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SUBJECT

A MOTION acknowledging receipt of a report from the King County executive in accordance with Ordinance 17696, Section 21, Proviso P4, regarding the options related to the acquisition and governance of the new public safety emergency radio network.
SUMMARY

As part of its 2014 budget deliberations, the council required that the executive prepare a report on the costs, financing options, and proposed governance of the Puget Sound Emergency Radio Network (PSERN) project, which is intended to replace the county’s emergency radio system.  The executive transmitted to the council the required report on July 30, 2014.  As directed in the proviso, the report provides cost data on the radio replacement project, along with the executive’s review of financing and governance options.  In a September 9, 2014 Management Letter, the King County Auditor reviewed the executive’s response.  This proposed motion would acknowledge receipt of the executive’s report.
BACKGROUND
First responders and other government agencies use a county-wide radio communications system (800 Mhz trunked radio system).  The system is owned by the City of Seattle, Valley Communications Center (ValleyCom), the East Side Public Safety Communications Agency (ESPCA), and King County. Countywide, this system consists of 26 transmitter sites and multiple interconnecting microwave and fiber systems.  The system supports over 100 agencies with approximately 16,000 radio users (each with a portable radio handset and/or installed mobile radio in a vehicle) in a variety of county and suburban agencies.  Within the county, the sheriff’s office is one of the radio system’s major users followed by the Road Services Division of the Department of Transportation, and the Department of Adult and Juvenile Detention.  Regional customers include fire districts, Emergency Medical Services (EMS), hospitals, public schools, utilities, and cities.    As it relates to County ownership, this program is under the administrative control of the Department of Information Technology (KCIT).
This program is under the administrative control of the Department of Information Technology (KCIT).
The primary purpose of the radio system is to provide emergency radio communications services for police, fire, and emergency medical services.  In addition, radio service is available to public school districts, utilities, transportation services, and hospitals within King County. The most important uses of the system are to dispatch responders to incidents and also to allow responders to communicate with each other at these incidents.  The secondary purpose of the system is to provide capacity within the system to service other public agencies with emergency response duties such as public utilities.

The countywide radio network will need to be replaced or risk serious degradation of communications for public safety responders and other users.  The existing system contains electronic components that are approaching 20 years old and the likelihood and frequency of component failures is increasing as the system ages.  Furthermore, the county’s vendor, Motorola, no longer sells or supports some of the system’s critical components, and it plans to discontinue sale and repair of all components in phases over the next few years.  The county’s Radio Communications Services section reports that replacement components discontinued by the system vendor are still available on the secondary market; however, reliance upon the secondary market equipment is risky because the needed version of a critical component may not be available and because the condition and service history of the components is unknown. 

In addition to the need to replace system equipment, the executive reports that some geographic areas in the county need improved radio coverage.  The current system extends radio coverage to 94 percent of the geographic area of King County.  This level of coverage was sufficient in 1992, but people live in areas of the county where they did not live almost twenty years ago.  According to the executive, coverage cannot be extended with the current system because the vendor no longer sells the necessary equipment.  Similarly, many agencies will need additional radio capacity in the foreseeable future, as the population of the county grows, that cannot be readily provided.

Planning for the replacement of the emergency radio system began in 2007 when the council established a capital improvement project.  In 2008 a Radio Executive Policy Committee (REPC) was formed. This was an informal advisory body and members included King, Pierce, and Snohomish Counties; Cities of Puyallup, Seattle and Tacoma; Port of Seattle; ESPCA; ValleyCom; King County Sound Cities Association; Snoqualmie Tribe; and Washington State Patrol.  The diverse geographic representation of the REPC was intended to facilitate a discussion of a tri-county solution for the emergency radio system. As planning progressed, it was identified that a tri-county solution was not a viable option because Pierce and Snohomish County are on a different time tracks for replacement of their radio systems.  

The county estimated that risk for the “failure or degradation” of the King County system will become unacceptable in the 2020 timeframe.  The current radio system took five years from funding approval until the system was fully operational and as a result, the Executive is considering transmitting a ballot proposition for project funding for the April 2015 election to ensure completion of the project before the risk of system failure exceeds acceptable levels.

As part of the council’s 2014 budget deliberations, the council heard detailed discussions on the large scope of the PSERN project, the need for voter approved financing, and the limited timeframe for council review of the financing options.  As a result, the 2014 budget included the following proviso in the budget:
Of this appropriation, $50,000 shall not be expended or encumbered until the executive transmits a report on the financing options for the replacement of the public safety emergency radio system and a motion that acknowledges receipt of the report and the motion is passed by the council.  The motion shall reference the proviso's ordinance, ordinance section, proviso number and subject matter in both the title and body of the motion. 


The executive must file the report and motion required by this proviso by January 30, 2014, in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff and the lead staff for the budget and fiscal management committee, or its successor.


The report shall identify, address and evaluate options and alternatives for funding the acquisition of the new public safety emergency radio network, including but not limited to:


A.  A description of the estimated total costs of the new system and its projected cash flow needs of the project including timing;


B.  A description of all possible financing mechanisms that could fund a project of this type with a discussion of the pros and cons of each method;


C.  An evaluation of the possibility of sharing the financing of the new system with the four subregional entities that constitute the King County Regional Communications Board, which owns the current system;


D.  An evaluation of the possibility of proportionately sharing the financing of the new system with all of the jurisdictions that currently use the system, including evaluating the potential impact of levy suppression for the junior taxing districts; and


         E.  A description of potential options for the governance of the new system.

The report was originally due to the Council by January 30, 2014.  Because of delays with vendors’ responses to the network Request for Proposals (“RFPs”), the executive wrote to the King County Council on January 30, 2014, requesting a six month postponement for this proviso response, modifying the transmission date to July 31, 2014.   The due date was amended through the supplemental budget.  The report was transmitted to the council on July, 30, 2014.
On September 9, 2014, the King County Auditor’s Office released a management letter entitled “Management Letter on the County Executive’s Report Regarding Acquisition and Governance of the Puget Sound Emergency Radio Network” which evaluated the executive’s proviso report and other observations about the project to date (this letter and the executive’s response are attached.
ANALYSIS

The executive transmitted the required report to address the proviso on July 30, 2014, as required.  The report provides information on the five required elements of the proviso with each described below:

TOTAL COSTS The executive reports that the proposed project will cost between $251.4 million to $277.7 million, based on preliminary cost estimates.  The report notes that costs are estimates because: “(1) the equipment vendor contract has not been negotiated; therefore, the price is not set; (2) the site engineering and design work that will determine site upgrade costs has not started; and (3) one percent for arts requirements are still being clarified.”  The estimates include direct replacement costs, management and oversight costs, transition costs, along with costs associated with financing the project.  

The project team reports that it has completed its evaluation and scoring of RFP responses and is in the process of negotiating the contract.  The proposed date for contract award is estimated to be November 2, 2014, and site design is estimated to be complete in September 2015.  It is only after the contract is negotiated that a more accurate cost of the project will be known, however, the final costs will not be known until after final site design is complete.  This will put the Council in the position of being asked to approve a ballot proposition prior to the full project costs being known. The report also contains an estimate of cash flow, as required by the proviso, but notes that it is speculative until the contract, with the contractor’s schedule, is finalized.  
Nevertheless, in its September 9th Management Letter, the auditor notes that the executive’s response may appear to be overstated because it includes estimates of costs that would not be financed.  The letter reports that the amount to be financed is “more in the range of $220 million.”  The executive transmitted its estimated full project costs and did not make a separate estimate of the amount that the voters would be asked to finance.
POTENTIAL FINANCING MECHANISMS The proviso response contains a review of several potential financing mechanisms, including:

	Option
	Description

	Use of existing system replacement reserves
	The agreement establishing the current system requires that subsystem owners maintain a reserve, part of it to pay for the replacement of the commonly owned Network Controller Equipment (which was replaced in 2010).  

	Paying for the replacement through user rates
	This option would be for system users to pay for the capital expenses of a new system, in addition to operations and maintenance, through increases in the rates paid for use of the system.

	Sales and Use Tax
	The county has the option of establishing a 0.3% Criminal Justice Sales Tax or an Emergency Communications Sales Tax.

	Property Tax Levies
	Establishment of either an Excess Levy or a Levy Lid Lift.

	Combined Levy
	Establishment of both an Excess Levy and a Levy Lid Lift.

	Sharing financing with subregional owners or local users
	Where subregional owners, or the entities using the radio system, identify user fees or local tax measures to finance the replacement.


In the report, each option is reviewed with identified pros and cons.  
Based on its review, the executive recommends that voters have only one financing measure for their consideration and that “using a Levy Lid Lift is the most viable option for funding a new system with a single taxing measure.”  The executive notes that the Levy Lid Lift is the “most viable option” even if it is statutorily limited to just nine years.  The executive reports that the Excess Levy, which can last through the useful life of the system being acquired, cannot be used for the “replacement of equipment.” The executive does note that “such a tax could be augmented if the current subsystem owners contributed to a part of the project’s costs.”  

In its September 9th Management Letter, the auditor notes that “there are several additional alternatives either omitted from the analysis or not fully evaluated, thereby reducing the depth of information provided to decision-makers about whether to put a funding measure on the April 2015 ballot.”  For example, the auditor notes that one of the options that was not included in the response was to utilize user fees to pay for new radios (about 16,000), instead of financing them. The auditors note that this option would reduce the overall amount that would need to be financed and also address issues related to radio handset replacement during the life of the project.  The executive responded that it felt it was appropriate for the project to pay for the replacement of user radios because users lack the resources to pay for new radios that will work with the new system; therefore, this option would require them to pay for the new radios and have a negative impact on their operational budgets.
The executive has reported that it will transmit legislation related to financing the project in December 2014 if system governance and other issues are adequately resolved by that time.  

GOVERNANCE OPTIONS The proviso report addresses options for the governance structure of the PSERN.  As noted above, the current system has four separate “owners” who interact with both sub-regionally owned and jointly owned equipment.  However, the PSERN project was predicated on the operation of system owned by a single entity.  

The executive notes that there will be two phases to the governance of the radio system replacement.  The first phase involves the planning and construction of the new system.  The subsystem owners have agreed that the county will serve as the lead for this phase.  Nevertheless, all of the “owners” have staff participating in this phase.  

The second phase of the project begins when the system has been tested and accepted and includes system operations and maintenance over the life of the system.  It is anticipated this phase will extend for twenty years after system acceptance.  The executive limited the proviso response to governance after project acceptance.  For this phase, the executive evaluated three ownership options:

· nonprofit corporation or limited liability company;
· designated lead party governed by a joint board; and,
· one partner takes ownership of the entire system, operating in a partnership with the other three current owners (who would no longer have ownership).
In the report, the executive describes the nature of each type of ownership and the pros and cons of each model.  

The executive is recommending that a new nonprofit corporation be created to own the system after acceptance and operate the system.  The executive notes that this option would “produce a clear decision making structure and the most straightforward legal relationship between the system owner/operator and the vendor providing updates, upgrades, and repairs through the life of the system.”  The PSERN Steering Committee which is overseeing the replacement project is currently working on agreements that would formally establish the responsibilities and functions for both phases of the project—county-run through system acceptance and nonprofit corporation for the ownership and operation of the system after acceptance.

In its Management Letter, the auditor noted that the executive’s governance options were not consistently evaluated or clearly communicated.  The letter noted that options were not clearly communicated or objectively evaluated.  As a result, the steering committee needed significant new analyses to work towards a final agreement on the proposed second phase governance structure.  Project staff indicates that there is now substantial agreement on these issues and a plan for completing and memorializing agreements.

NEXT STEPS According to information from the PSERN Steering Committee, the executive is planning to transmit the legislation for financing the project (ballot measure and accompanying materials) in December 2014, requesting that the council place a levy measure on the April 2015 election ballot.  In addition, the executive anticipates transmitting the inter-local agreements that would put into place the PSERN governance structures for council review and approval either before or with the proposed ballot measure.
Approval of this motion acknowledge receipt the executive’s report as required by proviso and release $50,000 within the KCIT budget.
INVITED
· Bill Kehoe, Director, Department of Information Technology
· David Mendel, Project Manager, PSERN
ATTACHMENTS

1. Proposed Motion 2014-0339, including attachment
2. Transmittal letter, dated July 30, 2014

3. “Management Letter on the County Executive’s Report Regarding Acquisition and Governance of the Puget Sound Emergency Radio Network,” King County Auditor, September 9, 2014.  [image: image2][image: image3]
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