions and suspensions, as well as Metro’s proposed approach to restore and restructure service. ] 


· Farebox recovery ratio. As noted above, the fund management policies set a target of covering 30% of passenger related operating costs for bus service from farebox revenues and a requirement for covering at least 25% of passenger related operating costs for bus service from farebox revenues. 

Because of the combination of lower service and ridership levels, Metro was not able to meet the farebox recovery target during the 2021-2022 or 2023-2024 biennia.

As part of the transmittal of the 2023-2024 fund management suspension proposal, Metro’s General Manager and the Director of the Office of Performance, Strategy, and Budget (PSB), wrote the Council to state that Metro intended to use the 2023-2024 biennium to work with community and agency partners to develop an updated fare strategy. 

The letter expressed the goal that developing an updated fare strategy, “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.”[footnoteRef:11]  [11:  Metro Farebox Letter, September 27, 2022 (link)] 




ANALYSIS

Proposed Ordinance 2024-0319 would change Metro’s fund management policies to reduce the farebox recovery rates, specifically to:

· Change the floor for the portion of passenger-related operating costs for bus service to be recovered from farebox revenues from 25% to 10% and change this from a “must” to a “should.”

· Change the target for the portion of passenger-related operating costs for bus service to be recovered from farebox revenues from 30% to 15%.

· Add a new section stating that, if there are significant policy or financial changes, such as new funding sources that affect farebox revenue, Metro will reevaluate the farebox recovery ratio requirement and may recommend a change; and that Metro may also re-evaluate the requirement if the farebox recovery ratio is above the 15% target for at least two consecutive years.

The proposed farebox recovery rate policy would align the fund management policies with Metro’s actual experience in recent years, that is, with Metro’s actual experience of farebox recovery rates lower than the currently adopted 25% requirement.[footnoteRef:12]  [12:  For 2025, farebox revenue is anticipated to be just over $100 million. This compares with an estimated annualized figure of $186 million from the 2019-2020 biennium, from the last biennial budget adopted prior to the pandemic.] 


However, as the Executive has noted, while Metro’s proposed 2025 budget is stable, Metro’s overall financial situation, including the mismatch between service levels and ridership that has led to lower farebox recovery rates, is not sustainable over the longer term. The Executive indicates that policy choices[footnoteRef:13] will need to be made as part of the 2026-2027 budget, as Metro’s current projections anticipate that it will not meet its reserve requirements in 2028-2029 and will have negative fund balance by the early 2030s. [13:  Policy issues the Executive has identified include balancing service levels, security, the transition to a zero-emission fleet, RapidRide expansion, and other capital priorities.] 


AMENDMENT

Amendment 1 would replace the transmitted version of Metro’s Fund Management Policies with a new version that would change the Farebox Recovery Ratio section, by removing the target and floor figures and instead requiring Metro to report annually via a publicly accessible online dashboard by May 31 of each year with information about the previous calendar year, including: (1) farebox recovery ratio, (2) total farebox revenues collected, (3) average weekday and weekend boardings, and (4) percentage of both farebox revenues and average weekday boardings attributable to business Passport fare card holders. The language in text is shown below:



III. Revenue Policies

A. Farebox Recovery Ratio – The Metro Transit Department shall report at least annually on its farebox recovery ratio through a publicly available online dashboard. ((should recover at least 10 percent and will maintain a target of recovering 15 percent of passenger related operating costs from farebox revenues for bus service.)) This dashboard, which should be updated by May 31 each year, should include, but not be limited, to:

1. The farebox recovery ratio for the previous calendar year, defined as the percentage of a bus trip’s operating costs recovered through passenger fares, 
2. Total farebox revenues received during the previous calendar year, 
3. Average weekday and weekend boardings for the previous calendar year, and 
4. The percentage of farebox revenues and average weekday boardings attributable to fare cards purchased by local employers for their employees.  

((Recommending Changes to Farebox Recovery Ratio Requirement – In the event of significant policy or financial changes, such as new funding sources becoming available that impact fare revenue, Metro will re-evaluate the farebox recovery ratio requirement and may recommend a change. Metro may also re-evaluate the requirement if the farebox recovery ratio is above the 15 percent target for at least two consecutive years.))

B. Fare Parity – It is the intent of the Metro Transit Department to achieve parity between its Access fare and off-peak adult fare over time. Parity will be measured by dividing the access fare by the off-peak adult fare for any given year.  The Access fare will achieve full parity when the ratio of the Access fare to the off-peak adult fare is one to one.  

ATTACHMENTS

1. Proposed Ordinance 2024-0319
2. Amendment 1 and its attachment
3. Transmittal Letter
4. Fiscal Note
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