Date: September 14, 2005

To: Mayor Galligan 

From: Jim Nantell, City Manager

Subject: Case for Shared Services

PURPOSE:   The purpose of this report is to share the thinking behind the idea of shared services. This is to set the context for the discussion about joint management of a shared Recreation Operation between Burlingame and Millbrae at the Council’s October 3rd meeting.  



CASE FOR SHARED SERVICES IN SAN MATEO COUNTY

The current twenty-city model, where we invest considerable public funds in duplicative management and other resources, reinforces what some people see as a long outdated view that we are twenty cities that are still geographically isolated.   Reinforcing that model undermines our ability to work seamless together to better meet the needs of our citizens who live in a world where their everyday needs do not end at the invisible city limits of the particular city they live in.   

By way of illustration, the lack of coordinated traffic signals along El Camino Real because one city does not have the resources or the public will to make it a priority, does not serve the needs of all the motorists that traverse that portion of El Camino Real.   The failure to provide adequate police resources in community A where the drug pushers live does not meet the needs of neighboring communities B, C, D….. whose children are being solicited daily to buy illegal drugs.   Canceling adult athletic leagues because city A & B don’t have enough sign ups individually to merit a league, does not serve the communities well when together, they can meet the needs of those residents.      

From a strategic perspective, shared services can be of value in addressing a number of strategic issues facing Burlingame, Millbrae, and most San Mateo County cities:

1. Inadequate investment in an aging infrastructure.   With a few possible exceptions for newer cities like Foster City, most of the peninsula cities are approaching their centennial and the demands for reinvestment in our infrastructure significantly exceeds our financial resources.   At the same time that cities are considering public approval for additional taxes for infrastructure, we could also be considering shared service which could reduce the significant expenses associated with the duplication in governance, human resources, and management systems in twenty different cities.    

2. The Continued growth of specialization of the workforce.   As has been the case for many years, the work force required to provide services and meet the mandated certification requirements continues to become increasingly more specialized.   That makes it very difficult and expensive for smaller cities to efficiently secure the necessary skills and resource.   (Note: San Mateo County has 16 of 20 cities with populations below 50,000 and 13, or 65% below 30,000.)    An obvious example is that website managers were almost unheard of 10 years ago and today, regardless of city size, many residents expect access to a very robust city website.   Other examples include labor relations experts, certified pesticide applicators, irrigation specialists, arborists, and workers compensation managers, to name just a few.   Although cities closer to 100,000 residents can usually afford these specialists it is much harder for smaller cities to efficiently access those special skills or required certified resources.     

3. Attraction and Retention of appropriately skilled employees – Given that   San Mateo arguably has the most expensive housing in the bay area, the ability for public sector employers to attract and retain a qualified work force is an increasingly difficult challenge.  As evidenced by a recent department head loss here in Burlingame, it is even more difficult for smaller cities because we often don’t have the right magnitude of scale to allow employees the variety of challenges and opportunities that they can get in larger organizations.   

For many years, the depth of the number of candidates with the desired experience and qualifications has been decreasing.  This is definitely the case when it comes to management and department head positions.   Many smaller cities increasingly call on “general management” employees to manage and oversee specialty areas like human resources, public works, and finance because of the inability to afford and /or attract experienced experts in those fields.   

Rather than continuing to have all twenty cities compete with each other, shared services could allow smaller cities to achieve that desired magnitude of scale thus allow them to better attract and retain employees with higher levels of expertise and specific skill sets.  

What Does Shared Services Mean

Shared services is a term used to encompass all of the ways that cities can work together to jointly operate more efficiently and hopefully, in most cases, more effectively to provide our public services.   

This is not a new idea. For many years the civic leadership in this county has been creatively coming together to jointly operate services.   

Options Around Shared Services

As discussed below, shared services can be implemented in a number of different forms.

In November 2003, a daylong retreat was held with San Mateo County City Managers to discuss the future direction of shared services in San Mateo County.  The group identified the following variations of shared services.

1. Functional Consolidation / Shared Operations 

· Fire service in San Mateo County is a good example of “functional shared services”. Though we still have mostly independent fire departments, we share efforts on automatic aide/boundary drops and the creation of special countywide teams for services like hazmat response.

· The Peninsula Library System (PLS) is another excellent example of a formal partnership that functionally brought together all of the different libraries in San Mateo County so as to make the entire joint collections seamlessly available to all card holders throughout the county.   
· The creation of a jointly staffed Countywide Drug Narcotics Task Force is another good example. 

2. Single Service JPA/District 

· There is a joint powers agreement to jointly operate a fire department serving Hillsborough and Burlingame.    
3. Contract for service
· This is where one or more cities contract with another city or a private company for the provision of services.  For example, the City Burlingame contracts with a private provider to operate our water quality control plant and in turn, Hillsborough contracts with Burlingame and San Mateo for sewer treatment.

4. Multi-city municipal services partnerships 

· Here 2 to 6 cities jointly operate all or most public services.  One clear exception is the planning/land use function which would remain separate under this approach.
5. County wide

· In this case, the cities enter an agreement with the county to provide the service countywide.   For example, all cities contract with the county to provide tax collection services, thus eliminating each city maintaining their own staff and computer systems.  Also, SamTrans replaced a number of small intra-city bus companies that were going out of business.
Exhibit A provides an overview of the pros and cons of these different basic approaches to shared services.  Exhibit B identifies the various interests that come into play when discussing shared services.  Exhibit C gives other examples of opportunities for shared services.

Factors pushing for and against shared services?

Like most difficult issues, there are factors that push for and push against shared services.   There are ramifications that policy makers must weigh when deciding what direction to take.

Pushing for shared services:

1. Reduces redundancy of administrative and management costs of government or saves money to invest in our under-funded capital needs or other services.

2. Extends the magnitude of scale advantages for smaller cities, which allows development of higher levels of expertise not otherwise available, i.e. hazardous materials response and irrigation experts.

3. Provides a higher level of service than would otherwise have been available,  i.e. small cities often can’t afford their own specialists staff such as aquatic or preschool specialists, cyber investigations experts, children’s librarians, engineer plan checkers and website managers.  Partnering with neighbors achieves the magnitude of scale to allow for attracting and retaining more specialized positions.   

4. Makes higher level of resources more affordable.  Things like technology are more affordable and achievable because the cost can be spread out over a large base.

5. Can improve attraction and retention of staff /employees because of more varied or specialized job opportunities.

6. Builds relationships that allows for additional improved cooperation between partnering entities. (i.e. Burlingame now provides HR services for Hillsborough as a result of the merger of the fire departments.)

7. In urban areas with many smaller cities it builds the relationships for more effective regional and sub-regional decision-making.

Pushing Against Shared Services

1. Resistance to change - The single greatest element working against shared services is the element of change.  From the council down to the line employees, change is usually very difficult.   So, all up and down the line, resistance will typically be strong about “how change will be bad for me,” but is usually expressed as “bad for the community”.  As is so often the case, the resistance is based on fear of the unknown.    

2. Employee Impacts -The second reason why shared services can be hard to move forward is the propensity to allow ourselves as decision makers to be unduly influenced by the short term impacts, thus preventing us from achieving the long term benefits.   As human beings when an employee, who has done a good job for a number of years says “this change will mean I may never get the promotion I worked so hard to be competitive for” or “this change may mean I won’t be able to get the assignment, the shift, or the vacation slot that I so desperately want,” it tends to get more importance than it should if we keep our eye on driving the decision based on the long term perspective.  

3. Department Head Impact - Makes the department heads job more difficult trying to balance between two or more City Managers, department head teams, city councils etc.

4. Organizational Culture Conflicts - Can result in management philosophy or organizational culture conflicts, which come from a lack of one clear vision or decision maker (City Manager).  

5. Personality Conflicts - Can be seriously undermined or impacted by personalities of city managers and/or Council members.  (For example, what is happening in South County Fire) 

6. Prior Allegiances -The governing bodies and the top management staff might have their allegiances predetermined.   This can set up a built in competition to make sure “my” city gets the better deal.  

Fundamental Question 

A fundamental question around shared services in San Mateo County for policy makers is whether the trade offs required for running twenty different cities/towns is worth the inefficiencies of duplicating the overhead and “systems” associated with that structure.   

In San Mateo County there are twenty different cities/towns all of which have their own governing bodies, management staff, computer systems, staff development programs, labor relations etc.   It is estimated that we spend between $25,000,000 to $30,000,000 on City Managers and Department Heads to run the public services for the 650,000 residents of San Mateo County.    Reducing the number of cities to 10 would save between $10,000,000 and $15,000,000 annually just in the cost of duplication at the top levels of city management.   Those figures become much greater when your consider the savings associated with elimination of duplication at the service delivery level, i.e. the elimination of just one Engine Company saves about $1.4 million annually.   

On the other hand, if bigger is more efficient than why not just have one city like San Francisco, which has a population of about 700,000.  A recent study under taken at the request of the San Mateo County City Managers Association indicated that one usually sees significant savings when you jointly operate services for communities with a combined population of 100,000 population but once you start moving much beyond a population of 300,000, there may well be an inverse relationship between size and costs.   

A major element in the discussion of joint operation of public services is the ability to have “control/influence” over those services.  Neighborhoods in large cities with populations the size of our smaller San Mateo County towns feel it is difficult to have much influence when it comes to decisions at City Hall.  Therefore one needs to be sensitive to the right balance between efficiencies associated with jointly operated services and the ability to provide enough comfort for the residents to feel that they have control/influence over the provision of those services.  

Long Term vs. Near Term

One may advocate for the Multi-city municipal services partnership approach as the option that provides more local control while still achieving many of the advantages of shared services because:

a. It allows the financial, public policy, and strategic benefits of shared services without the need to give up our individual City identities, 

b. Although you have other partners with whom you share control, you still have significant control because you are one of 3 or 4 partners vs. 10 to 20.

c. It provides jointly managed operational functions but continues land use and planning decisions fully under the control of each city. 

However, as per the outcome of the City Managers retreat (indented below), one has to first lay the groundwork by implementing shared services on a smaller scale.  

“After extensive discussion and consideration the managers group has agreed that a fruitful way to move forward on shared services is to look for opportunities to jointly operate services below the department level.   Examples of that could include a police investigations or traffic enforcement units, dispatch centers, street and stop light maintenance, and accounts payable, receivable.”    

Our recommendation to move forward on a jointly operated Recreation Division is very consistent with the conclusion and recommendation of our County City Managers Association.    Obviously the financial benefits are not huge and on that basis alone, many would conclude shared recreation services do not save enough.  However, when you start to extrapolate those savings out, as envisioned under the Multi-city municipal services partnership approach, it is not hard to see that even from just the financial perspective alone we could expect savings in the two million dollar range. When you add in the benefits relative to the strategic issues discussed above, it is an operational model that merits serious consideration.   

Closing Thought:  Whatever approach we take to providing public services in San Mateo County, there will be some trade-offs.   The issue for public leaders is to make a conscious choice about the most appropriate approach based on its associated ramifications. In doing so, it may be helpful to ask ourselves where would transportation, library services, or fire services be if elected and appointed leadership didn’t have the foresight to create SamTrans or PLS, and agree to fire boundary drops.
EXHIBITS:

1. Exhibit A - An overview of the pros and cons of the different basic approaches to shared services.  

2. Exhibit B - identifies the various interests that come into play when discussing shared services.  

3. Exhibit C - Examples of other opportunities for shared services

Exhibit B

Critical Interests Around Shared Services

Service consolidation efforts will be successful in direct proportion to the degree to which they address interests of critical concerns of community leaders. Service consolidation efforts need to be scoped and shaped with these interests in mind. From the point of view of professional city managers, the major interests to be considered in consideration of service sharing opportunities are:

1. Maintaining the appropriate degree of control. While this does not require direct exercise of service delivery, having responsibility for management requires appropriate management authority.

2. Delivering real cost savings or documented productivity gains. None of the cities can afford to spend the very limited resources that are available for process reengineering on efforts that will not significantly improve the bottom line.

3. Is it politically achievable? As with the issue of cost savings, cities cannot afford to initiate service-sharing efforts that will not be politically viable. On the other hand all political risk cannot be avoided. Managers have a duty to educate elected officials and the public that service integration may be a way to preserve our ability to deliver quality public services, and maintain the existing quality of life. 

4. The system must be manageable. Systems must be designed to be scalable and flexible. Likewise care must be taken to avoid the creation of service delivery monopolies. There must always be credible service delivery options or efficiencies tend to disappear.

	Level of Responsiveness 

of Most Fruitful Options to Top Five  Interests 

	Top Five Interests
	Incremental/

Functional 
	JPA
	Multi-City Partner
	Private Corp.

	Determine Service Levels and Priorities
	Mid
	Varies 

The more cities involved the lower the ability 
	Mid-High
	Mid-High

	Cost Efficiency
	Low
	Varies
	High
	Very High

	Access to Skills/ Tech
	High
	High
	High
	High

	Political Achievability
	Very High
	Med.
	Low
	Low –Very Low

	Manageability
	High
	Low
	High
	Low (ST)

High (LT)


· ST= Short Term         LT= Long Term 

Exhibit C

OTHER OPPORTUNITIES FOR SHARED SERVICES

· IT and Software  (expertise hard to afford and keep)

· Every city is spending time researching, designing and implementing systems.  

· Why do we need all 20 cities in the County designing training programs for a new software system that they are implementing?

· Human Resources (expertise hard to afford and keep)

· Streets and sidewalk 

· Sewer calls on evenings and weekends (rather than pay time and half have a crew working the swing shift.) 

· Parks and Recreation – do all cities need to have aquatic, arts, and athletics managers.  

· Public Works

· Project managers

· Traffic engineers (traffic doesn’t stop at the city borders)

· Traffic light electricians.  


· Police 

· Traffic Sergeants. 

· Different Investigation units.  When there is a significant crime occurs we tap each other resources, why just then.  Because of the 4-10 work schedules many cities have their least experienced officers in the detective bureau.   Why not allow those most interested in detective work be assigned to an ongoing unit that can justify specialized training in things like cyber crimes.  

