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	Operating Fund (4641)
	
	Expenditures
	
	Revenues
	
	FTEs
	
	TLTs

	2019-2020 Revised Budget
	
	$1,938,473,681
	
	$1,814,671,549
	
	5,347.3
	
	51.0

	2021-2022 Base Budget Adjust.
	
	$45,584,929
	
	($5,609,853)
	
	1.2
	
	0.0

	2021-2022 Decision Packages
	
	$37,349,026
	
	$58,299,595
	
	(226.2) 
	
	(12.5) 

	2021-2022 Proposed Budget
	
	$2,021,408,000
	
	$1,867,362,000
	
	5,125.8
	
	42.2

	% Change from prior biennium
	
	4.3%
	
	
	
	
	
	

	Dec. Pkg. as % of prior biennium
	
	1.9%
	
	
	
	
	
	

	Major Revenue Sources: Sales tax, grants, contracts for services, fares 

	Base Budget Assumptions: (1) 3% GWI for ATU represented employees in 2021; (2) 3% GWI and Merit/Step ATU represented employees in 2022; (3) no GWI for non-ATU employees in 2021; (4) 2% GWI for non-ATU employees in 2022; 0.5% Merit/Step in 2021 and 2022; (5) 5% reduction in ATU medical/dental rate



Transit Infrastructure Capital Fund (3641)[footnoteRef:2] [2:  Revenues and expenditures for the Transit Infrastructure Capital Fund, Transit Fleet Capital Fund, Revenue Stabilization Reserve Fund, and Bond Fund reflect information provided by the Office of Performance, Strategy, and Budget in updated financial plans on September 24, 2020 rather the published Executive Proposed 2021-2022 Biennial Budget supporting documents.] 

	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	$288,265,955
	
	$474,765,502
	
	$172,038,322

	Expenditures
	
	$282,965,458
	
	$473,232,557
	
	$172,038,322

	Major Revenue Sources: Sales tax, Marine property tax, Sound Transit payment, grants, interest income, debt proceeds



Transit Fleet Capital Fund (3642)
	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	($185,018,029)[footnoteRef:3] [3:  Metro is proposing to use carryforward revenue and current fund balance to fund 2021-2022 projects and disappropriate the remainder.] 

	
	$27,265,910
	
	$214,382,696

	Expenditures
	
	($185,018,029)
	
	$27,265,910
	
	$214,382,696

	Major Revenue Sources: Sales tax, Marine property tax, grants, interest income



Revenue Stabilization Reserve Fund (4643)
	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	$3,201,790
	
	$3,048,836
	
	$4,027,059

	Expenditures
	
	--
	
	--
	
	--

	Major Revenue Sources: Sales tax, interest



Debt Service (Bond) Fund (8430)
	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	$1,684,006
	
	$15,767,743
	
	$32,192,780

	Expenditures
	
	$14,767,489
	
	$19,687,937
	
	$34,665,877

	Major Revenue Sources: Sales tax, Marine property tax, interest income, Federal debt service subsidies



DESCRIPTION

The Metro Transit Department (Metro) is the largest provider of public transit in the Puget Sound region. Metro operates fixed-route services, including bus and water taxi services; Access Paratransit service; and a variety of flexible and shared services, including Dial-A-Ride Transit (DART), Community Connections, Vanpool, Vanshare, Rideshare, Community Access Transportation, and Alternative Services. Metro also operates Regional Express bus service and Link Light Rail under contract for Sound Transit; and operates streetcar service for the City of Seattle. As of early 2020, Metro provided more than 130 million rides each year on these mobility services.

The Strategic Plan for Public Transportation[footnoteRef:4] and King County Metro Service Guidelines[footnoteRef:5] are the adopted policies that provide policy guidance to Metro on achieving the vision for the transit system and designing and investing in the system. Metro’s long-range plan, METRO CONNECTS,[footnoteRef:6] provides longer-term guidance for service development goals into the future. The Mobility Framework[footnoteRef:7] provides guidance for helping Metro adapt to transportation system changes and emerging technologies equitably and sustainably and will guide future updates to the adopted policies. [4:  Ordinance 18301 Attachment A]  [5:  Ordinance 18301 Attachment B]  [6:  Ordinance 18449]  [7:  The Mobility Framework was requested by Motion 15253. The Mobility Framework Recommendations Summary and policy update process were adopted by Motion 15618.] 


Metro's services are supported by dedicated funding sources. Major revenue sources for Metro include a 0.9 percent sales tax collected in King County; federal and state grants; contracts for services with Sound Transit, the City of Seattle, and other partners; and fares. Metro also receives a minor portion of its revenues from dedicated property taxes and interest.

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 same day that the Washington State Governor issued the "Stay Healthy, Stay Home" 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.

Metro also undertook a number of operational changes in response to the pandemic, including eliminating fare collection from March 21 to October 1, 2020, 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 for the same period. 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.

SUMMARY OF PROPOSED BUDGET AND CHANGES

The proposed Metro budget of $2.7 billion, including operating and capital, represents an 18 percent increase over the 2019-2020 biennium, while overall revenue for Metro is projected to be nine percent lower in 2021-2022 than in 2019-2020, as a result of lower sales tax collections, fare collections, and reduced interest earnings due to the COVID-19 pandemic’s impact on retail sales, transit ridership, and interest rates. 

Metro’s budget would include $483 million more in expenditures than revenues in 2021-2022. The Executive proposes to draw down Metro's undesignated fund balance to make up the gap between revenues and expenditures. With this planned spending, Metro's financial plan projects $300 million in undesignated ending fund balance for 2021-2022, declining to $102 million in 2023-2024 and $31 million in 2025-2026.

Metro states that the proposed 2021-2022 Metro budget is generally consistent with Metro's fund management policies,[footnoteRef:8] with the exception of the farebox recovery requirement and the order in which expenditures would be made (discussed below in Issue 2 of this staff report), and meets and sustains all required reserve levels over the 10-year financial plan.  [8:  Ordinance 18321] 


Metro’s fund management policies call for using available funds first to operate and maintain Metro's current transit system and reserves. Metro staff state that the proposed use of undesignated fund balance to maintain the system during the next biennium is generally consistent with these policies and will allow Metro and policy makers to gain clarity on many of the unknowns brought on by the COVID-19 pandemic before making major decisions about the future of the system. The proposed budget largely holds Metro's services stable, while seeking to reduce indirect costs (those not directly related to providing transit service)[footnoteRef:9] by five percent and deferring many planned capital projects, including limiting the planned rollout of RapidRide lines and slowing the proposed operating base expansion. While the 2021-2022 budget proposes to maintain transit service levels to the extent possible, Metro projects significant service cuts beginning in 2025 without additional revenue. [9:  Metro characterizes 29 percent of the agency's cost as indirect, and estimates that a five percent reduction in indirect costs would be $12 million annually.] 


Fund Management Policies and Reserve Funding

General Financial Practices. The adopted fund management policies[footnoteRef:10] direct Metro to manage its finances to fund, in the following order: (1) debt service; (2) operation of the current transit system,[footnoteRef:11] including asset maintenance and replacement; (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:12] [10:  Ordinance 18321]  [11:  Including passenger loads and reliability investments as prioritized in the King County Metro Service Guidelines (Ordinance 18301, Attachment B).]  [12:  Ordinances 18301, 18449] 


Fund Structure. The Public Transportation Fund has five subfunds: Operating, Infrastructure Capital (formerly called Public Transportation Construction), Fleet Capital, Revenue Stabilization Reserve, and Debt Service. 

· The Operating Subfund supports the ongoing operation of Transit services. It includes direct operating labor and non-labor costs, administrative costs, and indirect and overhead costs. The 2021-2022 appropriation request is $1.87 billion. This subfund includes a reserve equal to 6.75 percent of the Office of Economic and Financial Analysis (OEFA) forecast total annual enterprise fund sales tax revenue. For the 2021-2022 budget, this reserve is proposed at $46.3 million.

· The Infrastructure Capital Subfund (Fund 3641) supports capital infrastructure projects other than revenue fleet vehicle purchases, including the planning, design, acquisition, preservation, and replacement of infrastructure and other capital items needed to support Metro’s operations. For 2021-2022, the proposed appropriation request is for $283 million, along with a carryover of $534 million from 2019-2020.

· The Fleet Capital Subfund supports new and replacement revenue fleet[footnoteRef:13] purchases. To smooth large expenditure fluctuations associated with fleet replacement purchases, Metro is to maintain a Revenue Fleet Replacement Reserve in the Revenue Fleet Capital Subfund that is funded by consistent biennial contributions (incorporating an inflation factor) of sales tax and projected grant revenue to fund a 20-year fleet replacement plan. Short term (five years or less) debt may be used to mitigate peaks in fleet purchases when fleet purchase costs exceed the sum of the current Transit resource contribution plus projected grant revenue. The Revenue Fleet Replacement Reserve balance shall never be less than zero nor exceed $250 million in 2016 dollars adjusted for the value of the fleet. For 2021-2022, the Executive is proposing to disappropriate $185 million from the fund, transferring $100 million to the Operating Subfund and using remaining fund balance to support expenditures of $90 million in 2021-2022. [13:  Revenue fleet refers to vehicles used to transport customers, such as buses and Vanpool vans, as opposed to vehicles used for internal purposes such as maintenance.] 


· The Revenue Stabilization Reserve Subfund holds fund balance to offset the impact of an economic downturn. This subfund is proposed to consist of a reserve equal to 20.4 percent of the OEFA forecast total biennial enterprise fund sales tax revenue. For the 2021-2022 budget, the financial plan proposes a reserve of $262 million, which would maintain the estimated ending fund balance from 2019-2020 through the next biennium. Monies in the Revenue Stabilization Subfund may only be accessed through enactment of an appropriation ordinance submitted by the Executive when the forecasted year-over-year sales tax base growth falls below the June-to-June Seattle CPI-W growth rate for two consecutive forecasts (as adopted by the King County Forecast Council).[footnoteRef:14] [14:  Ordinance 18321, Attachment A, Section IV.A] 


· The Debt Service Subfund is required to be sufficient to meet annual debt service obligations for debt-financed Transit assets. For 2021-2022, the proposed appropriation is $14.8 million. This is lower than had been anticipated in prior years due to the proposed deferral of a number of capital projects, which has reduced Metro’s need for debt funding during the 2021-2022 biennium.

Farebox Recovery Ratio. Metro's fund management policies require Metro to recover at least 25 percent of passenger-related operating costs from farebox revenues, and establish a target of recovering 30 percent. In 2019, Metro's farebox recovery declined below the required 25 percent recovery ratio. Due to the impacts of COVID-19 on transit ridership and fare collections, Metro is projecting a significant decline in farebox recovery, beginning in 2020 and continuing throughout the next biennium. Metro further states that due to the uncertainty of when Metro's ridership will recover and return to pre-COVID-19 levels, the Executive is not proposing a transit fare increase in the 2021-2022 biennium. Table 1 shows the projected farebox recovery ratios associated with the 2019-2020 declines and proposed 2021-2022 budget.

Table 1. Farebox Recovery Ratio 2019-2022
	Year
	Required Farebox Recovery Ratio
	Actual or Projected Farebox Recovery Ratio

	2019
	25%
	23.9% (actual)

	2020
	
	7% (projected)

	2021
	
	15% (projected)

	2022
	
	18% (projected)



Further discussion of farebox recovery ratio implications will be discussed in Issue 2 of this staff report.

Operating Budget Highlights

Following are key components of the 2021-2022 Executive proposed $2 billion Transit Operating budget.

Fixed-route Transit Service Reductions and Proposals 

The proposed budget would reduce direct and indirect expenditures for bus service by $109 million, resulting in a reduction of 429.5 FTEs. This reduction would translate to cutting transit service hours by 421,800 annual service hours.

Of those service hours, the largest reduction would be 365,000 annual service hours funded by the City of Seattle through the Seattle Transportation Benefit District Levy (STBD), which will expire at the end of 2020. If voters approve a renewal measure in November 2020, a supplemental budget proposal would be submitted to reduce the amount of the reduction to Seattle-funded transit service hours based on a new contract to be negotiated between Seattle and King County. In that case, however, some reductions would still occur as the proposed STBD renewal would provide less funding for transit service hours than the expiring levy. Metro projects that if the new levy passes, Seattle would contract with Metro for provision of 170,000 annual transit service hours.

[bookmark: _GoBack]Cuts to Sound Transit-funded regional express bus service would account for a reduction of 25,000 annual service hours.[footnoteRef:15] For Metro-funded transit service hours, the Executive is proposing a net reduction of 31,800 annual service hours over the biennium, which represents a reduction of less than one percent. However, Metro is also proposing an alternative services project in Skyway that would be equivalent to the cost of 31,800 annual transit service hours, resulting in essentially no net change to the overall size of the Metro-funded transit system. [15:  Sound Transit bus service was reduced during 2020 to respond to COVID-19-related ridership and revenue declines. At this time, Metro does not anticipate additional Sound Transit bus service reductions during the 2021-2022 biennium, but understands that Sound Transit has not yet completed its budget.] 


In 2021, Metro's budget includes funding to continue restoring transit service that was temporarily reduced or suspended. Funding would be available for the system to return roughly to pre-COVID levels by September 2021, if ridership demand largely returns by that time. If ridership recovers more slowly, transit service hours would be restored on a more extended timeline. The budget includes no proposed changes to transit service levels in 2022. Table 2 shows the breakdown of transit service hours reductions by funding source.

Table 2. Proposed 2021-2022 Transit Service Reductions
	Funding Agency
	Baseline hours
	Fall 2020 change
	Spring 2021
change
	Fall 2021 change
	2022 change
	Total change
	2022 Total Hours

	Metro
	3,915,000
	(416,300)
	56,000
	328,500
	0
	(31,800)
	3,883,200

	Seattle
	365,000
	(175,000)
	(80,000)
	(110,000)*
	0
	(365,000)
	0

	Sound Transit
	310,000
	(25,000)
	0
	0
	0
	(25,000)
	285,000

	All Service
	4,590,000
	(616,300)
	(24,000)
	218,500
	0
	(421,800)
	4,168,200


*This reduction would most likely not occur if the Seattle Transportation Benefit District Levy Renewal passes in November 2020. Instead, Metro anticipates that 170,000 annual transit hours would be restored to the system in 2021-2022, pending negotiation of a contract for service between Seattle and King County.

While Metro's total Metro-funded service hours would remain stable, Metro is planning for several significant transit service changes during the biennium, including:

· Restructure bus service in Northeast Seattle, (170,000) annual service hours: To better coordinate transit service with and avoid duplicating the Northgate Link light rail extension scheduled to open in 2021, Metro has been conducting community outreach and planning for a major restructure of transit service in Northeast Seattle. This is proposed to result in a net reduction of 170,000 hours, 47,000 that had been funded by Metro, and 123,000 that had been funded by Seattle and other partners. If the new STBD levy passes, the reduction in Seattle-funded transit service hours could change.
· Reductions to invest in new needs, (93,000) annual service hours: Metro would propose to reduce transit service hours in areas identified by reduction guidance in Metro's adopted policies, in order to fund other identified service priorities, as described below.
· Invest where needs are greatest, 50,000 annual service hours: Metro is proposing to add 50,000 annual service hours to invest in communities that have been historically underserved.
· RapidRide H Line (Burien, Delridge, Seattle), 30,000 annual service hours: Consistent with the adopted H Line alignment ordinance,[footnoteRef:16] Metro is proposing to begin operating the RapidRide H Line in September 2021 at enhanced service levels compared to service currently in the corridor. [16:  Ordinance 18894] 

· Flexible services and construction related changes, 28,200 annual service hours: These hours are proposed to go towards restoring Dial-a-Ride-Transit (DART) service, sustaining new DART service in the Renton-Kent-Auburn area, converting several pilot programs to DART service (discussed in the Mobility Services section below), and funding construction-related changes.
· Flexible services in Skyway, equivalent to 31,800 annual service hours: Metro's proposed budget would include a new investment of $6 million, or the equivalent of 31,800 annual service hours, to implement flexible mobility services in Skyway. The nature of the services is not yet known because Metro is proposing for that decision to be made through a community-driven process.

The service reinvestment planning described above may not be fully compliant with existing Service Guidelines policies, but, according to Metro, is based on an assumption that Metro's adopted policies will be updated during the biennium to include stronger equity considerations in service planning, as recommended in the Mobility Framework. Metro is currently working with regional stakeholders and the Regional Transit Committee and the Council to update Metro's policies, including the Strategic Plan for Public Transportation, the Service Guidelines, and METRO CONNECTS. The Executive currently plans to transmit these policy updates to the Council in mid-2021. Metro states that any transmitted transit service change proposals will comply with the adopted policies in effect at the time.

Mobility and Contracted Service Changes

Metro proposes to reduce expenditures for contracted and mobility services by $12.6 million during the biennium. This net reduction would include the following components:

· Reducing payments to the Access Paratransit contractor by $17 million as a result of decreased ridership,
· Reducing Vanpool funding by $300,000 to due to reduced fuel costs, and
· Increasing funding by $5 million ($900,000 of which is revenue-backed by Seattle) for new Alternative Services pilot projects and to transition existing Alternative Services pilots into regular service, including shifting the Snoqualmie Valley and Judkins Park services into the Community Access Transit (CAT) program, and the Trailhead Direct Program into a DART service.

Metro would also reduce expenditures on contracted police and security costs by $2.2 million to coincide with transit service reductions.

Link Light Rail Expansion

The 2021-2022 budget marks the beginning of a period of significant expansion of Link light rail, with North Link planned to open in 2021, East Link and the Bellevue Operations and Maintenance Facility in 2023, and the Redmond, Federal Way, and Lynnwood Link extensions in 2024. Metro operates Link light rail service under an intergovernmental agreement with Sound Transit,[footnoteRef:17] which covers Metro’s operations and maintenance costs, as well as some overhead expenses. Administrative, maintenance, and operational support for Link expansion during 2021-2022 is proposed as an increase of $26.8 million and 209 FTEs to Metro’s budget (all revenue-backed). [17:  The current agreement was approved in 2019 through Ordinance 18914. It has a base term of 4.5 years, with the option of three two-year extensions.] 


To support Link light rail expansion, buses stopped using the Downtown Seattle Transit Tunnel in 2019, and the operations and maintenance of the tunnel will transfer to Sound Transit during the 2021-2022 biennium.[footnoteRef:18] For Metro, this means a reduction of $6.26 million and 28 FTEs from the Transit Facilities Division and a commensurate increase in the Rail Division (included in the larger increase noted in the paragraph above). Metro staff note that Metro is working with the Amalgamated Transit Union (ATU) Local 587, which represents employees in both divisions, to attempt to transfer as many of the tunnel personnel as possible into the new positions in the Rail Division. [18:  Ordinance 14396] 


As Sound Transit Link light rail service expands, Sound Transit will be consolidating and reducing its Regional Express bus service, which Metro also operates under contract. These reductions will largely occur during the 2023-2024 biennium and beyond.[footnoteRef:19]  [19:  As noted above, Sound Transit regional express bus service was reduced during 2020. At this time, Metro does not anticipate any additional reductions during the 2021-2022 biennium, and reductions due to Link expansion will not occur until 2023.] 


Downsizing, Continuous Improvement, and Employee Investments

Metro began operating as a stand-alone department on January 1, 2019.[footnoteRef:20] The new department was created by consolidating and reorganizing functions from the former King County Department of Transportation’s Transit Division, Director’s Office, and Marine Division. [20: ] 


While the proposed 2021-2022 budget proposes to downsize the department in response to the revenue shortfalls resulting from the pandemic (as noted above, by a net reduction of 226.2 FTEs), it also proposes additions of $4.65 million and 17.5 FTEs for organizational changes and investments that Metro states will support ongoing efficiencies and process improvements and foster employee morale during a time of uncertainty.

Metro staff state that the net reduction of 226.2 FTEs will be accomplished primarily through eliminating vacant positions and voluntary departures through attrition and the County’s Voluntary Separation Policy. Metro staff indicate that the only layoffs anticipated are the 200 part-time operators (equivalent to 120 FTEs) that occurred during 2020. As part of these staffing reductions and in response to the deferral of many planned capital projects (see discussion below in the capital budget section), Metro is proposing to eliminate vacant positions and travel and vendor expenses in the Capital Division and reduce support for the RapidRide, passenger facilities, and Access to Transit programs (for a reduction of $4 million, 17 FTEs, and 4 TLTs); reduce the Marine Division’s summer intern program and other expenses (for a reduction of $325,000); and scale back its Wellness Center program for employees (for a reduction of $5.7 million and 1 FTE).

Overall, staffing reductions and increases to support the Sound Transit expansion discussed above have been summarized by Metro in Table 3.

Table 3. Metro Proposed FTE Changes 2021-2022

	Category
	Net FTEs
	Notes

	Direct Bus Operations
	(367)
	Reductions for bus operators, mechanics, and other vehicle maintenance staff resulting from lower service being operated.

	Indirect Reductions
	(94.5)
	Reductions due to capital project deferrals, the repurposing of South Interim Base, and reductions to indirect costs.

	Sound Transit Expansion
	181
	Support for expansion of Link light rail.

	Other
	54.3
	Expansions proposed for Communications & Engagement staff, the subsidized annual pass program, and to reflect Marine FTEs being moved to the Transit Fund.



Proposed operational investments to offset the downsizing proposals include bringing Metro’s drug/alcohol testing program in-house, with the goal of achieving time savings for employees who will no longer have to travel to a separate lab; investing in a grievance tracking system to automate the way grievances are tracked and managed; planning for additional telecommuting long-term, with the goal of reducing Metro’s central rates over time by occupying less office space; reorganizing and expanding labor relations and employee services staff, with the aim of more efficient support for hiring, training, and, as needed, layoffs and disciplinary functions; providing retraining opportunities for staff; and providing resources to support continuous improvement initiatives, including increased equity analysis and performance measurement, as well as improved compliance and accountability for contracts and subcontracts.

Community Engagement

Metro’s Mobility Framework[footnoteRef:21] called for Metro to develop an equity-centered engagement framework; build lasting relationships in communities; and strengthen communication and marketing efforts to ensure that priority populations[footnoteRef:22] are aware of existing mobility services, pilots, service changes, affordability programs, and other efforts. To implement these recommendations, the proposed budget includes an addition of $6 million[footnoteRef:23] and 11 FTEs to increase Metro’s investment in communications and engagement. Specific initiatives proposed with this increase include developing a Community Liaison program, with short-term, temporary employees who are linguistically and culturally diverse; providing increased language services and more varied communications materials; and funding increased collaboration with community-based organizations.  [21:  Motion 15618 adopted the Metro Mobility Framework Recommendations Summary]  [22:  The Mobility Framework defines priority populations as: black, indigenous and people of color, low- and no-income people, immigrants and refugees, limited-English speaking populations, and people with disabilities.]  [23:  Of this total, $2.1 million is proposed as one-time investments to be evaluated prior to the development of the 2023-2024 budget.] 


Subsidized Annual Pass Program

The Subsidized Annual Pass Program (formerly called the Income-Based Fare Program) was approved by the Council[footnoteRef:24] in February 2020 and is scheduled to launch in October 2020. The program will serve individuals with household incomes less than 80 percent of the Federal poverty level (FPL), initially limited to people participating in six state benefit programs with the same income qualification threshold. Program participants will receive fully subsidized annual transit passes for use on transit services operated by Metro and Sound Transit, and could use the ORCA card they are issued through the program to receive discounted fares on other regional transit services. Metro would purchase the transit passes for program participants, and then receive the value of those passes as revenue. Metro is proposing $77.9 million in expenditures and $51.6 million in revenues to continue roll-out of the program in 2021-2022. The net cost of $26.3 million for the biennium is roughly consistent with the $10 million annual net cost Metro estimated in February 2020, with the increase attributed to direction to distribute passes more quickly than originally planned. [24:  Ordinance 15600] 


Next Generation ORCA Launch 

Next Generation ORCA, the replacement for the One Regional Card for All (ORCA) regional fare media card, is scheduled to launch in 2021. Public transit agencies throughout Central Puget Sound are building the next generation of ORCA. According to the ORCA agencies, Next Generation ORCA is expected to improve the customer experience by offering new payment options, instantly loading value and products to customers’ accounts, and offering more options for buying ORCA cards and adding value. Metro is proposing to spend $6.2 million during 2021-2022, $2.3 million of which would be revenue-backed, to support customers through the transition with additional marketing and communication efforts.

The proposed budget also includes a $674,888 capital project to identify and scope potential enhancements to Next Generation ORCA that could be implemented after initial roll out. Potential enhancements to the Next Generation ORCA system might include: fare capping to enable customers to pay-as-they-go for rides until they reach a capped maximum amount, paid park and ride parking, bicycle parking fee collection, integration with third party providers such as Uber and Lyft, full integration with Vanpool and Access, and other integrations such as a transit pass included with purchase of sporting event tickets.

Paid Parking Program

In the 2019-2020 budget, Metro proposed a new program to offer parking permits to customers at Metro owned park and rides with weekday utilization averaging 90 percent or higher. Customers could purchase a monthly parking permit and receive guaranteed parking at their selected park and ride. Shortly after the program launched in December 2019, it was suspended as a result of low park and ride utilization during the COVID-19 pandemic, and Metro terminated the contract with the vendor to administer the program. Metro is proposing to reduce expenditures for the paid parking program by $1.5 million. Metro has stated that if parking demand returns to pre-COVID levels during the biennium, then Metro could reinstate the permit program and would request funding through a supplemental budget.

Marine Division

The Marine Division became part of Metro when the Metro Transit Department was created in 2019. In 2021, funding for the Marine Division is proposed to move from separate funds into the public transportation fund. Marine service would continue to be supported by a dedicated property tax levy that would be applied only to Marine Division operating and capital activities, as required by state law. This integration of the Marine budget into Metro's budget would transfer $7.5 million and 24.5 FTEs to Metro's operating budget from legacy Marine appropriations, and result in a reduction of $684,847 in expenditures due changes in how overhead is being applied.

Capital Budget Highlights

Metro’s capital budget is organized into two sub-funds:

· Fund 3641 for Transit Infrastructure, which proposes expenditures of $288 million for 2021-2022, plus $530 million in carryover; and
· Fund 3642 for Revenue Fleet, which proposes a disappropriation of $185 million, relying on $122 million in carryover.

Capital Infrastructure Carryover

As with Metro’s operating budget, the capital budget is affected by the revenue shortfalls resulting from the pandemic, with many projects – including, most notably, several planned RapidRide lines and Metro’s base expansion plans – either deferred or cancelled. However, as with the operating budget, the proposed impacts to the capital program during 2021-2022 are less than might otherwise be anticipated, due to a proposed spend-down in fund balance. 

In the Transit Infrastructure Fund, Metro proposes to carry forward $297 million in undesignated fund balance, as well as $243 million in future debt proceeds and other revenues. This carry forward, which results largely from the fact that capital spending during 2019-2020 was less than had been budgeted, will allow Metro to proceed with many key capital investments. However, as with the operating budget, the capital fund balance will not last indefinitely: Metro’s proposed financial plan forecasts that this fund balance will be largely exhausted by the end of the biennium, meaning that additional capital project deferrals may be needed in future biennia if the economy has not recovered. 

Base Expansion (Operational Capacity Growth) Deferral

Metro currently operates seven bus bases at four campuses (North, East, Central, South). In 2019, Metro completed an Operational Capacity Growth (OCG)[footnoteRef:25] study, which recommended that Metro increase operational and bus base capacity to support near-term service demand, the long-term network envisioned in METRO CONNECTS, and battery-electric buses and charging infrastructure. The 2019-2020 biennial budget, which was adopted as the OCG recommendations were being developed, planned for base expansion projects that would accommodate an additional 625 to 650 buses by 2040. The 2019-2020 funded and planned projects included expansion projects at Metro’s Central[footnoteRef:26] and South Campuses,[footnoteRef:27] as well as a new base to be developed by 2030 in South King County. [25:  https://www.kingcounty.gov/~/media/depts/transportation/metro/accountability/pdf/2019/metro-facilities-master-plan-operational-capacity-report.pdf]  [26:  Included projects serving Atlantic, Central, and Ryerson bases.]  [27:  Funded projects included a new Interim Base and South Annex Base at South Campus.] 


The 2021-2022 proposed budget scales back these base expansion plans, including:

· South King County Base: The proposed budget disappropriates $26 million from the plan to design and construct a new 250-bus South King County base by 2030, deferring that project indefinitely.
· Central Campus: The proposed budget disappropriates $37.7 million from plans to add capacity for 150 buses and add a Wellness Center at Central Campus.
· South Campus: The proposed budget no longer plans to use the South Interim Base[footnoteRef:28] as a stand-alone operating base when construction is completed at the beginning of 2021 (resulting in operating budget cuts of $5.6 million and 20 FTEs), though does propose a $45.4 million capital appropriation for continued development of the South Annex Base, which is planned to have capacity for 250 buses, to be completed within the next five to seven years. [28:  South Interim Base was planned for 125 buses, and was planned to be used while construction for South Annex Base was underway.] 


RapidRide Program Reductions

Metro launched the RapidRide program in 2010 as the agency's bus rapid transit corridors with features such as dedicated bus lanes and other corridor improvements to enhance bus speed and reliability, specially branded buses, greater stop spacing, lighted stations with real-time arrival signs, off-board fare payment, and on-board amenities including free wifi. Metro currently operates six RapidRide lines.

Metro Connects envisioned an expansion of the RapidRide network, proposing 13 new RapidRide Lines by 2025, with a total of 26 by 2040. Seven of the lines were to have been Move Seattle RapidRide Lines, funded in part by the 2015 Move Seattle ballot measure approved by Seattle voters, and developed in partnership with Metro. In the 2019-2020 budget the timeline was revised due to funding constraints, showing plans for implementing seven new RapidRide lines by 2027, with the additional 13 to be delivered later.

In the 2021-2022 budget, Metro is proposing to further reduce the number of RapidRide lines to be delivered to three by 2025. According to Metro, the reduction in capital investments in RapidRide lines is proposed due to the lack of funding, including lack of funding for the additional transit service hours necessary to operate additional RapidRide lines (discussed in Issue 1 of this staff report). Table 4 shows the difference between the RapidRide implementation schedule planned as of February 2020, compared to the implementation schedule proposed in the 2021-2022 Budget. The RapidRide lines shown in italics are partnerships with the City of Seattle.

Table 4. RapidRide Implementation Schedule Comparison
	Assigned Letter
	Area Served
	Pre-COVID-19 Target opening
	2021-2022 Proposed Budget Target Opening

	G
	Madison:
Madison Valley/ E Madison St/ Seattle Central Business District (CBD)
Alignment: Ordinance 19012
	2023
	2023

	H
	Delridge:
Burien TC/ Westwood Village/ Seattle CBD
Alignment: Ordinance 18894
	2021
	2021

	I
	Renton/ Kent/ Auburn
Alignment: Ordinance 19098
	2023
	2023

	R
	Rainier:
Seattle CBD/ Mt. Baker/ Rainier Beach
	2024
	Deferred

	J
	Roosevelt: 
Seattle CBD/ Eastlake/ Roosevelt
	2024
	Deferred

	K
	Totem Lake/ Bellevue/ Eastgate
	2025
	Deferred

	TBD
	East or South King County Line (TBD) 
	2027
	Deferred



The three lines proposed to move forward in the budget have all had alignment ordinances approved by the Council and therefore have already moved forward to the design and construction phases. In the case of the G Line and I Line, Seattle and Metro have submitted applications for substantial federal funding partnerships. Capital improvements for the H Line have been mostly locally funded by Metro and Seattle with a $6.5 million contribution from the state of Washington.

Metro is proposing net appropriations of $78 million for the RapidRide program in 2021-2022, including:

· Disappropriating $54 million from the R Line (Rainier),
· Appropriating $107 million for the I Line (Renton – Kent – Auburn),
· Appropriating $5 million to complete the H Line (Burien – Delridge – Seattle),
· Appropriating $19 million from Sound Transit for enhancements to the C and D Lines (West Seattle and Ballard), and
· Appropriating approximately $900,000 for RapidRide program planning and management, and piloting a Living Building Challenge-certified RapidRide station.

Sound Transit Expansion Investments

As the discussion on Metro’s proposed operating budget noted, the 2021-2022 budget will mark the beginning of a significant expansion of Sound Transit’s Link light rail system. Metro’s operating expenses to support Link light rail are all revenue-backed, under its intergovernmental agreement with Sound Transit (see discussion above in operating budget section). However, in addition to these operating expenses, Metro’s 2021-2022 budget also proposes $34 million in capital expenditures, to be funded by Metro (not revenue-backed by Sound Transit), to make station area improvements and develop bus layover facilities to improve the transfer environment between Metro buses and Link light rail, Sounder, and bus rapid transit stations. 

Projects proposed to be funded in the 2021-2022 budget include passenger improvements around Sounder stations; bus layover improvements near Kent Station, Federal Way Link extension stations, and South Renton Transit Center; and transfer environment improvements at 10 bus stops near North Link stations, six bus stops near Sound Transit I-405 bus rapid transit stations, 10 bus stops in Shoreline near Lynnwood Link extension stations, six bus stops near Downtown Redmond Link extension, and 21 bus stops near East Link stations.

Information Technology Investments

Metro’s Strategic Technology Roadmap for Transit[footnoteRef:29] was developed to articulate goals, vision, and timing for the more than 300 technology applications and interfaces Metro maintains to plan routes and schedules, collect fares, communicate between buses and the base, and provide information to customers. The proposed 2021-2022 budget continues Metro’s investment in technology solutions with $32.9 million proposed for new or updated transit technology projects, including: [29:  Motion 14769] 


· Next Generation ORCA: $8.5 million to complete work on the ORCA Replacement Project, which is anticipated to begin implementation in 2021 and be completed by late 2022/early 2023. This nearly $60 million project is a collaboration among Metro, Sound Transit, and other regional transit agencies to replace and update the existing 2009-era ORCA smart card regional fare collection system. 

· Service Management Modernization (aka Active Headway Management): $3.35 million to recommend hardware and software solutions to increase schedule reliability and reduce crowding by actively managing the headway (or space) between buses on each corridor. The proposed project will make recommendations for future budget proposals to update and improve Metro’s service management systems at the Transit Control Center and in the field to facilitate service planning, scheduling, dispatching, battery-electric bus operations, and communications.

· Transit Asset Management Program: $15.4 million to develop an integrated system to consolidate 40+ separate and independent asset management systems to help manage Metro’s $1.4 billion in tangible assets and facilitate compliance with Federal Transit Administration asset inventory, condition, and investment requirements.

· Video Management System: $11.7 million to install an automated, cloud-based system for identifying, labelling, and distributing requested video segments from Metro’s existing on-board camera systems.[footnoteRef:30] [30:  Metro’s on-board cameras were expanded and enhanced during the 2017-2018 and 2019-2020 budgets in response to Motions 14595 and 14741.] 


· Grievance Tracking System: $1.24 million to develop a technology solution to manage workflow and deadlines associated with grievances processed at Metro. 

· Electronic Drawing Management System: $1.85 million to replace an unsupported system with a new system to manage Metro’s permanent facilities’ electronic design and engineering records.

Speed and Reliability

Prior to the current reduction in traffic congestion due to the pandemic, ensuring the speed and reliability of buses was a key Metro priority. Speed and reliability improvements, which may include dedicated bus lanes, traffic signal queue jumps, or other improvements to help buses move more quickly through congestion, are designed to make buses more dependable for riders and can sometimes alleviate the need for service hour investments by helping buses stay on schedule, avoid bunching, and move more quickly from stop to stop. During 2021-2022, Metro proposes to invest $25 million in speed and reliability improvements, including spot improvements on corridors in Seattle, SeaTac, Kent, Covington, and Kirkland; corridor-wide improvements to areas with major service restructures, including the Renton-Kent-Auburn, North Link, and East Link areas; continued improvements to the Third Avenue streetscape in downtown Seattle; and improvements (funded in collaboration with the City of Seattle) to the pathways of Routes 40, 44, and 48 within Seattle. 

Transit Oriented Communities

Working with partner jurisdictions to encourage the development of affordable, transit-oriented housing and dense, transit-supportive communities has been a Council priority for the last several biennia. Metro’s Transit Oriented Communities project proposes to allocate $1 million during 2021-2022 to support the development of a strategic plan for managing Metro’s real property portfolio to identify opportunities to reposition properties from single-purpose parking lots or transit facilities to properties that can achieve community development goals. This project will also support efforts to integrate land use considerations into how Metro plans for and deploys new high frequency service. 

New Electrification Investments

In 2017, King County committed to transitioning to a zero emissions transit fleet by 2040. In 2020, the King County Council adopted the following goals[footnoteRef:31] to accelerate the adoption of electric vehicles: a 100 percent zero-emission revenue bus fleet by 2035; a 67 percent zero-emission Americans with Disabilities Act of 1990 (ADA) paratransit fleet by 2030; a 100 percent zero-emission rideshare fleet by 2030; installation of 125 chargers at King County-owned park-and-rides by 2030; and 50 percent of light duty County fleet vehicles to electric by 2025 and 100 percent by 2030, among other goals. Metro is proposing to make initial investments in the 2021-2022 budget towards the County's commitment to electrification of the fleet.  [31:  Ordinance 19052.] 


Metro's proposed 2021-2022 budget includes $93 million in fleet electrification investments,[footnoteRef:32] focusing on battery bus deployment on the South Campus transit bases. Key investments would include: [32:  Not including zero-emissions fleet and infrastructure disappropriations or trolley system enhancements.] 


· Purchasing 40 battery electric buses and building associated charging infrastructure at South Base.
· Begin implementing charging infrastructure at the Interim Base at South Campus, and begin designing charging infrastructure for the South Annex Base.

Metro proposes to purchase 300 battery-electric buses by 2028, build infrastructure at the Interim Base to support 105 battery electric buses at the South Campus by 2025, and build charging infrastructure at South Annex Base with capacity for 155 battery electric buses by 2027. The agency would also make investments in on-route charging at bus layover locations (expected to be needed in addition to base charging), charging infrastructure for light-duty vehicles, and investing in green charge technology. Note that Metro's proposed six year capital improvement plan does not include appropriations for purchasing battery electric buses beyond the 40 proposed for 2021-2022, and that proposed charging infrastructure investments in future biennia would require additional funding sources beyond what is currently projected in Metro's financial plan.

No-Growth Fleet Replacement

The proposed 2021-2022 Metro budget would disappropriate $185 million from the Transit Fleet Capital Subfund and transfer $100 million to the Transit Operating Subfund. Fund balance would be used to purchase 40 battery electric buses (20 60-foot and 20 40-foot) to be delivered in 2021; 13 hybrid RapidRide buses for the G Line; and replace those Vanpool, Access Paratransit, and Community Access Transit vehicles that will come to the end of their useful life within the biennium. According to Metro, this fleet replacement proposal only replaces current fleet in need of replacement, and with the exception of the vehicles for RapidRide G Line, represents fleet planning for a "no growth" transit network.

Phase Out of Cash Fare Collections

In concert with the expected improvements to the accessibility of using the ORCA fare payment system due to the launch of the Subsidized Annual Pass Program and Next Generation ORCA, Metro has stated that the agency plans to engage with community stakeholders in late 2020 and early 2021 to develop a plan to phase out the acceptance of cash on board Metro’s services. Relatedly, the proposed 2021-2022 budget includes a disappropriation of $331,281 due to the proposed cancellation of a study to replace fareboxes on Metro buses. Metro's cash fareboxes are past their useful life and would need to be replaced in order for Metro to continue accepting cash payments in the future.

Marine Division

The proposed 2021-2022 budget would appropriate $1.2 million for a West Seattle Mobility Transit Hub[footnoteRef:33] at the West Seattle Water Taxi's terminal at Seacrest Dock. The proposed transit hub facility would accommodate vehicle parking, buses and transit shuttles, and bike and pedestrian access to the West Seattle Water Taxi. The project is planned to be completed in the 2021-2022 biennium. The proposed budget would also disappropriate $1.5 million for the Marine Division's West Seattle Terminal Replacement project due to the cancellation of the project. [33:  Project Number 1139239] 


KEY ISSUES

ISSUE 1 – USE OF FUND BALANCE, COST CONTAINMENT, AND TRANSIT SERVICE LEVELS

As noted above, Metro has faced significant operational and revenue impacts as a result of the pandemic. Given the continuing uncertainties about ridership levels, commuting patterns, and the overall economic situation Metro will encounter during 2021 and 2022, the proposed budget would spend $483 million more than anticipated revenues and use undesignated fund balance to cover the gap (see Figure 1 below). 

Figure 1. Metro Proposed Use of Reserves
[image: ]

Using this approach would allow Metro to propose less extensive reductions to service levels and to propose less significant capital project deferrals than would otherwise be the case. As discussed in the operating section of this staff report above, Metro is proposing a net transit service reduction of Metro-funded transit service of less than one percent, and is proposing to fully re-invest the transit service hours from a proposed 140,000 annual service hour cut during the biennium. Metro is also proposing a five percent reduction in non-direct service costs, resulting in a $24 million reduction that represents one percent of Metro's operating budget.

There is risk associated with this approach. Metro could potentially face significant financial challenges in future biennia. By holding spending relatively stable in the 2021-2022 biennium, if Metro is unable to secure other sources of funding, Metro projects a need to deplete its fund balance and make cuts of approximately 500,000 annual service hours, or 13 percent of the system, by 2025.

This approach represents a policy choice for the Council: whether to maintain transit services to the extent possible using fund balance, as Metro proposes; or whether to make more significant cuts during 2021-2022 to maintain fund balance into future biennia.

ISSUE 2 –  COMPLIANCE WITH ADOPTED POLICY

Metro’s adopted fund management policies 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. The proposed 2021-2022 budget will generally comply with the adopted 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:

· The general financial practices (Section I.A of the fund management policies) set an order in which Metro must expend funds. The first priority is paying debt service. The second priority is 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 called for by the Service Guidelines and METRO CONNECTS. In the case of the 2021-2022 budget, Metro proposes to make cuts to current transit system levels. 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. Such new investments include:
· $6 million allocated for feeder-to-fixed flexible service in Skyway,
· $26 million allocated new Subsidized Annual Pass Program, 
· $93 million in fleet electrification investments, 
· $78 million in capital investments and 30,000 annual service hours for new RapidRide lines, and 
· $34 million in capital investments to improve the transfer environment around upcoming Link light rail stations.

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

· As noted above, the farebox recovery ratio section (Section III.A of the fund management policies) sets 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. Metro has indicated in a letter to the Council that it will not meet either the target or the floor during the upcoming biennium: the current estimate is 15 percent in 2021 and 20 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 could require significant cuts to service levels.

Council staff is working with legal counsel on a potential approach to address this issue.

Additionally, Metro states that they plan to consider changes to fund management policies in the next biennium to align the policies with the Mobility Framework. Metro also states that during 2021, the agency will undertake a comprehensive review of fares to determine whether and how fares across modes might be more integrated and to review farebox recovery. 
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