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STAFF REPORT

SUBJECT:
This staff report discusses two pieces of legislation regarding the Printing and Graphic Arts Fund:


1) 
Proposed MOTION 2007-0458:  A motion acknowledging receipt of a revised executive recommendation and a transition plan for printing and graphic arts operations, satisfying the requirements for a 2008 budget proviso.


2) 
Proposed ORDINANCE 2007-0459:  A supplemental appropriation of $2,033,726 to maintain operations through 2007 and to implement the proposed transition plan.
SUMMARY:
In June 2007, the Council approved a supplemental appropriation to the Printing and Graphic Arts Services Fund (PGAF) to maintain county Printing and Graphic Arts (Print Shop) operations through October 2007, while the Executive developed a final recommendation and transition plan regarding in-house printing and graphics. The Executive transmitted the recommendation and transition plan on August 31, 2007. 
The proposed motion would acknowledge receipt of the recommendation and transition plan, thereby removing restrictions placed on $50,000 of the Print Shop’s 2007 appropriation. The proposed ordinance requests $2,033,726, which includes $984,764 to maintain operations through 2007 and $1,048,962 to implement the proposed transition plan. The transition plan calls for a downsized copy center, decentralized graphics services, and establishment of a service brokerage function. The new business model would be fully implemented by March 2008.
BACKGROUND:
The Print Shop provides in-house services to King County agencies.  The Print Shop’s core line of business is printing, bindery and photocopy. Other services include graphic design, photography, high speed network accessible copying, offset printing, limited variable printing and video production. The Print Shop receives revenues on a cost reimbursement basis.  

No statutory or legal requirements govern print, copying or graphic design services within King County government. However, a December 2001 Executive Order (ACO 8-16) directs all departments, divisions, agencies and programs to submit print and graphic projects to the Print Shop. The Executive Order provides flexibility for the Print Shop to contract with an outside vendor if a project cannot be completed in-house. The Print Shop charges customers a 15 percent service fee for administrative expenses on top of the vendor’s charge.
The Print Shop resides organizationally in the Office of Information Resource Management’s (OIRM) Information and Telecommunications Services (ITS) section. The Print Shop’s main operation is located in the Graybar Building in Pioneer Square and a copy center is located in King Street Center.  
The Print Shop is staffed by 16 employees, including 14 full-time career service staff (FTE) and two term limited temporary (TLT) staff.  Thirteen of these employees are represented.
Since May 2004, expenditures have exceeded revenues. The requested supplemental appropriation includes $984,764 to support operations through the end of 2007. If approved, the estimated year-end fund balance would be ($2,722,608), as shown in Table 1 below.

Table 1 – Year End Fund Balances

	Printing & Graphic Arts Fund
	2004        Actual
	2005         Actual
	2006        Actual
	2007 Budget1
	2007 Estimated2

	Year-End Fund Balance
	($357,188)
	($531,521)
	($1,343,396)
	($2,079,913)
	($2,722,608)

	1 Based on 2006 year-end fund balance of $1.15 million and operation through October 2007

	2 Assumes operations through December 2007.  This figure does not include costs to implement the proposed transition plan.


Council staff first raised a concern regarding the negative fund balance in December 2004. The fund’s shortfall appeared to be a long-term issue and an interfund loan was formally requested. In January 2005, the Executive Finance Committee (EFC) approved an interfund loan of $450,000 for six months.
 As shown in Table 1 above, the fund’s shortfall has continued to decline. The EFC approved extensions to the interfund loan.
A proviso to the 2006 Adopted Budget required Print Shop staff to work with the Washington State Department of Printing to assess operations, and then submit a business plan to the Council incorporating the state’s assessment.
 The state found that copy rates and labor costs were high, services were not marketed, staff utilization was inefficient, and customer satisfaction was mixed.

The business plan demonstrated that strengthening Print Shop operations would require substantial additional investment by the County. The Executive identified three options:

1. Invest in the Print Shop, which would provide the opportunity to turn around the operation, but would also take several years and require significant funding.

2. Consider a proposal by the State Department of Printing to assume part or all of the Print Shop operations, which appeared to be the best opportunity for the County to recoup at least some of the PGAF losses.

3. Shutdown Print Shop operations, which appeared to be the least desirable.  However, if Option 2 was not feasible, this would likely be the Executive’s fallback recommendation.

The Executive recommended Option 2 as the strongest alternative because of the state Department of Printing’s experienced management team, investment in equipment, and experience in turning around a printing operation. 
In November 2006, the state began a 90-day due diligence review to assess the feasibility of assuming part or all of the county’s Print Shop operations. Upon completion of its review, the state declined to assume any Print Shop operations due to the level of investment and effort necessary to make the Print Shop a self-sustaining operation. The state identified the following issues:  Print Shop costs are high; equipment is aging, outdated, and expensive; customer satisfaction is low; and demand for services is too low to support a financially viable print shop despite an Executive order requiring county agencies to utilize in-house printing and copying services.
The 2007 Adopted Budget (Ordinance 15652) appropriated six months’ funding to continue status quo operations through June 2007, and required the Executive to make a final recommendation and submit a transition plan for Print Shop operations. A proviso restricts $50,000 of the Print Shop’s appropriation until Council acknowledges by motion receipt of the Executive’s final recommendation and transition plan.  
The recommendation and transition plan were due to the Council on March 31, 2007. At the request of the Executive, the Council authorized an extension, as well as a supplemental appropriation to fund operations through October 2007 (Ordinance 15868). The Executive transmitted the recommendation and transition plan on August 31, 2007.
ANALYSIS:

Based on the state’s analysis, the Executive is no longer considering Option 1 (invest in the Print Shop) or Option 2 (transfer operations to the state). The Executive has determined that labor and legal issues associated with Option 3 (full closure) would be significant.  Executive staff identified a new, alternative recommendation:  Operate two downsized copy centers, with decentralized graphics services and establishment of a service brokerage function. The proposed option would include the following changes:

1) Reducing Print Shop Expenditures

Print Shop expenditures would be reduced by significantly downsizing the print shop portion of operations, discontinuing operations at the Graybar location, and utilizing outside printing services for larger and more complex print jobs as of December 31, 2007.  It is expected that three of the current printing employees would staff the two copy centers, and the three graphics staff would be transferred to the Department of Transportation, which has the highest need for graphic arts. The remaining 10 staff (six represented printing staff, one represented TLT videographer, and three non-represented administrative staff) would be placed through layoff recall. Office of Management and Budget (OMB) staff indicated that staff placement activities have already begun and will be timed to correspond with the shut-down of print shop operations at the Graybar location.
2) Operate Two Downsized Copy Centers
The transition plan proposes opening a new, downsized copy center in the New County Office Building (NCOB) and continuing to operate a copy center at King Street Center. The copy center in the NCOB would serve county agencies located in the downtown core, including tenants from the NCOB, the King County Administration Building, the King County Courthouse, and other downtown locations. The copy center at King Street Center would support the Department of Transportation and the Department of Natural Resources and Parks. The copy centers would be staffed by three FTEs, with one FTE dedicated to each center and one floater FTE to cover breaks, leave, and peak copying needs. The Department of Executive Services’ (DES) Facilities Management Division would assume responsibility for managing both copy centers. 
Under the proposed plan, each copy center’s costs would be allocated to the county agencies in its service area based on their FTE and TLT counts regardless of their actual use of copy center services. The NCOB copy center costs would be allocated to county agencies located in the downtown core, while the King Street Center copy center’s costs would be shared by the Department of Transportation and the Department of Natural Resources and Parks. This allocation methodology is intended to provide an incentive for county agencies to utilize copy center services since they are allocated a share of the costs whether they use the services or not.
3) Decentralize Graphic Arts Function
Three graphics staff would be relocated to the Department of Transportation. Low use departments would utilize the graphics staff on an as-needed, charge-back basis. 
4) Utilize Brokers in the Service Ordering Process

The transition plan calls for establishing a broker function to handle customer orders for graphic design, printing, or copying services beyond the capability of the copy centers. The brokers would determine the best way to fill orders based on service needs, cost effectiveness, and existing resources. DES believes this function can best be performed by existing county procurement staff. No new hires are required to fulfill this role.  
5) Utilize a Transition Manager
The transition plan proposes employing a manager to coordinate the closure of the Graybar location and start-up activities for the two copy centers. The transition manager would be employed for five months to determine the correct equipment needs under the new copy center model; coordinate retirement of equipment leases or transition equipment to the new copy center; and communicate with customers and provide information on utilizing the copy centers.

6) Perform Recurring Operational Reviews
DES would be responsible for conducting operational reviews every six months over a two-year period. The transition manager would help determine how these reviews will be conducted. The initial review would be performed by an outside consultant.
PROPOSED IMPLEMENTATION COSTS
The proposed ordinance requests $2,033,726, including $984,764 to support operations through the end of 2007 and $1,048,962 to implement the transition plan. Table 2 provides a breakdown of the request.
Table 2: Breakdown of Supplemental Appropriation Request 

	PROJECTED NOV-DEC 2007 OPERATING EXPENSES1
	$984,764

	COSTS TO CLOSE OUT OPERATIONS & IMPLEMENT TRANSITION PLAN
	$1,048,962

	One-time Obligations:

-Remaining Graybar lease (through June 2009)
-Potential employee separation costs
-Payments to the state related to PERS 1 retirement system
	$643,135

	Additional Obligations & Close-out Costs:
-Emptying building

-Rental truck

-NCOB tenant improvement

-Accounting support – January-February 2008
-Two brokers - beginning in December 2007
-Transition manager - October 2007-February 2008
	$116,084


	Estimated Tax Audit Payout2
	$289,743

	TOTAL SUPPLEMENTAL APPROPRIATION REQUESTED
	$2,033,726

	1 Includes $523,781 in deferred expenses.
2 A potential obligation pending the outcome of a King County appeal to the Department of Revenue regarding a manufacturing tax on graphics labor related to printing work.


As shown above, the supplemental appropriation requested would cover the costs to close out operations at Graybar, including paying off the remaining 18 months in rent. The requested funds would also support opening a copy center in the NCOB and hiring a transition manager for five months. Note that the current request also includes a small amount ($6,584) to establish the broker function. However, OMB staff indicated that the amount is no longer needed because the brokers will be incorporated into the county’s existing procurement function with no new hires.
PROPOSED IMPLEMENTATION SCHEDULE
The transition plan proposes the following schedule:
· September 30, 2007:  Funding secured to continue Print Shop operations through 2007 and to implement transition plan

· Mid-October-December 2007:  Open NCOB copy center

· December 31, 2007:  Close print shop operations and complete staff transition

· January 31, 2008:  Graybar facility available to new tenants

· March 1, 2008:  Transition to new operations model complete

· September 1, 2008:  Initial operational review conducted

Issues to be Determined
Several issues have not yet been determined:

· New equipment may be needed for the copy centers. The transition plan indicates that current leased equipment would remain at King Street Center and leased copy equipment at Graybar would be moved to NCOB. The proposed transition manager would be responsible for reviewing equipment and recommending right-sized equipment for the copy centers. OIRM and DES plan to begin preliminary discussions with Xerox to determine if new leased copier equipment can provide greater cost savings than current copier equipment under lease in the Graybar location.  

· It is unknown if demand is sufficient for two copy centers. OMB staff indicates that the copy center volume is difficult to estimate because the proposed allocation model has not been tested, but that it provides an incentive for tenants to use copy center services. 
· It is unknown how or when the interfund loan will be repaid. As of January 2007, the interfund loan amount was increased to $1,730,214. The scenario currently being evaluated is recovery from county agencies based on printing services utilized over the past four years. The charges would be allocated proportionately and recovered over a multiple year timeframe. The Executive will make a recommendation in the 2008 proposed budget. 
· Council staff has requested a financial plan for 2008 and subsequent years.  It is difficult for Council staff to evaluate the plan until the financial assumptions are made available. Facilities Management Division’s financial plan will include the revenues and expenditures associated with the copy center operations. The plan will be transmitted to Council as part of the Executive’s proposed 2008 budget. 
REASONABLENESS:

Council staff are still working through the outstanding issues noted earlier in the staff report. This item is not yet ready for Committee action.
INVITED:
· Bob Cowan, Director, Office of Management and Budget

· David Martinez, Chief Information Officer, Office of Information Resource Management (OIRM)
· Dana Spencer, Business Development and Finance Manager, OIRM
· Tutti Compton, Manager, Print Services, OIRM
· Kathy Brown, Director, Facilities Management Division, Department of Executive Services
ATTACHED:

1. Proposed Motion 2007-0458

2. Proposed Ordinance 2007-0459

3. Transmittal Letter dated August 31, 2007
� The EFC is responsible for investing county revenues and monitoring county funds. The EFC is also authorized to approve interfund borrowing. The EFC is comprised of the County Executive, the Finance and Business Operations Division Manager, the Office of Management and Budget Director and the Council Chair, although this has historically been delegated to the Chair of the Operating Budget Committee.


� Another proviso required the Office of Management and Budget to submit quarterly reports on the actual PGAF revenues and expenditures. The first quarter indicated a 2006 year-end fund balance of ($845,166), which further declined to ($1,094,272) by the second quarter report and slightly improved to ($1,001,433) by the third quarter report.
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