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Background

Purpose of the Committee

The DDES Fee Committee was convened by County Executive Ron Sims to examine the way that the King County Department of Development and Environmental Services (DDES) assesses fees for review of plans and inspection of land development and construction activities.  This was in response to a number of complaints from builders and developers who felt that the fees they pay are unpredictable and often excessive.  The committee was asked to report its findings and recommendations during the first quarter of 2003.

Committee Members

The following individuals served on the committee:

Bob Johns, Johns Monroe Mitsunaga

Tim Attebery, Master Builders Association of King and Snohomish Counties

Jerry Dinndorf Associated General Contractors

Martin Durkan MJD Inc.

Mike Miller Murray Franklyn Group

Peter Orser Quadrant Corporation

Jack Tenhulzen Tenhulzen Remodeling

Tony To Homesight

Gary Young Polygon Northwest

Committee staff: Michael Luis, Michael Luis & Associates

Committee Process

Prior to developing its recommendations, the committee met four times and reviewed the following:

History of DDES fee structure
The committee received briefings on the history of DDES and its financial and fee structures over the past 20 years.  This included its evolution from a department funded partially through county Current Expense (CX) revenues to one dependent entirely on fees.  (see Attachment 1)

Current fee structure
The committee received briefings on the way DDES currently bills applicants using a combination of hourly and flat fee systems, how hourly rates are calculated, and the components of hourly rates.  They learned that while fees subsidize very little work at DDES that is not somehow related to permit review and inspections, a portion of the hourly fee rate (18 percent) is used to pay King County Central Charges.  (see attachment 2)

Management methods
DDES has instituted a number of ways to track fees and monitor the activities of all employees.  The committee learned how employees record their time, how that time is billed 
to applicants, and how monthly reporting tracks the degree to which various departments are reaching their chargeable hours and production targets.  The committee also learned how DDES monitors permit fees by discipline and looks for substantial deviations from average processing times.

Alternative fee structures

The committee reviewed various fee approaches used in other jurisdictions.  Creating exact parallels was difficult because few jurisdictions truly aim for 100 percent cost recovery.  Separating general fund revenue from permit fees is often difficult.  Nonetheless, the committee found King County unique in its total reliance on permit fees. 

The committee then developed a set of performance standards for any system, from the point of view of both the department and the building and development industries.  Recommended changes to the fee structure were measured against those objectives, and various trade-offs discussed.  The committee met to review preliminary and final recommendations and to discuss recommendations with DDES staff.

Findings

Overall impressions

The committee found that while the DDES fee system is more stable than in the past, it is oriented too much toward meeting the departmental financial goal of having fees recover all costs.  This is understandable given the self-funding nature of DDES, the thin margins it operates under and the variable nature of the volume and type of permits which it must process.  The focus on finances does, however, introduce a number of structural and management problems that can result in poor customer service.

In any organization the most powerful management tool is the array of incentives and disincentives, responsibilities and accountabilities, that steer staff to make the right decisions on an hourly and daily basis.  Humans are fallible and operate with a lot of different motives, and managers cannot look over everyone’s shoulder all the time.  The committee finds that the hourly permit fee and billing system employed by DDES does not provide enough internal controls, has the potential to encourage overbilling by staff and lacks clear chains of accountability.

The committee believes that DDES needs to move toward a permit fee structure that introduces a higher level of predictability and improved internal controls that operate from the moment the application is submitted.  The system should provide a higher level of accountability for service and billings, and be balanced more toward protecting the interests of the permit applicant by assuring that permits are processed in a timely and cost effective manner.  The new system should place more of the burden of resource management on DDES and move away from the system of unrestricted hourly billings.

The current DDES fee structure features:

Fiscal integrity
The current DDES fee structure does achieve the County’s goal of having the department entirely self-supporting based on permit fees.  The structure has allowed the department to balance its budget without reliance on general fund revenues, as required by the County Council.  Departmental overhead is kept to reasonable levels.  When permit activity slows the department reduces its workforce, and sufficient flexibility exists to allow the Department to fund costs associated with increases and reductions in force.  However, the current fee structure and fee rates have not enabled DDES to develop and fund any significant reserve accounts.

Focus on permits

DDES has reduced its non-permit-related overhead functions dramatically.  Many other jurisdictions use the same staff for current planning (billable) and long range planning (non-billable), necessitating the use of general fund revenues to support non-billable activities.  DDES, on the other hand, uses planning staff almost exclusively for permit-related activities.  DDES has also eliminated many of the public information functions maintained by other jurisdictions and funded with general fund revenues.  Permit fees paid to DDES are used exclusively to pay for the direct and indirect costs associated with permit processing (plus overhead charged by the County to cover central functions).

Time tracking

DDES maintains a sound system for tracking chargeable staff hours.  The department has taken good first steps in setting up systems to analyze the utilization of hours by function, and establishing triggers for review of chargeable hours when they reach certain thresholds.

But the current structure lacks:

Point of accountability

There is no individual responsible for ensuring that a specific application is moved through the system in a timely manner and that hours charged against an application are reasonable.  When an application enters the review system, it goes through an “assembly line” process, in which it is handed off to various departments for review of different aspects of the application.  The individual planners and engineers reviewing the application report to their own section supervisors and do not have formal cross-departmental relationships.  There is no designated individual with overall responsibility for coordinating the work of various disciplines on any particular permit and insuring that total fees for that permit are reasonable.

While the department monitors fees and has overall goals for turnaround time, no employee’s job description includes responsibility for ensuring that an individual applicant is satisfied with the service they receive from DDES or that the fees are reasonable.  Those applicants aggressive enough to complain find themselves only able to deal with senior management, which can be a time consuming process.  But with thousands of permits being submitted each year, senior management is not a practical place to provide customer interface.

Internal controls over billings

The current system provides for monitoring of hours, but does not have adequate controls to ensure that only a reasonable amount of time is billed to an applicant.  The principle control in 
place at this time is a yellow/red alert system that is triggered if an application is still being processed but is already approaching the average amount of time that is typically used for review of that type of permit.  This system has two drawbacks:  First, the alert is triggered only after a significant amount of time has been spent on a project, in which case it may be too late to prevent the project from running “over-budget”.  Second, for less complex applications which should never reach “average” permit process times because they should take less than the average review time, excessive billings can occur without ever triggering an alert.

These shortfalls in the internal controls are especially worrisome because the hours spent are self-funding, the fees are mandatory and non-negotiable, and staff are required to charge a set number of hours.  The normal checks and balances that  tend to control billings by a private organization – competition from other suppliers, customer relations, pricing pressures – do not exist in DDES.  In addition, DDES has to address concerns and issues raised by parties – the public, the environmental community, public officials and other agencies -- who are not “paying customers.”   The DDES applicant, who has already invested considerable money in a project, has no choice but to pay fees that are billed and perhaps file a request for a fee adjustment after the fact.   The Committee finds that while the fee adjustment process is sometimes used to correct problems, it suffers from lack of predictability, and is, at best, an “after the fact” process which generally does not operate in a way that allows DDES to identify or deal with problems while a permit is being processed..

Review standards and reliable fee estimates

The problems with internal controls are compounded by the lack of firm standards for the amount of review time appropriate for a given type of permit and the fact that applicants are not given project-specific estimates of fees.  Because there are so many variables associated with an application, estimates and controls cannot be easily automated.  But without any individual having overall responsibility for each application, it is difficult to exercise control over the amount of time that staff spends on any particular component of the review process.

Counterbalance to billing pressure

In order to meet overall performance and revenue targets for the department, most staff are required to work on permits at least 75 percent of their time.  Billable hour goals create an unintended pressure on staff toward over billing, and controls currently in place do not counter that pressure sufficiently.  The lack of preliminary estimates and a low level of scrutiny of individual permit billings makes it difficult to detect overbilling, and it is often left to the applicant to call DDES’s attention to it.

Focus on productivity

Because all hours worked on a permit (other than those which are in the flat fee system) are billable and count toward individual staff billable hour goals, the system does not provide an incentive for staff to improve productivity.  The yellow/red alert system described above does provide a measure of oversight when projects approach or exceed average review time, but it does not otherwise encourage staff to reduce hours by being more efficient or productive.  While each application is unique, especially land use applications, a properly functioning permit system should always be looking for ways to improve efficiency (and thereby bill fewer hours) during permit reviews without compromising quality.  The current system, however, does not give the staff a reason to look for cost savings and, in fact, produces some 
incentive to avoid increasing efficiency because it would reduce in fewer billable hours and increase the difficulty of achieving billable hour goals.

Differentiation by quality of submittals
Review standards, and therefore time billings, are based on the lowest-common-denominator of application quality.  High quality submittals are subject to the same scrutiny and billings as low quality ones, even though there will be substantially fewer errors or required changes.  Experienced developers using experienced staff and consultants tend to have complete applications and are much less likely to try to skirt regulations because they know that a reputation for sloppy applications will subject their future applications to extra scrutiny.  On the other hand, inexperienced developers who may be doing just a single project may be tempted to cut corners.  Treating both types of applicants the same makes little sense.

Performance of a Permit Fee Structure

As a starting point for recommending a revised permit fee structure, the committee and DDES staff developed a list of performance criteria against which to measure a new structure.

From Agency Point of View

Fees equal cost of production

DDES will continue to be self-supporting through fees, so the total of fees collected must be adequate to support the demand on the department for services.  It is assumed that no new general fund revenue will be made available to DDES to cover the cost of processing permits, and that the department’s budget must balance on an annual basis.  (The use of general fund revenues will, however, be recommended to cover significant errors by and judgments against DDES.)

No cross-subsidies between customers

Cross-subsidies – some applicants paying more than the cost of processing their particular permit, and others paying less – raise two issues.  First, is the question of fairness: why should anyone be compelled to subsidize their competitor?  Second, if there is a fall-off in the number of “profitable” applications and no fall-off in the money-losers, the overall department budget will go into deficit.  The current DDES fee structure is based on a budget proviso which requires that no customer subsidize another.  In reality, it is almost impossible to avoid some degree of cross-subsidies, so the real question is whether the extent to which this occurs is tolerable to both the Department and to permit applicants.

No subsidies of other programs

Fees may only be used to process permits.  Revenue may not be siphoned off to other non-permit-related activities, nor may fee-supported staff be used for non-permit-related functions.

Easily understood

DDES management and staff should be able to explain easily the structure of permit fees to various audiences.  Applicants should understand how they will be charged and for what.  DDES employees should be able to operate within the system with reasonable training.  
Elected officials and industry representatives monitoring DDES should understand the fee structure.

Easy to implement

DDES management should be able to develop, implement and maintain systems that make the program run reliably and without excessive management resources or staff training.

From Industry Point of View

Predictability

An applicant should be able to predict how much review will be necessary and what permit fees will ultimately add up to.  Similar projects should generate similar timelines and fees.  Delays and fees beyond initial estimates should be clearly explained and defensible.

Transparency

The applicant should know exactly what they are paying for with permit fees.  Applicants should be able to recognize when they are receiving less service than promised, or are receiving more service than required, and will be billed for it.  It must be clear that the fees are proportional to the work required and performed on the permit.

Fairness

Fees must be related to the scale and complexity of the project.  If fees are likely to be higher than usual (due to an unusual project or site issues) applicants should be informed in advance and the factors which will cause higher fees should be identified and discussed with applicants.  Applicants who submit high quality work should be eligible for expedited review and lower fees.

Explanations & Appeals

Applicants must have easy access to explanations of all fees charged.  There should be an easy point-of-contact for the applicant, and that individual should be able to find answers to questions the applicant might have.  A system of appeals must be timely, fair and not burdensome on the applicant.

Legitimacy

Fees should cover only the reasonable cost of processing a permit.  They should not include excessive overhead charges or help cover the costs of unrelated activities.  Applicants should have easy access to information about how hourly rates are calculated.  (The Committee does recommend, below, that general fund revenues be used to cover significant errors by and judgments against DDES since these are not properly the responsibility of permit applicants.  The Committee also questions including the cost of staff whose time is devoted to such non-permitted related activities as development of new or updated codes in the overhead which is charged to all permit applicants since these activities are not related to permit processing.  However, the Committee also recognizes that current County budget considerations may not allow a change at this time in the manner in which these costs are currently allocated to permit overhead.)

Recommendations

The committee recommends that King County DDES move to a fee and management system that invests responsibility for all phases of application review with a lead staff member who will serve as project manager.  In most cases the lead planner or lead engineer will serve as project manager.  The project manager will be the main interface with the applicant and will serve as the point of accountability for both processing time and fees.  The project manager will provide the applicant with a budget for fees at the outset of the project, decide the degree to which review is required by various specialists, will delegate specialized review work as appropriate, and manage the team.

This represents a significant shift from the current structure in which applications are routed through various departments which operate independently.  Implementation will require new sets of relationships and new management styles.

A second major change will be to shift some review and inspection functions to a flat-fee basis, with additional hourly charges for highly complex projects.  The flat fees and thresholds for hourly fees will be set to provide a financial incentive for efficient work.
The committee feels that these, and the other changes outlined below, will improve the fairness and predictability of the fee structure and introduce a new level of accountability into DDES operations.  The committee believes that DDES has the data and management capacity to implement such a system and that the transition, while dramatic, can be made smoothly.

No system will be perfect, and there will be trade offs.  The matrix (attachment 3) shows how the proposed new system performs against the criteria established above.  The descriptions below note where there are significant issues to be addressed.

Recommendation 1:

Project manager assumes responsibility for individual permits

Description

Each application will be assigned to a project manager (a senior planner or engineer, in most cases) who will manage the processing of that permit and be held accountable for timeliness and reasonableness of fees.  The project manager will:

1.
Develop an initial fee estimate (see recommendation #3) based on the application as submitted and a site visit.

2.
Perform the current planning review (or other review, if they represent another discipline) of the application and determine the extent to which review is required by other specialists.

3.
Assign work to specialists as needed.  Such assignments should specify the type of special review required and a “budget” for the number of hours the special review is expected to take.
4.
Monitor progress on reviews and inspections, ensuring that they are completed in a timely and efficient manner, and communicating progress to the applicant.

5.
Serve as a single point of contact for the applicant.  The applicant will address all questions about the progress of the application, required changes, billings etc. to the project manager.

6.
Attempt to resolve disputes between the applicant and DDES over substantive and billing issues.  If issues cannot be resolved by the project manager (e.g. interdepartmental disagreements) they will be handled by management.

Achieving DDES goals
This change by itself will not have substantial impact on agency financial goals.  It will improve the understandability of the system by having more individuals trained to explain it to customers and other audiences.

Achieving industry goals

Having a single point of contact and accountability will improve the predictability, transparency and fairness of the fee structure, and will greatly improve access to explanations of fees.

Management implications for DDES

This structure creates a new set of “horizontal” relationships across existing departments, since specialists will be responding to requests for specialist review from project managers.  At a minimum this will require shifts in organizational culture as specialists must obtain work from and respond to the project manager, as well as their own supervisors.  As DDES gains experience with the new procedures, it may find that major changes in management structure are warranted.  This new level of responsibility will require additional training of existing DDES staff

Recommendation 2
Project-specific fee estimation at intake

Description

As part of the intake process for permits, applicants will be given an estimation of fees, based on the specific scope and complexity of the application, the apparent quality of the submitted work, and the known conditions of the site.  The applicant will be notified by the project manager if actual fees are expected to exceed the estimate by a certain percent.  The applicant will be provided with an explanation of the need to exceed the estimate.

Achieving DDES goals

This change should have little impact on DDES, except to the extent that estimates are inaccurate.  It will improve understandability since the applicant will have a detailed explanation of fees up front.

Achieving industry goals

If accurate estimating systems are developed this will have a substantial positive impact on predictability, transparency and sense of fairness.
Management implications for DDES

In developing systems for estimating, DDES will need to isolate the variables that tend to drive fees and analyze historic patterns.  Staff performing the estimates (perhaps the project manager/leader planner) will need training.

Recommendation 3

Use of flat fees and base-plus-hourly fee
For certain functions that tend to have similar billings for similar projects, billings will move to a flat fee basis.  These fees may be set at several levels, depending on the size of the project.  For functions that, for valid reasons, have a strong possibility of exceeding the hours allocated under the flat fee, additional hourly fees may be charged.
The basic flat fee will be set at a level such that total fees collected on the great majority of applications cover the total costs of processing those applications.  Within the group of applications that pay only flat fees, some will take less time and earn excess revenue, and others will take more time and lose money.  To ensure fairness, the possibility of earning money on some applications must be balanced by the possibility of losing money on others.

For example, if a certain type of review normally takes between four and six hours, the flat fee would be equivalent to five hours.  Hourly fees would be billed only after seven hours had been charged against the application.  In effect, in this example, DDES has to provide two free hours of service for exceeding the targeted flat fee.  This creates an incentive for DDES to be efficient and complete the review within the amount of time allocated to the flat fee and a disincentive to exceed the flat fee.

If it appears that the hours required to process a permit will exceed the maximum that could be charged under the flat fee, the project manager will determine if hourly fees can be charged.  In making this determination the project manager will use strict criteria that focus on exceptional or unforeseen circumstances.  The criteria and reasons for hourly fees will be discussed in advance with the applicant.
Achieving DDES goals

DDES should have sufficient historical data to set fees for a function at levels that are reasonable and recover the costs of all applications processes under that function.  Excess revenue earned on applications that take less time than allotted under the flat fee will cover the costs of the “gap” between the flat fee and the imposition of hourly fees.  Flat fees will enhance DDES’s goal of having the fee structure easily understood.
Achieving industry goals

Flat fees will greatly enhance predictability.  Imposition of hourly fees in special circumstances, as well as the use of strict criteria for imposing hourly fees will contribute to the perception of fairness and transparency.
Management implications for DDES

DDES managers will need to carefully monitor the time charged against flat-fee applications to ensure fees cover cost of production.  Project managers and staff will need training in the application of criteria for charging hourly fees.
Recommendation 4

Maintain reserve funds to increase flexibility.

Description

DDES should build a set of reserve funds which cannot be diverted by either DDES or the County Council for other purposes.  These reserves should cover the contingencies of staff and workload fluctuations, technology improvements, and a reserve for fee waivers and other unanticipated losses (i.e., claims and litigation).  These reserves should be funded by the increase in fees which is currently being requested by DDES.  When the reserves have been fully funded, however, fee increases (now proposed at 5 percent annually) should be reduced so the reserves do not continue to grow endlessly.

One fund, targeted at a set percentage of expected billings, will provide increased flexibility in operations.  This “internal” reserve fund will allow for greater fee waivers and unexpected shifts in permit types and the mix of permits.  This fund will be built from excess fee revenues.  Fees and budgets will be adjusted to ensure accumulation and maintenance of the reserve at a reasonable level.  Fees should be adjusted downward to prevent this fund from becoming excessively large.
An “external” fund will cover errors and judgments against DDES, as well as significant fee waivers.  This reserve should come from the County Current Expense fund because these costs do not contribute value to permits or permit applicants.  This would be consistent with the County’s practice of being self-insured against other judgments.

Reserve funds should be used to pay the cost of addressing appeals of DDES decisions.  Ideally these costs would be paid from the external fund, but in the near term, they should be paid from the internal reserve fund.
Achieving DDES goals

Reserve funds will help ensure that the department’s budget is balanced, while allowing greater flexibility in dealing with applicant concerns.

Achieving industry goals

The greater flexibility provided by reserve funds will relieve internal billing pressure and will enhance the ability of the department to grant fee waivers and respond to appeals.  Since the internal reserve will be funded through fees, the industry will have to understand that they are buying a sort of insurance against the possibility they will need to file fee waiver requests or be subject to appeals.  This system also eliminates the current unfairness caused by the fact that permit applicants are billed for the time spent by DDES responding to frivolous appeals by project opponents.  These costs are included in general overhead and the hourly rate.

Management implications for DDES

The department will need to determine the level of both types of reserves.  The department will also need to determine the difference between a minor fee that will be “eaten” through the internal reserve, and major fee waivers that will be paid through the external reserve fund.  An analogy might be to the use of homeowners insurance to cover losses: the internal reserve is comparable to losses below the deductible and for which no claim is filed, and the external reserve is comparable to a larger loss for which a claim is filed.

Recommendation 5

Lists of consultants subject to less stringent review.

Description

DDES will institute a process to build a list of consultants and in-house technical staff who have demonstrated consistent high quality work (complete submittals with few errors), and therefore, need less scrutiny of their work.  Applications submitted by these consultants and staff will be subject to a standard of review that is less comprehensive and focuses mostly on key areas where problems tend to arise.  DDES will develop and maintain criteria for the consultant/staff list in conjunction with the professional associations representing various disciplines.

Achieving DDES goals

To the extent that listed consultants require less work by non-billable specialists (under recommendation #2) this will lower overhead costs for the department.  It will reduce cross-subsidies, since work that needs less scrutiny will generate lower fees.

Achieving industry goals

Applicants using listed consultants and staff should see improved predictability since department staff will be familiar with their work and know how to evaluate it efficiently.  Fairness will be improved since those who take the trouble to hire good consultants and staff will not be paying the same fees as those who submit poor quality applications.

Management implications for DDES

New systems will be needed to develop criteria for listing consultants and in-house staff and to monitor their performance over time.  If this new option results in a substantial shift by applicants to listed consultants, overall fee revenue will decline, and may ultimately result in the need for fewer DDES staff.  The department will need to determine what should be included in the alternate standards of review, and what can be presumed correct or only subject to field inspection.  All staff will need training in the alternate standards of review.

Recommendation 6

Report after one year

Description

After the new permit fee structure is in place for one year, DDES will report back on its performance.  The report will include, but not be limited to: (a) the accuracy of initial fee estimates; (b) efficiencies gained in processing various permit types; (c) the degree to which flat fees are covering the cost of production; (d) trends in fee waiver requests; (e) status of reserve funds.

Achieving DDES goals

The report will help DDES highlight problem areas and justify adjustments to the fee structure and process.

Achieving industry goals

The report will identify the successes of the new system and areas where predictability and fairness can be improved.  It will allow future discussions about the fee structure to be based on a wide array of performance data rather than anecdotal evidence.
Management implications for DDES

DDES will likely already be gathering and analyzing the data needed for this report.  The challenge will be to select, analyze and present appropriate data for a broad audience.
Summary

The Department of Development and Environmental Services is a fiat monopoly: builders in unincorporated King County have no choice but to use its services to get their projects approved.  In government-imposed monopolies it is a challenge to foster a culture that favors the interests of the consumer and addresses the concerns of the non-paying consumers – the public, public officials and other agencies.  Therefore, appropriate incentives along with strong internal controls and oversight are needed.  These have been weak at DDES. 

The approach advocated by the committee institutes three kinds of controls not now in place.  First, it invests responsibility for customer service with specific individuals.  Second, it makes more resources subject to allocation by management, and not self-financing.  Third, it requires greater interaction with applicants about estimates and fees.

The committee believes that these changes, along with the other recommendations, will make the fee structure more fair and will result in fewer appeals and complaints while, at the same time, allowing the department to remain self-supporting.  The changes will present some management challenges, but the accumulation of data over the past few years should make the transition workable.
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