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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT
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SUBJECT

Proposed Motion 2017-0503 would approve the 2017 Facilities Management Division (FMD) Rate and Service Level Proviso Report as required by the 2017-2018 Biennial Budget Ordinance, Ordinance 18409, Section 122, Proviso P1.

SUMMARY

One of the major changes in the 2017-2018 biennial budget was the implementation of FMD’s “streamlined” central rate methodology. Under the new methodology, central rates related to the cost of occupying county facilities are based on a group of buildings similar in location and/or function rather than central rates based on an individual building. The new methodology also consolidates major maintenance, debt service, and other FMD related costs to simplify the rate calculation process.

As part of the 2017-2018 biennial budget, the council issued a proviso for FMD to provide a report to explain the new methodology and its impacts to the county, compare the new methodology to other comparable jurisdictions, and identify best practices that may be applied to the new methodology. Staff analysis determined that the transmitted report meets all of the requirements of the proviso except for providing a comparison of the scope and level of services provided by FMD between the 2015-2016 biennium and the 2017-2018 biennium due to the new rate methodology. Executive staff have addressed this by providing a written response to staff stating that FMD did not make substantial service level changes between the two biennia due to the new central rate methodology. Proposed Motion 2017-0503 would approve the proviso report.

The report states that the fiscal impacts of the new streamlined rate, compared to the prior biennium, varied by county departments and agencies but the overall operations and maintenance charge to all departments and agencies increased by 12.8 percent. The report also compares the new streamlined rate methodology to the methodologies used in the City of Seattle, City of Portland, and Pierce County, WA. The report concludes that the streamlined rate is consistent with industry and jurisdictional best practices; however, additional analysis should be conducted on cost areas that varied from comparative jurisdictions which include non-industrial county facilities, security services, and administrative costs within FMD.

BACKGROUND

FMD’s “Streamlined” Central Rate Methodology
Similar to other Department of Executive Services divisions, the Facilities Management Division (FMD)[footnoteRef:1] provides an internal service to county departments and agencies that occupy county facilities and receive FMD related services. The costs of the FMD internal service is fully recovered through a central rate charged to those county departments and agencies. Prior to the 2017-2018 biennium, the FMD central rate per square foot (PSF) for each county building was determined by dividing the total annual cost of each building by the total occupied square footage of each building. This methodology resulted in county departments and agencies being charged different FMD central rates based on the county building in which they occupied. [1:  The duties of the facilities management division is listed under King County Code 2.16.035.D.] 


For the 2017-2018 biennium, FMD modified the existing methodology to create the “streamlined” central rate methodology which is based on building groups rather than individual buildings. Building groups are based on location and/or similar function. With the new methodology, a single group rate is now charged to all tenants occupying space in any of the six building groups, which include: 

(1) Office Buildings (i.e. Chinook, King Street Center, etc.); 
(2) 24/7 Buildings (i.e. Correctional Facility, Maleng Justice Center, etc.); 
(3) Industrial & Storage Buildings (i.e. Records Warehouse, Orcas Building, etc.); 
(4) District Court Buildings (i.e. DC Issaquah, DC Shoreline, etc.); 
(5) Precincts (i.e. Precinct #3 Hicks Rayburn, Precinct #4 Burien, etc.); and
(6) Public Health Centers (i.e. South Clinic, Eastgate, etc.).

Three buildings (the County Courthouse, the Yesler Building, and the Earlington Building in Renton) are deemed unique and are not included in any of the six building group categories.

The basic calculation of the FMD central rate is largely unchanged from the prior biennium. The total annual cost of all buildings within a building group is divided by the total occupied square footage of the group to determine the FMD “streamlined” central rate per square foot (PSF). In addition to FMD operation and maintenance costs, the new methodology also accounts for major maintenance, debt service, and other FMD costs. Other FMD costs include IT costs for FMD’s new asset management system, personnel costs for FMD space planning and building inventory, and costs for Strategic Climate Action Plan initiatives within building operations. In addition, the new methodology also coincides with the expansion of the county’s building portfolio. The new buildings include: (1) King Street Center[footnoteRef:2]; (2) 4th and Jefferson Building; (3) Black River Building[footnoteRef:3]; (4) Maple Valley Precinct #3; and (5) Federal Way Public Health Center[footnoteRef:4].  Attachment 2 to this staff report is an overview document of the new FMD central rate methodology which includes a table that lists all of the county buildings included in each building group and the FMD central rate for each building group. [2:  Ordinance 12614 (1/15/1997) allowed the King Street Center as the first lease-to-own facility developed for the County pursuant to U.S. Department of Treasury Revenue Procedure ruling 63-20. This decision was a direct result of the King County and Metro merger. This ruling was a development/financing tool for public entities to construct new properties in partnership with private developers. The National Development Council, the nonprofit intermediary required by the 63-20 ruling, financed the project via tax-exempt revenue bonds, and Wright Runstad & Company was the private developer. The building was completed and occupied in 1998 and King County assumed ownership as of June 1, 2017. Additional details can be found in the 2016 Real Estate Asset Management Plan Section II.B.5.]  [3:  The Black River building was anticipated for sale in 2015-2016 but now remain in County ownership to be primarily used for the Automated Fingerprint Identification System (AFIS) Lab.]  [4:  The Federal Way Public Health Center was not included during 2015-2016 central rate development based on assumptions that the clinic were to be closed. However, the building was added back for the 2017-2018 biennium.] 


Executive staff stated the FMD’s new “streamlined” central rate methodology was implemented to achieve the following: (1) simplify the budget and space planning process and enhance transparency by establishing a uniform methodology for all county buildings; (2) recover full cost of occupying county facilities and FMD related services from tenants; (3) minimize variability of rates; and (4) reflect the true cost of county facilities for market competitiveness and market comparisons. Executive staff has indicated that the FMD central PSF rate for the Office Buildings group is comparable to the PSF rate for office buildings located in downtown Seattle.

Summary of Proviso Report
FMD solicited assistance from an external consultant (FCS Group) to complete the proviso report. The FCS Group focused on comparing the new rate methodology to other comparable jurisdictions, identifying best practices that may be applied to the new rate methodology, and providing recommendations based on their findings and analysis. Given the variability of the scope of services and costs associated with facilities management functions between jurisdictions, the report focused on the operations and maintenance (O&M) services provided and charged to tenants to provide the best comparable analysis between the county and other jurisdictions. Therefore, the other components of the FMD’s streamlined central rate (i.e. debt service, major maintenance, and other FMD costs) were not the focus of the proviso report.

New Rate Impacts to Departments and Agencies
[bookmark: _GoBack]The report summarizes the fiscal impacts of the new central rate methodology by comparing the O&M charges from the 2015-2016 biennium to the 2017-2018 biennium for major county departments and agencies. This comparison can be found on page 10 of the proviso report. The fiscal impacts of the new methodology were variable across departments and agencies. FMD rates increased for some (i.e. Department of Executive Services, Department of Public Health, etc.) but decreased for others (i.e. Department of Elections, Superior Court, etc.). The Department of Elections had the largest percentage decrease (28 percent) and the Department of Community and Human Services had the largest percentage increase (28 percent). There were other departments with higher variances when comparing the two biennia; however, this was primarily due to expansion of county’s facilities porfolio (i.e. 450 percent increase for Department of Transportation after transfer of ownership of King Street Center to the county) or from county owned facilities to leased facilities (i.e. 47 percent decrease for Department of Public Defense due to move from Yesler Building to Dexter Horton leased space). Overall, the new central rate increased the O&M charges to departments and agencies by 12.8 percent ($4.9 million), but again, the increase is primarily due to the addition of King Street Center to the county’s facilities portfolio.

Comparison to Other Local Jurisdictions
To conduct a comparative analysis, the FCS Group surveyed the City of Seattle, the City of Portland, and Pierce County, WA to evaluate their facilities central rate methodologies, their rate’s impacts to its departments and agencies, and their scope and level of facilities related services provided to their departments and agencies. The report states that these jurisdictions were selected based on their comparable size and demographics, and/or proximity to King County.

The report found that all three jurisdictions charged rates based on per square foot (PSF) of occupied space rather than number of employees occupying the space (which is another common method of charging facilities central rates). Of the three, the City of Portland and Pierce County calculate rates based on an individual building basis and the City of Seattle calculates rates based on building groups. However, the City of Seattle differs from the county in that its building groups are primarily determined by location and ownership.

The report determined that there were challenges when comparing facilities central rates and services between jurisdictions. Some of the challenges included:

· market variability across different jurisdictions; 
· variability of types of services provided by each jurisdiction (i.e. sustainability costs are included in all jurisdictions except Pierce County); and
· limited availability of comparable data from the three surveyed jurisdictions.

Given the challenges, the report states that meaningful comparisons to determine whether the county’s new FMD central rates were higher or lower relative to similar jurisdictions, and whether the level of facilities services provided were more or less than similar jurisdictions, were difficult. Generally, it was determined that central rates for non-industrial buildings (office buildings, medical buildings, 24/7 buildings, police precincts, and court buildings) were higher for the county when compared to Pierce County and to the City of Seattle. In addition, the level of security services provided by the county were generally higher than the level of security services provided by the City of Seattle. Overall, it was determined that both King County’s central rate and the level of FMD services provided to departments and agencies were higher compared to the City of Seattle.

Best Practices and Consultant Recommendations
The report concludes that the county’s new FMD “streamlined” central rate methodology is consistent with practices used by other jurisdictions and industry best practices. The report also provided the following recommendations in consideration of refining the new methodology:

· County evaluate the methodology to ensure that costs are equitably recovered from each department;
· FMD maintain open channels of communication with departments and agencies to allow feedback on the services provided and the rate structure’s fairness;
· Conducting additional research on utility costs and position salary and benefit costs, particularly in the area of administrative, finance, and other services that are housed in FMD, increasing the overhead costs compared to other jurisdictions.

ANALYSIS

Staff analysis determined that the transmitted report meets all of the requirements of the proviso except for providing a comparison of the scope and level of services provided by FMD between the 2015-2016 biennium and the 2017-2018 biennium due to the new central rate methodology. Executive staff have addressed this by providing a written response to staff stating that FMD did not make substantial services level changes between the two biennia due to the new central rate methodology. They stated that there were some streamlining and standardization of service levels countywide which were outlined in the Redefinition of FMD’s Base Level of Services decision package for the 2017-2018 biennium budget. The redefinition process came out of a desire to stream line and standardize service levels countywide.

ATTACHMENTS

1. Proposed Motion 2017-0503
a. Attachment A: Facilities Management Division 2017 Rate and Service Level Proviso Report
2. Facilities Management Division 2017/2018 Central Rate Methodology Overview, created by the Office of Performance, Strategy, and Budget on August 9, 2016.
3. Transmittal Letter
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