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Regional library systems should be encouraged to consider alternative governance structures.

The subcommittee focused on answering these questions:

· What alternative governance structures are available to systems now?  Are other alternatives needed?

· What are the financial and non-financial costs of each governance structure and what are the benefits and drawbacks?

· How can systems and member librarians determine which governance structure best meets their needs?

Subcommittee Recommendations:
To Ensure Accountability

1. TSLAC should implement budgeting guidelines for both system and TANG grants with new standardized budget categories to clearly identify administrative and indirect costs.  There should be a separate category for the costs of complying with MRC and TSLAC requirements, such as preparing reports and evaluations, which are not directly related to the administration of programs for members.  Having detailed, comparable costs will make it possible for a system to compare its costs with other systems and with proposals from other organizations seeking to operate systems.  The budget categories should enable systems to clearly identify the different kinds of costs.  (See Appendices 1, 2, and 3 for suggestions by the committee and the coordinators for standard budget categories for administrative costs.  TSLAC’s current audit of indirect and direct costs also provides standard categories which could be used if they are detailed enough to make meaningful comparisons.)

2. If requested by a system Advisory Council, TSLAC should require the MRC or other organization to clearly identify and justify the basis for determining its indirect costs for the system and TANG grants using the new standardized TSLAC budget categories.  If requested by a system Advisory Council, TSLAC should submit a formal request to the MRC to reduce its indirect costs.

3. TSLAC should initiate and publish a study of indirect cost rates at representative non-MRC cities as a supplement to the audit of current MRC indirect costs.  This will provide systems with an additional tool to evaluate their costs.

4. TSLAC should require MRCs and other organizations to clearly identify and justify their administrative costs for the system and TANG grants using the new standardized TSLAC budget categories.

5. TSLAC should establish a recommended maximum level of administrative costs for the system and TANG grants based on the new standardized budget categories.  The recommendation should take into account the effect on costs of complying with MRC and TSLAC requirements, such as preparing reports and evaluations.

6. TSLAC should publish annually in detail the administrative and indirect costs for all system and TANG grants so that systems may easily compare their costs.  The specific costs for complying with MRC and TSLAC requirements – which directly affect the level of administrative costs -- should be clearly identified.

To Provide Greater Flexibility and Reduce Costs

7. TSLAC should create a campaign, perhaps including workshops offered in systems and at TLA Annual Conference, to publicize the advantages of using interlocal agreements for reducing costs and avoiding unnecessary bidding.  TSLAC should collect and publish current information about specific discount agreements or contracts which systems and libraries can take advantage of through interlocal agreements.

8. TSLAC should allow systems to make direct grants, like the Loan Star Libraries grants, to their members.  Direct grants would significantly reduce the administrative costs for system programs, which purchase materials or equipment for their members and provide greater flexibility for members in choosing the vendors and taking advantage of interlocal agreements.

9. TSLAC should initiate a study to determine whether systems can significantly reduce costs by centralizing administration of some tasks – e. g., bookkeeping, paying invoices, payroll, benefits, or coordination of continuing education.  The study should also take into account the positive and negative non-financial implications of centralizing administrative tasks.

To Promote Alternative Forms of Governance

10. TSLAC should create a workshop to publicize the advantages and disadvantages of MRC and nonprofit governance and the procedures for changing governance.  The workshop should be offered to systems and at TLA Annual Conference.

11. TSLAC should collect and publish supporting materials, such as model articles of incorporation, bylaws, policies, and business plans, and a model RFP for soliciting proposals to operate the system.  These materials should be referenced in the chapter on regional library systems in the System Orientation Manual on the TSLAC web site and any future printed edition

12. TSLAC should proactively assist systems desiring to change their governance.  To give any System interested in changing governance adequate time to prepare its FY 2006 Plan of Service by March 2005, TSLAC should provide the following no later than September 2004:

· Projected amounts for each system of the TANG grants in the 2006-2007 biennium

· Standardized budget categories for administrative and indirect costs (see item 1)

· A recommended maximum level of administrative costs as a percentage of the total system and TANG grant to assist systems in evaluating proposals (see item 5)

· The specific cash reserve amounts (based on the current system and TANG budget) each system would need in order to change to nonprofit governance or to be operated by a business

· A detailed description (i. e., more detailed than that outlined in the System Orientation Manual) of the procedure by which an MRC system determines that it has secured the approval of two-thirds of the governing bodies as required by Sec. 441.131.(a) of the Library Systems Act

· A formal policy that when more than one entity is qualified and interested, system members will make the final recommendation to TSLAC of the entity to administer the system (see item 13)

· A model RFP which allows systems to solicit proposals from organizations interested in operating the system

13. At a minimum, the model RFP should include the following:

· Selection criteria that weight most heavily the quality and extent of services provided and make clear that the lowest bid will not necessarily determine the successful proposer.

· Standardized budget categories for administrative and indirect costs to allow comparison among proposals

· That the system members will select the successful proposer and recommend that entity to TSLAC

· A statement that the contract between the successful proposer and TSLAC will be renewed each year only if the system members formally agree to the renewal

14. TSLAC should amend the rules for administering systems so that when more than one interested entity meets TSLAC criteria to administer the system, the system members will formally recommend to TSLAC which entity TSLAC should contract with to administer the system.  The committee suggests that the recommendation be based on a vote of two-thirds of the directors of member libraries, with each director having one vote.  A vote of two-thirds of the directors should also be the procedure used when an MRC system desires to change to a different qualified MRC and to make a recommendation each year to TSLAC on whether to accept the MRC’s proposed plan of service.

Subcommittee Findings:
I.  The Library Systems Act authorizes two forms of governance:

Major Resource System - "’Major resource system’ means a network of library systems attached to a major resource center, consisting of area libraries joined cooperatively to the major resource center, community libraries joined cooperatively to area libraries or directly to the major resource center, and libraries that are not public libraries that join the system under Section 441.1271.”  (Library Systems Act, Sec. 441.122. (11))

Regional Library System – “Governing bodies of libraries within a regional library system may establish a nonprofit corporation under the Texas Non-Profit Corporation Act (Article 1396-1.01 et seq., Vernon's Texas Civil Statutes) to administer the system or may contract with a private business to administer the system.”  (Library Systems Act, Sec. 441.131. (b)

“The difference is that while the major resource system is enabled by a contract between the Texas State Library and Archives Commission (TSLAC) and the city government of the major resource center library, the regional system is enabled by a contract between the TSLAC and either a non-profit organization or a business. This business or non-profit organization may be established exclusively to administer the system grant, or it may be an existing entity that would administer the system grant in addition to other business.”  (System Orientation Manual for 1998, Chapter 6, p. 79.)

II.  Six Governance Options Identified:
The subcommittee identified six governance options available to systems under current legislation.  There appears to be no need for additional legislation. 

We have also identified many of the benefits and drawbacks of each governance option.  To determine whether a different form of governance is appropriate, we recommend careful examination of the non-financial considerations as well as the direct costs of each option.  (See also the System Orientation Manual for 1998, Chapter 6, pp. 84-86, which lists and discusses the general advantages and disadvantages of major resource and regional library systems.)

Although all system coordinators administer the TANG program in their system, the TANG program is not included in the system budget or plan of service.  The contract for the TANG grant is a separate contract from the system contract.  Presumably the TANG program will continue to be administered by the staff of a major resource system that converts to a regional library system (as in NTRLS) or moves to a mid-size library, so the benefits and drawbacks for each option would also apply to the TANG program.

Coordinators at six of the major resource systems administer the ILL program, which also has its own contract separate from the system contract.  The ILL program would presumably stay at the MRC (as in NETLS), so it is not included in the analysis except to note that changing to one of the first five options would relieve the coordinator of administrative responsibilities for ILL.

1. Major resource system converts to a regional library system by forming a nonprofit corporation and contracts with an existing organization -- such as a professional services organization, an existing regional library system, Amigos, or Library Partners -- to provide administrative services

Benefits of Option 1
· Forming a nonprofit with a governing board to operate the regional library system gives the members much greater control over system operations than the members have in a major resource system (see examples given below).

· Contracting for administrative services such as bookkeeping and bill paying, as well as human resources assistance and benefits management, allows the system staff to focus on services to members.

· Flexibility to make more appropriate purchasing decisions than a large city bureaucracy might allow (e. g., coordinating book purchasing with other systems or contracting with workshop presenters).

· Purchasing is simplified since formal bidding is not required

· Flexibility in setting staff salaries and benefits or work arrangements (e. g., telecommuting, alternative schedules to accommodate work or family needs)

· Flexibility in hiring (ability to quickly adjust job qualifications to the needs of the system or to accept alternative qualifications for otherwise well-qualified applicants) and in firing unsatisfactory staff

· Flexibility to contract for short-term staff to fill vacancies or meet unanticipated needs 

· Eliminates concern that vacant system positions will not be filled because of MRC hiring freeze

· Eliminates concern that vacant system positions will be filled with laid-off staff from MRC or other city departments

· Eliminates possible MRC expectation that System staff can function like MRC staff, for example, serving on MRC committees or attending MRC staff meetings

· Office rental options are not limited by city rules or requirements 

· Avoids MRC or city rules that make it difficult to share consulting or continuing education services with other systems. 

· More control over administrative costs; no indirect costs

· Ability to collect funds from member libraries for cooperative purchases (e. g., fees for non-TexShare databases, licenses for distant learning, joint purchase of unique items, such as hand puppets or print encyclopedias); these funds will not have to be spent by the end of the grant period, as required for major resource systems

· Ability to earn income (e.g., selling workshops to other systems or to K-12 or community colleges), which may be used as the membership determines

· Eligible to receive grants 

· Ability to contract with other entities, such as public schools, higher education and other units of government to share services or for cooperative projects

· No restrictions on advocacy with elected officials (“lobbying” is not an issue in consideration of governance)

Drawbacks of Option 1

· Significant time and energy of the coordinator and member librarians may be required to obtain approval by two thirds of the governing bodies of member libraries to convert to a regional library system.

· There may be disruption in services to members if any of the existing staff of the major resource system decides not to work for the regional library system.

· Members of a governing board will have greater responsibilities and liability than members of an advisory council, and it may be more difficult to find persons to serve.

· System services to members may be reduced for up to 5 years in order to create the cash reserve required by TSLAC to cover an interruption in cash flow.  (The regional library system is allowed to create the cash reserve by reserving a portion of the system grant each year.  See p. 82 of System Orientation Manual for 1998 for an explanation of how the cash reserve may be accumulated.  NTRLS’s cash reserve is $98,583 -- about 11% of the total grant.)

· The regional library system must also raise a cash reserve for unallowable costs that cannot be paid from the system grant.  This reserve cannot come from the system grant.  (NTRLS’s unallowable cash reserve is $11,608 -- about 1.3% of the total grant.)  How does the system raise this money?

· Health insurance may be more costly due to the small size of the staff.

· Affordable health insurance may be difficult to obtain if any of the staff or dependents have serious health problems

· Staff morale may be affected adversely if benefits are significantly reduced or changed 

· Nonprofits typically do not provide a traditional defined benefit pension plan; instead, retirement benefits are typically provided through a defined contribution plan (such as a 403b plan).

· Transition will require extensive initial decisions by staff and governing board.  (Appendix 5: Checklist for Change from Traditional MRC Model)
2. Major resource system converts to a regional library system by forming a nonprofit corporation and system staff handle all administrative services

Benefits of Option 2

· Same benefits as for Option 1 (except for the administrative support listed as the first benefit of Option 1).
Drawbacks of Option 2
· The existing major resource system staff may lack the skills to administer a new nonprofit; it may be necessary to contract for services such as human resources assistance, benefits management, and perhaps even assistance with bookkeeping and bill paying.

· Same drawbacks as for Option 1.

3. Two or more major resource systems form one regional library system by forming a nonprofit corporation

Benefits of Option 3

· Forming only one nonprofit corporation will significantly decrease the time and effort required of the coordinator and members to change to a regional library system (e. g., only one board of directors must be recruited, only one set of bylaws adopted, and only one business plan prepared). (See Appendix 5: Checklist for Change from Traditional MRC Model)

· It may be possible to reduce some administrative costs by eliminating the duplication of functions required by two systems (e. g., purchasing materials for member libraries).

· Same benefits as for Option 1 or 2, depending on whether the system handles all administrative services.

Drawbacks of Options 3
· It may be difficult (or impossible) for the libraries’ governing bodies to agree to combine the two systems.

· It may not be possible to save any administrative costs and still provide the services members require.

· Same drawbacks as for Option 1.

4. Business or nonprofit corporation -- such as Library Partners, Amigos, or NTRLS -- contracts with TSLAC to operate one or more regional library systems (which may or may not themselves be nonprofit corporations)
Benefits of Option 4

· The regional library system does not have to establish a non-profit corporation to administer the system (although it could do so anyway) or to raise the two cash reserves.

· If the governing bodies of the libraries in the regional library system do not establish a non-profit corporation to administer the system, the system will not have to form a governing board, and the role of the system advisory council would remain the same.  (The system advisory council would have the same relationship to the governing board of the business or nonprofit corporation as it does to a city council in a major resource system.) 

· Eliminates need for the system to reduce services to members to create a cash reserve or to raise funds for a reserve to cover unallowable costs (the business or nonprofit corporation contracting to administer the system must provide the cash reserves).

· Since it is not necessary to create a nonprofit corporation to administer the system, the transition may be easier than other options.

· Potential for reducing costs to operate system.

Drawbacks of Option 4
· The board of the business or nonprofit is the governing board of the system, just as the city council is the governing board of a major resource system, and only the business or nonprofit board is legally responsible to TSLAC for operating the system.

· If the regional library system doesn’t form a nonprofit corporation with its own board of directors, the system itself has no legal identity to represent the interests of system members and so may have a weaker relationship to the business or nonprofit corporation administering the system.

· Potential for increased costs to operate system.

5. Mid-size library, either a city, county or library district, contracts with TSLAC to operate a major resource system

Benefits of Option 5

· Potential to seek bids from several cities, possibly lowering costs.
· A smaller organization may allow greater flexibility in administrative and purchasing decisions

· Eliminates need for a cash reserve.

Drawbacks of Option 5
· There may be no mid-size library in the system which can meet the Library and Archives Commission criteria for designating a major resource center: “Among the factors that the Commission would likely consider are the size of the community (25,000 population, at minimum), size of the budget, the level of professional management of both the library and community, and whether the system boundaries should remain as currently drawn.”  (October 20, 2003 letter from Deborah Littrell, Director of the Library Development Division.)
· No qualified mid-size library may be interested in hosting the system 

· A mid-size library may have difficulty dealing with TSLAC requirements for hosting the system and the mechanics of grant administration. 

· Uncertainty for mid-size library about requirements or changes in systems that TSLAC may implement in future years.

· TSLAC may find it difficult to deal with bids from several entities.

· Benefits and salary of system staff may be affected adversely, although cities and counties would probably offer a traditional defined benefit pension plan.  Current library districts could offer a defined contribution plan (similar to a 401K plan) and a 457 deferred compensation plan.

· Mid-size library may be located in a different area than the current MRC, creating potential problems in staffing the system.

· It may not be possible to negotiate a contract that protects system staff from city restrictions on travel, city hiring freezes, or filling vacant system positions with laid-off city staff.

· See “Benefits” under Option 1 for other drawbacks to this option

6. Major resource system remains with current Major Resource Center (MRC) 
Benefits of Option 6

· No diversion of system member and staff energies to consideration of alternatives

· No disruption to system operations.

· No need to undertake all the steps required to change the governance structure

Drawbacks of Option 6
· TSLAC may be unable to require or persuade cities to reduce their indirect costs.

· It may not be possible to negotiate a contract that protects system staff from city restrictions on travel, city hiring freezes, or filling vacant system positions with laid-off city staff. 

· See “Benefits” under Option 1 for other drawbacks to this option

III.  Assessing the Direct Costs of Governance Options

Administrative and staff costs are the direct costs most likely to be affected by a change of governance.

Administrative Costs
Essential administrative functions for both major resource and regional systems are defined in Appendix 1: Actual Administrative Costs, which was prepared by the system coordinators.  These administrative functions and their costs must be borne by systems in any of the governance options.  It is possible that the actual administrative costs would not be significantly different for major resource systems and regional library systems, so each system must carefully compare relative costs.
It is difficult to make an overall comparison of the relative costs of the essential administrative functions among the governance options.  Currently, some essential administrative functions -- such as payroll services, accounting, and audit -- are provided by MRCs in exchange for an “indirect cost” which is charged to the grant.  (See Appendix 2: System Indirect Costs for indirect costs for each system.)

In most major resource systems, some administrative costs – such as bookkeeping and staff time spent on administration – are budgeted for and paid directly from the system grant.  These costs are in addition to the “indirect costs” charged by the MRC.  One major resource system – CTLS – also pays for office space directly from the grant rather than as an indirect cost (the other eight major resource systems are provided office space without a direct charge).
Staff Costs
All major resource system staff salary and benefits costs are currently budgeted as direct costs, just as is the case in NTRLS or any regional library system.  If the regional library system budgets the same amount for salary and benefits as were provided by the major resource system, obviously staff costs will be about the same.

However, depending on what personnel and services are available to a nonprofit corporation in a system’s local area, providing the same type and quality of staff for the regional library system might cost more or less than the amount budgeted in the major resource system.  Similarly, staff salary and benefits costs could differ if the system remains a major resource system but moves to a different host city.  Appendix 3: Benefits Cost Comparison provides typical staff benefits costs for an MRC, NTRLS, a mid-size library district, and a small nonprofit.

Each system must therefore carefully determine and compare the actual administrative and staff costs for each governance option.  Appendix 4: Comparison of MRC and Nonprofit Costs can be used to compare current MRC costs to those of a nonprofit or mid-size library host, and it also provides typical actual costs for four small nonprofits and a library district.  Appendix 5: Checklist for Change from Traditional MRC Model is provided to help systems identify the critical non-financial issues as well as critical costs.

IV.  Information Each System Must Develop
1. How difficult and/or divisive will it be to convince the governing bodies of the member libraries to agree to such a momentous change?
2. Are there mid-size libraries acceptable to TSLAC as MRCs which are willing to host a system and whose costs would be lower than the existing MRC? 
3. Will existing staff be willing to relocate to the new location(s), or can new staff be hired there?
4. What benefits can be identified to interest a mid-size library in hosting the system?
5. Office space requirements for system staff

6. Typical rental costs in cities where the regional library system would locate.

7. Even if the indirect cost is high, will the change be cost effective for this system?

8. How will the system raise the unallowable costs reserve (which can’t come from the system grant; see System Orientation Manual for 1998, p. 82)

9. What would be the timeline for changing governance or the MRC?

(See also Appendix 5: Checklist for Change from Traditional MRC Model.)

V.  Time Required for Changing Governance

The System Orientation Manual suggests that a governance change should occur at the beginning of a biennium, although it could also occur at the beginning of the second year of the biennium.  “Moving to Regional Library System Governance,” pp. 88-91 of the Manual, discusses the steps required, 

Determining which option seems best for the system – changing the MRC, contracting with an existing nonprofit or business, or forming a stand-alone nonprofit – and obtaining agreement among members to make the change appear to be the steps which would take the longest.  Certainly systems will vary widely in the time required.  Systems which have not yet begun to discuss a change may require several years to act.  For a system ready to begin the process, it should be possible for members to reach agreement on the best option within six months.  If agreement on the best option is reached easily, it might also be possible to obtain resolutions of approval from two-thirds of the governing bodies within the six months.

Once the decision to change is made, changing MRCs would probably take the least time and forming a stand-alone nonprofit the most time.  Contracting with an existing nonprofit would probably require less time than forming a stand-alone nonprofit.

Changing MRCs:, Since there is no change in the form of governance, changing the MRC could occur relatively quickly, perhaps in just a few months if the new MRC is in the same area as the old.

The “Library Systems Act” specifies a procedure for creating a regional library system, but neither the Act nor the “Rules for Administering the Library Systems Act” specify a procedure for changing MRCs.  When NETLS moved from Dallas to Garland the procedure for creating a regional library system was used.

If resolutions from governing bodies are required, changing MRCs could be a lengthy process.  A vote of directors of member libraries – who would presumably have the best understanding of the proposed change – could be completed much more quickly.

Contracting with an existing nonprofit or business:  Although technically a change in governance, in practice the governance would be similar to an MRC system, in that the system would not have legal responsibility for its operation.  Several of the steps required to become a stand-alone nonprofit are not required (incorporating, recruiting a board, raising the cash reserve for unallowable costs, preparing a business plan, arranging for the administrative services which the MRC provided).

We have no examples of a system making this change, but it seems reasonable that the time required would be similar to a change in MRCs.

Forming a stand-alone nonprofit:  Because there are more unknowns and risks in going it alone, reaching agreement among members and making the formal decision to change will likely take much longer than changing MRCs or contracting.  Once the decision is made, preparing the business plan will probably consume the most time (the business plan must address all of the details of how the system will actually operate).  The whole process may go much faster if TSLAC provides model documents, such as articles of incorporation, bylaws, business plans, and policies.

VI.  Focus Group and Other Comments on the Recommendation:
Information gathered from focus groups and others is incorporated into the report.  Focus group comments that were common to any of the above governance options included the following:

· Recommendation to use RFP and other competitive processes to select providers of system services.  

· Suggestions that TSL be responsible for developing a template document to standardize and simplify the process for individual systems.  

· All administrative costs should be carefully identified and defined.  

· Interlocal cooperation for purchasing

· Size impacts direct costs

Nonprofit:
· NTRLS could be a model for others considering change.  

· How does this affect lobbying, including the percentage cap?

· Nonprofits pay rent, utilities, but can also raise funds. Potential additional flexibility  - Example – travel, vacancy, purchasing timeline, salaries

Re-examination of the MRC host model 
· Why would cities want to host a system?
· Widespread concern about indirect costs.
· Belief that in the past TSL has set limits on indirect costs.

· Concern that it may not be cost effective to replace MRCs as host. How will decision impact how efficiently a system operates if it is not part an MRC?

· Should system coordinator be responsible to MRC director? Could cause conflict of interest

CTLS and STLS referred this issue to their Advisory Council for study and possible action.  Correspondence between CTLS and TSLAC stated, “whenever an MRC wants to reduce its indirect cost, the State Library works with them to do so.”  “Under the Uniform Grants and Contract Management Act, we do not appear to have authority to require them to reduce their indirect cost rate.  We have asked our internal auditor to look into this issue and they are in the process of doing so; however, they have not yet finished this work.” (10/20/03 letter from Deborah Littrell, Director of the Library Development Division).

Texas Library System Coordinators’ Responses To Public Library Development Study Recommendations

AALS:  AALS enjoys a strong relationship with San Antonio Public Library.  There are mutual benefits for each group: San Antonio Public Library receives a great deal of collection development funding and continuing education from AALS.  AALS receives cost-efficient benefits from the city of San Antonio such as a reasonable indirect cost, free rent and managed employee benefits.  The membership has had several opportunities to discuss this issue.  The overwhelming consensus is that we enjoy a beneficial relationship with our MRC and there is no need for an alternative governance structure.  

BCLS:  NTRLS has proven that a nonprofit corporation will work as a system governance structure and NETLS has shown that a smaller library could handle the administrative functions.  Each option would need to be examined specifically for each region to incorporate varying needs and opportunities.  The City of Abilene and Abilene Public Library have provided excellent service/cooperation over the years, so the only current incentive to actively seek another governance model for BCLS is the high indirect cost amounts.

CTLS: - The CTLS Planning Committee has discussed this for a number of years, and in July the Committee surveyed members to see if they wanted to investigate alternative governance options.  47 of 70 members responded, with 94% in agreement (53% strongly agreed and 42% agreed, rounded); only 6% disagreed.  Last August the Committee directed the staff to gather information on non-profit organization and other alternatives, and we have begun educating our members on these options.  (see also our response to Recommendation 2).  

HALS:  HALS members looked at this option several years ago and voted to stay with the MRC.  Many smaller libraries stated at that time the benefits of remaining with the MRC – lower cost, resources.  In recent years, HALS members have not brought this matter up for reconsideration. 

NTRLS:  NTRLS is a nonprofit.  Now that we’ve unknotted the kinks, it is working well.

STLS:
A study is underway to look at costs for a nonprofit system.  Because STLS’ IDC is reasonable at this time, a decision to go nonprofit would probably be based on factors other than costs.

TPLS:  Amarillo Public and the City of Amarillo have a long history of support for the System and its members.  Any change in governance structure would be considered because of decreasing funding for Systems rather than because of the MRC.

TTPLS:  It might be fruitful to examine the reasons for establishing the MRC host model as systems were being set up.  Certainly in some systems, this model is expensive, time consuming and drains resources—human & financial—from the members.  Grants are a great idea, but in my experience, cannot be counted on for operating expenses.  The “more fees” approach seems like punishing communities for being poor.  There may be some other types of “hosting” we haven’t thought of.  Moving away from top-heavy bureaucracy seems an excellent strategy.

WTLS:  We agree that TSLAC should examine all possibilities for governance and then make recommendations for change to the legislature.  For smaller systems a 501(c)(3) status is not practical given our limited budgets and the increased personnel and administrative needs.  The number of staff we have now is all we can afford and our indirect cost charges would not even pay a full-time salary, much less offer benefits for that person.

VII.  Appendices

Appendix 1: Actual Administrative Costs

Appendix 2: System Indirect Costs

Appendix 3: Benefits Cost Comparison

Appendix 4: Comparison of MRC and Nonprofit Costs 

Appendix 5: Checklist for Change from Traditional MRC Model

Appendix 6: Potential MRC Cities

VIII.  References

October 20, 2003 letter from Deborah Littrell, Director of the Library Development Division
System Orientation Manual for 1998, Chapter 6: Regional Library Systems (http://www.tsl.state.tx.us/ld/pubs/som/index.html)

The Library Systems Act and Rules for Administering the Library Systems Act (http://www.tsl.state.tx.us/ld/pubs/libsysact/sysact.pdf)

Additional Information Sought by the Committee:
1. Will system boundaries be changed? (from committee on Rec 3)

2. Audit of existing MRC indirect costs by TSLAC (Ed expects in Feb) 

3. Can an existing nonprofit – such as Library Partners or Amigos – contract with TSLAC to operate a system?  Two or more systems? (Margaret Nichols letter to Peggy)

4. Get sample MRC contract and NTRLS business plan (Bob)

Appendix 3

Benefits Costs
January 26, 2004

	
	CTLS
	NTRLS
	Westbank
	CPPP

	Health
	$5,961
	$4,368
	$5,508
	$4,560

	Dental
	Included
	$312
	NA
	Included

	Vision
	NA
	$86
	NA
	NA

	Life
	$34 for $20,000
	$120 for $43,000
	$151 for $64,500
	See notes

	Short Term Disability
	$39
	NA
	NA
	NA

	Long Term Disability
	NA
	NA
	$378 for $28,638
	$350 for $25,800

	Retirement
	$3,355
	$2,150
	$2,688
	$2,580

	Workers Comp
	NA
	NA
	$125
	$300

	TOTAL
	$9,389
	$6,590
	$8,850
	$7,790


The costs are approximate and based on an average CTLS employee of about 50, with an average salary of about $43,000.  The extent of coverage and relative value to the employee of the health and dental benefits provided by each organization may vary.

CTLS:

Health: employee only

Dental: employee only

Life: benefit of $20,000

Disability: short term disability; based on salary of employee

Retirement: employer match is 8% of salary (mandatory employee contribution of 8%)

NTRLS:

Health: employee only shown; family coverage for $10,512

Dental: employee only shown; spouse an additional $20 or children an additional $10

Vision: family coverage for $192

Life: based on salary of employee; benefit of $43,000

Retirement: employer match up to 5% of salary

Westbank:

Health: employee only

Life: based on 1.5 times salary of employee; benefit of $64,500

Disability: long term disability; eligible after 180 days; 66.6% of salary ($28,638)

Retirement: 401 Plan - employer match up to 6.25% of total salary.  457 deferred compensation plan for employee contributions

Center for Public Policy Priorities:

Health: employee only 

Dental: employee only 

Life: based on 1.5 times salary of employee; benefit of $64,500 (cost included in cost of disability coverage)

Disability: long term disability; based on salary of employee; 60% of salary up to $72,000

Retirement: SEP-IRA - employer match up to 6% of salary.  403(b) deferred compensation plan for employee contributions.   

Appendix 4

Comparison of MRC and Nonprofit Costs

January 26, 2004

Several similar size nonprofits and a library district kindly provided data on their costs.  Because of the way these organizations account for costs, comparable costs – such as insurance -- were sometimes assigned to different categories in the table.  Employee health and benefit costs are especially difficult to compare, as cost obviously depends significantly on the extent of benefits and who is included (for more details, see Appendix 3: Benefits Cost Comparison).

However, the table still allows systems to make a rough comparison of costs between the MRC and nonprofit organization.

	
	MRC
	NTRLS
	Westbank
	TLA
	Austin Families
	CPPP

	Operating budget
	
	$850,000
	$805,000
	$2,200,000
	$1,750,000
	$1,015,600

	Number of employees
	
	8 (7 FTE)
	20 (11 FTE)
	13 (11.5 FTE)
	10 (9 FTE)
	11

	Indirect
	
	$0
	NA
	NA
	NA
	NA

	Rent
	
	$59,128
	$0
	$0
	$85,000
	$0

	Added staff
	
	
	$25,000
	Note 1
	Note 1
	Note 1

	Employee health insurance
	
	$49,5721
	$40,9801
	$80,666
	$29,868
	$58,700

	Employee benefits
	
	$13,986
	$23,673
	$72,981
	$40,332
	$45,300

	Worker’s compensation
	
	$0
	$2,077
	$2,663
	$497
	$3,000

	Fidelity bonding
	
	$590
	$0
	$0
	$860
	$0

	Property insurance
	
	$2,874
	$7,630
	$3,7812
	$2,131
	$1,400

	Board and director liability insurance
	
	$1,513
	$2,899
	$5,462
	$3,459
	$2,100

	Accounting services
	
	$25,750
	$3,000
	$0
	$0
	$25,000

	Professional services
	
	$15,7682
	$0
	$0
	$0
	$0

	Payroll services
	
	$0
	$0
	$0
	$0
	$2,700

	Auditor
	
	$6,000
	$4,500
	$8,900
	$11,000
	$6,500

	Facilities maintenance
	
	$0
	NA
	$0
	$0
	$20,000

	Legal counsel
	
	$0
	$2,200
	$1,200
	$0
	$1,000

	Utilities
	
	$0
	NA
	$0
	$0
	$3,500

	Other
	
	$0
	$0
	$0
	$0
	$0

	Cash Reserve for Unallowable Costs 
	NA
	$11,608
	NA
	NA
	NA
	NA

	Cash Reserve for Allowable Costs
	NA
	$98,583
	NA
	NA
	NA
	NA


This table is an expanded version of the Cost-Benefit Worksheet on page 87 in System Orientation Manual for 1998 (posted at http://www.tsl.state.tx.us/ld/pubs/som/index.html).

Definitions

* Operating budget for NTRLS includes the TANG budget, which would also probably be true for any other non-profit systems.

* Added staff – any salary for staff required to perform tasks that a non-profit must do for itself, such as bookkeeping, payroll, or benefits management.  (Westbank appears to be the only organization that provided this cost.)

* Employee health insurance – At least one organization (NTRLS) includes coverage for spouse or children and/or dental coverage; TLA and Austin Families did not specify.

* Employee benefits other than health insurance, such as employer contributions to 403b or other retirement accounts, life insurance, or long term disability coverage; FICA, FUTA, or TUCA should not have been included, as these will be the same for systems operated by non-profits and local government.

* Worker’s compensation insurance is not required in Texas and municipalities may be self-insured; worker’s comp may be bundled in a broader business liability policy.

* Property insurance – Include all costs for office or rented space property loss and for all liability insurance; do not include costs to insure an owned building.

* A fidelity bond protects the employer in case of any loss of money or property due to employee theft, forgery, larceny or embezzlement.

* Accounting services – Cost for contracting with outside accountant.  (Show cost of audit separately.)

* Professional services – Cost for contracting with a professional services organization to manage payroll, benefits, and human resources requirements (see NTRLS notes for more info).

* Payroll services – Cost for contracting for paying employees and taxes and managing compliance with state and federal and regulations and reporting.  This could also be included in a broader “professional services” contract.

* Facilities maintenance -- Costs for rented space only, such as janitorial service or repairs (if paid separately from rent).

* Utilities -- Costs for rented space only (if paid separately from rent).

* Other – Any cost not covered in other categories which would be typically assumed by an MRC -- for example, telecommunications -- but which a non-profit must pay.

* Cash Reserve for Unallowable Costs – The reserve to cover costs which can’t be paid with the system grant, such as equipment which was not approved by TSLAC.  The reserve cannot come from the system grant and must be raised elsewhere.

* Cash Reserve for Allowable Costs – The reserve to “maintain operations in the event of an interruption in cash flow.”  These funds may be reserved from the system grant.

Notes for NTRLS:

1.  1st Odyssey, the professional services organization used by NTRLS, provides payroll service, human resources management, employment liability insurance, worker’s compensation, legal advice, and guidance on safety issues.

Notes for TLA:

1.  A TLA staff member handles payroll and bookkeeping and pays invoices.  The staff cost was not provided.

2.  The $3,781 for “Property insurance” is for general liability coverage that includes bonding as well as property.

Notes for Austin Families (a child care resource and referral agency):

1.  Austin Families did not indicate how payroll and bookkeeping and payment of invoices is handled.

Notes for Center for Public Policy Priorities:

1.  A CPPP staff member handles bookkeeping and pays invoices.  The staff cost was not provided.

Appendix 5

Checklist for Change from Traditional MRC Model
December 8, 2003

Organization

· Approval of two thirds of governing bodies of members if forming a regional system (not required if changing to another MRC)

· If forming a standalone nonprofit

· Articles of incorporation

· Bylaws

· Recruit board members

· Board policies 

· Financial policies with appropriate checks and balances

· Procurement policies

· Plan for raising the allowable and unallowable cash reserves

· Prepare business plan

· Establish 501c3 status

· If contracting with an existing nonprofit or business

· Relationship between the legal entity’s board and the board or advisory council of the system

· Role of the regional system director

· Indirect costs
 – If charged by the business, nonprofit, or mid-size MRC proposing to operate the system, how are they calculated 

· % of payroll? % of payroll and benefits? % of total grant?

· Are rent and utilities included

· Operating budget

· What is the process for developing and approving the budget (member involvement? board involvement?)

· Who officially approves it for the system (nonprofit governing board of the regional system? board of another organization contracting for system? mid-size MRC director?)

Personnel

· Staffing the system

· Status of existing staff?

· Who hires the regional system director?

· Personnel policies and manual

· Who develops?

· Who approves?

· Employee benefits

· Leave provided – family, illness, funeral, jury duty, leave without pay

· Retirement plan - 401, 403B

· Deferred compensation – 457 

· Medical insurance (family or employee only?)

· Dental insurance (family or employee only?)

· Long-term disability insurance

· Life insurance

· Americans with Disabilities Act

· Worker’s comp (not required; other liability insurance may cover)

· Human resources services (either performed by system staff or contracted out)

· Staffing – interviews, references, evaluation, documentation, firing

· Benefit management – information, tracking, funding, negotiating

· Payroll management – direct deposit, tracking, vacation, sick leave, deductions

· Tax deposits and reports for federal withholding and payroll and federal and state unemployment  (941, FICA, FUTA, TUCA)

Financial Management

· Bank and investment accounts

· How many required?

· Who has access?

· Accounting and bookkeeping services

· Paying invoices, utilities, rent

· Bank statement reconciliation

· Cash management

· Preparing IRS reports required from nonprofits

· Property and liability insurances (a comprehensive policy may be available to cover all property and liability)

· Property loss

· Automobile

· Business and personal liability

· Fidelity bonding

· Directors and officers errors and omissions

· Annual audit

· Legal counsel

· Setting up nonprofit

· Human resources advice

· Contract or lease negotiation and review

Facilities

· Office space

· Location

· How much space will the staff need?

· Does the rental fee cover maintenance, janitorial, carpet & window cleaning, utilities, security, grounds? 

· Is a multi-year lease required?

· Phone and Internet connections

· E-Rate and state discount documentation and applications

· Equipment

· Who (MRC or system) owns existing equipment (desks, phones, computers)?

· New equipment required? 

· Purchase or lease new equipment? 

· Maintenance contracts

· Copier

· Computers and network

· Telephones

�Is this to determine which costs are covered by indirect cost which must become a direct cost?  If there’s no MRC is there an indirect cost.  I suppose Amigos or Library Partners could charge for indirect costs.
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