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STAFF REPORT
SUBJECT:  
An ORDINANCE making a $3,143,299 supplemental appropriation to the Printing and Graphic Arts Services Fund.
SUMMARY:
The 2007 Adopted Budget appropriated six months’ funding to the Printing and Graphic Arts Services Fund (PGAF) in order to maintain the status quo operation while a final recommendation regarding in-house printing and graphics for King County was developed and implemented.  A proviso was included to require that the Executive’s recommendation and a transition plan be transmitted to Council by March 31, 2007 to ensure sufficient time for any required notifications if the operation were to be closed as of June 30, 2007.  The Executive requested an extension and now plans to transmit the recommendation and transition plan by August 31, 2007.  In the meantime, the expenditure authority for PGAF ends as of June 30th.  This proposed ordinance would provide funding and expenditure authority through the end of 2007.
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 currently 14 full-time career service staff (FTEs) and three term limited temporary (TLT) positions.  Of these 17 employees, 14 are represented by unions.
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 fund balance was $357,188; at the end of 2005, it was $531,521; and at the end of 2006, it was $1,343,396.  As adopted, the 2007 year end fund balance was projected to be ($1,059,225).  As proposed in the request, assuming a full 12 months’ operation in 2007 and closing-out the operation at year-end, the negative fund balance would be $3.9 million.
Table 1 – Year End Fund Balances

	Printing & Graphic Arts Fund
	2004        Actual
	2005         Actual
	2006        Actual
	2007 Projected1   (as adopted)
	2007 Projected2   (worse case)

	Year-End Fund Balance
	($357,188)
	($531,521)
	($1,343,396)
	($1,059,225)
	($3,934,703)

	
	
	
	
	
	

	1 Assumed six-months' operation and 2006 year-end fund balance of $1.15 million

	2 Assumes full-year operation and close-out at end of year.
	


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.  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 EFC approved extensions to the interfund loan.

The Council, through 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.   The 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.  

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 State’s assessments.  

Briefly, the State’s findings were that copy rates are too high, services are not marketed, staff utilization is not managed efficiently, the process of moving career service employees through established pay ranges has resulted in higher labor costs, and customers report mixed results regarding the services provided.
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.

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.  In early November 2006, the State started a 90-day “due diligence” review to ascertain the feasibility of taking over the operation.  Upon completion of their review, the State declined to take it over.
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…”

The Executive requested an extension to the March 31st deadline – to August 31, 2007.  Once the proviso response is transmitted, it is to be directed to the Operating Budget, Fiscal Management and Mental Health Committee (OBFM/MH) for consideration.  And the Committee’s 2007 Work Plan includes continued monitoring of the financial operations of the PGA fund.

ANALYSIS:

During the 2007 budget process, the Executive proposed just six months’ appropriation for the PGA operation.  Council noted that it might be too optimistic given the number of issues that had to be worked out, but approved the budget as proposed with the proviso requiring the transition plan.  Table 2 below lays out the assumptions at the time of adoption.
Table 2 – 2007 Budget Assumptions
	Printing & Graphic Arts
	2005 Actual
	2006 Estimated
	2007 Proposed

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

	Revenues
	3,441,584
	3,727,442
	1,828,133

	Expenditures
	(3,629,358)
	(4,346,871)
	(1,736,409)

	Ending Fund Balance
	($531,521)
	($1,150,950)
	($1,059,225)


We now know the 2006 actuals and have a better sense of the 2007 projected revenues and expenditures. While the 2007 projections are based only on the first quarter actuals – there is the possibility that the move to the new County office building and use of the new logo could have a significant impact on operations, affecting both revenues and expenditures later in the year.  Table 3 on the next page provides assumptions associated with the request, indicating that with a full-year operation, the negative fund balance will grow by another $2.87 million over the original projection (from $1.06 million to $3.9 million).  This is due to an additional six months of operation (accounting for $938,946 not covered by revenues), plus close-out costs of $769,343 (e.g., vacation, sick leave, retirement, unemployment, and lease payments) and a potential tax audit payout of $289,743.

Table 3 – Current PGAF Projections

	Printing & Graphic Arts
	2006 Actual
	2007 Estimated   (6 months)
	2007 Estimated (12 months)

	Beginning Fund Balance
	($531,521)
	($1,343,396)
	($1,343,396)

	Revenues
	3,481,673
	1,176,993
	2,291,401

	Expenditures*
	(4,293,548)
	(3,350,135)
	(4,882,708)

	Ending Fund Balance
	($1,343,396)
	($3,516,538)
	($3,934,703)

	
	
	
	

	* the 6 month figure assumes $865,002, $289,743 and $523,781 in close-out, tax audit and 

	  deferred payouts;  the 12 month payout assumes $769,343, $289,743 and $523,781.


Executive staff has provided a month-by-month close-out calculation of employee payouts and the Graybar Building lease costs.  Using those figures and the current operation and revenue estimates, we can get a fairly accurate idea of the ending fund balance if the operations were to cease between now and the end-of-the-year.  Those costs are shown in Table 4 below.  It should be noted, though, that 14 of the17 FTE Print Shop employees are bargaining unit members.  Nine are represented by the Graphic Communications International Union, Local 767-M and five are represented by the International Federal of Professional and Technical Engineers Local 17 – Graphic Design.  The Local 767-M collective bargaining agreement (CBA) requires two weeks’ written notification of a reduction-in-force while the Local 17 CBA requires 90 days’ written notification.  With those parameters, if in August the Executive transmits a recommendation to shut down and it’s adopted by Council in September, the Print Shop would be operational – at least in part - the entire year.
Table 4 – Estimates of June-December Close-Out Costs

	If operations cease at the end of:
	 
	 
	 
	 
	 
	 

	 
	June
	July
	August
	September
	October
	November
	December

	07 Beginning Fund Balance
	($1,343,396)
	($1,343,396)
	($1,343,396)
	($1,343,396)
	($1,343,396)
	($1,343,396)
	($1,343,396)

	 
	
	
	
	
	
	
	 

	Revenues
	1,176,993
	1,362,728
	1,548,463
	1,734,198
	1,919,933
	2,105,668
	2,291,401

	 
	
	
	
	
	
	
	 

	Expenditures
	
	
	
	
	
	
	 

	  Operations
	(1,671,609)
	(1,942,981)
	(2,214,353)
	(2,485,725)
	(2,757,097)
	(3,028,469)
	(3,823,622)

	  Deferred Items*
	(523,781)
	(523,781)
	(523,781)
	(523,781)
	(523,781)
	(523,781)
	 

	  Tax Audit
	(289,743)
	(289,743)
	(289,743)
	(289,743)
	(289,743)
	(289,743)
	(289,743)

	  Close-Out
	(865,002)
	(849,059)
	(833,116)
	(817,172)
	(801,229)
	(785,286)
	(769,343)

	sub total
	(3,350,135)
	(3,605,564)
	(3,860,993)
	(4,116,421)
	(4,371,850)
	(4,627,279)
	(4,882,708)

	 
	
	
	
	
	
	
	 

	07 Ending Fund Balance
	($3,516,538)
	($3,586,232)
	($3,655,926)
	($3,725,619)
	($3,795,313)
	($3,865,007)
	($3,934,703)


* Deferred items are ITS administrative and Property Services charges.
Options
· The requested amount in the supplemental appropriation is $3,146,299.  It was determined by calculating the difference between the 2007 appropriation ($1,736,409) and the full 12 months’ operation, including all payouts ($4,882,708).   It should be noted that, depending upon the recommendation of the Executive regarding the future of the Print Shop and Council’s ultimate decision, the outstanding amount (currently estimated at $788,404) may have to be addressed this year as well.
· Council may wish to consider only appropriating a portion of the requested amount while awaiting the Executive’s recommendation, which is scheduled to be transmitted by August 31st.  Assuming it is, the following are the additional funding totals needed, based upon current estimates, to allow the Print Shop to operate through the end of the noted month – excluding payouts or deferred items: 
	September
	$749,316

	October
	$1,020,688

	November
	$1,292,060


· Council may wish to consider appropriating only the funding needed for operations through December 31st and deferring any payout items until the Executive has transmitted his recommendation and transition plan.  That amount would be $2,087,213.

· Council could chose not to provide any additional funding at this time.  This could be interpreted as awaiting the Executive’s recommendation and making a determination of the appropriate additional appropriation based on better data.  It could also be interpreted as a decision to shut down the operation prior to an Executive recommendation.  By not appropriating anything at this time, it could mean a potential audit finding since there would be expenditures beyond the current appropriation (e.g., the deferred overhead charges, close-out and tax audit payouts) – however, if the overexpenditure were rectified before year-end, a finding would be unlikely.   It is unclear at this time if this option could lead to any potential litigation.
AMENDMENTS:
At the Chair’s direction, a striking amendment has been prepared to change the proviso due date as requested by the Executive (from March 31, 2007 to August 31, 2007).  Additionally, the funding amount has been left blank to allow committee members to consider the various options.
REASONABLENESS:
An additional appropriation will be needed for the PGAF before the end of 2007 based upon expenditures to date and known outstanding obligations.  Any of the first three options listed would be reasonable business and policy decisions by the Council.  The fourth, with its possibility of an audit finding and litigation, would not appear to be a prudent decision.
INVITED:
Bob Cowan, Director, Office of Management and Budget (OMB)

David Martinez, Director, Office of Information Resources Management (OIRM)

Dana Spencer, OIRM Business Development and Finance Manager

Tutti Compton, Manager, Print Services (OIRM)

ATTACHMENTS
1. Proposed Ordinance 2007-0349

2. Striking Amendment S1

3. Title Amendment T1

4. Fiscal Note

5. Transmittal letter dated June 6, 2007

6. Proviso-related letter date May 15, 2007
� Prior to Ordinance 15559, adopted in July 2006, management and operation of the Print Shop resided in the Department of Executive Services.


� In January 2006, the loan amount was increased to $862,000; in October 2006, it was increased to $1,075,000 and in January 2007, it was increased to $1,730,214.


� This is related to a potential tax obligation due to the State for 2003-2005 work associated with the graphics operation.  The State Auditor concluded that the County was obligated to pay State sales tax on graphics work.  This finding was appealed on June 19, 2007 and a decision is anticipated in 30 to 60 days.  The estimated amount does not include any potential penalties should the appeal not be successful.
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