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REVISED STAFF REPORT AS REPORTED OUT OF COMMITTEE
The proposed substitute ordinance received a “Do Pass” recommendation on June 4, 2003.
SUBJECT:  An ordinance revising permit application review fees for the Department of Development and Environmental Services (DDES).
BACKGROUND:

As part of the 2003 annual budget process, the executive transmitted two proposed ordinances relating to fees charged by DDES for review of permit applications or authorizing modifications to limits on the use of certain funds.  

· Proposed Ordinance 2002-0515 was the most substantive, containing the following revisions:

· An annual 5% across the board increase (beginning January 1st of the years 2003, 2004 and 2005) primarily intended to create long-term financial stability for the department.
· A restructuring of several types of fees to eliminate certain fee subsidies and aid in the overall goal of full-cost recovery; and

· A new surcharge of 1% of the total cost of a permit fee, to fund the activities of two code development FTEs.  

· Proposed Ordinance 2002-0518, was primarily related to code enforcement (Title 23) procedures and administration and contained only one section that had a direct relation to the budget (authorizing the use of the department’s abatement fund to cover code enforcement administrative costs, including personnel costs).  
The proposed modifications raised a significant number of concerns with the Council.  Ultimately, the Council chose to not act on Proposed Ordinance 2002-0518 and adopted an amended version of Proposed Ordinance 2002-0515 (Ordinance 14526) that approved a five-percent fee increase only for the first six months of 2003 and allowed use of the code abatement fund only for the fiscal year 2003 and capping the amount at $150,000.
In addition, the Council in adopting the overall King County Budget (Ordinance 14517) directed DDES to work with a Permit Fee Committee consisting of a wide variety of affected stakeholders and established by the King County Executive to review the issues and questions that arose during council consideration of the two proposed ordinances.  Furthermore, the Council wanted to review the outcome of the Executive’s review of DDES fee administration practices by the King County Internal Audit Manager, David Lawson, as a part of any consideration of proposed fee increases.
The DDES Permit Fee Committee’s work on both administration of fees and proposed fee restructuring is now complete.  The Executive Internal Audit has also been completed.  The final recommendations and findings for both of these efforts were published during the week of May 19, 2003 and are included as attachments to this staff report. 

ANALYSIS:
In reviewing the proposed fee revisions, staff focused upon three concerns voiced by members during the review of prior ordinance requests and by the DDES Permit Fee Committee. 
Increasing Predictability Of Costs and Time.  Cost and permit timeline predictability has been a long-term issue of concern to the Council, the general public, the building industry and DDES.  The concerns generally surfaced during discussions of the budget but often reached a fever pitch whenever the DDES proposed increases to fees.  The common refrain was “What will the fee increase do to improve predictability?”   During the review of the 2003 DDES budget, the inability to answer this question was cause to delay consideration of proposals to restructure fees at that time until the completion of the DDES Permit Fee Committee review and the Executive Internal Audit.  
Analysis:   
Historically, two central criticisms of the DDES permit review process have been the:

· Lack of a single point of contact for permit applicants, and

· The inability to monitor costs throughout the process, thereby losing the opportunity to analyze the reasonableness of those costs prior to the presentation of the final billing at the time of permit issuance.
The proposed fee restructuring potentially improves predictability in fees and timelines through a new Permit Manager System for complex permits by establishing total costs early in the process and providing a mechanism for resolving internal disputes so that permits do not languish.
As an aid in implementing the permit manager system , DDES will be rolling out a new Permit Routing Management System (PRMS) in June.  This system is based upon their current routing system with a host of enhancements added in.  Phase II of this project will be introduced late in 2003 and will include several reporting mechanisms to aid staff in monitoring hours, processing time, and permit fees.

The project manager will establish hours estimates based upon historical averages and factoring in existing project issues.  These estimates will need to be monitored by the project manger on a constant basis.  PRMS will allow project managers to input the estimated hours for a specific permit into the system and then monitor time spent by staff on that project against the estimate.  Project managers will report to supervisors and managers any permits that are close to exceeding the cost estimates or approaching various milestones based on the timelines mandated by statute for various types of permits.

This system will allow DDES to give a more predictable fee estimate to the applicant, and monitor hours in real time to ensure that DDES is meeting that estimate.
Increasing DDES Accountability. There is currently no single individual responsible for ensuring that a specific application is moved through the system in a timely manner and that hours charged against an application are reasonable.  Applications enter the review system through an “assembly line” process involving various departments. Individual planners and engineers reviewing the application do not have formal cross-departmental relationships.  
Analysis:  Greater department accountability is addressed by the department’s willingness to abide by initial estimates and cover expenses for errors made by the department rather than to pass the costs along to applicants.  

More importantly, The Executive Internal Audit report indicated that the general theme of complaints from applicants was that the permitting process lacked timeliness, accountability and consistency in information provided to applicants and that the deficiencies resulted in unnecessary and excessive charges to permits.  The audit noted that complaints stem less from issues of accounting or the hourly rate at which they are billed than from issues of internal controls affecting accountability for the assignment and use of resources within the permitting process.  The audit concludes that DDES will further strengthen its permitting process when it implements a project management system that will focus accountability and provide a focal point for permit applicant’ inquiries. 
Establishing Appropriate Reserve Funds.  DDES’s  financial plan (Attachment 2) identifies four reserve funds to meet specific needs related to seasonal fluctuations of the building industry and the department’s efforts to improve customer service and achieve financial stability. Table 1 below shows the four reserve funds identified in DDES’s financial plan and the amount of funds planned for reserve from 2004 to 2006. 
In 2004, $2.3 million, or approximately 90 percent of the $2.6 million in new revenue generated by fee increases and fee restructuring, will be held in the reserves described below.  In 2005 and 2006, reserves will be augmented until they are fully funded at a combined total of $3 million. 

Table 1: Reserve Funds Identified in DDES Financial Plan

	Reserve 
	2003
	2004
	2005
	2006

	1. Reduction in Force
	$0
	$420,000
	$432,600
	$445,578

	2. Revenue Shortfall
	$0
	$908,623
	1,012,099
	1,062,704

	3. Technology Replacement
	$0
	$0
	$0
	$500,000

	4. Fee Waivers and Unanticipated Charges
	$0
	$1,000,000
	$1,000,000
	$1,000,000

	TOTAL RESERVES 
	$0
	$2,328,623
	$2,444,699
	$3,008,282

	Annual $$ Increase
	
	+$2,328,623
	+$116,076
	+563,583


Staff Reduction Reserve: In the past, recurring downturns in permit activity have required DDES to lay off 40 to 60 employees at a time. The first reserve fund shown in Table 1 would provide sufficient funds to cover a reduction in force (RIF) of up to 20 employees, including costs associated with unemployment compensation, vacation, retirement, and sick leave. Last year, DDES proposed a larger reserve sufficient to cover a 50-employee RIF. 
At this time, DDES has concluded that a smaller reserve is prudent for two reasons: 
1. DDES does not foresee significant declines in permit activity over the next two years; and 
2. A smaller reserve means fees are kept as low as possible.


Revenue Shortfall Reserve: The relatively unpredictable nature of the building industry presents a challenge for DDES to manage its cash flows from month to month. The department monitors its activity and revenue levels on a monthly basis.  The department's approach to industry fluctuations is to make adjustments based on a two month (60-day) trend. If activity is down significantly for two months, the department issues lay-off notices, giving affected employees 30 days notice, as required under labor agreements.  Thus, 90 calendar days pass before any expenditure control strategies are implemented.  
The Revenue Shortfall Reserve would cover a 15 percent revenue shortfall for 90 days at the 2004 budgeted level for fee revenue. This reserve account provides a cushion during the period in which the department is spending at a higher rate than what they are earning.  The reserve enables the department to stay out of a deficit position and secondly, to avoid cutting staff below the service level required to process permits within the timelines established by Growth Management Act statutes.  

Technology Replacement Reserve: DDES is self-supporting in both hardware and software.  It operates its own mainframe computer and supports all its software needs through in-house staff.  As with all information technology (IT) equipment, occasional replacement is required.  Although DDES has not subscribed to the industry standard of replacing its equipment every three years, they have replaced, for example, their mainframe every six years. 
The Draft DDES Strategic Technology Plan dated 05/02/03 explores various scenarios for a major overhaul of the department’s computer system over the next three years. The estimated cost is between $1.7 and $2.6 million. The department’s current hardware system, purchased in 1996, is nearing the end of its useful life, and beginning in April 2004, the vendor will discontinue maintenance support for a number of system components.  While DDES has currently budgeted the necessary funds to replace its computer system, a $500,000 reserve would be established in 2006 to cover unanticipated costs associated with this proposal.  Beyond 2006, this reserve would be in place to cover future technology upgrades or replacements.  

Fee Waivers and Unanticipated Charges Reserve: This reserve is intended to remedy what have been perceived as unfair business practices in the building industry. The reserve provides DDES with resources to waive applicant fees if the department makes a mistake and to cover the cost of the third-party appeals, which in the past had been the responsibility of the applicant. The reserve is also intended to cover unforeseen legal claims against the department. 

The revenue source for this reserve represents a disagreement between DDES and the DDES Permit Fee Committee. In its report, the DDES Permit Fee Committee recommends that the county “general fund revenues be used to cover significant errors by and judgments against DDES since these are not properly the responsibility of permit applicants.” In staff discussions with DDES, they acknowledged the disagreement, but emphasize that this reserve offers the department additional protection analogous to an insurance policy that any business must purchase to protect itself in the event of a legal claim. 
Analysis: The reserves appear to be reasonably estimated and should help the department maintain financial stability and improve customer service. 
SUMMARY OF PROPOSED SUBSTITUTE ORDINANCE:


Proposed Substitute Ordinance 2003-0215 contains two basic groups of revisions that will go into effect at different times (July 1st 2003 and January 1st 2004)

Effective July 1st 2003

· Two substantive revisions:

· Continuing through the remainder of 2003 the general 5% increase authorized by Ordinance 14526 
· Authorizing an additional general 5% increase to be effective January 1, 2004 and January 1, 2005
· Providing for a reduction to the 5% general fee increase for January 1, 2005, if the fund balance and reserve fund targets can be achieved and maintained with a lower percentage general fee increase. 
· Allowing fee to recover cost for required fire inspections that are not currently subject to a charge 
·  “Clean-up” of the code to reflect rates as currently charged

Effective January 1st 2004

· Eliminating subsidy for smaller residential additions, remodels and decks 

· Eliminating the 50% credit of pre-application fees to permit application fees  

· Implementing a Project Management System for all major land use projects and major building permits (including permits for single family developments with sensitive areas)

· Creating for single-family permits, a three-tiered Critical Areas Fee based upon whether the applicant chooses:

· to have the department serve as the sensitive area consultant, 

· a consultant from a “preferred consultant” list, or 

· their own consultant

· Treating Clearing and Grading Permits uniformly and basing fees on amount of disturbed area

· Amending fees based on International Conference of Building Officials (ICBO) valuation and rate tables, by lowering plan review fees from the current 70% to 65% of ICBO valuation and rates and increasing the inspection fees from 70% to 100% of ICBO valuation and rates

· Creating a 3-tiered (i.e. basic, standard or complex) Drainage Review Fee for single family  permits based on amount of disturbed area.

In addition to changes to fees, council oversight of the effectiveness of the changes authorized by this ordinance is ensured by requiring DDES to provide to council no later than March 1, 2005 a report on the implementation of the new permit fee structure authorized by this ordinance, including, but not be limited to an evaluation of: 

· The accuracy of initial fee estimates; 

· Efficiencies gained in processing various permit types; 

· The degree to which flat fees cover the cost of production; 

· Trends in fee waiver requests; and 

· Status of reserve funds.

NOTE:  Several of the more problematic concepts contained in prior fee ordinance proposals, including the proposal to eliminate the subsidy for agricultural uses and structures and to add a 1% percent surcharge to permits to fund code development activities, are not included in the proposed ordinance.
REASONABLENESS

The central concerns typically raised when considering DDES fee increase proposals (i.e. predictability, accountability, equitable fee structure, full-cost recovery, and long-term financial stability for DDES) have been addressed in the proposed striking amendment and adoption of the striking amendment would constitute a reasonable budgetary and policy decision.
ATTACHMENTS:
1. Fiscal Note 
2. Financial Plan dated 5-22-03
3. DDES Permit Fee Committee Report

4. King County Internal Auditor Report
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