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STAFF REPORT
SUBJECT

A proposed motion approving the 2012-2013 Road Services Division financial policies and practices.

SUMMARY
Proposed Ordinance 2011-0397 would approve a new set of financial policies to set the policy framework for the 2012-2013 Executive Proposed Budget 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 an exceptionally high reliance on interfund borrowing to address cash flow issues, and fed the cycle of financial planning challenges with a need to rely 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.

ANALYSIS

Attachment A to Proposed Motion 2011-0397 contains a number of policies in the following seven financial planning areas:

1. Fund Balance/Reserves and Storm Response

2. Debt Policy

3. Facility Major Maintenance

4. Annexation Financial Planning

5. Interfund Borrowing

6. Real Estate Transactions in Financial Planning

7. Allocation of Revenue for Operating and Capital

1.
Fund Balance/Reserves and Storm Response
A. Establish a reserve to address revenue shortfalls and non-reimbursable storm work.  This policy would identify a $2 million reserve, to be achieved by the end of 2016.

B. Establish a requirement for an undesignated fund balance of $5 million to mitigate operations cash flow issues associated with revenue collections and reimbursable work.  Together with the $2 million revenue shortfall reserve, these funds equate to approximately a thirty day operating reserve.

C. In addition to these reserves, some of the work performed by RSD requires contingencies, which will be planned based on need.

2.
Debt Policy
A. Following ninety percent of annexation/incorporation of the Potential Annexation Areas (PAA), RSD shall maintain debt service coverage of 1.25, excluding any "pay as you go" capital expenditures.

B. Debt service payments from funds other than the unincorporated areas levy will be excluded from the debt ratio calculation.

3.
Facility Major Maintenance
A. RSD will prepare and prioritize a twenty-year plan for operational facility maintenance to achieve the goals of a facilities master plan.
B. Each six-year financial plan will use the prioritized twenty-year FMP to identify projects for funding.  Revenue will be budgeted from transfers from operating fund as well as grants and property sales.

4.
Annexation Financial Planning
A. The capital program will not include design and construction funding for projects within three years of forecasted annexations (excluding any regulatory compliance, safety or life-cycle inefficiency projects).

5.
Interfund Borrowing
A. Interfund borrowing will be requested should operating fund balances be projected in excess of the planned undesignated fund balance of $5 million.

B. The capital improvement fund (3860) is permitted to have a negative balance while awaiting reimbursement or October property tax collections.

C. On projects with long-term financing, expenditures in excess of $1 million will be scheduled consistent with Bond Anticipation Notes or Permanent Bond financing receipts.  Interfund borrowing may be used as an exception on a case-by-case determination by the Executive Finance Committee.

6.
Real Estate Transactions in Financial Planning
A. Revenues from property sales will be programmed to fund one-time expenditures in the biennium following completion of a real estate transaction.

7.
Allocation of Revenue for Operating and Capital
A. Revenues, excluding those for reimbursable expenditures, shall be distributed between for operating and capital on a need-determination basis.
When analyzed collectively and based on their impact on the proposed budget, these policies would have the effect of making RSD financial planning less reactionary and better positioned to sustain the cash flow challenges routinely experienced by the Division.
However, it should be noted that due their historically poor financial planning, RSD will likely begin 2012 with interfund borrowing requirements. This means that while the Division will strive to comply with these financial policies related to reserves and fund balances, it may take years for the Division to actually achieve the stated goals and targets. 
REASONABLENESS

The proposed financial policies appear reasonable in concept; however, Council staff continues working with Executive and Division staff to address issues of clarity within the proposed policies.

OPTIONS:

Staff is continuing work on this proposed motion and an amendment will likely be necessary to address technical issues.
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