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Subject:
Long Range Fiscal Sustainability Task Force
The Issue

The 2011-2016 Strategic Budget Plan identifies a deficit in the RTD operating budget by 2016 of over $209 million.  This figure, which is the compound impact of a projected $33 million structural deficit beginning in 2012, is roughly half of RTD’s annual operating budget.  
To address the relatively minor hole in the operating budget for 2011 of $18 million, the RTD Board is wrestling with a terrible choice of significant fare increases versus service reductions, on top of other difficult cost savings measures.  It is hard to imagine the hardship future RTD Boards will need to inflict on our customers in order to address a $200 million shortfall.

By far the biggest dent in RTD’s budget has been the precipitous drop in sale tax revenue.  Sales tax revenue accounts for roughly 60 percent of RTD’s income.  For a long time, RTD could count on an average annual growth rate of about 6 percent, helping RTD to maintain its services in the face of rising costs.  There also was a financial cushion to accommodate some service expansion to address the needs of a growing population and service area.
In recent years, annual sales tax revenue has taken a severe dive due to the recessionary economy.  This would not be of such great concern, as it is typical to experience periods of leveling growth in sales tax receipts following an economic downturn.  In other words, following some difficult budget periods, RTD usually could count on a return to a rate of sales tax receipts that kept pace with transit demand.

There is reason to believe a shift is in the air for those government entities that rely on sales tax revenue.  A forecast of future sales tax revenue now projects much smaller annual sales tax increases, coming in at less then 1 percent in 2011 and hovering at around 4 percent in later years.  There are many factors which are conspiring to reduce the long term rate of sales tax growth, including the aging of the Denver area population, marginal job growth, and a consumer transfer to internet sales.  

Most critically, RTD’s most important source of revenue is failing to keep pace with the cost of providing transit service in the Denver region.
The Need
With the decline in sales tax revenue growth, the RTD is facing a tremendous budget hole.  Traditionally, when approaching short term sales tax revenue declines, RTD has plugged the hole with quick fixes, such as fare increases, service cuts, staff salary freezes and capital investment delays.  These methods were tolerable in light of the expectation that sales tax revenue would return to normal growth rates and there would be an opportunity to return to the desired standards of transit agency operations.

The budget circumstances we are confronting in this era are entirely different.  There is no reasonable expectation that sales tax revenue will rebound to a level that will, by itself, facilitate a return to previous operations standards.  Further, short term fixes are beginning to eat away at the integrity of RTD’s mission.  Cutting transit service and much larger raises in transit fares runs directly counter to RTD’s mission.  Reduced staff salaries, furloughs and further delays in capital expenditures threaten to undermine service quality.  

We can not continue to nickel and dime RTD out of its budget hole at the expense of our goals for meeting the transit needs of the Denver metropolitan region.

It is time to take a much more comprehensive approach to addressing RTD’s budget challenges.  First, while there is every reason to believe that RTD is running one of the best transit systems in the country, there is always room for improvement.  We must give a top to bottom look at RTD operations to ensure that we are spending taxpayer money in the most efficient and effective manner possible.  This includes strict budgeting prioritization and the identification of essential and non-essential services.   
Second, we need to give full consideration to the opportunities for RTD to secure a more stable and appropriate level of funding for its transit operations.  Sales tax has proven to be a highly volatile funding source with little correlation to the need for transit service.  In fact, consistent with the Transit Paradox, there appears to be an unfortunate correlation between the need for citizens to access transit service during down economic periods and RTD’s ability to meet that demand.

RTD staff has done an admirable job reviewing some of the options for securing additional revenue streams.  All of these have been measures that RTD currently can pursue within the constraints of its statutory authority.  There is still more to explore in this arena, everything from additional ad revenues to vendor sales at stations.  However, these sources pale as compared to the scale of the budget challenge.
Even more fertile ground for exploration is the revenue opportunities that currently fall outside of RTD’s statutory authority.  The RTD Board and staff have produced a long list of these optional revenue sources.  However, given the short term approach to our annual budgeting activities, the time never seemed right for taking the long view with respect to a course RTD might take in pursuit of these alternative revenue sources.  It might take years to garner statutory authority to pursue some type of new revenue source (or sources), for example, but you can never get there without taking the first step.  


The Plan
The simple proposal is to form a Long Range Fiscal Sustainability Task Force that will be charged with both identifying operational efficiencies for RTD and for exploring long term revenue enhancement opportunities.

Some of the Task Force implementation details are as follows:

· The Task Force would meet for a fixed period beginning in late 2010 and concluding by the middle of 2011.  

· The Task Force will consist of five RTD Board members and ten public representatives with specialized expertise in fiscal management, revenue enhancement strategies, and transit operations.

· The Task Force will be directed by an appointed Chair from amongst the five RTD Board representatives.

· The work of the Task Force will be guided by a professional facilitator.

· RTD will provide direct staff resources for the Task Force, with leadership coming from the Finance and Administration Department.

· The Task Force will have a small budget for securing expert input and conducting research.

· The Task Force will issue a formal written report at the end of its term detailing identified opportunities for service efficiencies and proposed revenue enhancement measures.

In summary, it is time to initiate a broader approach to addressing RTD’s long term budget challenges, beyond the annual budget review process.  By working to identify operational efficiencies and recommending options for more stable revenue sources, the Long Range Fiscal Sustainability Task Force will help transit service in the Denver region keep pace with our growing mobility needs.
