[image: image1.wmf]
METROPOLITAN KING COUNTY COUNCIL

LABOR, OPERATIONS AND TECHNOLOGY COMMITTEE

STAFF REPORT

AGENDA ITEM:  4
DATE:  June 8, 2004

PROPOSED NO:  2004-0264
PREPARED BY:  Mike Alvine

SUBJECT:  2004-0264  AN ORDINANCE related to productivity in the King County wastewater program; clarifying participation of represented bargaining units in the wastewater division; codifying the productivity initiative for the wastewater program and extending the initiative to major capital projects and the asset management program for metropolitan water pollution abatement facilities; making technical corrections; amending Ordinance 12014, Section 38, and K.C.C. 3.13.015 and Ordinance 12014, Section 39, and K.C.C. 3.13.020, adding a new section to K.C.C. chapter 28.86 and repealing Ordinance 12014, Section 35, as amended, and K.C.C. 3.12.363.

SUMMARY:
On March 15, 2004 the Council adopted Motion 11893 which laid the policy foundation and specified procedures to extend the Wastewater Treatment Division’s (WTD) Pilot Productivity Initiative to the Major Capital and Asset Management programs.  The subject legislation would codify the policy and procedures of the motion.  Consultation with the Council’s attorney and the Prosecuting Attorney’s Office made it clear that the program was significant enough that it should be codified.  The proposed legislation would much more fully specify the operating initiative goals and procedures as well as extend the initiative to the major capital and asset management programs.

BACKGROUND
In 2001, the County Council adopted Motion 11156 endorsing the Wastewater Treatment Division (WTD)’s “Productivity Initiative” for the WTD operating program.  In 2003 the Executive proposed legislation to extend the Productivity Initiative to Wastewater Major Capital and Asset Management programs.  The Labor, Operations and Technology Committee considered the policy implications and implementation procedures at four of its regular meetings.  Following this work, the full Council adopted Motion 11893 on March 15, 2004.  

The proposed extension of the Wastewater Productivity Initiative to Major Capital and Asset Management has the potential to build on the success of the Wastewater Operating Productivity Initiative.  For the years 2001 through 2003, WTD saved a total of $13 million in the operating program over and above its productivity initiative budget targets. The goals of extending the program to the capital programs are to improve project cost estimating and cost management, and to provide additional savings to ratepayers.  

In the Asset Management arena, WTD is proposing to calculate savings for a pilot group of assets achieved through use of a risk-analysis approach.  The risk analysis will identify and prioritize maintenance, refurbishment and replacement needs as opposed to the more traditional approach of scheduled maintenance intervals and routine replacement of equipment at the end of its projected useful life.  

LOT Meetings – A number of issues were raised by Councilmembers and staff at LOT meetings in the course of analyzing the legislation.  Council and WTD staff worked with Councilmembers, the Council’s attorney, three Senior Deputy Prosecuting Attorneys, the Clerk and the Code Reviser to identify and resolve issues.  

New Section of Code – The proposed legislation would be added to K.C.C. chapter 28.86.  Its key provisions are listed below.

1. Clearly States the Overall Goals of the Productivity Initiative.  
2. Codifies many of WTD’s current practices for operating the Initiative.  Important program procedures such as establishing a separate reserve subaccount for productivity savings, as well as procedures for decision-making and the distribution and use of funds were never codified.  They now will be.
3. Third Party Oversight – The proposed ordinance requires the use of an independent third party to determine target cost estimates for major capital projects.  Given that the cost estimate will be used as the basis for calculating the amount of savings and resulting incentive payments, it is critical that the cost estimate be objective and credible.  
4. Projects Must Meet Best Management Practices – The County Auditor completed a review of Wastewater CIP project management.  Consistent with the findings of the audit, the ordinance requires that to be eligible for the pilot productivity initiative, a major capital improvement project must meet the best practices outlined by the Government Accounting Office and Office of Management and Budget for managing public sector capital projects and assets.
5. Pilot Project with Clear Objectives and Sunset – The ordinance outlines specific objectives for extension of the productivity initiative to the Wastewater Treatment Division’s Major Capital and Asset Management programs, and establishes a date certain (April 30, 2011) when the pilot would end unless action is taken by the Council to continue it.  
6. Requires Annual Reports, an Interim Program Report in 2006, and a Third Party Review by 2010 – The Executive shall report annually on the implementation of the productivity initiative; shall submit an interim report in 2006 with recommendations for modifications if needed; and shall facilitate a thorough review in 2010 of the entire productivity initiative by a third party, supervised by the County Auditor.
7. Projects Qualified for the Initiative, that have targets set by April 30, 2011, shall be allowed to be completed under the proposed code provisions.  As noted above, the pilot sunset date is April 30, 2011.  Because the construction phase of large capital projects can be very long, requiring such projects to be completed by the sunset date could create a disincentive to enter projects in the program after three or four years, and could in effect establish a much earlier sunset date.  The ordinance provides that qualified projects may enter the program up to the sunset date and continue with provisions of the productivity initiative applied through their completion. 
Additional Considerations

Labor Contracts – The WTD and organized labor have responded to Council concerns regarding the need to be somewhat flexible in modifying or potentially even terminating the Productivity Initiative, particularly the capital component.  The Executive and relevant unions have negotiated agreements that retain flexibility to modify or discontinue the pilots if they are not meeting stated objectives.  In particular, for asset management, WTD is proposing to perform work in-house that has been previously contracted out.  Should this not prove cost effective, recent labor agreements recognize that going back to contracting the work out again would not be a violation of state law or county code.  
Employee Ownership – Wastewater management believes extending the productivity initiative into major capital and asset management will help employees to take more ownership of project outcomes, shorten project schedules and result in cost savings to ratepayers that would otherwise not be achieved.  
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