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Metropolitan King County Council

Operating Budget, Fiscal Management and Mental Health Committee

Agenda Item No.:  6


Date:
      January 24, 2007


Proposed No.: 
2007-B0017

Prepared By:    Susan Neely  

STAFF REPORT

SUBJECT:
A BRIEFING on the Printing and Graphic Arts Fund (PGAF).
BACKGROUND:
Printing and Graphic Arts (PGA), known as the Print Shop, provides in-house services to King County agencies for graphic design, photography, printing, copying and multi-media.  Per King County Code 2.16.075805(E), management and operation of the centralized printing and graphic arts services reside in the Office of Information Resource Management (OIRM) – Information and Telecommunications Services Office (ITS).
 

The Print Shop’s main operation is in the Graybar Building in Pioneer Square and a copy center is located in King Street Center. The Print Shop’s core line of business is printing, bindery and photocopy, but also provides professional graphic design, photography services, high speed network accessible copying, offset printing, limited variable printing and video production.  

PGA was created from the merger of Metro Transit and King County print shops in 1996.  Unlike other internal service agencies (e.g., Employee Benefits Program, Safety and Workers’ Compensation, Risk Management, etc.), the Print Shop does not load rates in agency budgets.  It receives revenues on a cost-reimbursable basis by filling orders placed by County agency customers.  80% of the 2006 projected revenue is estimated to come from the copy centers and work outsourced to contracted vendors.

There are 16 full-time career service staff (FTEs) and three term limited temporary (TLT) positions.  The staff groups are Management (1 FTE), Administrative Billing (2 FTEs), Bindery (2 FTEs), Copy Center (4 FTEs), Graphics (3 FTEs, 1 TLT), Photography (1 TLT), Print Shop (4 FTEs) and Video (1 TLT).

There are no statutory or legal requirements that govern print, duplication and graphic design services within King County government.  However, an Executive Order (ACO 8-16) issued in December 2001 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.  For projects contracted out, the Print Shop charges customers a 15% service fee for administrative expenses on top of the vendor’s bill.

Since May 2004, expenditures have exceeded revenues.  As illustrated in Table 1 below, the year-end negative fund balances (actual and projected) have increased.  At the end of 2004, the negative cash balance was $357,188; at the end of 2005, it was $531,521; and as of September 2006, the year-end cash balance for 2006 is projected to be ($1,001,433).
  As adopted, the 2007 year end cash balance is projected to be ($1,061,811) .
Table 1 – Year-End Fund Balances
	Printing & Graphic Arts Fund
	2004      Actual
	2005       Actual
	2006     Adopted
	2006   Projected
	2007   Projected (as adopted)

	Year-End Fund Balance
	($357,188)
	($531,521)
	($246,457)
	($1,001,433)
	($1,061,811)


Funds with negative cash balances are reviewed at monthly meetings of the Executive Finance Committee (EFC) comprised of the County Executive, the Manager of the Finance and Business Operations Division (FBOD), the Director of the Office of Management and Budget (OMB) and the Council Chair, although historically, this have been delegated to the Chair of the Operating Budget Committee.  By County Code (KCC 4.10), the EFC is responsible for investing County revenues and monitoring County funds.  It is also authorized to approve interfund borrowing.   Actions of the committee are by majority vote, except when the Council Chair determines that an action is one of policy, as opposed to administrative, which should be referred to the Council.
In December 2004, Council staff raised a concern about the negative fund balance in the PGA Fund.  With the fund’s shortfall appearing to be a long-term issue, a formal request for an interfund loan was made. The PGA Fund shortfall was attributed to a general economic slowdown and aggressive budget reductions by agencies over the past few years.  A proposed solution was to grow the business so that fixed operating costs could be spread over a larger customer base.  Funds were requested to cover the Print Shop’s basic operating expenses and to finance costs related to a pilot satellite print shop in the Seattle Municipal Tower (SMT)
.  In January 2005, an interfund loan in the amount of $450,000 was first approved for six months (until June 30, 2006) by the Executive Finance Committee.  

As indicated in Table 1, the fund’s shortfall worsened in 2005.  The pilot SMT print shop, although a profitable operation in the sense that revenues exceeded expenditures, did not achieve the estimated revenue amount of $1 million (the 2005 actual revenue for this line of business was $175,119).  Two other lines of business (i.e., Photography and Videography) did not meet revenue projections as well.
  While the Print Shop tried stop gap measures such as holding a position vacant and delaying equipment purchases, they were not successful.  The EFC approved extensions to the interfund loan.

The 2006 Adopted Budget sought to address the issues of operating losses and cash shortfalls by including two provisos.  The first proviso required the Office of Management and Budget (OMB) to submit quarterly reports to the Council on the actual revenues and expenditures in the Printing and Graphic Arts Fund by April 28, July 28 and October 27, 2006.   All three reports were transmitted and accepted by the Council (Motion 12351 passed on September 25, 2006 accepting the 1st and 2nd Quarter reports, and Motion 12404 passed on December 4, 2006 accepting the 3rd).  The three reports portrayed a worsening scenario:  the 1st Quarter indicated a 2006 year end fund balance of ($845,166), increasing to ($1,094,272) by the 2nd Quarter report with a slight improvement ($1,001,433) by the 3rd.  Contributing factors included:  (1) the continuation of Photography and Video Services, (2) losses in the other lines of business (most notably the Print Shop which accounted for 67% of the total projected deficit)
, (3) the lack of reporting on an accrual basis, and (4) the lack of compliance with Executive Order ACO 8-16, which directs County departments to send their printing and graphic projects to the Print Shop. 

The second proviso required PGA staff to work with staff from the Washington State Department of Printing to perform an operational assessment of equipment and assignments, and then submit a business plan to the Council that incorporates the finding assessments of the State.  $50,000 of the Office of Management and Budget’s 2006 appropriation is not to be expended or encumbered until the Council reviews and approves the business plan by motion.  It was to be submitted by July 28, 2006; however the Executive requested an extension of the due date; it was ultimately transmitted on October 16, 2006.  

As directed, PGA worked with the State Printer to complete a preliminary assessment and evaluation of its current business practices in early 2006.  Briefly, the findings were as follows:

1. Insufficient analysis and planning was conducted concerning the decisions to take over the SMT copy center from the City of Seattle.  

2. Copy rates are too high.

3. PGA lacks marketing.

4. Job classification specifications are outdated and the County’s process of moving career service employees through established pay ranges has resulted in higher labor costs and reduces market competitiveness.

5. Staff utilization is not managed efficiently.

6. PGA customers have reported mixed results regarding the quality, ability and timeliness of the services provided.

7. Though a mandate was given by the Executive, some outsourcing of printing is being done directly by agencies through procurement rather than being funneled through the print shop.

8. The copying software in the three offices is not uniform.

9. PGA operates separate financial systems and manual work order tracking processes.

10. The business may change to accommodate the New County Office building (NCOB).

11. The opportunity exists for PGA to develop unique niche services not provided by other departments.

This assessment provided the basis for an analysis of options for PGA’s future.  Upon completion of a draft business plan, it became apparent that any turnaround would require “a tremendous additional investment by the County.”  After Executive review of that draft plan, the scope was changed to provide three options for the Print Shop’s future:
1. Invest in the Print Shop, which would appear to allow the Print Shop the opportunity to turn around its operation – but would take a significant infusion of funding, a minimum of four years and the favorable resolution of a number of outstanding issues.

2. Shutdown the Print Shop, which would appear to be the least desirable; however, if Option 3 is not feasible, this will likely be the Executive’s fallback recommendation.
3. Consider a proposal by the State Printer to assume part or all of the Print Shop management, which would appear to be the best chance for the County to recoup some, if not all, of the PGAF losses.

Options 2 and 3, as presented in the Business Plan, have a number of unanswered questions regarding any legal and collective bargaining agreement ramifications – nor do they have assessments on the impact to County agencies.

The Executive recommended Option 3 as the strongest one due to the State Printer’s experience in turning around a printing operation, already having an experienced management team and having already made the investment in equipment.  It also is the only option identified that offers the possibility of repayment of the PGAF debt.
As part of Option 3, the Executive presented the following scenarios to the State Department of Printing:

· The State assumes the printing, binding and copy operations, preferably using current staff assigned to those functions.

· As above, but include graphics, video, photo and administrative staff.

· The State assumes management of the Print Shop and then at a future point, returns operation to the County.

In response, the State Printer proposed reviewing the possibility of assuming part or all of the management of the Print Shop.  In recognition of the limited information available to fully analyze the operation, a 90-day “due diligence” period was agreed to.  The target date for a “go/no go” decision is January 31, 2007.

On November 20, 2006, the Council passed Motion 12400 acknowledging receipt of the Printing and Graphics Business Plan.  On that same date, the Council adopted the 2007 Budget (Ordinance 15652), which appropriated six months’ funding to the Print Shop in order to maintain the status quo operation while a final recommendation is developed and implemented.   
Per the financial plan supporting the budget request (see Table 2 on the next page), the June 30, 2007 fund balance is estimated to be ($1,061,811), having started with a 2006 ending fund balance of ($1,150,949)
, January – June 2007 revenues at $1,828,133 and January – June 2007 expenditures at $1,738,995.  The revenue figure is 49% less than the projected 2006 total revenue, excluding the SMT-related (January through mid-August) income.  Expenditures are set at 60% less than the 2006 projected total, mainly due to central rate adjustments and the fact that the starting base (i.e., the 2006 Adopted Budget) does not reflect either the 2nd Quarter Omnibus appropriation ($962,000) or three current TLT positions:   a photographer, videographer and graphics artist.
  

Table 2 – Financial Plan for 2007 Proposed Budget

	Printing & Graphic Arts
	2005 Actual
	2006    Estimated
	2007 Proposed
	2007 as % of 2006 Estimated

	Beginning Fund Balance
	(343,747)
	(531,521)
	(1,150,949)
	116.54%

	Revenues
	
	
	
	 

	  Charges to County Agencies
	3,266,465 
	3,610,758 
	1,828,133 
	-49.37%

	  City of Seattle Revenue
	175,119 
	116,684 
	0 
	-100.00%

	TOTAL REVENUES
	3,441,584 
	3,727,442 
	1,828,133 
	-50.95%

	 
	
	
	
	 

	Expenditures
	(3,629,358)
	(4,346,871)
	(1,738,995)
	-59.99%

	  
	
	
	
	 

	Ending Fund Balance
	(531,521)
	(1,150,950)
	(1,061,811)
	-7.74%


If the operation is shut down, County agencies which use the Print Shop will need to find another source for printing and graphics related work.  The cost for this has not been calculated, but could result in savings to agencies in terms of actual printing expenditures, offset by potential increased staff cost due to project management.

As noted by staff during the budget process, the PGA allocation might be insufficient given the 2006 revenue and expenditure trends, and the number of issues that have to be worked through as the Print Shop’s future is addressed.  With the interfund loan increase and extension request (from the current $1,075,000 to $1,900,000 – a 77% increase) currently before the EFC and the notification that a second loan is likely to be requested before the end of June, this appears to be the case. 
A budget proviso was included in the 2007 Adopted Budget:
“Of this appropriation, $50,000 shall not be expended or encumbered until the council reviews and by motion acknowledges receipt of a revised executive recommendation and a transition plan for the printing and graphic arts operations that addresses any labor, legal and financial issues resulting from the executive recommendation regarding printing and graphic arts operations after June 30, 2007.

The revised executive recommendation, transition plan and proposed motion shall be filed by March 31, 2007…”

Once this proviso response is transmitted, it is to be directed to the Operating Budget, Fiscal Management and Mental Health Committee (OBFM/MH) meeting for consideration.  And the Committee’s proposed 2007 Work Plan anticipates continued monitoring of the financial operations of the PGA fund.
It should also be noted that the interfund loan (currently at $1.075 million, but slated to increase to $1.9 million or more) will become a General Fund liability in the event that the Print Shop closes.
INVITED:
Bob Cowan, Director, Office of Management and Budget

David Martinez, Interim Director, Information and Telecommunications Services

Dana Spencer, OIRM Business Development and Finance Manager
Tutti Compton, Manager, Print Services, OIRM
� Prior to Ordinance 15559, adopted in July 2006, management and operation of the Print Shop resided in the Department of Executive Services.


� This is based upon the Financial Plan submitted for the October 27, 2006 Executive Finance Committee meeting.


� The City of Seattle closed its print shop in the SMT in October 2004 and King County signed an agreement to reopen a copy center to provide services to City of Seattle Agencies.  However, the County did not assume operation until April, allowing City agencies to find other printing resources before the County could establish a foothold.


� As proposed and ultimately adopted, the 2006 Budget eliminated the Photo and Video Services lines of business ($192,872 in expenditure authority and 2.00 FTEs).  Both services were added back by the then interim CIO, staffed by TLTs (temporary positions).


� In January 2006, the loan amount was increased to $862,000 and at the October 27, 2006 EFC meeting, it was increased to $1,075,000.  The loan will expire on January 31, 2007 if not extended by the EFC.  In late December 2006, a request was made via memorandum to EFC members to increase the loan to $1.9 million through February 28, 2007 because “customers have delayed placing routine year-end orders in anticipation of the new county logo soon being made available for print material, which resulted in less than estimated actual revenues.”  That request was not approved and it will be an agenda item at the January 29, 2007 EFC meeting.


� In July 2006, the decision was made to close the SMT copy center and that was done in August.


� This is based upon 2006 actuals through August.  With the actuals through September, the projected year-end fund balance is now estimated at $1,001,433 as indicated in Table 1.


� The 2007 proposal does not reflect these positions either, but the business plan does.  When asked about this, the reply given was “the one half year funding at the 2006 status quo level is an approximation of the budget that will be required for this unit in 2007; it did not seem prudent to request specific budget to increase positions given the current recommendation for P&GA operations.”
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