DwWisHT L 0NESS
M Ayt

March 22, 2010

The Honorable City Council of Richmond, Virginia
Deur Colleagues

I respectfully submit amendments to the FY 2010-FY2011 Biennial Fiscal Plan. As | said
last year, I take very seriously the responsibility of preparing a fair and balanced budget
during these dire cconomic times,

We continue W look for ways to make Richmond City government a streamlined,
cfficient and cftective organization. We have proposed several additional good business
practices for City Council’s review and adoption, to continue our clforts to perform at
optimal capacity, and become a Tier One Clily.

Last year, | said that my theme for the bicnmium was “Making Efficient Decisions in
Challenging Economic Times.” | will expand upon that theme, and also discuss my
Economic Recovery Strategy.

But first, let me express ny sincere appreciation o cach of you for the courtesies you
have shown me and that you continue to show me, as we work together for our mutual
goal: the betterment of the City of Richmond. | have been very impressed with your
hard work and insights into the complexities ol city government - and it is indeed
complex. [ believe that our hard work together hay alrcady made improvements in City
Hall, with the Public School system, in the region, and with our state partners. T thank
you!

Financial Backdrop

The budget is a two-year plan; however, T am focusing primarily on the sccond year of
the plan FY 2011, la April we will come back to this body to make any neceded
adjustments to the FY2010 Budget. At that point we will have the benefit of three

quarters of financial data.

Richmond is like other tocalities in that we are sceing slow or no growth in our lax
revenues, especially in our real estate, personal property and sales taxes.
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Compounding this, our main governmental partner — the Commonwcalth of Virginia —
has had its own very tight budget. Revenues 1o localitics and the local school systems
have been cul more severely than any time 1 can remember in my three decades of
watching the State budget process. This budget is bascd on the Statc budget as adopted
by the legislature at their regular session. We continue o monitor any amendments to
that plan,

First, I must sound a warning bell when it comes to State [unding.  The State’s main
funding formula for education  the local composite index - has worked against this City
for over two decades. During my tenure on the School Board, in the General Assembly,
and now as Mayor, this lormula has been a challenge for the City. The formula judges
Richmond to be the most alfluent in the immediate region. This distinclion scems quite
odd as we struggle with a poverty rale that hovers around 27% . . . the highest in the
state! In addition, more than 75% of our children receive free or reduced lunch. The most
recent update 10 composile index would have cost the City of Richmond school system
ST million in cach of the next two years,

Mercifully, the legislature soltened the blow o the City schools i FY 2011, and we are
very appreciative of that help, But we face the same problem in FY 2012, Toven though
no ong likes to open up funding formulas, because changes result in winners and loscrs, it
is time for the state lo re-cxamine the local composite index. It has not been
substantively changed since ats inception in the carly 19705, and 1t 18 now scriously
flawed. 1 call on the Governor and the legislature to use this opportunity 1o review the
system ol cducation [unding, cspecially Tor citics facing the same challenges as
Richmond. 1 ask for City Council’s help in this, as well as help from our residents and
busincss leaders,

Closing the Budget Gap

Our challenge has been to determine how to close a $34 million budget gap for Fiscal
Year 2011, That's the difference between our expected revenues and our expected costs.

We are not going to solve our problems by simply cutting services or raising taxes.

We will solve our problems by setting priorities and goals, making sacrifices in the short-
term, and making strategic investments for our long-term growth.

[ believe that this budget provides a proper framework for the upcoming years, [t
balances pain and bold improvements. But instcad of discussing the budget in ways that
we normally do, 1 want (o focus on the outcomes we are going (o achieve with the help of
this budget plan.

City Council agreed with mie last year that Richmond must strive (or a AAA bond rating.
The City's bond rating is vitally important 1o our ability to borrow moncy for important
capital projects. Qur bond rating also determines the intercst rate at which we can



borrow, Perhaps most importantly, a strong bond rating is a clear signal o businesses
that our city is well-managed, financially stable, and a great place to do business. This
designation is the Gold Standard for a well-managed government. This budget includes
good business practices that are necessary o move the pendulum in the direction of o

Ticr One - AAA bond-rated city.
The key arcas are:

[. A Wcell-managed Governiment
o [ftectively managing our financtal resources
s Making strategic investments in our infrastructure
2, A Prosperous Feonomy
e Investing in cconomic and community development
e lovesting in family and individual cconomic stability

Well-managed government

[ am pleased to work with City Council o budget for outcomes. Going forward, this will
be one of the most important changes we make to the way we budget. There will always
be a linc-item budget 1o underpin our programs. so that we can account for spending.
But, there also needs 1o be an outcomes-based Iramework that determines what we want
to uchicve and how the money we spend helps to achieve our goals.

President Graziano, Vice President Robertson and [ (along with key stafl) met with bond
rating agencies in New York City last fall about the types of improvements needed.
We've kept them informed about our strategics and our prioritics and, as a result, they
realfirmed our bond ratings. Sound financial management has to remain at the core of
our daily operations.

v Instituting semi-anaual real estate tax collections:

Right now we collect real estate taxes ut the end of the budget year, on June 15. More
than 40 years ago, this was not the case. The City collected real estate taxes semi-
annually which provided a steady cash flow throughout the R[iscal year. In the mid sixtics,
the City changed 1o once-a-year real estate ax collections as a one-time revenue boost
and budget balancer. This one-time action has caused cash flow problems for the City tor
decades. We are forced to bortow moncy mid year in order to mect our cash flow needs.
This means that cach year (around December) we borrow money, through revenue
anticipation notes (RAN) to meet payroll and keep operations running. This borrowing
costs us almost $2.0 million annually.

This is a bad business practice that pre-dates us by about forty years. 1t 1s time 10 bite the
bullet and make the change to colleet the same amount of moncy in two installments - in
Junuary and in June. We will work with residents and businesses alike 1o lind casy ways
to make this trunsition.  Some may opt for a monthly payment plan through automatic
payments, or other schedules, Qur primary objective is to avoid this borrowing and save
interest costs with the goal thatno one will pay more in real estate taxes simply as a result
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of this change. However, we will not stop here. We will make additional changes to
cnsure colleetions are timely and cfficient, and that when Council sets a tax rate during
budget deliberations, this tax rate 1s (or the new budget year.

v Implementing a comprehensive fax compliance plan:

[n addition o collecting real estate taxes semi-annually, we need to do a betier job ol
cftectively collecting taxes before they become delinguent. Through better truining of our
staff, improved software and a priontizing of revenue collections, we plan to increasc our
collections by one percent cach year for the next three years. This action alone will yicld
an additional $2.7 million in FY2011.

v Restructuring the Broad Street Community Development Authority (CDA):

The Bread Street CDA s not financially viable, Because the CDA does nol generate
sulficient revenug, the City subsidizes the CDA annually from City coffers, and the CDA
18 unable o re-finance 1ty existing debt (currently at 7.5%). The most direct way o
address this situation is for the City 10 assume and improve the assets (parking decks),
restructure the debt (savings of 53 Million in FY 2011 and approximatcly S1 million per
year thercafter), and strategically manage the assets in conjunction with other government
controlled parking,

v Updating the City's finuncial management poficies and practices:

The City will revise its financial management polices and practices 1o broaden their scope
to nclude best practices. The adoption ol these practices will bring additional discipline
to the City’s already strong debt management policies.

This process is already taking place. As you may be aware, last fall your stafl and my
stafl began the process of identifying best practices in the arca of financial management
and cconomic development. Last week, my executive statf presented several 1ssue papers
in these arcas to Council’s Finance & Economic Development Standing Committee. |
believe this irst step was well-received. 1 look forward o working with the Council
commitice and staff so that the Administration can implement these needed measures
over the next several months.

v Joint Purchase of Health Care Bencfits with Richmond Public Schools!
Combincd, the City and Schools will spend close to $65 million for health care benefits
in FY 2010, Assuming the status quo, this cost was expected o inerease 1o more than
S$70 million in FY 2011,

Earlier this year, the City and Schools issued a joint request for proposals (o provide
health care benefits for our employees. The plan is intended o focus on wellness and
prevention.



The City and Schools are jointly reviewing the responses and have found that savings
will result. The City’s savings arc cxpected to be $3 million in FY 2011, By combining
all cmployces and retirees into one plan, buying powcr is leveraged.

[n addition to cost, a decision must be made on whether to be fully insured or self-
insured. We expect negotiations to be completed and contracts to be executed in time for
the open enrollment period this spring,

v Increasing annual funding for peasion liabilities:

Our financial staff has been working closely with the Richmond Retirement System 1o
pave a way to improve the fiscal preture of our retirement system. This budget retleets an
appropriate level of payment. The General Fund alone will increasc its contribution to
the system by almost $8 Million.  This expenditure is by far the largest expenditure
increasce in the FY 2011 amendments. Howcever, it is an increase that 15 necessary 1f the
City wants to be identified as a well managed government.  We cannol shun this
responsibility.

v Streamlining governmment through consolidations and elimination of duplication:
This budget merges the office of Emergency Management into the Department ol Fire
and Emergency Scrvices, This merger not only forges a closer working relationship
between these two emergeney services ontitics, but provides greater synergy between the
two as it allows cach o better educate lirst responders and the public regarding how (o
respond during natural or other emergencies,  In addition, over $100,000 in salaries
savings will be realized annually.

The Department of General Services 1s also being abolished and its functions are being
allocated to the Department of Public Utihities (311/Citizen Request System); Department
of Information Technology (Print Shop); Departinent of Public Works (Fleet Services,
Facilitics, Radio Shop, and Parking). Animal Care and Control (AC&C)Y will temporarily
become a stand-alone oftice reporting direetly to a Deputy Chict Administrative Officer,
During the next few months we will examine Animal Care and Control, and cach of the
other functions being (ransferred will also be evaluated to determine, using best
m:,nmgcn‘lcnt pl'r',lCtiCCS,, th Correet program maeasures, OUICOMC MCasures, E,lI'Id dCIiVCf‘y
methods. We will also look for the best agency in which to locate AC&C.

Prosperous Economy

o [Ticonomic and Community Development Developing an Ficonomic Recovery
Strategy

Economic development is an essential component of any community's vitality and well-
being.  To censure a sound quality of life for local residents, we must pursuc a
comprehensive set of programs that will build on the city's competitive advantages to
create and retain jobs, stimulate investment in neighborhoods and businesses, and
generate the revenues neeessary to fund vital municipal serviees.



We are embracing cconomic development as a corve, forndational service,

Our Cily has one of the highest povertly rates in the state — at about 27%. Yet we know
that the only way we are going Lo have a great region is to have healthy core. Richmond
is this rcgion’s corc. Last Friday, [ met with a group of busincss advisors. In that
meeling sonie members made it clear that a vibrant downtown is not only important to
the City, but a vibrant downtown 15 also important 1o Henrico, Hanover, Chesterfield, and
any of the surrounding localitics that call the Richmond metropolitan arca home,

We have to take a long view on how we strengthen our core and position ourselves for
future growth, We cannot continue to do the same things and expect anything other than
the samic results. It is time W set things in motion that will bring about change.

Steps 1 have proposcd along these Tines have alrcady been evident in the reorganization
that was initiated last fall. By combining two integral functions, our Department of
Economic and Community Development 18 now positioned to operale in a more
comprehensive fashion. We have already taken strategic steps like mitiating the GRTC
Cary Street Property acquisition plan, the Comprehensive Economic Development Study
(CEDS), and the cconomic development implementation strategy {or Shockoe Bottom.

[n this budget, we invest in both retaining and attracting businesses through a plan to
develop gateways and commercial corridors as catalysts for both neighborhood and
ceonomic revitalization. These cornidors include: Nine Mile Road/25th Street in the Fast
End; Jcfterson Davis Highway on the Southside; the Boulevard at the edges of the Fan
and Museum Districts, Scotl’s Addition and into Northside; Hull Street in the Manchester
arca on Southside; Brookland Park Boulevard in the Northside: and Broad Street from the
convention center to Belvidere.

We will develop marketing and outreach strategics that capitalize upon Richmond’s
competitive advantages 1o attract companics in key industry scetors {c.g.. health care;
professional, scientific  and  technical  services;  information; transportation  and
warchousing; finance and insurance).

We will strengthen the Oftice of Minority Business Development to become a value-
added resource for lacilitating access (0 public and privale scctor opportunity  lor
disadvantaged businesses,

We will Tacilitate and support the development and subsidization of residential umits for
low- and moderate income familics (i.c. mixed-income projects, thereby de-coneentrating
poverty; work with RRHA to advance the Dove Street redevelopment; and develop
model policies that encourage private and philanthropic scector involvement in workloree
housing).

We will support targeted catalytic projects that will have a transformational impact on the

city: these include, but are not limited to, the Cary Street redevelopment; continued build
out of Main Street Station (and support cfforts to construct on ncarby parcels an
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important muscum commemorating this nation’s African presence); and facilitating the
redevelopment of the former Reynolds site near Canal Walk.

We will take key actions to promote increased Downtown development including: 1)
working with key stakcholders to complement cfforts to make Broad Street a bona fide
arts district; 2} pro-actively promoting expansion of hotel "infrastructure™; and 3)
working with private scctor and civie partners to study the feasibility of redeveloping or
constructing a new coliscum.

We will provide tools that will help o develop small and minority-owned businesses, as
wcll as other Richmond-based under-utihized enterprises. | propose to fully fund existing
busincss development programs for the first time in several years. 1 am also proposing to
establish two new revolving loan funds, to supporl entreprencurship and business
development for local enterprises. One fund will provide sced capital for business
expansion, while the other, collateralized by contracts a business has secured, will help
subcontractors with cash flow. 1t 15 important to note that these two revolving loan funds
will be established through reprogramming funds, not new dollars,

These changes will help our City and region recover from this ecconomic downturn, and
cmerge stronger and more vibrant,

o Family and Individual Feconomic Stability

[n this budget we invest in the health and stability of our Tamilics by increased quality
carly learning opportunitics tor children from birth to age five.  All children must be
rcady to learn before they enter school,

We also take an intentional approach to youth development to make sure that our younyg
people can develop into healthy adults.  We strive o crcate meaningful  work
opportunitics for young people through our Summer Works Initiative. We also must
promote physical health,

[ want to point out that the seed money that we put in this budget for our Summer Works
[nitiative is existing funding re-programmiced (o establish a comprehensive approuch to
helping our youth, We are going 1o need the support of the busingss community, and the
faith-based and non-profit partners to fully succeed with this cffort.

Keeping voung people on the right track and developing them for future leadership s a
stratcgic investment. 1t a youth is in detention, we pay in exeess of $7,000 per month or
aboutl $85,000 per year (not including educational costs). This summer program is an
investment of only $600 a month ($1.200 for ¢ight weeks), and the return on that
investment will not only save our City moncy, but also help o develop the City’s
leadership for the next generation.

We recognize that the non-profit sector s a critical pactner in providing services to the
community. Many organizations enhance the quality of life in the City of Richmond and
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the region, Because of the importance of these organizations, we are providing level
funding, at 2010 amounts, for organizations funded through our Non-Departmental
accounts.

We will, between now and the time we submit our budget for the FY2012-2013
Bicnnium, establish performance measures 1o ensure that the City s purchasing services
designed to achieve the City’s stated goals; and that we are reeciving the intended return
on investment of taxpayer dollars.  However, just as we are doing with our City
operations, we must also assess the goals and outcomes ol the outside organizations we
fund. We also believe that greater collaboration may be called for among and between
the funded entities.

Strategic Investment in our Infrastructure

Lastly, 1 want to emphasize the importance of addressing the infrastructure needs of the
cily. During cconomic downturns, governments often make the mistakes of cutting
corners with maintenance, and not imvesting in infrastructure,

[ don't intend 1o make that mistake.

The administration spent a good deal of tme last fall “scrubbing™ the CIP to cnsurc that
1) the balances in previously funded projects were still required, and 2) that projects in
the five-year proposed CIP were still prioritics. This effort yielded savings strategies and
allowed the administration to redircet these funds 1o higher priovitics . . . basic
infrastructure; life, health and salety issues, and key cconomic development initiatives.

For FY 2011, our CIP totals $90.2 million, and the CIP five-year plan totals some
$351.62 million and includes few new projects.

The FY 2011 CIP includes an additional $11.1 million for improvements to roads, streets,
and bridges. This is more than double the amount of money in the budget for this work
and you will see a visible difference.  In fact, 25% ol neighborhood streets will be
repaved over the next 3 years, We will also budget for improvements 1o major arterials
such as Broad Street, Midlothian Turnpike, Hull Street, and Jefferson Davis Highway.

The CIP also includes a continued commitment to infrastructure improvements to the
Coliscum, as well as Parks, Recreation Centers, librarics, and other government office
butldings. There is $4.3 million set aside Tor schools (o serve as community assets. With
these new funds, the newly constructed and renovated schools will have a funding source
to provide for additional amenitics.

[n addition, this budget continues our commitment 1o the construction or renovation of

four schools which will serve as a community anchors. Two of these schools will break
ground this calendar year.
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Schoeol projects have been maintained at $150 million, While this is Iess than revised
figures discussed last fall, strategics to contain costs have decreased the cstimates, back
in line with earlier amounts.

The City will build its first fire station in 16 ycars. This investment is a combination of
$1.4 million in General Fund dollars, and $3.3 million in stimulating dollars. We have
heen aggressive and successtul in our eftorts to sceure stimulus funds, To date we have
been awarded over $16 million which will allow us to make important investments City-
wide.

Gomg forward, T have spent a good deal of ume discussing what these budget
amendments provide; however, 1 have not touched upon what these budget amendments
do not provide.

While T was not able to provide a salary increase in these amendiments; | did focus on
preserving jobs. These amendments include himited layofls and no furloughs. While
furleughs provide for a shared sacrifice in closing a budget gap, they are one-time in
naturc and create a structural imbalance for future budgets. The layofts in this budget arc
program driven and will create efficiencies in the future.

Conclusion

While we have made significant progress in this bicnmal budget period to get control of
costs, become more efficient and be better stewards of the resources with which we have
been entrusted, we still have much more o accomplish. This budget assumes {urther
streamlining of the government and intended savings as a result of the Department of
General Scrvices bemng dissolved. In addition, to the mmediate savings resulting from
climination ol a director and a deputy director position, we expect that there will be
savings associated with efficiencies from operational reviews ol services such as (leet,
print shop and 31 1/customer response system,

We also will be working with Richmond Public Schools to evaluate several other arcas
where consolidation and collaboration can result in savings, cost avoidance andfor
cfficiencics. The next arcas we will explore arc fleet services, procurement, financial
management systems, and information technology.

Both indcpendent of and in conjunction with our collaborations with RIS we will
continue to seck savings and greater elficiencies through optimization of business
processes, consolidations, managed competition and outsourcing, Among the services we
will examine during FY2011 are lcaf collection, refusc collection, job rcadingss training,
and parking operations, all of which are multi-million dollar service elements,

[n addition we are still in the process of evaluating the more then 630 ideas generated by
cmployees who participated in the Common Cents program where other savings are
certain o be found.



[ came into office during the height of one of the worst cconomic downturns in modern
history. | have worked closcly with cach of you to use this challenge as an opportunity.
Together we have been creative in our approach to cunning this government, and re-
assessing our priorities.

[ know that the future 1s bright for our Cily and this region. 1 look forward to our
continued work together  the City admimistration, City Council and the Schools,
working together to Build a Better Richmond.

[ commend my team on their hard work in developing this budget, especially Chiefl
Administrative Ofticer Byron €. Marshall, Deputy CAOs Marcus 1. Jones, Christopher
L. Beschler, Peter H. Chapman, and Carolyn N. Graham, and Budget Dircctor Rayford
Harrs. Their hard work is evident in this decument.

Please let me know how [ can address your questions in the coming weeks.

Sincerely,

¢
Dwight C. Jongs, Mayor





