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STAFF REPORT
SUBJECT:


There are three pieces of Major Maintenance Reserve Fund (MMRF) legislation for your consideration today:

Proposed Ordinance No. 2003 0146 will amend the King County Code to implement a flexible response budgeting policy for the MMRF.

Proposed Ordinance No. 2003-0147 is a companion piece of legislation to amend the 2003 Budget Ordinance to be consistent with flexible budgeting policy.

Proposed Motion No. 2003-0154 is a Motion to approve the 2003 Budget Ordinance MMRF proviso response.

BACKGROUND:
The 2003 Budget restricted by proviso expenditure authority on $9.2 million of Major Maintenance Reserve Fund (MMRF) projects until the council approved by motion a report including:

1. FMD Reorganization Report:  Executive’s department of executive services Facilities Management Division (FMD) reorganization report as outlined in Ordinance 14199;

2. Carter Burgess Building Evaluation Report:  The 2002 Budget proviso required an assessment of the MMRF program.  In response to this requirement an independent consulting firm of Carter Burgess (CB) was hired to evaluate the status of all building systems in the MMRF program.  The final CB evaluation report was not complete at the time of the 2003 Budget.  Therefore, final submittal of this report and an assessment of its implication for the major maintenance reserve fund program was included in the 2003 Budget proviso;

3. Evaluation of noncompliance with County Code:  An evaluation of the MMRF program as proposed in the Executive’s 2003 Budget relative to compliance with K.C.C 4.08.250.  If the evaluation required under subsection 3 of the proviso identified any areas of noncompliance the executive was to transmit proposed legislation seeking authorization to remedy noncompliance.

The 2003 proviso is a continuation of a similar 2002 Budget proviso which restricted expenditure authority on the 2002 MMRF projects.  A copy of the complete 2003 Budget proviso text is included in Attachment #10.  On August 28, 2002 the Budget & Fiscal Management Committee reviewed a partial response to the 2002 budget proviso and based on a good faith effort by FMD in responding to the proviso recommended partial release of expenditure authority.  On September 30, 2002 the Council approved a release of expenditure authority of $3.3 million on 24 priority MMRF fire and life safety projects as part of the 3rd Quarter Omnibus Capital Improvement Ordinance (Ordinance14489).  The Council further released an additional $4.0 million in expenditure authority for two 2002 MMRF King County Corrections Facility (KCCF) projects as part of the 2003 Approved Budget (Ordinance 14517).

On February 3, 2003 the Executive transmitted the FMD reorganization report (requirement #1 of the 2003 budget proviso).  On March 18, 2003 the Executive transmitted all remaining 2003 budget proviso requirements (#2 and #3).  In response to a request by the Executive and based on an evaluation of the completeness of the transmittal the Council revised the 2003 budget proviso on April 30, 2003 (Ordinance 14628) to achieve the following:

1. Decouple FMD Reorganization Report:  Changed the requirement for approval of the FMD reorganization report to receipt of the report.  This change eliminated redundant concurrent reviews of the FMD reorganization report required under two separate provisos.

2. Partial Release of Funding:  The Executive requested partial release of appropriation authority restrictions ($4.6 million) in order to move forward on numerous time sensitive projects concurrent with review of the remaining proviso requirements.

AGENDA ITEM NO. 3

PROPOSED ORDINANCE NO. 2003-0146

Proposed Ordinance 2003-0146 amends the King County Code SECTIONS 4.04 and 4.08 to adopt a flexible response budgeting policy for the MMRF and provide a mechanism for mid-year response to unforeseen circumstances subject to council notification and review (Attachment #4).  This proposed Ordinance will also change the fund authorization from a capital improvement project (CIP) level to a fund total.  

Under this proposed flexible budgeting proposal the complete list of 2003 Adopted Budget approved projects and proposed projects spanning five years from 2004 through 2008 are located in proposed companion flexible budgeting legislation, attachment B to Proposed Ordinance 2003-0147 (Attachment #6).

The MMRF program will be the fourth program in King County to adopt a flexible budgeting policy.  Wastewater Treatment Division (WTD) and Water and Land Resources Division (WLR) transitioned to flexible budgeting strategies in 2001 and 2002 respectively and flexible budgeting has been in place at the Roads Division since 1998.

A comparison between the features of these three flexible budgeting programs to the proposed MMRF flexible budgeting program is summarized in the following table:

	Flexible Budgeting Comparison
	Water & Land Resources Division
	Wastewater Treatment Division
	Roads Division
	Proposed MMRF

	CIP Appropriation at fund level, not project level


	Yes
	Yes
	Yes
	Yes

	Individual project funding requirement must be specified in budget
	Yes
	Yes
	Yes
	Yes

	Changes to individual projects specified in reallocation report
	Annual
	Annual
	Annual
	Quarterly

	Reallocation report due to Council


	05/15
	03/15
	05/01
	02/15, 05/15, 08/15, 11/15

	Details in reallocation report
	
	
	
	

	· Explanation of significant changes to scope of projects
	Yes
	Yes
	Yes
	Yes

	· Changes only allowed to projects within current 6-year plan
	Yes
	Yes
	Yes
	Yes

	· Requires identification of new emergency projects


	Yes
	No
	No
	Yes

	· Requires justification for each project change


	Yes
	Yes
	Yes
	Yes

	· Identification of which projects are ready for implementation in current year
	Yes
	Yes
	Yes
	Yes

	· Requires identification of project substitutions, restricted to projects in 6-year CIP
	Yes
	Yes
	Yes
	Yes

	· Specifies that differences in budget allocation between delayed projects and substituted projects will be allocated to or from the contingency appropriation
	Yes
	Yes
	Yes
	Yes

	· Length of time for Councilmember objection to project changes
	14 days
	14 days
	14 days
	14 days

	· Specifies that contingency is no more than 10 percent of current year budget (or $1 million whichever is less)
	Yes
	Not specified
	Not Specified
	Yes   

	· Contains grant appropriation authority allowing grants to be expended in the same year received
	Yes
	No
	Yes
	No


Reporting Requirements

The reporting requirements of the MMRF program as defined in King County Code 4.08.250 is a key element in the monitoring and oversight of this complex fund.  Monitoring and oversight will become even more important under a flexible response budgeting scenario.  Therefore, a comparison between these reporting requirements is summarized in the table below:

	
	King County Code 4.08.250
	
	Proposed MMRF Flexible Budgeting

	Annual Reporting
	
	

	
	May 30th
	
	May 15th

	
	Status of scope
	
	Status of scope

	
	Status of schedule
	
	Status of schedule

	
	Status of expenditures
	
	Status of expenditures

	
	Sorted by building, project status, building system category
	
	

	
	
	
	

	a.
	Each project name and number
	f.
	Each project name and number

	b.
	Project location
	g.
	Project location

	c.
	Current status of project 
	h.
	Current status of project

	d.
	Life cycle or deferred
	
	

	e.
	Year project first identified
	
	

	f.
	Year project first received appropriation authority
	i.
	Year project first received appropriation authority

	g.
	Initial year of construction
	
	

	h.
	Initial estimate of project’s duration in years, or expected completion date.
	j.
	Initial estimate of project’s duration in years, or expected completion date.

	i.
	Original estimate of project’s total cost
	k.
	Original estimate of project’s total cost

	j.
	Any revisions to original estimate of project total cost
	l.
	Any revisions to original estimate of project total cost

	k.
	Current budget, expenditures / encumbrances spanning project existence
	m.
	Total budget, expenditures encumbrances spanning projects existence

	l.
	For each fiscal year of existence, the appropriation amount, the beginning balance, the summary totals of expenditures and encumbrances and the carryover at year end
	n.
	For each fiscal year of existence, the appropriation amount, the beginning balance, the summary totals of expenditures and encumbrances and the carryover at year end

	
	
	
	

	Quarterly Reporting
	
	

	
	
	
	Feb 15th, May 15th, Aug 15th, Nov 15th

	
	
	a.
	Identification of any new emergency projects that are proposed to receive funding allocated for emergencies

	
	
	b.
	An explanation of significant change to scope, schedule or budget since the last budget approval

	
	Documentation of all proposed changes to the program plan and the reasons for those changes, including but not limited to changes that alter project appropriation levels as indicated in the program plan, scope or scheduling of listed projects, or by adding or deleting projects from the program plan
	
	

	
	
	c.
	A reallocated major maintenance reserve fund six-year CIP, including a revised financial plan, all changes to projects, estimated costs, schedules and copies of work to be pursued for  the current year, and programmed in the remaining years of the six-year program

	
	
	d.
	A justification for each project postponement or acceleration and substitution

	
	
	e.
	Identification of which project will be ready for implementation in the current budget year with the constraints of the total current year fund appropriations


Council Staff Concerns:

While there is general agreement on the transition to a flexible budgeting strategy staff to staff discussions highlighted several concerns regarding the MMRF flexible budgeting as proposed.  A summary of these concerns together with proposed resolutions follows:
· Reallocation Report Frequency appears higher than needed and could impose an unnecessary burden on the Council.  Council staff proposed an annual reallocation reporting frequency consistent with the adopted flexible budgeting programs and proposed a spring submittal date, which is also consistent to the other adopted programs.  
· Proposed Striking Amendment S1 incorporates an annual reallocation report.
· Annual Reporting VS Quarterly Reporting provides basic program status on an annual basis on May 15th and allows major changes to the program at all four quarterly reporting periods.  Council staff proposed a bi-annual reporting process.  First, a historic project level status report concurrent with an annual reallocation report in the spring.  And second, a future program level report concurrent with the annual budget to include the proposed program plan, proposed financial plan and documentation of any proposed changes to the program elements.  
· Proposed Striking Amendment S1 incorporates the above bi-annual reporting requirement.
· Baseline Assumption for the current financial model is summarized in Attachment #9 but is not codified or otherwise documented.  It is acknowledged that refinements and adjustment to the financial plan will occur over time therefore it is impractical to codify a highly detailed document that is intended to change over time.  
· Proposed Striking Amendment S1 incorporates a reporting mechanism to provide for a clear crosswalk describing proposed changes as they occur over time.  The current financial plan and program assumptions will be used in the first annual report in October 2003 as the baseline set of assumptions.
· Contingency Modification to revise the general building emergent project amount from 10% or $1 million whichever is less to 10% or $500 thousand whichever is less is needed to be consistent with Proposed Ordinance 2003-0147.  
· Proposed Striking Amendment S1 revises the amount.
· Technical Corrections are also needed.  The proposed legislation was a blend of the existing MMRF code language and the flexible budgeting model used in other legislation and the result is somewhat cumbersome.  
· Proposed Striking Amendment S1 incorporates extensive technical corrections and structural adjustments to several code sections based on significant input from the King County Clerk, Council’s legal counsel and the Prosecuting Attorney’s Office (PAO).
· Fully Funded MMRF Program is a policy debate that may ultimately need to be resolved between the Executive and Council branches.  The MMRF program was established to provide for a structured financial system to address the orderly replacement of major building systems and components.  It is acknowledged that the MMRF funding sources include reimbursement from the CX fund and other sources that fluctuate over time.  Mandating a fully funded program based on a financial model may result in unintended consequences.

· Proposed Striking Amendment S1 attempts to strike a balance between the inflexibility of a mandated fully funded program VS a flexible program that is subject to potential attempts to underfund the program in the following ways:

1. Provides for program transparency through the establishment of baselines, annual reporting and justification of proposed program changes, and outlined recovery plans.
2. Assumes council response to proposed underfunding will be made on a case by case basis through the normal budget review process.

Should the Committee wish to reaffirm its policy that the MMRF program be fully funded and restore the cycle replacement of tenant area finishes such as carpet and paint, then:
· Proposed Amendment A1 to the Striking Amendment S1 reestablishes the Council’s policy that the MMRF program be a fully funded program and include such elements as the cycle replacement of tenant finishes.  See Attachment #1.
Reasonableness:  

Proposed Ordinance 2003-0146: 






Ready for Action
(Flexible response budgeting amendment to King County Code)

Passage of Proposed Ordinance 2003-0146 appears to be a reasonable business decision subject to the provisions of proposed Striking Amendment S1 and possibly Amendment A1 as discussed above.
AGENDA ITEM NO. 4

PROPOSED ORDINANCE 2003-0147

Proposed Ordinance 2003-0147 will amend the 2003 Budget Ordinance 14517 to transfer Major Maintenance Reserve Fund budget authority to be consistent with flexible budgeting policy (Attachment #7).

This Proposed Ordinance deletes the entire MMRF fund 3421 project list from the 2003 Approved Budget (Attachment 1 to Ordinance 14517 Section 118) and substitutes a new project list which incorporates flexible response budgeting.  This new list includes forty-two (42) existing and one-hundred and thirty-nine (139) new MMRF component projects, which are scheduled for implementation over the next six years from 2003 through 2008.

The flexible budgeting project list for the out years deletes the transfer of funds to parks fund 3490 ($500k).  The parks transfer budget has typically been $500k; however, in year 2000 the transfer amount was $0 and in 2001 the amount was $295k.

Proposed Amendment A1:

Proposed Ordinance 2003-0147 will require an amendment to incorporate the emergent need projects, adopted on May 19, 2003 as part of Ordinance 14657.  Proposed Amendment A1 to this Proposed Ordinance (Attachment #5) revises the project lists (Attachments # I and #II) to this proposed ordinance to incorporate the emergent need projects.

Reasonableness:  

Proposed Ordinance 2003-0147:






Ready for Action
(Flexible response budgeting amendment to 2003 Budget Ordinance)

The proposed six-year plan appears consistent with the intent of the MMRF program and the terms of the proposed King County Code flexible budgeting requirements contained in proposed companion ordinance 2003-0146.  Passage of this ordinance appears to be a reasonable business decision.

· This Proposed Ordinance is ready for action but passage needs to be concurrent with approval of Proposed Ordinance 2003-0146.

· A proposed amendment A1 has been prepared to make technical corrections noted above

AGENDA ITEM NO. 5

PROPOSED MOTION NO. 2003-0154
Proposed Motion 2003-0154 will approve the 2003 Budget proviso response and release the remaining $4.6 million in expenditure authority on the approved 2003 MMRF projects (Attachment #7).

This section includes an evaluation of the proviso requirements #2 and #3 contained in the 2003 Budget proviso:

1. FMD Reorganization Report – Not Included.  This report was reviewed as part of a separate FMD proviso which was heard in BFM Committee in April and June 2003. A final September briefing will focus on resolution of team cleaning, leadership and decision process for the proposed real estate and major capital projects oversight committees and major franchises.

2. Carter Burgess Building Evaluation Report:  Submittal of the CB Report and an assessment of its implication for the major maintenance reserve fund program.

3. Evaluation of noncompliance with County Code:  An evaluation of the major maintenance reserve fund program as included in the executive’s proposed 2003 budget relative to its compliance with K.C.C.4.08.250.

Carter Burgess Evaluation Report

A detailed review of the Carter Burges Evaluation Report was included in prior BFM Committee briefings.

Noncompliance with County Code:

A detailed review of areas of noncompliance with county code were reviewed in prior BFM Committee briefings.  The majority of issues are addressed in the transition to flexible budgeting contained in Proposed Ordinance 2003-0146 or in Proposed Striking Amendment S1.  However, two policy issues remain outstanding:  The original MMRF program policy and legislation included a fully funded program and included cycle replacement of interior finishes such as carpet and paint.  Regular replacement of carpet and paint was a specific element in the original MMRF program.  These elements were reduced to include only replacement in common areas (25%) following a revenue reduction of $1.5 million from the CX fund in the Executive proposed 2003 budget.  Both of these actions represented a shift in policy.

The question before the Committee today is:  Does the Council wish to reaffirm its policy to fully fund the MMRF program to include replacement of interior finishes such as carpet and paint?
It is proposed that resolution of the two outstanding policy issues noted above may be best deferred to the discussion of Proposed Ordinance 2003-0146.
MMRF Expenditure Recovery Concept

A concept to partially recover proportional costs of MMRF CX expenditures from non-CX agencies was discussed at the last Committee briefing.  Currently non-CX agencies are charged directly on a square foot basis to reimburse the MMRF program.  On the other hand, for accounting purposes, CX agencies are not charged directly for MMRF costs.  As such CX agencies do not see these charges as a cost of doing business.  As a result CX overhead agencies such as the Executive and Council who receive approximately one-third of their funding from non-CX agencies, have historically not included MMRF costs as part of their proportional charges to non-CX agencies.  Preliminary estimates by the Office of Management and Budget (OMB) indicated that a range of several hundred thousand dollars per year is not being recovered from non-CX agencies.  The revised MMRF database and financial model has the capability to greatly simplify the accounting process and facilitate the process.  

The above MMRF expenditure recovery concept has been incorporated into Proposed Striking Amendment S1 to Proposed Ordinance 2003-0146

Reasonableness:  

Proposed Motion 2003-0154:






Ready for Action
(Motion to approve 2003 Budget Proviso response)
· It is proposed that resolution of the two outstanding policy issues noted above be deferred to the discussion of Proposed Ordinance 2003-0146.
· Subject to resolution of the above item all other remaining issues to this motion have been discussed and reasonably responded to and discussed in prior BFM briefings.
· Approval of this motion is subject to approval of Proposed Ordinances 2003-0146 and 2003-0147.

INVITED:
· Kathy Brown, DES Director, Facilities Management Division 

· Jim Burt, DES General Government CIP Supervisor, Facilities Management Division 

ATTACHMENTS:


1. Amendment A1 to Striking Amendment S1
2. Striking Amendment S1 to Proposed Ordinance 2003-0146

3. Title Amendment T1 to Proposed Ordinance 2003-0146

4. Proposed Ordinance 2003-0146

5. Amendment A1 to Proposed Ordinance 2003-0147

6. Proposed Ordinance 2003-0147

7. Proposed Motion 2003-0154

8. Transmittal Letter, dated March 18, 2003

9. Transmittal Letter March 26, 2003

10. MMRF 2003 Budget Proviso Text

� EMBED PBrush  ���
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