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SUBJECT

A motion accepting the 2012 Budget Proviso #2 Response for Regional Animal Services of King County.
SUMMARY

The proviso response addresses performance, operational and financial issues related to the provision of regional animal services in King County. The report includes cost recovery data from cities, revenue enhancement options, pet license compliance rates, regulatory issues and provides a new financial plan along with other information required in the proviso.
BACKGROUND

For some years now the King County Council has had close oversight of animal services provided by the County. The policies adopted by the County to guide the creation of the Regional Services of King County (RASKC) as a separate agency were: 

· continuation of adopted policy as of June 2010 to provide a regional animal services program to unincorporated King County and 27 contract cities; 

· implementation of the policy to establish a separate fund to account for RASKC revenues and expenditures; 

· continuation of the policy to methodically reduce General Fund support for animal services; 

· reducing the euthanasia rate to 15 percent, and 

· continuation of the policy to increase city contributions for animal services provided by the County.

Proviso #2 required a report and a financial plan. The individual elements of Proviso #2 are quoted below along with the Executive’s response and analysis. The key financial implications of Proviso #2 response were discussed when the Council decided to approve the interlocal agreement (Ordinance 17374) on July 9th of this year.
ANALYSIS
The staff report will summarize and analyze the Executive’s response to each element of the proviso. 
1) “a description of the aligned financial incentives, partnerships to increase revenue, economies of scale, a consistent regulatory approach across participating jurisdictions and collaborative initiatives that have been undertaken and their effectiveness at developing a fiscally sustainable program;”
In an effort to better align financial incentives the Executive developed a different model to allocate costs to jurisdictions. One change is that cities that generate revenues in excess of their allocated costs will contribute those revenues back to the program. A second change is that pet licensing revenues are allocated back to the cities to help pay for their cost of service. This provides an incentive for cities to increase licensing revenues to defray their costs.

Also previously cities were charged for services based on their population. The new formula allocates program costs to jurisdictions based on their population (20%) and their use of the services (80%). While in theory this would better incentivize jurisdictions to have a high percentage of their residents’ pets licensed and to control their pets in ways that require fewer services from RASKC, the Executive put in place three types of subsidies (paid by the County) that mitigate the new cost allocation formula. The Executive agreed to Transition Funding of $148,614, Shelter Credits of $750,000 and Licensing Support of $90,918.  In addition, the Executive agreed to provide $846,133 in general program support for RASKC. The General Fund subsidies will receive further analysis in the discussion of the RASKC financial plan (#8 below). 
Regarding partnerships, the County and its 25 partner cities have agreed to a revenue work plan for 2013 that is designed to increase revenues for RASKC. The work plan (Attachment 3) is highly dependent on meaningful participation by the cities so it remains to be seen what the results will be. RASKC will also try to form partnerships with the other shelter and animal welfare providers to seek grant funds in support of regional efforts to reduce euthanasia.
Economies of scale are addressed by keeping as many cities as possible as partners in RASKC in order to share the substantial fixed costs of running a shelter. Also provides consistent regulatory/legal framework and provides customers with a single point of contact.
As part of the interlocal agreement with partner cities approved by the Council, all cities must have similar regulations and fees as set by King County. This assures consistency of the regulatory approach.

As to a “fiscally sustainable program” it is unclear what the definition of such program would be. If it means that King County only pays its proportional share of RASKC services for unincorporated King County, then such a program is likely three or more years away. The interlocal agreement has been signed by the parties and cannot be terminated for convenience. This issue will be further analyzed under #8 below.
2) “the status of interlocal agreement renewal discussions with each city participating in the program;”

Twenty-five cities and King County have signed the interlocal agreement.
3) “the level of cost recovery each current participating city actually pays for services rendered;”

In 2013, the cities are estimated to contribute nearly $800,000 to support services in 2013 in addition to pet licensing revenue of $1.67 million, for a total contribution of $2.47 million. Attachment B to the Proviso response provides a breakout for each city. 
4) “the status of discussions with other jurisdictions or entities to join the program and the expected level of cost recover level from each;”
Executive staff has had conversations with cities not participating in RASKC, but so far none have decided to join. The city of Burien did request cost information and the interlocal agreement does allow for latecomers. When it approved the interlocal agreement, the Council inserted a requirement in the ordinance that the Executive produce a report by January 15, 2013, on how the cities that are not part of RASKC have fared since going their own way. The report asks for data not only on costs and customer satisfaction, but on the quality of care including euthanasia rates. 

5) “qualitative and quantitative analysis explaining the expected revenues for 2012 through 2015, including a detailed analysis of each revenue source;”

The Executive has provided an extensive qualitative and quantitative array of information (a 10-page discussion) regarding the sources of revenue with analysis in the Proviso response. To summarize the analysis of this element, Council staff met with Executive staff from the Office of Performance, Strategy and Budget, and found that the revenue estimates had been noticeably reduced from levels that were previously overly optimistic and that now may be more realistic.
6) “a description of all program elements supported by the general fund including but not limited to salary differentials, FTE position and other county services;”
This element is discussed further under #8, the financial plan. However it is interesting to note that unincorporated King County represents 26% of the RASKC program based on population. In the 2013 ILA model, unincorporated King County represents 34% of calls for service, 32% of animal intakes, 32% of licenses, and 33% of licensing revenue. As a jurisdiction, unincorporated King County is the largest consumer of services in the program. This is not surprising given the size and population of the unincorporated area.
7) “a strategy and timeline for implementing a sustainable, long term regional animal services program that reflects the values and interest of King County and its regional partners based on a full cost reimbursement model;”

As noted in element #1 above, the Executive and the cities have developed a revenue work plan for the next three years. Of the 13 items on the work plan, nine are related to pet license revenue. The overall licensing rate of pets in the RASKC program is 20 percent which is higher than the national average. While some individual cities may be able to improve their licensing rate, it is unlikely that the overall licensing rate will increase significantly or be a significant source of new future revenue. Other items on the revenue work plan include: two levy/tax measures; forming a 501 3C and; increasing donations. The full cost reimbursement issue may be helped by the fact that there are two key management positions that have recently been filled by experienced personnel. The first is the director of Records and Licensing Services (RALS). The director is awaiting confirmation. The second position is the manager of RASKC. Both individuals appear to have strong experience relevant to their jobs.
8) “a revised financial plan that reflects the analysis required by this report.”

The Executive provided a new financial plan for RASKC based on the new cost allocation formula, County subsidies and revenue projections. For purposes of this analysis, this report will focus primarily on contrasting the budgeted cost of services for 2012 with the 2013 cost projections under the new financial plan (as adopted through the interlocal agreement). Of significant concern is the fact that the General Fund expenditure for animal services increases $694,000 for 2013 over the level budgeted for 2012.  The increase is an additional $109,000 for 2014 and $115,000 for 2015. This is contrary to the stated objective of proviso #2 and differs notably from the adopted financial plan.

To better understand what is going on with the $2.645 million General Fund transfer for 2013, it is helpful to look at footnotes 6 and 7 for this line item in the fiscal note (Attachment 4) provided for Ordinance 17374. The General Fund contribution includes the elements listed below in Table 1.

Table 1 – Projected General Fund Expenditures for 2013

	Purpose of Expenditure
	Amount

	Unincorporated King County's net final cost allocation for services per the Regional Animal Services of King County (RASKC) model
	$809,195

	King County Sponsored program support of the RASK model
	$846,133

	Transition Funding
	$148,614

	Shelter Credits
	$750,000

	Licensing Support
	$90,918

	Total
	$2,644.860


The conclusion that can be drawn from Table 1 is that the County is contributing approximately $1.8 million in General Funds to support RASKC over and above its “fair” share as calculated by the financial model. Costs such that the aggregate costs allocated to all jurisdictions are capped for the cities based on inflation (CPI-U plus population growth), leaving the difference between actual and allowable allocable costs as a potential cost increase to the County. The fiscal note indicates that the County will spend $2.754 million in 2014 to support the regional approach for animal services.

The fiscal note observes that increased marketing and active city participation in revenue activities planned for 2013-2015 may lead to higher licensing revenues, thus decreasing the County-funded portion. Past history suggests that revenues tend to fall short of projections, however, the 2013 license revenue projections are based on 2011 actual revenues. Additionally, as noted above, the Animal Control Officers Guild did agree to no cost of living adjustment for 2013, which helps make the service more affordable.

An option the Council considered when deliberating on Ordinance 17374 was the alternative of providing animal services for only unincorporated King County. Under this scenario there would not be a regional model of animal services. Executive staff quantified the cost of this option at approximately $2.68M in 2012 costs.  The changes in FTEs and associated costs comparing the current 2012 model with a possible unincorporated are only model are shown below.
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2012 Current

$5.84

Add County-sponsored Direct Support

$0.63

$0.00

($2.95)

($0.38)

Less Estimated City Reimbursement

($1.18)

$0.00

$1.96

Total FTEs

43.81

24.5

$2.68

2012 Unincorporated

Estimated 2012 Annualized Cost (W/ Overhead)

$3.60

Less Estimated 2012 Licensing Revenue

($0.86)

Less Estimated Non-Licensing Revenue Costs

($0.06)





Estimated GF 2012 Contribution


The costs identified above compare the general fund costs of $1.96 million for 2012 in the regional model vs the 2012 estimated costs of $2.68 million to serve only the unincorporated area. Staffing drops from 43.8 FTEs to 26.6 FTEs. One concern that was noted by Executive staff is that reduced staffing in the shelter could adversely affect the care of animals. 

It appears to Council staff that this estimate of costs to serve only unincorporated King County are high and could likely be reduce by some factor because it would be logical for some cities near the Kent shelter to purchase shelter services from the County. Nevertheless, it is difficult to quantify revenues from shared shelter services without additional conversations with the cities. 

In further answer to proviso element #6 above, the County General Funds provides support for all elements of the RASKC program including staffing, other variable costs and fixed costs.
In summary, while the Executive addressed all elements of Proviso #2, the policy objective of making the RASKC program financially sustainable on a cost-reimbursement basis is not likely to be achieved in the next three years, based on the financial plan. The Council discussed this fact when it approved Ordinance 17374. It is possible that new management may improve the financial burden on the General Fund over the next few years, but historically this has been a major challenge.
ATTACHMENTS

1. Proposed Motion 2012-0240 with Attachment A, Proviso #2 Response
2. Transmittal letter dated June 25, 2012
3. RASKC Revenue Work Plan

4. Revised Fiscal Note to Ordinance 17374
� Ordinances 16861, 16862 and 16863.
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