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SUBJECT

This briefing will summarize the findings and recommendations of an independent assessment of the Wastewater Treatment Division’s Productivity Initiative as well as an internal comprehensive review conducted by the division.    

SUMMARY
The King County Wastewater Treatment Division’s (WTD) Productivity Initiative is a 10-year program that was conceived as an opportunity for a traditional utility to be managed and operated more like a private business.  

When Productivity Initiative planning began in 1999, King County had owned and operated the regional wastewater system for three years, following the dissolution of the Municipality of Metropolitan Seattle (Metro). In that time, the County had developed a Regional Wastewater Services Plan (RWSP), approved by the King County Council in 1999, to plan for capital and other improvements for the next 30 years. Many of the planned improvements, such as the Brightwater regional treatment and conveyance system, were driven by the need for increased capacity to meet projected growth in population; others such as combined sewer overflow control were driven by regulatory requirements. 
A major challenge then, as it is now, was to make sure that wastewater rates cover system operation, fund capital programs, increase at acceptable rates, and stay within the range of other similar agencies.  In addition, a strong and growing pressure in 1999 to privatize wastewater systems throughout the country to achieve cost savings gave WTD further reason to increase efficiency and document savings. 
To address these challenges, the Productivity Initiative set out to do the following: 
· Use private-sector management and operational techniques to reduce costs, be more efficient, and improve WTD’s services. 
· Demonstrate King County’s willingness to respond to increasing public demand for evidence that government services are being delivered as cost-effectively as possible. 

· Allow for additional opportunity for labor and management to work together. 

· Maintain year 2000 staffing levels, even while adding new facilities. 

· Create an incentive program for employees to make process improvements and meet management’s challenge to become the best publicly run wastewater utility in the nation in 5 years and be competitive with a privately operated utility in 10 years. 

The King County Council endorsed these objectives and established the 10-year Productivity Initiative on April 27, 2001, through Motion 11156.  The program has been in effect since that time.  

King County Ordinance 14941, which codified the initiative (when also adding a pilot for the capital program), called for the initiative to sunset in April 2011 while stipulating a review of the Productivity Initiative by an independent third party hired and supervised by the County Auditor and with input from WTD.  The independent review was intended to determine the effectiveness of the initiative in achieving its goals and objectives.   
The County Auditor contracted with the consulting firm, FCS Group to provide an assessment of the program.  The County Auditor’s transmittal memorandum summarizes that review (Attachment 1).  The project manager for the Auditor’s Office will provide a briefing on the FCS Group’s final report “Assessment of the Wastewater Treatment Division’s Productivity Initiative Pilot Program” (Attachment 2) which contains 15 observations and conclusions about the program. 
The Auditor’s key observations note:

· WTD implemented many cost saving practices and ideas, some of which were innovative or best practices, but others that could be expected from an organization focused on continuous improvement and efficiency.

· WTD’s service cost per million gallons treated was initially high (compared to other agencies) – but has improved dramatically relative to its peer agencies.  And though its total costs have been rising, WTDs operating and maintenance costs have remained generally stable and have been decreasing over the past five years.

· Most of the savings to meet the operating target where achieved from salary savings via unfilled positions.  Now, most of the operating cost increases are not in WTD’s control.  There are some questions as to what should be considered/counted as savings and whether such savings are sustainable over a ten-year period.

· FCS Group’s assessment and the internal assessment differed over whether rated increases kept pace with inflation and whether selected measures were met.
Starting in 2009, WTD also undertook its own comprehensive review of the first nine years of the program.   That effort has been summarized in the “Productivity Initiative Internal Comprehensive Review Report” (Attachment 3).  The committee will be briefed by WTD staff on the internal review.
The internal review summarized the successes and challenges of the initiative as follows:

Successes 
· Saved ratepayers almost $73 million in nine years (2001−2009) through operating budget savings, asset management savings, and employee-generated savings. 

· Met operating budget targets in all but two of these years. 

· Created incentives for employees to identify cost savings (over $10 million in savings to date). 

· Kept staff levels constant while adding three new major facilities, planning and constructing a new regional wastewater system (Brightwater), and making substantial improvements to the existing system. 

· Maintained or improved service levels, as indicated by achieving the high standards set through balanced scorecard performance measures in four areas—financial performance, business practices, customer focus, and employee management. 

· Implemented new initiatives, including improved best maintenance practices and standardized capital project management practices that will create long-term efficiencies beyond the term of the Productivity Initiative. 

· Fostered labor-management cooperation and collaboration by working with unions to develop and implement the initiative and to produce WTD Behavior Guidelines for greater productivity. 

Challenges 
· Financial calculations, especially related to the operating budget targets, are difficult for financial analysts to implement and can be confusing to employees; processes for documenting and counting employee-generated savings create barriers for some employee participation. 

· Applying the Productivity Initiative to capital projects proved difficult. The projects selected to pilot the capital program under the Productivity Initiative did not meet established targets. 

· Employee understanding of the program and engagement waned in the later years. 

· Agreements to streamline processes and reduce costs were sought with King County agencies that provide support services to WTD. Only one agreement was successfully implemented. 

The Wastewater Treatment Division is recommending that a new productivity program with a five-year lifespan be developed and implemented starting in 2012.  The results of the reviews are intended to assist the King County Executive and Council to decide whether or not to approve development and implementation of a new program.

ATTACHMENTS
1. Transmittal Memorandum from the County Auditor regarding the Final Report – Assessment of the WTD Productivity Initiative

2. Assessment of the Wastewater Treatment Division’s Productivity Initiative Pilot Program, FCS Group, dated February 2011

3. Wastewater Treatment Division Productivity Initiative Internal Comprehensive Review Report, dated February 2011
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