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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.  
Fixed Fees:  The overriding goal for fixed fees was to create more predictability and to have fees calculated based upon actual cost.
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.  

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 in accord with a sunset clause in the ordinance.  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.

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.
REASONABLENESS

Last week, the Committee indicated support for approval of the executive-proposed ordinance.  Councilmember Lambert requested an amendment to the proposed ordinance requiring yearly review of the fixed fees and how those rates are developed.  There were no objections to Councilmember Lambert's proposal.  Council staff has prepared that amendment, as well as another that makes technical corrections to the proposed ordinance of unintentionally omitted references.  
AMENDMENTS

The first amendment, found at Attachment 2 and offered by Councilmember Lambert, would require DDES to annually review and report that the fixed fees are developed by using the actual hours spent on a particular permit.  The text of the amendment is: 
SECTION 49.  The department of development and environmental services shall provide a report to council relating to the actual number of hours required by department staff for each permit for which a fixed fee is charged.  The report must compare the number of hours assumed for each type of permit when developing the fixed fee for each specific permit to the average of hours to complete each type of permit to which a fixed fee is charged.  The report must cover the period of the previous twelve months.  The report must be provided to the council by September 1 of each year, filed in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff and the lead staff for the environment and transportation committee or its successor.
The second amendment (Attachment 3 of the staff report) is a technical amendment to reinsert references that clarify that building permit and building inspection fees are based on fee rate tables published by nationally recognized bodies.  These references were mistakenly eliminated during the original drafting of the ordinance.
ATTACHMENTS
1. Proposed Ordinance 2010-0542
2. Amendment 1(fee report required)

3. Amendment 2 (technical)
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