Land Use Services Program
Bureau: Bureau of Development Services
Date of Update: 03/27/2017
Budget Note Language: The FY 2016-17 budget includes a one-time transfer of $664,710 in General Fund resources from the Land Use Services program to the Neighborhood Inspection program. In addition, FY 2016-17 Land Use Services program revenues are used to support related zoning code upgrades in the Bureau of Planning & Sustainability's budget. Council directs the Bureau of Development Services to provide Council with an updated five-year financial outlook summary of Land Use Services
program revenues and expenditures by April 2017.
Summary Status: Complete
[bookmark: _GoBack]Budget Note Update: The Bureau of Development Services (BDS) provided City Council and Central Budget Office (CBO) with an updated five-year financial outlook summary of Land Use Services (LUS) program revenues and expenditures on January 30, 2017 as part of FY 2017-18 Requested Budget and Five-Year Financial Plan.
LUS is projected to end FY 2016-17 with approximately $12.4 million in reserves which is $5.4 million higher than the reserve goal. However, the next 5 years the program is projected to draw down on reserves dropping below its 50% reserve goal in FY 2020-21 and FY 2021-22. 
In its review of BDS’s FY 2017-18 Budget and Financial Plan, CBO recommended that the entire “General Fund allocation of $1,058,872 in LUS should be returned to the General Fund, because the program is now fully reserved with no significant risk to its fiscal stability in the immediate future.”
The bureau shares CBO’s commitment to utilize General Fund monies in the ways that are most beneficial to the public.  
LUS program, as pointed out in CBO’s review, currently is in a very healthy financial condition. In FY 2017-18, the program reserves are projected to exceed reserve goals, so there is no significant risk to the program’s fiscal stability in the next 1-2 years. 
However, several other important programmatic aspects should be considered. 
•	GF supports functions that generate direct benefit to the public but do not generate any revenues to support these functions.
•	The construction industry and correspondingly, LUS revenues, are very volatile and switching the program to be fully supported by fees would permanently increase overall volatility of programmatic funding.  The fluctuations of the GF are on a slightly delayed cycle compared to the construction industry and LUS revenue cycle, so funding the program from these two revenue sources provides greater funding stability.
•	It is uncertain how the Inclusionary Housing Program will impact construction activity, and correspondingly LUS revenues.  There could be a drop in construction activity, which would negatively impact LUS program revenues.
•	If General Fund support is completely removed from the program, the program will draw down on its reserves. The programmatic reserves are projected to be below the reserve goal in FY 2018-19. Without any fee increases the reserves will continue to be used to fund operations, leaving the LUS program vulnerable if the economy takes a downturn.  If reserves aren’t available when the next recession happens, layoffs will be inevitable.  Layoffs are extremely costly to an organization, and it takes a great deal of time to recruit, hire, and train new staff.  It’s important to have sufficient reserves to maintain as much program staffing stability despite the industry’s volatility.
•	Most LUS fees are either at cost recovery or exceed cost recovery, raising fees to fund operations would be the only option to maintain financial health of the program. But as mentioned above, there are services that the program provides without charging a fee, such as staffing the Zoning Hotline.  This and other services provided to the public without a fee charged will no longer be paid for by the GF, so fees for other services will need to be increased to subsidize these “free” services.  The bureau is committed to keep development fees as low and stable as possible in support of City’s mission to resolve the housing crisis, but may need to raise fees to cover the cost of the services the GF previously subsidized.
•	Permanently removing GF from LUS may negatively impact the program’s ability to provide services to the public.  It will become a choice between discontinuing some services vs raising fees for other customers to then subsidize the “free” services.
Bureau agrees with CBO that in FY 2017-18 removing GF monies from LUS would not significantly impact program’s fiscal stability. However, removing GF permanently will severely impact LUS long-term financial stability and ability to provide services to the public.
Therefore, BDS is asking CBO to amend the recommendation to remove GF from LUS only in FY 2017-18 and revisit this issue on an annual basis.


