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STAFF REPORT

SUBJECT:

Proposed Motion 2011-0397 would approve financial policies and practices for the Road Services Division (RSD).

BACKGROUND:

Historically, RSD has operated under the County's general financial policies and practices with variances as needed.  The results of a series of financial planning challenges have left RSD with significant negative ending fund balances in each of the last six years.  This situation has led to a greater than normal reliance on interfund borrowing to address cash flow issues, and has fed the cycle of financial planning challenges which relied on less than conservative approaches to revenue planning.

With the adoption of the Strategic Plan for Road Services (SPRS), RSD has had to confront difficult financial realities and adjust the Division's approach to both planning and delivery.  Proposed Motion 2011-0397 is meant to provide further policy guidance related to the RSD funds and financial planning approach.

Last week, staff presented an initial briefing on Proposed Motion 2011-0397, which indicated that the proposed policies were sound in concept but an amendment would likely be necessary to address technical issues of clarity.  Those proposed changes are included in a revised Attachment A to the amendment, included with this staff report.     

ANALYSIS:

The revised Attachment A, containing the proposed financial policies, includes a number of technical clarifications to policies in each of the various areas covered by  the document.  The revised document is structured as follows:

1. General Financial Policies (new)
2. Revenue, Emergency Expenditure Reserves and Fund Balance (revised)
3. Debt Policy (revised)
4. Facility Major Maintenance (revised)
5. Annexation Financial Planning (unchanged)
6. Interfund Borrowing (revised)
7. Real Estate Transactions in Financial Planning (revised)
8. Periodic Review and Exceptions (new)

General Financial Policies - A general statement regarding financial planning is added where none previously had been articulated.  This new statement states that financial planning will be consistent with these policies and that these policies will be reflected in the division's six-year financial plan.

Revenue, Emergency Expenditure Reserves and Fund Balance - The proposed new reserve is re-titled to a "Revenue and Emergency Reserve."  Additionally, the language is simplified to focus on the purpose, use and schedule for achieving the target reserve and undesignated fund balances as follows: 

Purpose of the Reserve:	Reduce reliance on Interfund borrowing for regular expenditures
Use of the Reserve:	Cash flow for non-reimbursable expenditures and emergency storm work
Schedule for achieving the target reserve balance of $2,000,000:
2012	$0
2013	$500,000
2014	$1,000,000
2015	$1,500,000
2016 and beyond	$2,000,000

Purpose of the Fund Balance:	Reduce reliance on Interfund borrowing for reimbursable expenditures
Use of the Fund Balance:	Cash flow associated with reimbursable expenditures (e.g. grant and contract services) and emergency storm work
Schedule for achieving the target fund balance of 6.5 percent of operating expenditures:
2012	3.5%
2013	3.5%
2014	4.0%
2015	5.0%
2016	6.0%
2017 and beyond	6.5%

Debt Policy - The method for calculating and the timeline for achieving the proposed debt service coverage ratio are defined in the proposed revision to this policy as follows:
· The debt ratio is proposed to be calculated by the CIP contribution for the period less any "Pay as You Go" projects divided by the total debt service.  
· The proposed financial policies acknowledge that the debt service coverage ratio of 1.25 will not be achieved until 2017.

Facility Major Maintenance - This policy is clarified to follow the results of a Facilities Master Plan developed in the 2012-2013 biennium.  In the Executive's proposed policy this requirement was vague.

Annexation Financial Planning - This policy is unchanged. 

Interfund Borrowing - This policy is clarified to be consistent with County policies and practices through removing extraneous statements.

Real Estate Transactions in Financial Planning - This policy is revised to focus on that the division will not count property sale revenues until the biennium after "cash is in hand".

Periodic Review and Exceptions - This new policy section is added to include periodic review and exception language that was previously proposed in a variety of individual policy areas.

AMENDMENT:

Staff developed Amendment 1 and Title Amendment T1, which are attached to the staff report.

REASONABLENESS:

As clarified through the proposed modifications contained in the revised Attachment A to the Amendment 1, adoption of these proposed financial policies would constitute a reasonable business decision.

INVITED:

· Dwight Dively, Director, Office of Management and Budget
· Paulette Norman, Director Road Services Division

ATTACHMENTS: 

1.	Amendment 1, with revised Attachment A
2.	Title Amendment 
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