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ISSUE

To receive information on Regional Transit’s (RT) Draft Fiscal Responsibility Policies.

RECOMMENDED ACTION

None, Information item only.

FISCAL IMPACT

None as a result of this report.

DISCUSSION

The purpose of this Issue Paper is to provide the RT Board of Directors (Board) with a draft of
RT’s Fiscal Responsibility Policies.  These have been designed to strengthen RT’s financial
position and stewardship now and in the future. These policies are designed to improve RT’s
performance, and to communicate our future plans to the riders of the RT system, partners,
funding authorities and rating agencies.

These draft Policies are consistent with RT’s most recently adopted Strategic Goals & Strategies,
which include the Fundamental goal of “Ensuring Financial Stability, by:

 Securing Funding to Maintain Existing Service Levels, Facilities, Equipment and
Infrastructure Quality

 Seeking Funding to Meet Additional Demands and Desires for Enhanced Service,
Facilities, Equipment and Infrastructure Quality

 Operating in a Cost Effective and Efficient Manner

BACKGROUND

On June 8, 2015, the Board was presented with an Interim Report on a Diagnostic Review of the
Organization; this was presented by Doug Carter, a consultant for RT.  The focus of the review
was to identify opportunities for cost reduction and revenue growth. Mr. Carter began his work in
April with data collection and a series of staff interviews. He was asked by the Board to focus on
a few key areas, and one of those was the development of key polices for fiscal responsibility. The
presentation this evening is an information item to go over these policies.
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RT currently has the following Policies in place which affect the fiscal health of RT that have been
approved by the Board over the years:

 Investment Policy – Surplus Funds (Resolution No. 96-04-2599)
 Comprehensive Reserve Policy (Resolution No. 10-09-0125)
 Debt Policy (Resolution No. 12-08-0136)
 Fare and Service Change Policy (Resolution No. 13-08-0125)

FOUR FISCAL RESPONSIBILITY POLICIES FOR CONSIDERATION

 Update to the Comprehensive Reserve Policy
 Fiscal Sustainability Policy
 Farebox Recovery Policy
 Fare Change Policy

Each draft policy is described below, and the draft policies are provided as attachments to this
issue paper.

Update to Comprehensive Reserve Policy:

The purpose of the Comprehensive Reserve Policy (Attachment 1) is to formalize a fiscally
responsible strategy for establishing, maintaining, and building reserves to address RT’s needs.
The policy addresses four categories of needs for which reserves are appropriate:  operating
reserve, self-insurance reserves, capital replacement reserves and grant/project reserves.  RT will
comply with State and Federal laws, generally accepted accounting principles (GAAP) in
establishing, maintaining, building and using fiscal reserves.

Fiscal Sustainability Policy:

The purpose of the Fiscal Sustainability Policy (Attachment 2) of RT is to establish sustainability
and cost control as clear and strategic priorities for RT.  RT will continue to be a responsible
steward of public transportation resources for the Sacramento Region.  RT is committed to
exploring new ways of providing service that improve RT’s efficiency and effectiveness, while
providing quality service at a reasonable cost. RT’s financial management policies and procedures
are subject to and limited by the applicable State and Federal laws and GAAP, as well as others.

Farebox Recovery Policy:

The purpose of the Farebox Recovery Policy (Attachment 3) of RT is to establish guidelines for
determining and realizing the role of fares in meeting RT’s financial obligations.  Farebox recovery
measures the percentage of operating costs covered by passenger generated fare revenue (for
example: passenger fares/operating costs less monies paid for by the American with Disabilities
Act (ADA) Paratransit Services).  The Farebox Recovery Policy confirms the Board’s commitment
to adhere to sound financial management practices, including prudent planning and management
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of cost, fares and associated revenues, financial capacity and customer interests. This Farebox
Recovery Policy is intended to work in tandem with other RT fiscal responsibility policies.

Fare Change Policy:

The purpose of the Fare Change Policy (Attachment 4) of RT is to establish guidelines for
planning and implementing fare changes.  This policy confirms the commitment of the Board to
adhere to sound financial management practices. RT’s fare policies and procedures are subject
to and limited by the applicable provisions of State and Federal law, and funding regulations.
This Fare Change Policy is intended to work in concert with other RT fiscal responsibility policies.
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Initial Adoption Date:  09/27/2010
Last Update:  xx/xx/xxxx

Version:  2
Sacramento Regional Transit District

Comprehensive Reserve Policy

I. Introduction

The purpose of the Comprehensive Reserve Policy is to formalize a fiscally responsible
strategy for establishing, maintaining, and building fiscal reserves to address Sacramento
Regional Transit District’s (RT) needs. The policy addresses four categories of needs for
which reserves are appropriate: operating reserve, self-insurance reserves, capital
replacement reserves, and grant/project specific reserves. Two of the categories are
comprised of estimated costs or liabilities (i.e., self-insurance reserves, and capital
reserves), and two categories represent contingent funds for emergencies or unanticipated
needs (i.e., operating reserve, and grant/project specific reserves). RT will comply with
State and Federal laws, funding regulations and generally accepted accounting principles
(GAAP) in establishing, maintaining, building, and using fiscal reserves.

II. Comprehensive Reserve Policy Objectives

RT will establish, maintain, and build fiscal reserves to accomplish the following objectives:

 Maintain adequate funds to meet cash flow needs in the event of emergency or
unexpected operating contingences, without interruption to services.

 Maintain adequate reserves to meet RT’s self-insurance retention obligations for
Workers’ Compensation and general liability claims.

 Build reserves to provide the local share of capital costs for replacement and
refurbishment of assets at the end of the useful life, allowing timely refurbishment
and replacement.

 Maintain reserves required by grant agreements, and/or for large capital projects, to
provide contingent coverage for cost overruns.

III. Scope and Authority

Staff will plan for reserves in each of the four categories, and include those needs in
budgets, planning documents, grant applications, and the long-term financial plan, as
appropriate. Staff will establish, build, and maintain fiscal reserves consistent with this
policy.  Staff may manage the reserve balance as its four component parts or as a single,
consolidated reserve.  In either case, staff must account for all sources and uses of funds
to demonstrate compliance with grant provisions and use restrictions.

RT will contribute to the reserves annually, and communicate that intent in budgets, plans,
and grant applications.  The amount of contributions will be that required to maintain
balances described in the approach section, below.

Staff may draw down reserves for self-insurance retention claims, and the local share of
capital replacement and refurbishment costs, to the extent the costs are planned and
funded in the reserve.  Should staff require access to contingency funds, specifically the
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operating reserve, and/or the grant/project specific reserve, staff will prepare a request and
justification for review by the Board of Directors (Board) prior to accessing the funds. The
Board retains control over the contingency funds and a 2/3rds majority vote is required to
authorize the use of these funds.  Staff will bring the request to the Board in a timely
manner.

Moving forward, should reserves fall below the levels described in the policy, RT will fund
the gap to at least the minimum threshold as soon as possible.  In any event, RT should
replace the funds and maintain an appropriate fund balance within three years of the fiscal
year in which contingent reserves were used or fund balances fall below minimums. Staff
will report gaps and progress to re-establish the reserves to the Board routinely.

IV. Approach to Establishing Reserves

RT will establish, maintain, and build reserves consistent with the following criteria by
reserve category:

 Operating Reserve:  RT will maintain a minimum of 12.5% of the annual operating
budget, which is the equivalent of 1.5 months of operating expenditures, up to a
maximum of 16.7% of the annual operating budget, which is equivalent to 2 months
of operating expenditures in reserve for operations to be used if necessary to meet
emergencies or unexpected operating contingencies.

 Self-Insurance Reserves: The minimum balance shall be set at 75% and the
maximum reserve balance shall be set at 100% of the actuarially determined liability
for RT’s self-insurance retention.  The actuarial study will be performed at least
annually.  The study will address expenses related to Workers’ Compensation
claims incurred and incurred, but not reported, as well as general liability claims
incurred and incurred, but not reported.

 Capital Reserves: RT will contribute annually to this fund recognizing that capital
assets are depreciating at a known pace, and will require refurbishment or
replacement at a future date.  The amount of the annual contribution will be the
local share of the replacement cost, pro-rated by years of useful life by asset class.
If the fund balance is below the expected pro-rata local share of replacement costs
given the current age of capital assets, staff will advise the Board on affordable
“catch-up” contributions.  At minimum, contributions will match the cash flow needs
of local contributions to capital programs each and every year. At maximum, the
reserve will fully fund the local share of capital costs on a pro-rata basis considering
useful life of each asset class. Depending upon the expected fund balance, this
amount might be discounted by expected investment earnings.

 Grant/Project Specific Reserves: The initial purpose of this category is to build and
maintain a level of reserves equal to 10% of the total project cost for the Blue Line
to Cosumnes River College (BLCRC) project by 2015, or the year the project is
completed, to provide additional contingent coverage for cost overruns as required
by the Federal Transit Administration (FTA). In subsequent years, additional
contingent reserves might be required for large projects or as part of a grant
agreement.  Once the specific project or grant is closed out, funds remaining in this
reserve may be allocated for other reserves or budgeted purposes of RT consistent
with source and use of fund restrictions.
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V.  Compliance with Regulations

RT will comply with all relevant laws and regulations governing fiscal responsibilities,
reserves and sources and uses of funds.  Among these are:

 The California Transportation Development Act and its amendments
 Federal funding guidelines and agreements
 Generally Accepted Accounting Principles (GAAP).

VI.  Establishment of Reserves

RT has used operating reserves to cover budget shortfalls in each of FY 2014 and FY
2015.  Staff will prepare an analysis of minimum and full reserve requirements for each of
the four categories and the total.  The reserve needs and an affordable plan to “catch up”
should be presented to the Board no later than as part of the FY 2017 budget process.
The catch up plan will become part of the budget, and be reflected in the long-term
financial model, short range transit plans, grant applications, and general communications.
Staff will report on reserve needs (minimum and full funding), planned contributions,
shortfalls and the catch up plan (as appropriate) at least at mid-year and annual budget
discussions.
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Initial Adoption Date:  xx/xx/xxxx
Last Update:  xx/xx/xxxx

Version:  1
Sacramento Regional Transit District

Fiscal Sustainability Policy

I. Introduction

The purpose of the Fiscal Sustainability Policy (Policy) of the Sacramento Regional
Transit District (RT) is to establish sustainability and cost control as clear strategic
priorities for RT.  RT is, and will continue to be, a responsible steward of public
transportation resources for the Sacramento region. RT is committed to exploring new
ways of doing business that improve both efficiency and effectiveness, with the impact
of delivering quality service at a reasonable cost. RT is also committed to a
sustainability analysis and plan for all projects, initiatives, and innovations, where said
improvements have ongoing operations, support and resource requirements. RT’s
financial management policies and procedures are subject to and limited by the
applicable State and Federal laws, generally accepted accounting principles (GAAP),
as well as RT’s waste, fraud and abuse policy.

II. Cost Control Policy Objectives
The primary objectives of the RT’s fiscal sustainability policy are to:

 Demonstrate a sustained commitment to prudent financial management and cost
control in all aspects of RT’s business and customer service.

 Explore new ways of doing business, technology, processes, and tools that help
reduce cost while maintaining quality, or increase quality at the same or
reasonable cost.

 Sustain a culture of efficiency and effectiveness, reflecting RT’s commitment to
deliver high quality, safe and secure services at a reasonable cost.

 Embed sustainable operations and financial planning as a part of all projects and
initiatives, large and small, with ongoing operations, support, and resource
requirements.

 Help RT operate a quality transit service by providing only those services it can
sustainably afford, using current revenues to pay current operating expenses,
and delivering a safe, secure, clean and reliable service.

 Comply with applicable laws and regulations, sound management practices, and
RT’s waste, fraud and abuse policy.

III. Scope and Authority

This Policy governs planning, budgeting, and delivering quality services efficiently and
effectively. Staff will actively pursue new ways of doing business to generate savings
and efficiencies, which are to be used to fund quality and effectiveness initiatives. Staff
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will report appropriate cost efficiency measures in plans, budgets, and performance
reports to the Board of Directors (Board) on a routine and ongoing basis.  Staff will
routinely develop sustainability plans for all small and large projects, initiatives, and
improvements addressing operations and maintenance responsibilities, cost and
resource requirements, and affordability. The Board will consider the impact of plans,
budgets, and initiatives on cost efficiency, long-term affordability, and sustainability prior
to approval. RT will publically report both unit cost efficiency and consumer price index
for urban wage earners (CPI-W), at least for mid-year and annual budget review cycles.

IV. Context for the Cost Control Policy

Like any other consumer, RT is subject to general economic inflationary pressures
when purchasing goods and services.  It is a priority of RT to proactively manage cost
growth and strive for efficiency in delivering a quality transit service for the Sacramento
region.  This policy formalizes that intent, and should be considered in all cost decisions
of the District (e.g., procurement, business processes, technology, staffing,
compensation, labor negotiations).  It is the goal of RT to manage cost growth within
inflation, and deliver quality and effectiveness improvements while doing so.  RT will
also both expand and reduce transit services provided in response to consumer
demand and resource availability.

Often different organizational units are involved in different stages of the project
development lifecycle (e.g., planning, development, operations, and maintenance) for
both small and large projects, initiatives, and improvements.  RT will consider and plan
for life cycle sustainability in every project, large and small, with ongoing operations and
maintenance requirements. This includes planning for both organizational
responsibilities across the project life cycle, as well as resource requirements.
Communications among and between organizational units is critical to fiscal and
operational sustainability of improvements.

V.  Approach to Cost Control Measurement

RT will manage costs within inflation rates; and management is expected to explore
new ways of doing business that increase efficiency and effectiveness while delivering
a quality service.  Performance monitoring, reporting, and response are critical
components of success.

Inflation will be measured as the CPI-W, as reported by the Bureau of Labor Statistics
(BLS).  Given that inflation rates change monthly and many of RT’s costs are
embedded in multi-year agreements, RT will use a three year moving average for
comparing unit costs to CPI-W, as well as the most recent year.

Unit costs will focus on the cost for each revenue service hour, as most costs are driven
in large part by the number of revenue service hours delivered. Cost per revenue
service hour is calculated as total operating cost less purchased transportation (i.e.,
monies paid to Paratransit, Inc. for mobility services) divided by the total number of
revenue service hours operated. There is a significant difference by mode, and unit



Fiscal Sustainability Policy Page 3

costs will at least be measured separately for rail and bus. Similar to CPI-W, unit costs
should be measured for the current year, as well as the moving average cost per hour
for the prior three years.

Major plans, budget documents, and significant new initiatives will estimate the impact
on cost efficiency prior to approval. Staff will monitor actual results versus the plan, and
adjust implementation tactics as needed to achieve desired results.

It is anticipated that some improvement programs will require resources beyond those
practical within inflationary bounds. Projects, programs, and initiatives that deliver
significant improvements to service quality, safety, security, and quantity should also be
considered and discussed with the Board prior to authorization, even if they increase
costs beyond inflation. Any such decision should be made cognizant of the expected
benefits for the public, and the cost of those benefits.

Staff will plan for sustainable operations and resources for all projects, initiatives, and
improvements that have an ongoing operations and resource requirement.  At
minimum, staff will plan for the total cost of ownership (e.g., capital and operating
costs), organizational responsibilities by project life cycle phase, and clear and open
communications among and between organizational units. Where actual requirements
differ significantly from plans, staff will examine tactics for improvements, and update
plans accordingly.

Should RT find current operating costs exceed current revenues (e.g., necessitating
use of reserves to balance budgets), staff must conduct a sustainability analysis of
administrative costs, operating costs and service levels.  The analysis will identify
strategies to reduce costs within a sustainable level (i.e., affordable within current
revenue streams), and may include a review of service standards, and services
operating below standards.  Any proposed service changes will follow RT’s service
change policy. RT is expected to provide a safe, secure, clean and reliable transit
service.  It is the intent of this policy to provide quality transit services in an affordable,
sustainable manner.

VI. Compliance with Regulations

RT will comply with all relevant laws, regulations, and funding requirements governing
cost control and sustainability. It will also adhere to California Transportation
Development Act, as amended, and the National Transit Database definitions of unit
costs for consistency.

VII. Outcome Reporting

Actual unit cost results sometimes vary from plans and projections, and staff will report
unit cost versus inflation to the Board at both the mid-year and annual budget review
cycles.  At minimum, such performance results will include CPI-W, cost per bus
revenue service hour, and cost per rail revenue service for the current year, and the
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average over the prior three years. When appropriate, staff will recommend changes
for Board consideration at mid-year and annual budget review cycles.
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Initial Adoption Date:  xx/xx/xxxx
Last Update:  xx/xx/xxxx

Version:  1
Sacramento Regional Transit District

Farebox Recovery Policy

I. Introduction

The purpose of the Farebox Recovery Policy (Policy) of the Sacramento Regional
Transit District (RT) is to establish guidelines for determining and realizing the role of
fares in meeting RT’s financial obligations.  Farebox recovery measures the percentage
of operating costs covered by passenger generated fare revenue (i.e., passenger
fares/operating costs less monies paid for mobility services). This Farebox Recovery
Policy confirms RT’s Board of Directors’ (Board) commitment to adhere to sound
financial management practices, including prudent planning and management of cost,
fares and associated revenues, financial capacity and customer interests. RT’s fare
policies and procedures are subject to and limited by the applicable provisions of State
and Federal law, as well as funding regulations.

The Farebox Recovery Policy is intended to work in tandem with other RT fiscal
responsibility policies, including but not limited to the Fare Change Policy, the Fiscal
Sustainability Policy, and the Comprehensive Reserve Policy.

II. Farebox Recovery Policy Objectives
The primary objectives of RT’s Farebox Recovery Policy are to:

 Protect and maximize available public funding by at minimum meeting the
farebox recovery ratio required by the California Transportation Development Act
as amended, and other funding and grant provisions each and every year.

 Help RT consistently pay ordinary operating costs with current revenues, without
accessing multi-year reserves to balance the budget.

 Help RT maintain a favorable bond rating, and reasonable interest rates,
recognizing that rating services and lenders rely heavily on RT’s fare revenue
trends to determine financial health and credit risk.

 Determine the appropriate target for the farebox recovery ratio in creating a
sustainable customer service, considering contributions to operating costs,
capital, debt capacity and repayment, grant applications and conditions, and
other obligations.

 Determine the time period over which the target farebox recovery ratio will be
met considering financial capacity needs, cost control measures, ridership
growth, average fare changes required, and impact to fare paying riders.

 Comply with applicable laws and funding regulations, some of which set
minimum farebox recovery ratio standards.
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III. Scope and Authority

This Policy governs the planning, adoption and achievement of RT’s farebox recovery
ratio targets.  The Board retains control over the farebox recovery target and the time
established to reach the target. This policy works in tandem with the District’s Fare
Change Policy, and as indicated therein, the Board has final approval of all fare
changes.

Staff must consistently plan to achieve the appropriate farebox recovery ratio,
considering both the target and the year for target realization. Where the target is
consistent with current performance, staff will plan strategies to maintain that level of
performance. Strategies will be prioritized, first considering cost management, second
ridership growth, and third fare change actions.  Where the target requires a change
from current performance, staff will plan for a smooth ramping of the farebox recovery
ratio between the current level and the target, over the Board approved timeline. Again,
the priority order of actions is 1) cost control, 2) passenger growth and 3) fare revenue.
Staff will use the planned farebox recovery ratio in the budget, long-term financial
model, short- and long-term plans, and communications with riders, stakeholders,
partners, and the public. Fare changes to achieve the target will be planned in
accordance with the Fare Change Policy.

IV. Background and Context for the Farebox Recovery Policy

The Transportation Development Act sets RT’s farebox recovery ratio requirement at
25.5%, and permits RT to supplement fares with other locally generated revenue in
meeting the requirement. In FY 2011, RT recovered 26.1% of operating costs from fare
revenue.  That amount declined every subsequent year to an estimated low of 21.3% in
FY 2015.  A significant percentage of RT’s revenues (e.g., federal grants) are paid in
arrears, and RT relies on a line of credit for cash flow (about $29M from US Bank in FY
2016). The bank has indicated it is concerned that RT’s farebox recovery ratio has
declined for five years, and that RT has used reserves to cover current operating costs
two years in a row.  Moody’s credit rating service reports that RT has the fewest days of
cash on hand of any rated transit operator (at 26 days), harming creditworthiness
ratings and RT’s ability to issue bonds.  In July 2015, Moody’s downgraded RT’s
creditworthiness from A2 to A3.  Standard & Poor’s, the second national credit rating
agency, announced a downgrade to RT’s credit rating as well, from A to A-, in August
2015.  The downgrade in creditworthiness was due in part to RT’s declining farebox
recovery ratio, low and declining cash reserves, and the use of cash reserves to cover
operating costs in FY 2014 and FY 2015.

As a steward of public resources, RT wants to reverse the trend of declining farebox
recovery ratios and at least, meet the minimum farebox recovery targets set by the
State and required to maximize funding revenue. Given RT’s history of higher farebox
recovery ratios (e.g., RT operated at 28% to 30% in the 1980’s and 1990’s), financial
responsibility policies, service sustainability goals, and service improvement and
expansion plans, RT’s Board may decide to adopt a higher target.
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Approach to Farebox Recovery Planning

Staff will provide the RT Board an analysis of alternative farebox recovery ratios using
the long-term financial planning model to include meeting the minimum farebox
recovery ratio requirements, fulfilling all fiscal responsibility policies (including
establishing the capital reserve fund), and meeting all plans for quality improvements
and expansion. The strategies to meet farebox recovery ratio targets will address
managing operating costs, growing ridership and generating fare revenue. The Board
will set the target farebox recovery ratio and define the timeframe over which it is to be
achieved.

Consistent with other fiscal responsibility policies, staff will update the long-term
financial plan to include achieving the target farebox recovery ratio by the date
specified, with smooth ramping between the current and expected performance levels.
Staff will review this plan with the Board when complete and review progress against
the plan with the Board at least annually thereafter during the budgeting cycle.

Compliance with Regulations

RT will comply with all relevant laws and regulations governing fiscal responsibility and
farebox recovery ratios.  Among these are:

 The California Transportation Development Act, as amended (specifically those
provisions addressing farebox recovery)

 Public Utilities Code Section 102121 addressing rates and charges
 SACOG funding requirements addressing farebox recovery.

Implementation of Farebox Recovery

Given the goals of this policy, stakeholder communications is important as RT is
changing historical patterns of financial capacity and performance.  Staff will share the
policy and plans with lenders and credit rating agencies, and then share results
annually to demonstrate RT’s ability to establish a prudent fiscal policy and implement
the plan.  This is expected to lay the foundation for favorable ratings when they are
most needed.  Staff will also share the policy and plans with SACOG, to demonstrate
commitment to meet both farebox recovery ratio requirements and financial capacity
needs now and in the future.  Finally, staff will communicate the intent to the public and
passengers, along with the benefits they will see over time (e.g., timely replacement of
capital assets; improved safety, security and passenger service; expanded service).

Outcome Reporting

Actual farebox recovery ratio results results sometimes vary from plans and projections,
and RT staff will routinely report results versus the plan to the Board.  At minimum,
such performance results will include average fare per passenger, farebox recovery
ratio, cost control results, total ridership, and total fare revenue, all versus the plan or
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projection.  When appropriate, staff will recommend changes for Board consideration at
mid-year and annual budget reviews.
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Initial Adoption Date:  xx/xx/xxxx
Last Update:  xx/xx/xxxx

Version:  1

Sacramento Regional Transit District
Fare Change Policy

I. Introduction

The purpose of the Fare Change Policy (Policy) of the Sacramento Regional Transit
District (RT) is to establish guidelines for planning and implementing fare changes.
This Fare Change Policy confirms the commitment of the RT Board of Directors (Board)
to adhere to sound financial management practices, including prudent planning and
management of fares and associated revenues, financial capacity and customer
interests. RT’s fare policies and procedures are subject to and limited by the applicable
provisions of State and Federal law, and funding regulations.

This Fare Change Policy is intended to work in concert with other RT fiscal
responsibility policies, including farebox recovery, comprehensive reserves, and fiscal
sustainability.

II. Fare Change Policy Objectives
The primary objectives of RT’s fare change activities are to:

 Support long term financial planning, by providing a predictable and consistent
fare change practice, resulting in sustainable transit services to the public.

 Provide sufficient fare revenues to meet, in conjunction with other available
operating and capital funds: customer service needs; local match for capital;
fiscal obligations (including debt); and grant requirements every year.

 Consider changes in customer income and ability to pay, approximating general
pay and benefit increases, providing customers greater predictability of modest
fare changes to ease personal budgeting.

 Maximize ridership while meeting financial requirements.

 Consider fare structure changes consistent with RT goals, while meeting farebox
recovery (i.e., the percentage of operating costs paid for with passenger fares)
and fare revenue requirements.

 Support attainment of farebox recovery targets in a consistent and predictable
manner.

 Comply with applicable laws and funding regulations, including Federal Title VI
and California funding regulations which set minimum farebox recovery
standards.
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Fare Change Policy Page 2

III. Scope and Authority

This Policy governs the planning, adoption and execution of all fare changes.  The
Board retains control over all final fare change decisions.  Staff will consistently plan for
fare changes, analyze fare structure options that produce revenue needs and meet
other goals, gain public input, make recommendations to the Board, and implement the
decisions of the Board. Staff will also include planned changes to the average fare in
the long-term financial plan every other year.

IV. General Financial Practices and Context for the Fare Change Policy

Generally speaking, RT’s costs increase as a result of inflationary pressures each year.
RT will continue to practice sound fiscal stewardship and pursue cost savings initiatives
to slow the rate of cost growth, as indicated in the fiscal sustainability policy. Most of
RT’s revenues do not increase automatically with inflation, and require adjustment to
maintain purchasing power and support RT’s operations.

Transit rider income also tends to grow over time with the Average Wage Index (AWI)
tracking wage and salary growth, and the consumer price index for wage earners (CPI-
W) driving benefit levels (e.g., social security, welfare, unemployment, disability). The
two numbers are generally quite close, each ranging between -1 percent and 4.5
percent annually over the prior decade. In the 10 fiscal years ending in 2005 to 2015,
inflation increased modestly, with an annual average increase of just above 2 percent
for that period.

The overall intent of this policy is to plan for a series of routine, modest fare increases
every other year.  Small, regular fare increases offer many benefits.  Riders will become
aware that transit prices, like other costs, increase routinely and they can plan for said
changes.  The smaller increases made possible by more frequent fare changes are
easier to absorb in consumer budgets, whose income also generally increases
modestly.  Lending institutions and credit rating agencies base RT’s credit risk on fare
revenue trends, and executing a policy of routine, modest increases provides the
steady, predictable revenue stream financial analysts’ value.  Grant making
organizations require local match and sometimes local reserves, and farebox revenues
are a significant revenue source for such purposes. A series of modest, predictable
fare increases provides the opportunity to fund local match to maximize grant revenue.
RT needs a steady, predictable income stream to plan, provide, and sustain quality
services; fares represent RT’s largest source of controllable income.

V. Approach to Fare Change Planning

Staff will plan a fare change every two years, based on the criteria set out below, and
will include this intent in the long-term financial plan, budget documents, grant
applications, short-range service plans, and public communications and marketing
materials.
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Determining whether and by how much to increase the average fare every two years
will have three components.  First, the average fare will be adjusted for inflation,
considering federal indices like CPI-W for urban areas and AWI, as well as changes to
RT’s cost per passenger boarding, over the two-year period between fare changes.
Second, RT will make appropriate adjustments to the average fare to at least meet
legal and regulatory requirements for farebox recovery.  Third, if RT’s Board has
adopted a goal to change the farebox recovery ratio within an associated timeframe (as
specified in the Farebox Recovery Policy), RT will make additional adjustments to the
average fare to achieve that goal. Note that if no average fare increase is needed to
meet all three components, RT’s Board can decide to forgo a fare change during that
period, or change the structure while holding the average fare constant.

Long-term financial planning is based on applying a percentage change to the average
fare, thereby defining the new average fare. Planning and implementing the fare
change requires looking at the fare structure and how individual fare elements might or
might not change to achieve the new average fare. Fare elasticity (which measures
how different rider groups expand and contract as a result of fare changes) varies by
rider group and fare payment method used.  For example, longer trips are less elastic
than shorter trips, peak period trips are less elastic than off-peak trips, and work trips
are less elastic than non-work trips.  Staff will use changes to the fare structure to
maximize ridership within the average fare change requirement. In making the fare
structure and pricing recommendations to the Board, staff will consider:

 Differential pricing (e.g., distance based, type of service, zone, time based)
 Discount strategy (e.g., how many and how deep discounts should be overall

and by market sector; compliance with federal regulations; potential discount
support from other agencies, civic organizations and foundations)

 Loyalty pricing (e.g., monthly, weekly, daily passes; high cash loads on the
Connect Card® or other reloadable payment device)

 Convenience pricing (e.g., round-trip and one-way fares; transfers; day passes)
 Transfer and joint fare agreements with other operators
 Partner support (e.g., employee transit benefits, embedded fares in venue

tickets, social service ticket subsidies)
 Ease of understanding (e.g., passenger comprehension of fare options and

privileges)
 Ease of payment (e.g., coinage multiples, credit/debit, currency and coins)
 Ease of enforcement (e.g., ability to determine and enforce appropriate fare

payment, and minimize fraud and theft of service)
 Ease of administration (e.g., fare media production and handling, cost of fare

collection, signage and communications)
 Equity among demographic groups (e.g., determination based on review relative

to Title VI of the Civil Rights Act of 1964).

Staff will recommend a fare pricing and structure change as needed to meet financial
goals to the Board every other year, and provide options for its consideration. As part
of the planning process, staff will schedule and convene a public hearing to solicit input
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from riders and the public. Prior to holding the public hearing, RT will prepare and
distribute a notice to riders and members of the public.

The public notice must include:

 A title and one or two sentence description of the proposed changes and a
statement that RT is seeking public comments.

 Notice of documents available for review (e.g., draft service plan, Title VI equity
analysis, and/or CEQA documents).

 The date, time, and location of the hearing and transit routes serving the
location.

 Contact information and where to find additional information.
 The final date and time to submit comments.

RT will post the notice on RT’s web site and will accept comments on the proposed fare
changes for at least 30 calendar days.  The notice will be posted in English as well as
any non-English languages determined by RT policy on language assistance.   RT will
also provide information on the hearing in RT vehicles, at major stops and stations, to
applicable mailing list subscribers, and in RT’s monthly newsletter, Next Stop News, if
time permits.  RT may also notify riders through press releases or through social media.

Language Assistance

Upon request, and given sufficiently advance notice (usually 3 business days or more),
RT will provide an interpreter (including sign language) at the public hearing.  RT’s
Language Line service also provides interpretation services over the phone for patrons
calling for additional information, to make comments, or to arrange interpretation
services at the public hearing.

Comments received through the public hearing and comment period will be analyzed,
evaluated, and reported to the Board.  Changes may be made to the recommended
fare structure and pricing, and/or additional options considered as a result of public
input.

VI. Compliance with Regulations

In adopting fare changes, RT will comply with all relevant laws and regulations
governing fares, discounts, and farebox recovery.  Among these are:

 Federal Title VI of the Civil Rights Act of 1964 and Executive Order 12898,
addressing equity

 The California Transportation Development Act, as amended (primarily those
provisions addressing farebox recovery)

 Federal funding guidelines addressing fare discounts
 Sacramento Area Council of Governments (SACOG) funding requirements

addressing fare discounts.
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RT’s process for conducting a fare equity analysis to comply with Title VI and Executive
Order 12898 with respect to fare changes is set out in Appendix A, Fare Equity
Analysis.

VII. Implementation of Fare Changes

Given the intended frequency of fare changes, staff must examine how and where fare
levels are posted and communicated. The intent is to clearly convey current fare levels
and plans for routine, modest changes, efficiently. In addition to posting fares on ticket
vending machines, staff will post current fares on-line and guide customers to that site
in marketing and communications materials.
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VIII. Outcome Reporting

Actual revenue results sometimes vary from plans and projections, and staff will
routinely report fare revenue results versus the plan to the Board of Directors.  At
minimum, such performance results will include average fare per passenger, farebox
recovery, total ridership, and total fare revenue, all versus the plan or projection.  When
appropriate, staff will recommend changes for Board consideration at mid-year and
annual budget reviews.
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APPENDIX A

FARE EQUITY ANALYSIS

Requirements

Under Title VI and Executive Order 12898 RT is required to conduct an equity analysis
prior to the adoption of fare structure changes (including fare reductions), with the
exception of Spare the Air days, temporary fare reductions that are mitigating measures
for other actions, and promotional fare reductions lasting no more than six months.
Paratransit and dial-a-ride fares are also outside the scope of FTA’s Title VI fare equity
analysis program.   Title VI and the Executive Order require RT to establish a locally-
developed definition for determining disparate impacts/disproportionate burdens
(DI/DB) on minority/low-income populations, including a threshold for statistical
significance.

Disparate Impacts

If a statistically significant adverse effect on minority populations is found to be likely,
Title VI  RT must provide a substantial legitimate justification, including a finding that
there are no alternatives that would have a less disparate impact on minority riders but
would still accomplish RT’s legitimate program goals, before adopting the changes.

FTA defines a minority person as anyone who is an American Indian or Alaska Native,
Asian, Black or African American, Hispanic or Latino, or Native Hawaiian or other
Pacific Islander.

Disproportionate Burdens

Executive Order 12898 on Environmental Justice requires RT to analyze proposed
changes to the fare structure to determine if they are likely to result in a
disproportionate burden on low-income populations.   A finding of disproportionate
burden requires RT to take steps to avoid, minimize, or mitigate impacts where
practicable and to describe alternatives available to low-income passengers affected by
the changes.

FTA defines a low-income person as a person whose household income is at or below
the U.S. Department of Health and Human Services (HHS) poverty guidelines.   The
HHS definition varies by year and household size.  For 2012, poverty guidelines ranged
from $11,170 for a single-person household to $38,890 for a household of eight.  The
poverty guidelines for a household of four were $23,050.

FTA encourages transit agencies to use a locally-developed threshold for low-income
status, provided that the threshold is at least as inclusive as the HHS poverty
guidelines.  Since survey data does not always include household size or exact
household income, RT shall, when necessary, define low-income status according to
the poverty guideline for a household of four, rounded up to the nearest bracket
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boundary.  For example, if household income data is available in $15,000 brackets, RT
will consider household income less than $30,000 to be low-income.

Definitions and Methodology

RT uses two different surveys to capture information on fare payment.  First, an annual
fare survey provides an estimate of ridership by mode and fare type, both in absolute
and percent terms.  Second, at least once every five years, RT conducts an on-board
passenger survey that includes fare type, ethnicity, and household income.

When a fare change is proposed, RT uses data from the annual fare survey to
determine ridership by fare type, media type, and mode (bus or light rail).  Using data
from the on-board survey, this data is further split into subsets for minority and low-
income riders.  RT then prepares a table comparing all fare categories to one another,
including percent use by minority and low-income populations, and the proposed
percent increase in fare.

Disparate impacts from fare changes are determined by comparing the average fare for
all minority riders (aggregated over all fare types) to that for non-minority riders.  RT’s
Title VI goal is for the percent increase in average fare for minority populations to be
less than or equal to that for non-minority populations in the case of a net fare increase
and equal or greater to that for non-minority populations in the case of a net fare
decrease. A disparate impact may exist if there is a statistically significant deficiency
from this goal.  RT defines a deficiency as statistically significant if the rates of change
differ by more than 20 percent.

As an example, assume an increase is proposed to RT’s single, daily, and monthly
fares.  RT’s analysis finds that the rate of increase to the overall average fare for non-
minority populations is likely to be 10 percent.  Differences exceeding 2 percent (20
percent of 10 percent) are considered statistically significant.  Therefore, if the rate of
increase in overall average fare for minority populations exceeds 12 percent, there may
be a potential disparate impact.

If a potential disparate impact on minority populations exists, then the fare change may
be implemented only if (1) a legitimate justification has been prepared in written form,
and (2) there are no alternatives that would have a less disparate impact on minority
riders but would still accomplish RT’s legitimate program goals.

Disproportionate burdens on low-income populations are determined in like fashion.  If
a potential disproportionate burden on low-income riders exists then RT must take
steps to avoid, minimize, or mitigate impacts where practicable and must also describe
alternatives to low-income passengers affected by the fare change.

Review and Approval

The Title VI fare equity analysis must be approved by the RT Board prior to adoption of
any fare change, except as exempted above.  Upon adoption of the equity analysis and
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the fare change, RT will submit a copy of the resolution to FTA documenting the RT
Board’s consideration, awareness, and approval of the Title VI equity analysis.
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Part of the diagnostic review examined fiscal responsibility
policies.

2

 Working with staff, we identified four policies that would serve to strengthen RT’s
financial position and stewardship practices now, and into the future

 These policies are intended to drive improvements in RT’s performance, and to
communicate our intentions to riders, partners, funding authorities and rating
agencies.

 The policies work together to deliver improved stewardship over public assets and
resources at RT.

 Four policies are offered for your consideration:
- Update to Comprehensive Reserve Policy
- Fiscal Sustainability Policy
- Farebox Recovery Policy
- Fare Change Policy.

 Each is described herein, and the draft policies are provided under separate cover.



A common format is used for each of the policies.
 Introduction:  provides the purpose and focus of the policy

 Objectives:  addresses the outcomes and benefits expected from implementing the
policy

 Authority:  speaks to specific responsibilities of staff and the Board

 Practices and Context:  describes current conditions and the desired change

 Approach: outlines specific steps, mechanics and timelines for implementation

 Compliance:  points to laws, regulations and guidelines impacting implementation

 Outcome Reporting:  defines the nature and frequency of monitoring and reporting
results.
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The proposed comprehensive reserve policy is modified to add a
capital reserve for the local share of asset replacement costs.

Current Issues Desired Future
 RT’s current comprehensive reserve policy

addresses three types of reserves: 1) operating
contingency reserve, 2) self-insurance retention
reserve, and 3) Blue Line contingency reserve
required in the Federal grant agreement.

 While RT consumes capital asset useful life in a
predictable manner, RT does not create adequate
reserves to cover the local share of replacement
costs.

 RT has deferred capital costs in programs with no
outside funding source (e.g., state of good repair),
resulting in higher operating costs and reduced
reliability of those assets.

 RT has been using reserves for ordinary operating
costs for each of the past two years, and as a
result is not funding the minimum requirements.

 RT’s comprehensive reserve policy also includes
reserves for the local share of capital replacement
and refurbishment costs.

 RT examines capital asset depreciation, cost to
replace, useful life, and local share of cost to define
a low and consistent reserve funding need
annually.

 RT sets aside monies for important capital
programs with no outside funding source, like state
of good repair.  RT continues to seek new funding
sources while funding needed work on a timely
basis.

 RT uses reserves established for planned
expenditures without undo administrative burden,
and must gain Board approval in advance for
unplanned uses.

 RT adequately and predictably funds each reserve,
and uses the funds for intended purposes.
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The proposed comprehensive reserve policy strengthens
RT’s financial stewardship and ability to operate reliably.
 The policy details the approach to determining capital reserves (i.e., replacement

cost divided by useful life, times local share percentage for each asset class).

 Two reserves are based on known costs (i.e., self-insurance retention and capital
asset replacement).  Two reserves are contingency funds for unknowns (i.e.,
operating reserve and project specific reserve).

 Staff and Board authorities are defined more clearly.  Staff may use the capital
reserve and the self-insurance retention to pay the current year’s expense, if within
plan.  Use of the contingency reserves requires advance Board approval, as do
unplanned expenses in the capital and self-insurance retention reserves.

 Where RT is below minimum reserves, staff must propose a catch up plan, reflecting
economic conditions and capabilities to rebalance reserves in a timely manner.

 This policy works in tandem with the Fare Change, Farebox Recovery and Fiscal
Sustainability Policies.  Through their combined capability, RT is able to reverse the
trend of using reserves for ordinary operating expense.
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The proposed fiscal sustainability policy strengthens RT’s
processes in delivering affordable systems and services.

Current Issues Desired Future
 RT has an excellent track record of delivering both

large and small projects on-time and on-budget
(e.g., Blue Line opening was ahead of schedule
and under budget).

 RT’s ordinary operating expenses exceeded
operating revenues each of the last two years,
requiring use of reserves to balance budgets.

 Different departments are involved at different
points of the project life cycle (e.g., planning,
development, delivery, operations, maintenance),
and don’t always communicate requirements and
expectations.

 RT has controlled costs at or near inflation for the
past five years.  Moving forward, RT must continue
to realize savings to create the ability to invest in
safety, security, and quality.

 RT builds on project delivery excellence, adding
operations and maintenance sustainability
planning.

 RT routinely defines costs, roles, and
responsibilities for large and small projects,
initiatives and services with an operations and
maintenance requirement.

 RT seamlessly communicates among impacted
departments at all stages of the project life cycle.

 RT controls cost per revenue hour to no more than
CPI-W (measured on a 3-year rolling average
reflecting the longer term nature of contracts and
costs).  Exceptions approved by the Board based
on a cost-benefit analysis.

 RT only operates the services and implements the
projects/initiatives it can reasonably afford now
and going forward. 6



The proposed fiscal sustainability policy addresses cost
control and fiscal sustainability.
 The policy sets a standard for total cost of ownership planning for every

project, initiative and service, large and small, with an ongoing operations
and maintenance requirement.

 RT departments are required to communicate with all impacted departments
at each stage of the life cycle.

 RT will manage cost per revenue service hour (separately for bus and rail) to
no more than CPI-W on a three year rolling average.  This longer view
reflects RT’s cost commitments (e.g., labor agreement terms are 3 to 4
years, fuel futures are bought to reduce price fluxuation, many contracts for
goods and services are multi-year).

 The Board may decide to fund a program or initiative beyond CPI-W if it is
sustainable, and benefits outweigh costs.

 RT will monitor and report unit costs versus CPI-W at least at mid-year and
annual budget reviews. 7



The proposed farebox recovery policy requires RT to define
the role of fares in covering transit costs.

Current Issues Desired Future
 PUC Section 102121 requires RT’s Board to set

and update rates and fees for transit services.

 TDA mandates a 25.5% farebox recovery ratio to
maintain funding eligibility, and allows
supplements.

 RT is silent on the role of passenger fares in paying
for the costs of service.

 RT’s farebox recovery of 26.1% in FY 2011 has
declined five consecutive years to 21.3% in FY
2015.

 RT balanced its budgets using reserves each of the
last two years (i.e., current year operating costs
exceeded current year revenue).

 Both national credit rating agencies downgraded
RT’s creditworthiness in 2015, recognizing
increased financial risk to creditors and investors.

 RT clearly conveys that passengers are
expected to pay only a portion of the costs of
their trip, and share what that portion is (e.g., a
quarter to a third).

 RT consistently meets State mandates, thereby
maximizing available funding for transit.

 RT’s farebox recovery ratio consistently meets
plan, as a result of more frequent, smaller fare
changes, demonstrating strong fiscal
stewardship.

 RT pays current operating expense with current
operating revenues, preserving reserves for
emergencies and contingencies.

 Financial analysts and investors recognize RT
as a responsible steward of public resources,
resulting in access to financial markets and
favorable rates. 8



The proposed farebox recovery policy defines new business
rules.

 The proposed policy defines the process, responsibilities, drivers, expectations and benefits for
setting a farebox recovery ratio target.  It does not set that target.

 RT will define the role of fares in paying for transit services (e.g., the percentage of operating
costs to be covered by user fees).

 Staff will analyze financial needs (including reserves and local contribution to capital), ridership
and revenue, with different targets using the long-term financial plan.  The Board will make the
final determination on both the target percentage, and the year in which it will be reached.

 Staff will plan for this result in the long-term financial model, service plans, grant applications
and share this intent with riders, the public, partners, funders and creditors.

 RT will prioritize strategies to consistently meet the target farebox recovery through: 1)
controlling costs, 2) increasing ridership, and 3) adjusting fares.

 RT will comply with Federal and State law, PUC sections requiring the Board to set rates, and
grant regulations and agreements.
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The proposed fare change policy is designed to address tangible issues
and concerns, establishing a path for greater success.

Current Issues Desired Future
 It is RT’s 6th consecutive year of declining fare

revenue contributions toward operating costs.

 Difficulty meeting the State mandated farebox
recovery ratio of 25.5%.

 Riders experience large fare increases episodically
– it is difficult to plan and absorb in family budgets.

 RT has used financial reserves to meet ordinary
operating cost obligations two years in a row.

 RT has the fewest days cash on hand of any rated
peer agency at 26 days (policy is 45 to 60 days).

 Both national credit rating agencies downgraded
RT’s creditworthiness this year recognizing
increased financial risk to creditors and investors

10

 RT’s largest controllable revenue source plays a
stable and predictable role in paying for costs.

 RT consistently meets State mandates, thereby
maximizing available funding for transit.

 Riders know and can plan for regular, smaller
changes in fare pricing, similar to other goods
and services.

 Financial reserves are preserved for their
intended use.

 Cash flow is healthy and meets policy standards.

 Financial analysts and investors recognize RT
as a responsible steward of public resources,
resulting in access to financial markets and
favorable rates.
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The proposed fare change policy defines new business rules.

 RT will plan for changes in fares every two years, and include that plan in the
long-range financial model, service plans, grant applications and public
communications.

 Fare changes will consider AWI and CPI-W (reflecting rider income and benefits
growth), as well as RT’s financial needs, when recommending new fare levels.

 RT will examine the fare structure for improvements with each pricing change,
addressing board guidance and opportunities to increase ridership.

 RT will ensure equity among rider groups when adjusting fares, and the
proposed policy incorporates RT’s existing equity policy and administrative
procedures.

 RT will comply with Federal and State law, PUC sections requiring the Board to
set rates, and grant regulations and agreements.

 Management will plan, analyze, schedule and gather public input, design and
recommend fare changes to the Board every two years.  The Board retains
control over all fare change decisions.



The policy requires frequent review of the fare structure to
maximize ridership and revenue.  RT will examine:

 Differential pricing (e.g., distance based, type of service, zone, time based)

 Discount strategy (e.g., how many and how deep, target markets, partners)

 Loyalty pricing (e.g., period passes; high cash loads on reloadable media)

 Convenience pricing (e.g., round-trip and one-way fares; transfers; day passes)

 Transfer and joint fare agreements with other operators

 Partner support (e.g., employee transit benefits)

 Ease of understanding (e.g., passenger comprehension of fare options and privileges)

 Ease of payment (e.g., coinage multiples, credit/debit, currency and coins)

 Ease of enforcement (e.g., minimize fraud and theft of service)

 Ease of administration (e.g., reasonable fare media production and handling)

 Equity (e.g., determination based on review relative to Title VI of the Civil Rights Act of 1964).
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The power of the fiscal responsibility policies is amplified because
they work together to provide better information and decision making.
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RT developed these policies to strengthen fiscal
responsibility and avoid a potential future fiscal crisis.

 Some current fiscal practices are not sustainable (e.g., current year expenses exceeding
current year revenues, cost increases without fare increases for many years, using prior year
reserves to balance budgets).

 RT wants to perform as a responsible fiscal steward for the benefit of the people of the
Sacramento region.

 The fiscal responsibility policies offer several key benefits:

 More transparency into short- and long- term fiscal impacts of services, projects, initiatives and decisions.

 Timely replacement of capital assets, improving reliability, safety, cleanliness, functionality and appearance.

 Consistently offer transportation services to the public at a fraction of the cost.

 Maximize funding to improve mobility for the people of the Sacramento region.

 Predictable, smaller fare increases more closely reflecting rider average income and benefit changes.

 Achieve and sustain quality in all services, only expanding where improvements can be sustained.

 Access financial markets at preferred rates when bonds are needed for large capital investments.



These draft policies are presented as an information item.
Next steps include discussion, comment and exploration.

 These policies reflect a significant long-term commitment to a higher level of fiscal responsibility
and stewardship.

 The Board has the opportunity to consider and solicit input before being asked to adopt these
policies.

 Presenting the information at a public Board meeting is intended to help gain public awareness
and comment.

 This information will be shared with the Ad Hoc Committee Working Groups, including the
private sector, for input.

 Based on feedback recieved, staff will update the proposed policies and bring them for Board
action at a future date.

 Adopting and implementing an appropriate version of these policies will demonstrably
strengthen RT’s fiscal results now and into the future.

 RT should add a section on policy compliance and impacts to staff reports to the Board, to
ensure policy considerations in decision making.
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