Special Review of Billing Practices,

Department of Development and Environmental Services

INTRODUCTION

Executive Audit Services (EAS) undertook a review of Department of Development and Environmental Services (DDES) at the direction of the County Executive in response to complaints from The Master Builder's Association (MBA) and others.  The complaints were focused on the number of hours charged by DDES staff members to specific projects rather than the rate at which the hours were billed.

In addition to the work performed by EAS, MBA agreed to convene an advisory committee to look at the practices of other governments for ideas that might improve King County's permit process.  MBA also agreed to look at fee structures charged by other agencies.  The MBA said its committee would be made up of representatives from large builders, remodelers and a non-profit group.

BACKGROUND

In a letter to the County Executive, MBA stated that its members are increasingly concerned about DDES failing billing practices.  MBA said that the members do not quarrel with the hourly fee charged by DDES but do feel that the charges are duplicative, unneeded or are exaggerated as compared to actual work done by county employees while reviewing permits or doing site visits.  MBA asserted that DDES has found fault with its own billing practices as indicated by 106 fee waivers provided by DDES during the first three-quarters of 2001.  In its letter to the County Executive, MBA cited numerous anecdotal examples where they believed charges were excessive or not appropriate.

Scope and Objective

Our review was performed to determine the veracity of complaints that excess charges have been levied against permits.  We looked at the nature off the complaints, but we did not attempt to determine whether or not charges against individual permits were reasonable or excessive.  Such a determination would have required subjective judgements beyond our knowledge and the scope of the review.  We focused on evaluating the permit processing activities that occur up to the point in which charges are recorded for distribution and billing, and we identified elements of the process in which DDES is able to accomplish change.  DDES had already initiated changes in many of these areas. 

We met with officials of MBA and DDES to discuss the issues that are the subject of this report.  We obtained specific examples of alleged overcharges from MBA for our use in examining a sample of permits for review.  We reviewed the process by which DDES accumulates billable and non-billable costs as well as its recently developed performance measurement system by which DDES monitors permitting activities.  We reviewed policies and procedures, management reports and other records as we determined were necessary to accomplish our objective.

We also reviewed previous studies of DDES to determine whether issues addressed in those studies were relevant to the issues addressed in this report, and to also determine what solutions were recommended and adopted.

We reviewed selected
 permits and evaluated them in the context of the MBA complaints.  We found that there was little value in examining the fees charged against individual permits because such an examination requires subjective judgment beyond our audit capability.  We did not have as an objective the resolution of disputes for any particular permit.  We believe that permit applicant’s concerns about individual permit charges can be more effectively resolved by informed parties within the parameters of specific permit circumstances when accomplished in an environment of consistent standards and measurement of performance along with clear lines of accountability.

Some History of the Process

DDES permitting practices have been the subject of studies by numerous groups since the early 1990’s and there have been recurring themes through each of them.  They have included availability and stability of funding, recovery of costs, timeliness of permit processing, reasonableness of charges made to individual permits and responsiveness of DDES to applicants’ questions and concerns.  In order to gain an understanding of the history of DDES billing practices and the factors that affect them, we obtained and reviewed previous studies and learned that the issued addresses previously are very much those that are the theme of applicant complaints.  The studies are:

· The DDES Fee Study (1994), 

· The Final Report of DDES Restructuring Task Force (1996), 

· The Final Proposal Review of Splitting the Building Services Division (1996),

· King County Auditor’s Management Audit of Permit Fee Waivers (1997),  

· The DDES Fee Proposal (1998).

· King County Auditor’s Management Audit of King County Permit Processes and Practices (2000),

· The County Auditor’s November 2002 Review of DDES Billing Practices.

These documents provided information about the issues affecting DDES billings, the attempts to resolve them.  

The DDES 1994 Fee Study

The 1994 study was conducted as follow-up to the DDES 1993 Fee Structure Analysis and provided a detailed analysis of permit costs.  It examined nearly one year's permit services and made comparisons between the costs of services and the fees generated.

The study found that generally, on a department wide basis, permit fees were sufficient to cover the costs of permit services as well as the costs of non-permit services that were not funded by the General Fund (CX).  Performance within divisions of the department varied.  The study raised the question about the subsidy that permit (billable) activities provide to non-billable activities not funded by CX, and the need to keep billable permit costs competitive with other jurisdictions.

The study conclude that DDES financial goals were consistent with those expressed by the Executive and Council to stabilize the fund, have fees cover costs to the extent possible, minimize subsidies between various permit programs, and make fees more competitive with those of neighboring jurisdictions.  However, the study noted that the goals could be achieved only through additional external support to the annual financing of DDES operations.  

The 1996 Final Report of 

DDES Restructuring Task Force
The Task Force
 was formed in accordance with a 1996 budget proviso directing the

County Executive to study ways to restructure DDES fees and operations.  The Task

Force was also asked to develop a long-range operational plan to guide DDES

As it went through a period of downsizing.  The task force focused its efforts mostly 

on DDES financing
 as it went through downsizing.

The Task Force found that when the DDES
 fund was established in 1983 it was set up

for cash rather than for accrual accounting and that while done correctly, cash accounting 

was not suited to DDES business requirements.  Because revenues and costs were not

accrued, there was no match between the cost of permit activity to the revenue it

generated.  Consequently, the fund accumulated a substantial deficit that was recognized

during 1990 when DDES changed to accrual accounting.      

The Task Force also found that the majority of DDES revenue was from permit fees

rather than general revenues.  Permit fees had increased about 300 percent since 1990

and were covering permit costs and some ancillary services
, but CX still provide 22.5 

percent of DDES funding.

Finally, the Task Force found that DDES was being adversely affected by circumstances

that included:

· A significant funds deficit.

· Reductions in service area, permit volume and revenues caused by annexations and incorporations.

· High fixed costs and increased central overhead charges.

· The adoption of strong growth management goals and development regulations that discouraged development.

· Subsidies and inequities in its fee structure which made forecasting annual revenues risky.

· Long permit processing times that discouraged development.

The task Force recommended that permit activities should recover all of their direct and indirect costs and that all general governmental services (non-billable) be financed by CX.  The Task Force also recommended that each type of permit recover its associated direct and indirect costs thereby ending subsidy of one permit type from revenue of another.


Proposal Review Splitting 

the Building Services Division

King County Ordinance No. 11955 which combined Metro into King County included a proviso requiring that DDES divide the Building Services Division into two divisions, one issuing small scale permits and one issuing large scale permits (the "Big and Little" proposal).  DDES prepared a paper analyzing the proviso in which it concluded that the "Big and Little" proposal is unlikely to achieve its intended results because the assumptions inherent in the proposal are incorrect.  While not stated in the ordinance, DDES determined that the purpose of the proposal was to:

· Achieve faster service in term of total through-time of permits for homeowners and others seeking small-scale development permits.

· Separate service attention given to small and large projects.

· Provide special assistance to non-professional permit applicants.

Rather than adopt the proposed split of the division, DDES recommended that it continue its efforts at regulatory review and re-inventing the permit process as the best alternatives for improving efficiency and customer service and for achieving the results intended by County regulations. 


King County Auditor’s Manage


Audit of Permit Fee Waivers

 In its report No. 97-03, the King County Auditor generally concluded that there were few problems associated with permit fee waivers.  The Auditor found that:   

· Fee waivers were infrequent and represented an insignificant amount of total fees collected by DDES during 1996.  Fee waivers were granted for only 44 o4 27,698 permits for a total waiver amount of $41,290 of $15.2 million collected in permit fees during 1996.

· Fee waivers were granted in accordance with the King County Code and DDES Administrative Policies and Procedures.

· There were instances of incomplete records that made determination of the waiver amount difficult to determine and there were instances in which waivers may have violated the Uniform Building Code.

DDES concurred with the Auditor’s findings and recommendations and agreed to take corrective actions by April 1997. 

DDES 1998 Fee Proposal

During 1998, DDES conducted a study of its fees and found that the then current fee charging methods, in many cases, seemed to have little relationship to the cost of services.  Fees were based mostly on the size of construction, value or units for each type of permit.  Previous studies had demonstrated that there is no direct relationship between the size of a project and the level of service required.  The 1998 Fee Proposal recommended revised fees that recover costs of services for each type of permit.  The proposal intended that restructured fees: 

· would fully recover cost, 

· would be easy to administer and to understand, and  

· would achieve financial stability for the Fund.

The study recommended a mix of fee structures based on hourly charges, valuation and fixed charges depending on the type of activity involved.  The study also recommended that the rate per hour be set to recover the budgeted expenditures of the department plus reserve requirements.  The recommended rate was $120.00 hourly made up of $111.80 for expenditures and $8.20 for reserves which would be used to eliminate the fund deficit and accumulate a fund balance to guard against sudden market changes
.  The study contemplated that hourly charges would be adjusted annually based on costs.

The study recommended that the department collect deposits on permits ranging from twenty to ninety percent of the estimated costs of permits depending on credit worthiness of applicants.  DDES present practice is to collect a deposit of fifty percent of the estimated cost of permits at the time of application.  However, DDES is considering increasing the amount collected initially in order to make total cost of permit more predictable and therefore more collectable by builders
.  

Title 27 authorizes DDES to collect from 20 to 80 percent of the estimated total cost at the time of intake or issuance.  Under its present policy DDES permit applicants pay half of the permit cost after intake or issuance.  DDES asserts that the majority of governments collect all of their fees at intake or issuance.  DDES attributes much of its difficulty to the unpredictability of total costs. DDES believes that, and we agree, much of that difficulty would be alleviated by bringing greater predictability of cost early in the permitting process.  DDES believes it could achieve significantly greater accuracy in collections by administratively increasing front-end deposit collection.  In the long term, DDES is considering requesting Council approval to collect deposits totaling 100 percent of estimated costs in an environment of good science and strict accountability.


King County Auditor’s Management


Audit of King County Permit Processes


And Practices

In its Report No. 2000-05 the King County Auditor presented its findings and recommendations pertaining to DDES Management of permit processes and practices.

The Auditor found DDES average time for processing of residential permits frequently exceeded the code-established timelines during 1998 and 1999 because of high workload volumes, staffing practices and budgetary constraints on staffing to peak workload.  The auditor also found that lengthy waiting times for permit appointments increased DDES permit processing times and effectively restricted the acceptance of new permit applications.  The Auditor found however, that DDES was highly responsive to formal public disclosure requests.

DDES concurred with the Auditor’s findings and recommendations and provided the auditor with a schedule for implementing recommendations it had not already undertaken. 


King County Auditor’s Review of DDES 

Billing Practices, November 2002    

The Metropolitan King County Council requested that the County Auditor review new permit review standards developed by DDES.  The request was prompted by constituent complaints about DDES billing practices.  The County Auditor limited its review to status of the implementation of the standards.  However, the auditor plans to evaluate the impact of the standards at some time during 2003.

The County Auditor found that DDES began implementing permit review standards on a limited
 number of permits during 2002 to improve the timeliness of review activities.  The auditor also found that DDES plans to update the standards annually and to expand their use to more permits.

The auditor found that DDES established its standards based on internal experience over the previous two-year period and noted that while the standards are based on internal experience, DDES intends to improve the efficiency of permit processing by using its review of performance to tighten the standards. 
FINDINGS

We found that the common thread contained in permit applicants’ complaints was that DDES permit processing lacked timeliness, accountability over activities that resulted in charges, consistent information about requirements, and a focal point to resolve questions or concerns.  Applicants alleged that control weaknesses in the DDES process result in duplication of inspections or review that add additional and unnecessary costs.    

We found that the opportunities for DDES to control charges to permit applicants occur before costs are entered into the DDES system for distribution and billing.  We also identified what we believe to be the key factors in controlling DDES permit charges.  The factors are:

· Establishment of a project management approach to permitting activity to achieve accountability for the use of resources and as a focal point for applicant inquiries. 

· Continued use of an effective method for accumulating and distributing permit activity charges for billing to permit applicants.  

· Expansion of acceptable performance standards for each type of permit activity in which DDES engages and a dynamic process to revise performance standards to keep pace with changing circumstances.  

· Expansion to all permits of the effective method for measuring permit-processing activities against adopted standards and for taking corrective actions when performance does not meet the standards.  

· Continued use of the fee waiver process for resolving disputes with applicants over permit charges.  The fee waiver process presently in place can made more effective by expansion of performance standards and performance measurement tools. 

· Continued development of staffing management models that provide the flexibility needed to respond more quickly to changes in demands for service and changes in the regulatory environment.  This could include the planned use of core staffing by discipline in combination with planned overtime in lieu of full time staff to perform work that can be done outside of normal business hours without adversely affecting permit applicants.    

We believe that from a practical perspective, the areas listed immediately above are those in which DDES can affect beneficial change within the permitting environment that presently exists in King County.  We believe that control over charges to permits is a management control issue, not an accounting issue, and that DDES management has made progress in solving them.  Management’s efforts to date in establishing performance standards and measurements and its recognition that additional management tools and controls are needed should further improve DDES control over permit costs billed to applicants. 

There is a long lead-time


For adjusting staffing levels


In response to changes in


Demand for DDES services

In our discussions with DDES management we learned that permitting activities in King County are carried out in an environment of complex regulatory requirements and a diminishing inventory of easily developed properties.  New regulatory requirements add complexity and therefore cost, and it is unlikely that policy makers will ease development restrictions in order to reduce the costs of permitting.  

We also learned from DDES management there is a minimum period of about 90 days before the work force can be reduced in response to a sustained reductions in demand for DDES services
.  This circumstance contributes to erosion of fund balance because the revenue stream diminishes at a faster rate than the reduction of costs.  In addition to the resultant mismatch between revenue and operating costs, there are additional costs associated with work force reduction that are generally not contemplated when revenue and expenditure estimates are made at the beginning of a particular budgeting cycle.

DDES modifies its staffing models yearly to adjust to changing conditions such as new codes, labor saving approaches and changes in the types of permits and land reviewed.  DDES also adjusts its models for implemented standards that may reduce the time needed to accomplish a review.  When there are decreases in service demands, the models enable a determination of how much staff is surplus, and when demand rises the model indicates labor deficits.    

All of the costs associated with reduced demand must be absorbed through billable work in progress or in the “pipeline”, subsidies from other funding sources if available
, or from fund balance thereby resulting in depletion of working capital. 
 
A Single Point of Accountability

One of the common complaints of applicants was a lack of a focal point within DDES to manage permit activity resources and be an advocate for resolving applicant questions or issues.  Some applicants complained that there were numerous changes in DDES personnel handling their permits and that frequently those changes resulted in additional unnecessary charge and delays in resolving questions.  In addition, applicants complained that involvement of a different or additional DDES staff member sometimes resulted in conflicting information provided to them concerning restrictions governing their project plans.

DDES management responded positively to these issues and is presently considering a form of project management that will fix accountability and resolve the concerns of applicants.  A project management system will place accountability for determining the nature and level of staff resources assigned to each project and, in conjunction with developing performance standards and measurements, should be an effective response to the kinds of issues raised by permit applicants.    

DDES has an effective method for

Accumulating and Distributing

Permit Activity Charges


As a part of our effort we obtained and reviewed information on the DDES system for accumulating and distributing permit charges.  DDES staff led us through a demonstration of how costs are accumulated recorded and distributed for billing to permit applicants.

We observed that the system provides an effective method for collecting and distributing direct and indirect charges that are entered into it.  There are sufficient controls in place to safeguard data.  We believe the cost collection and allocation system accurately reflects the decisions pertaining to charges made by field personnel and management.    

The quality of the data put into the system for billing should be favorably affected by DDES measures to strengthen accountability, performance standards and performance measures.  We believe that applicants’ questions about billings are not accounting issues, but are management control issues for which improvements are either underway or are being considered by DDES management.       

MBA expressed concerns 

about billing practices

to the King County Auditor,

January 2002

The MBA of King and Snohomish Counties, in an unsigned letter to the King County Auditor discussed the frustration of its 2900 members regarding the “failing billing practices’ of DDES.  MBA asserted that it has no quarrel with DDES hourly fees, but that many clients feel that the charges are duplicative, unneeded or are exaggerated compared to actual work accomplished on plan review or site visits.  MBA also asserted that DDES found fault with its own billing system 106
 times during the first three-quarters of 2001 and had to provide fee waivers to clients who complained.  MBA attributes billing concerns, in part, to DDES inability to reduce staff commensurate with reductions in workload.  Without providing staffing level information, MBA asserted that DDES approved:

· 5897 building permits in 1999

· 4896 building permits in 2000

· 4322 building permits in 2001 (through October)

· 5195 residential permits in 1999

· 4242 residential permits in 2000

· 3744 residential permits in 2001 (through October)

MBA presents this information to show a declining work load and asserted that the decline did not result in a significant reduction in the number of DDES employees.

MBA characterizes the information as a likely scenario for duplication and exaggeration of billings.

We obtained DDES staffing levels and building permit applications for the period 1999 through 2003 (projected) and found that there is lead time for increasing staff and lag time for decreasing staff that results in a mismatch between staffing levels and permit application activities.  
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	-16
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	-4%
	
	


The table above shows the actual and percentage change in FTE’s and in permit applications.  Permit data for 2003 is forecasted.

The table shows the mismatch in timing of FTE and work-load changes, but also shows that even with variations in the rise and fall of application activity, DDES has steadily trended its staffing downward since 2000.  The 244 adopted FTE’s for 2003 are 76 percent of the level for 1999, while forecasted permit application activity for 2003 is 82 percent of that realized during 1999. 
  

Allegations that DDES charges 

to some permits are excessive 

We obtained and reviewed information pertaining to specific complaints from MBA and other sources and determined that there was a general theme common to each of them.  That theme is that permit activities of DDES were not sufficiently coordinated; resulting in unnecessary charges because of duplications of effort and untimely decision making.         

In order to determine the veracity of allegations concerning excessive charges to some permits, we analyzed examples of permits provided to us by the MBA and others. The allegations of excessive charges were not directed at the hourly rated charged by DDES, but rather about the number of hours reported against the permits.  

We did not attempt to validate allegations pertaining to specific permits.  We found that we would have to make subjective judgements about the need for specific activities charged against a permit, and that we lacked the qualifications to do so.  Accordingly, we focused on those aspects of the permitting process over which DDES has control.   

Reviews of billing practices of 

other jurisdictions did not provide 

useful comparable information 

We found that there is little value in comparing DDES permit fees with those of other jurisdictions because there is insufficient comparability in the activities included in permit fees, in the characteristics of the properties involved, and in the scope and of regulatory requirements.   Comparisons we reviewed were generalized, and did not reconcile differences in funding sources, permitting activities included in fees, complexities in regulatory requirements, or characteristics in properties.

At the time the County Executive announced our review of DDES billing practices, he also announced that MBA would convene an advisory committee to undertake a review of other jurisdictions to compare billing policies and practices and look for ideas to speed King County's permit process.

We looked at a study performed recently for Snohomish County in which there were comparisons of single family residence permit fees among jurisdictions near King County.  The study showed that in absolute terms, King County was highest of the jurisdictions in absolute dollars, but lowest when measured as a percent of property valuation.  However, the information is not useful to King County because the basis for comparison was restricted to only a few elements of permit activities, and provided no information about the existence of subsidies from other funding (non-fee) sources.

We discussed other-jurisdiction fee comparisons with DDES officials and agree with them that such fee-comparisons are useful only when every element of cost and funding source are considered. And then, only when the results of such a comparison are tempered by full consideration of differences in regulatory requirements and the nature of the properties available for development.      

Performance Standards

Early in 2002, DDES developed permit review standards based on internal historical information on hours charged to permits completed between 1998 and 2002.  We discussed DDES use of its internal history for standards with DDES management to determine if there are generally accepted industry- wide standards that could be used as the basis for performance measures.  DDES management told us there are none that can be applied that would be truly comparable in the legal and physical environment in which DDES performs permitting activities.  We also discussed industry standards with the MBA representative and concluded that there are no standards that could be applied effectively in King County under existing circumstances.  We also concluded that an easing of development restrictions might make the use of broad industry standards more possible, but that such a scenario is unlikely.

As noted earlier in this report, the King County Auditor reported that DDES based its newly developed standards on its own recent performance history.  We discussed that with DDES and MBA officials and concluded that DDES history is the best basis from which to formulate standards because there are no useful alternative sources.  We also concluded that DDES use of performance measures will enable them to continually revisit and revise standards as changes in circumstances might require.


Performance Measures

When DDES established performance standards, it also established a method to measure performance against the standards.  The method includes levels of alerts that flag permits for which have accumulated charges have risen above established thresholds. The flags require supervisors to analyze hours charged to the permits and look for duplicate reviews or for ways to expedite review processes.  This process speaks directly to the nature of permit processing complaints by applicants. 

This is a relatively new process and DDES needs time to expand it to cover more of its permits and to evaluate its effectiveness as a tool to control costs.  The King County Auditor plans to review the process sometime during 2003.

CONCLUSIONS

We believe there is little value in comparing DDES permit charges to other jurisdictions unless such comparisons fully consider:

· The specific activities included in permit charges.

· The degree to which permit charges recover the costs of permitting activity and the source and amount of funding provided by each jurisdiction to subsidize permitting activities costs not recovered in permit charges.

· The nature and complexities of properties being developed in the context of the regulatory environment,

· The nature and scope of inspections and development restrictions set forth in law and regulation.

In our discussions with DDES and MBA representatives, we learned of no applicable industry standard that can be effectively applied to DDES permitting activities.

We believe that: 

· DDES has an effective system for accumulating and allocating costs of permitting activity.

· DDES has improved its accountability to permit applicants through development of standards and implementation of its performance measurement process,

· DDES can improve its internally developed permitting standards through diligent review and follow-up on permitting performance that falls outside of the evolving standards.  

· DDES fee waiver program is the appropriate effective means to resolve disputes with applicants concerning permit charges, especially when coupled with management’s use of the results of performance reviews under DDES newly developed performance measures, and DDES implementation of a project management system to fix accountability,

· DDES can improve permitting activity performance by fixing a single point of accountability for each permit.  This means assigning responsibility to a single staff member authorized to determine the nature and extent of resources need to process a specific permit application, assign and monitor resource use, and act as a single liaison to permit applicants,

· DDES can strengthen its control over permitting costs by continuing to develop staffing management models that provide more flexibility in responding to changes in demand.  DDES should give consideration to the greater use of planned overtime in lieu of full time staff for permitting activities that lend themselves to work outside of normal business hours without adversely affecting applicants.  

· In order for DDES to remain-sustaining it needs a fee structure that fully recovers costs, provides adequate levels of working capital and provides reserves for contingencies.

· Finally, we believe the solutions being implemented or considered by DDES address the kinds of concerns addressed in applicant complaints.  We also believe that additional audits or studies of DDES should be, at least in the near term, limited to monitoring the effectiveness of the solutions being implemented or that are being considered by DDES management.  DDES should be enabled to implement its solutions, and should be provided the resources to do so.

RECOMMENDATIONS

We recommend that DDES structure its fees to recover full costs of services, maintain working capital, and provide for contingencies.

We also recommend that DDES continue developing staffing models that provide timely, flexible adjustments to staff resources in response to changes in demand for services, and that they do so with the assistance of outside experts if necessary.

We further recommend that DDES utilize a project management approach to permit processing activity to fix accountability and provide a one-voice focal point for applicants’ questions and concerns.

Finally, we recommend that DDES continue to improve on its performance standards and its performance measurement methods and that County policy makers provide the resources or funding mechanism needed to accomplish this and other recommendations contained in this report.    

.

� The sample included those referred to us by the MBA and others.


� The Task Force consisted of representatives from the executive and legislative branches of county government and, industry, labor and the environmental community. 


� As a result of its focus, the environmental community representative withdrew from the task force after participating in almost all of it meetings. 


� Formerly Building and Land Development (BALD)


� Non-revenue generating functions such as providing information to the public, development and coordination of County standards and regulations, and code enforcement.


� This was essentially intended to be working capital.


� Builders have complained that permit fees assessed by DDES after work on a project is completed often are not collectable from their clients.


� Eight out of twenty billable functions and about 38 percent of all land use projects.


� According to DDES managers, the lead-time is much longer to increase staffing in response to sustained increases in workload. 


� An unlikely scenario considering general economic conditions and the demands on the County’s General Fund.


� When compared to the 4322 approved permits for 2001 (through October), this represents waivers in 2.45 percent of the activity.  We believe this is not excessive in the context of the nature and complexity of the activities in which DDES is involved.


� MBA stated that residential permits were its area of greatest concern.
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