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SUBJECT

Proposed Ordinance 2010-0524 restructures the permit application and review fees to be charged by DDES.
SUMMARY
The proposed 2011 DDES budget assumes adoption of Proposed Ordinance 2010-0524.  The general highlights of this proposed fee ordinance are: 

· Expanded use of fixed fees (wherein 90 percent of applications would generate 80 percent of total fee revenues); 

· An implicit hourly fee increase from $140 to $170 for that 10 percent of permit applications that would remain subject to an hourly rate charge; and 

· A temporary five percent surcharge on the vast majority of permit applications.  

The current or existing fee structure, which primarily relies on hourly charges, would result in $12.75 million in revenues in 2011.  The proposed , revised fee restructure would result in fee revenues of $15.705 million for 2011, broken down as follows:

· Fixed fees - $12.4 million

· Hourly fees - $3.1 million

· Surcharge - $750,000 per year.

Fee Restructuring:  Fees for most permits and services would be fixed in 2011 under the proposed revisions.  These fees are based on the cost of staff and overhead and the average time DDES expects will be required to complete each permit or service type.  The proposed fixed fee structure is similar to other agencies in the region which mostly charge fixed fees for permitting services.  

The proposed ordinance represents a fundamental shift in how fee charges will be determined.  Attachment 2 to this staff report is detailed crosswalk of the approximately 330 separate fee changes being proposed.

The following table is a very broad overview of the proposed changes: 

	Types of Revisions By General Categories



	Proposed Action
	Permit  
Type

	Remain Hourly
	· All work that is not covered by a specific fixed fee

· Variance

· Conditional Use

· Site Review for subdivisions, short subdivisions, planned unit developments, ROW and clearing/grading ( combined as “project managed”)

· Site Review - Pre-conference meeting, monitoring or inspection
· SEPA and EIS Review

· Shoreline

· Preliminary Subdivisions

· Critical Area monitoring and Variance



	Remain Fixed
	· Residential Site Review – basic and standard

· Zoning and site conditions review

· Mobile Home permits and inspections

· Commercial Site Review 

· Sign

· Fire System Inspections 

· Right-of-Way Use
· Critical Area review (except monitoring)
· Current Use
· Boundary Line Adjustments

· Erosion Control Review and Inspections

· Mechanical

· Permit Intake



	Hourly to Fixed
	· Road Variance

· Clearing and Grading Permits

· Clearing and Grading Plan Review

· Clearing and Grading Site Review

· Site Investigations

· Forest Practice Class 4 – Residential and Non-residential

· Final Subdivision

· Separate Lot Determinations
· Critical Area Determinations



	Fixed to Hourly
	· Grading inspections

· Clearing inspections


Fixed Fees:  The overriding goal for fixed fees was to create more predictability and to have fees calculated based upon actual cost.
In developing the proposed fixed fee rate model, DDES started with an analysis of the types and number of permits the department was likely to produce in 2011.  Using historic data to identify the disciplines involved in each permit type (e.g. engineer, planner, inspector) and the amount of time it has taken each discipline to process each type of permit, the Department factored review times for each permit type by discipline into the draft rate model.  
To calculate the fee for each permit, the compensation rate for each discipline was multiplied by the number of hours needed per discipline.  A proportionate share of the Department’s overhead was then added.  

Hourly Fee:  Under the proposed fee ordinance, the hourly rate would be applied to a limited range of permits or services, mostly related to land use.  It is estimated that in 2011, under the Executive’s proposal, only approximately ten percent of DDES permits will incur hourly charges.  

In 2004, when DDES arrived at the $140 hourly rate it did so by projecting for 2005 the permit-related workload, the staffing needed to process the workload, and the cost of that staffing.  Overhead and material costs were added to the labor cost, and the total cost was divided into the projected quantity of staff hours required to process permits, resulting in a cost per hour.

For the proposed 2011 hourly rate, DDES started at the $140 per hour rate and the applied historical inflation rates, almost 20 percent over the last seven years.  This inflation adjustment generated a rate of $167.  The proposed new hourly permitting cost of $170 is significantly less than last year's proposed rate increase to $195 (rejected by the County Council) due to various efficiencies and cost reduction actions proposed in the 2011 budget.  

Surcharge:  The five percent surcharge on permits will generate approximately $750,000 per year for four years.  This surcharge will be used to fund:
· The final implementation of the Permit Integration project in 2011, as well as, maintenance and licensing costs in 2012 and 2013;
· The cost of department relocation to an area more readily accessible to the majority of residents that DDES will be serving in the future, and
· Contributions to the DDES reserve balances that have been depleted due to the costs of staff reductions and fee rate stabilization.

DDES does not intend to embed these costs into the base fees and rates it charges.  By funding these items via a surcharge and specifying in the ordinance the time period for that surcharge to be collected, this surcharge would be automatically discontinued when the specific funding need is satisfied.

NOTE:  The surcharge will not apply to the following:
· Late payment and insufficient funds penalty fees,

· Contract fees,

· Notary and copying fees,

· School district impact fees,

· Current use fees;

· King County department of transportation road standards variance fees, and

· Fees or surcharges established by and remitted to the state of Washington.  

Background 

Origin of Hourly Fee Structure:  The 1999 decision to make DDES largely revenue self-supporting and to adopt a fee structure that relies primarily on hourly rates has had impacts on DDES.

To meet its revenue needs, DDES began charging for certain permits based largely upon the actual time staff dedicated to them.  Conceptually, using an hourly rate to charge for reviews made sense.  It was designed to ensure that the expenses incurred by the Department were captured through the fees it charged—therefore fulfilling the need to be a self-supporting entity—and ensuring that applicants only paid for services they received.  

However, this reliance on hourly rate had the following two downsides.  

1. It was difficult for applicants to know the real cost of permit review upfront, and

2. It created a perception that the agency took longer to review projects in order to generate additional fee income.  

These downsides were exacerbated by the Department’s decision to evaluate individual employee performance based upon the employee’s “billable” hours.  Eventually, the billable target was 75% of the employee’s available work hours.  This led to some unintended consequences:

· Basing most permits on an hourly rate and then requiring staff to reach a certain percentage of billable hours created a tension between the Department’s need to be self supporting and meeting the needs of customers; and

· Responding to casual inquires became an impediment to meeting billable hour targets—billable employees were allowed only up to 15 minutes to respond to general questions to which there was not an active permit to charge to.

Council Concerns and Direction:  Last year as part of the budget process, the Executive proposed  an increase to DDES’s hourly fee from $140 to $195.  In declining to act upon that proposal, the Council voiced concerns about the hourly rate model that supported an almost 50/50 split in allocation to direct (revenue-generating) versus indirect (non-revenue generating) staff.  At that time, the Council concluded that the allocation to indirect staff was inappropriately high.

Given the problems cited above and the Council concerns about the hourly rate model, during the 2010 budget process the Council adopted Motion 13214, which in part, requested a new rate structure for DDES that would be transmitted to the Council as part of the 2011 Executive Proposed Budget.

Responses to Council Concerns and Direction:  In response to the Council's actions., DDES made additional staff reductions (approximately 15 FTEs) in the Spring of 2010, most of which involved indirect staff.  Additional reductions of 4 FTEs and 1.5 TLTs are proposed for 2011. This translates into 19 FTE administrative positions being eliminated between last year and this 2011 proposed budget. NOTE:  To provide additional historical context, the Administrative Services Division, wherein most of the indirect staff are located, has been reduced from 40.5 FTEs to 16 FTEs since 2008.
For 2011, the resulting allocation ratio is 28 percent for indirect staff and 72 percent for direct staff.  This is a substantial improvement over the almost 50/50 ratio proposed in 2010. These cuts to indirect staff have served to reduce the proposed hourly fee increase to $170 versus the $195 that had been proposed for 2010.  
The DDES response to Motion 13214 was to develop an alternative rate model based largely on fixed fees.  Such a fee structure will give applicants more certainty upfront about the cost of permits.  The new fee structure may also alleviate the perception that billable hour targets were responsible for excessive permit processing time.  A fee schedule with definitive costs will be possible with the new fee structure.   Although certain complex and unique projects will remain on an hourly rate basis, 90 percent or more of projects will have their fees clearly defined at the outset.

ANALYSIS

Comparison of Hourly Fee  The following information provided by DDES compares its current and proposed hourly fee to those of other jurisdictions.  The current DDES hourly fee is at the low end of the current scale and the proposed fee would be in the mid-range.

	Jurisdiction
	Hourly Fee

	City of Bellevue land use (current 2010 rate) - 

City provides a 60% subsidy from General Fund to the agency budget
	$137 

	DDES (current 2010 rate)
	$140

	Pierce County environmental health (current 2010 rate) 
	$145

	Snohomish County land use (2008 rate)
	$160

	Thurston County land use (current 2010) rate
	$165

	Thurston County environmental health (current 2010 rate)
	$170

	DDES (proposed 2011 rate)
	$170

	King County environmental health (current 2010 rate)
	$182

	City of Redmond land use (2005 rate) 
	$210

	City of Seattle land use (current 2010 rate)
	$250

	NOTE:  A number of fees for these and other jurisdictions have been in place for several years, thus increasing the likelihood these agencies will propose increases in hourly rates in the near future.


In comparison to nearby cities that have studied their costs of service recently, the proposed DDES hourly fee appears reasonable.
This would require further adjustments to the DDES proposed budget to close what would be a $2.955 million funding gap.  These adjustments could include, but are not limited to the following:

· Reduction of expenditures by further reducing staff,

· Reduction of contributions to Reserves and Designations, 

· Reduction of Target Fund Balance, or
· Reallocation of the General Fund transfer to supporting permit review functions.
REASONABLENESS

· The proposed fee structure will have a greater reliance on fixed fees.  The shift towards fixed fees is a reasonable step to improve predictability in regards to final costs for an applicant.  

· The Department's shift towards measuring employee performance by the ability to meet processing deadlines versus the ability to charge a specified number of billable hours is a reasonable step to improve predictability in regards to project duration.  

· The methodology used to determine fee levels is reasonable and reflects actual costs of review.

· The significant reductions in the number indirect staff made during the last several years have resulted in a proposed hourly fee of $170, which is reasonable in light of the inflation since 2004.
· The temporary surcharge is reasonable in that the proposed use of those funds is closely linked to improve services to permit applicants and reduce the need for additional fee increases in the near future.

OPTIONS
Option 1:
Adopt  as proposed.

Option 2:
Direct Council staff to prepare revisions.  Any revision that would result in less revenue than the Executive’s proposal will require a corresponding budget reduction. 

Option 3:
Reject.
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