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SUBJECT

A briefing on the budget proviso requiring a report outlining a new organizational structure and staffing plan for the Road Services Division (“RSD”), due by May 1, 2010 but not transmitted.
SUMMARY

The 2010-2011 biennial budget for RSD includes the following proviso [Ordinance 16717, Section 126, Proviso 1]:
P1 PROVIDED THAT:


Of this appropriation, $1,400,000 may not be expended or encumbered until the executive has submitted a report, for council acceptance by motion, outlining a new organizational structure and staffing plan for the road services division.  The report is due to the council on or before May 1, 2010.  The council intends that this report be prepared in coordination with Phase 2 of the Roads Operational Master Plan, but be submitted before the Phase 2 report is due to the council.
On April 19, 2010, the Executive wrote to the Council Chair, announcing the Executive’s intention to transmit the report along with the Strategic Plan for Road Services (“SPRS”), the new name for the Roads Operational Master Plan.  Today’s briefing will provide the Committee with an opportunity to evaluate RSD’s work to date on the proviso response.

2010 COUNCIL PRIORITIES

The Proviso requested information in support of goals embodied in the Council’s Financial Stewardship Priority and the Safe, Healthy and Vibrant Communities Priority.  The Proviso is intended to complement the SPRS report, adoption of which is a Council Action specified in the Safe, Healthy and Vibrant Communities Priority.
BACKGROUND

RDS provides direct, local road services in the unincorporated area, which has shrunk in recent years as a result of annexations and incorporations.  County policy calls for transferring responsibility for all urban unincorporated local services to new or existing cities.  Even as RSD’s local government responsibility has diminished, infrastructure costs have continued to increase.  New regulations have added to capital and maintenance costs. Revenue sources such as the County-option Vehicle License Fee (“VLF”) have been eliminated.

To address its concerns about RSD’s long-term future and its ability to transform into a local service provider for the rural unincorporated area, the Council required development of a Roads Operational Master Plan (“ROMP”).  In September 2009, the Council approved the ROMP Phase I Report and Phase II work plan.  The Phase I report found that RSD would not be able to sustain its budgeted level of operations and capital investments due to reduced revenue and higher costs and demand for services.
  For three years in a row (2007-2009), revenues were more than $10 million short of projections, in part because asset sales were postponed.
As a part of RDS’ 2010-2011 budget, the Council added Proviso P1 to Section 126.  The May 1 due date, several months prior to expected transmittal of the SPRS/ROMP Phase II report, was specified so the Council could review the organizational and staffing proposals before receiving the Phase II recommendations.  Accordingly, the Executive’s proposal to combine the responses is not consistent with the Council’s direction.  This briefing is intended to give the Council insights into the Executive branch’s work in progress on the new organizational model and staffing plan.
The following developments point to the importance of developing a new organizational model and revised staffing plan:
Strategic Plan for Road Services (“SPRS”)/ROMP Phase II – work to date on SPRS, the new name for ROMP Phase II, includes an evaluation of the rural road system and how its assets can best be managed.  RSD staff has carried out an assessment of road surfaces, bridges, and other assets and has estimated the costs to maintain these assets.  As a result, it is suggested that projected available funding will be far short of the amount needed for management that maximizes asset life cycle.  It appears likely that RSD will find itself in a position of managing asset decline, including placing load limits and taking assets out of service.
RSD Interfund Borrowing – In March, RSD increased its interfund borrowing up to $40 million, borrowing against tax receipts and anticipated revenue from the sale of bonds for the Novelty Hill Road project.  The Executive Finance Committee has expressed concern about RSD’s pattern of spending against anticipated revenues.
First Quarter Financial Report - Attachment 2 is the Roads First Quarter Financial Report.  It indicates that, compared to the adopted allocation for 2010 revenues and expenditures, RSD has a higher beginning fund deficit, lower revenue, and higher expenditures.  To manage these negative trends, RSD plans to reduce 2010 operating expenditures by at least $2 million and capital expenditures by at least $4.6 million to achieve the target fund balance at the end of the year.
Revised Revenue Assumptions – The County’s Chief Economist projects a dramatic reduction in Unincorporated Area Property Tax (“UAPT”) collections.  Recent annexations will have the effect of reducing the total value of property in the unincorporated area.  The UAPT is expected to generate $13-25 million per year less than previously projected.
   There is pending in the Council a proposed ballot measure that increases the UAPT property tax expenditure for law enforcement activities by $16-20 million per year.  If enacted by the voters, this measure would further decrease revenue to the RSD and require further reduction in RSD operations and CIP. 
South Park Bridge – last week, the Executive transmitted legislation relating to the South Park Bridge replacement project.  This legislative package calls for issuance of $31 million in bonds for the Bridge replacement, coupled with deferral of 13 capital projects, to accommodate a $2.5 million annual debt service payment.

These developments uniformly suggest that RSD’s staffing levels and work program are based on unsustainable revenue assumptions.  The 16.85-FTE reduction adopted in the 2010-2011 budget is probably just the first in a series of reductions that will, in turn, point to significant changes in organizational structure and management of the Division.
The briefing today will focus on:
1. The background related to an RSD reorganization

2. Approach: Analysis and linkage to the SPRS

3. Anticipated reorganization.
ATTACHMENTS

1. Executive’s April 19, 2010 Letter
2. Road Services Division First Quarter Financial Report
�“The financial summary shows that RSD’s sustainable revenues are not sufficient for current operations and service levels. They fall short of expenses by about $21 million in 2009, almost 15% of total expenditures and disbursements. RSD is making up the shortfall with about $14 million from sales of assets and about $7 million from bond issues, a stop-gap strategy that cannot be sustained in the long run.” – ROMP Phase I Report, p. 52.


� The lower revenue estimates are a combination of three factors:  (a) annexations have reduced the amount and total value of property in the unincorporated area; (b) lower assessed values are projected to result in further reductions in the total value of property in the unincorporated area; and (c) the UAPT is projected to reach the state law cap of $2.25 per $1,000 of Assessed Value (“AV”).  
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