MEMORANDUM ﬁ’i;%CAL

AGENCY

DATE: November 15, 2013 (Revision of October 30, 2012 Memo)

TO: Interested Parties

FROM: Paul Holland, Fiscal Analyst

RE: Revenues and Expenditures of Divisions within the Bureau of Construction Codes

This memo analyzes the trade and occupational regulatory programs administered by the Bureau of
Constructions Codes (BCC) within the Department of Licensing and Regulatory Affairs (LARA). The
analysis presented in this memo includes the examination and licensure of individuals occupied in the
construction trades as well as the inspection, certification, permitting, plan review, and approval of
structures, products, and projects concomitant to the construction trades. The BCC is organized into
the following divisions which are responsible for the administration of applicable regulation of specific
trades and occupations:

Boiler Division

Building Division (excl. MHP)
Manufactured Housing Program?
Electrical Division

Elevator Safety Division
Mechanical Division
Plan Review Division
Plumbing Division

The chart exhibited below illustrates the six-year average net income (or loss) for each BCC division.
On average, between FY 2007 and FY 2012, three divisions (Building (excl. MHP), Plan Review, and
Plumbing) expended more money to administer applicable regulations than was generated through
fees while the remaining divisions collected more revenue generated through fees than they
expended on administration. Detailed analysis of the revenues and expenditures of each division is
presented below after a brief explanation of how fee revenues are established, departmental
expenditures are allocated, and the cumulative balances within restricted funds under the BCC.
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1 The Manufactured Housing Program (MHP) is administered within the Building Division; however the revenue and
expenditures for the MHP are discretely accounted for, separate from the Building Division, and are so presented within this
analysis.
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When examining annual revenues and expenditures under BCC divisions, it should be noted that the
licenses for individual occupations are renewed in concurrence with various renewal periods as
stipulated by the enabling statutes. Some licenses are renewed annually while others are renewed
triennially.? For occupational licenses that are renewed triennially, fees are paid only in the year that
licenses are renewed, yet the expenditures associated with regulating triennially licensed professions
are disbursed annually. For such triennial licenses, the BCC would have to collect sufficient revenue
in the renewal year to administer licensure programs over the three-year renewal period in order for
the licensure program to maintain solvency.

The regulation of the construction industry under the BCC is supported by state restricted funds
collected under specific fee schedules established by state statute, administrative rule, or
departmental order and paid by individuals and entities licensed or otherwise regulated. Examination
and licensure fees under the Building, Electrical, Mechanical, Plan Review, and Plumbing Divisions
are established in statute by the Legislature while various fees for inspection, certification, permitting,
plan review, product approval, and miscellaneous services under these Divisions are proposed by the
BCC and approved by the Construction Code Commission. All regulatory fees under the Boiler and
Elevator Safety Divisions are established via rules promulgated by the BCC in consultation with the
Boards of Boiler Rules and Elevator Safety. The revenues generated by these fees are deposited
within the following funds which do not lapse into the General Fund at the close of the fiscal year:

e Construction Code Fund which supports the administration of the Building (excl. MHP), Electrical,
Mechanical, Plan Review, and Plumbing Divisions

¢ Mobile Home Code Fund which supports the administration of the Manufactured Housing Program
o Boiler Inspection Fund which supports the administration of the Boiler Division

o Elevator Safety Fund which supports the administration of the Elevator Safety Division

BCC Restricted Funds
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As evidenced by the chart above, the closing balances within Construction Code Fund predominately
reflect the renewal cycles of electricians, mechanics, and plumbers whose licenses were renewed in

2 Licenses renewed triennially include: contractor licenses under the Electrical and Mechanical Divisions, master and
contactor licenses under the Plumbing Division, all licenses under the Manufactured Housing Program, and the registration
of building officials, inspectors, and plan reviewers under the Building Division.
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FY 2007 and FY 2010 and generated significant net income. The closing FY 2010 balance has been
drawn down in FY 2011 and FY 2012 to support continued regulation of the construction industry and
will likely experience a significant influx of revenue in excess of expenditures when triennial licenses
are renewed again in FY 2013. Statutory examination and licensure fees under the Building,
Electrical, Mechanical, and Plumbing Divisions were increased by the Legislature in FY 2009. Again,
the BCC with approval from the Construction Code Commission is empowered to increase inspection,
certification, permitting, plan review, product approval fees without legislative action.

The Mobile Home Code Fund closing balances reflect the accumulation of net income between FY
2007 and FY 2012 with the exception of a net loss in FY 2011. Statutory fees deposited into the
Mobile Home Code Fund were increased by the Legislature in FY 2006. Mobile Home Code Fund
closing balances do not exhibited significant volatility due to triennial licenses because of the
substantial proportion of revenue generated by annual title fees. Closing balances within the Boiler
Inspection Fund reflect accumulating net income since FY 2009, subsequent to a FY 2007 increase of
regulatory fees by the BCC in consultation with the Boiler Rules Board in response to a substantial net
loss to the Boiler Inspection Fund during that year, which reduced the FY 2008 net loss. Similarly,
closing balances within the Elevator Safety Fund reflect accumulating net income since regulatory
fees were increased by the BCC in consultation with the Elevator Safety Board during FY 2008,
subsequent to a net loss to the Elevator Safety Fund in FY 2007.

For accounting purposes, the expenditures disbursed under the BCC to regulate the construction
industry can be classified under the following categories:

e Salaries and wages e Contractual services

e Longevity and insurance e Supplies and materials

e Retirement and FICA e Equipment

e Terminal leave ¢ Legal expenses

e Out-of-state travel ¢ Information technology

e In-state travel and moving expenses e Miscellaneous

e Communications e Indirect LARA administrative service costs
o Utilities and DTMB IT service and project costs

LARA administrative service costs for the BCC (e.g. to support the Offices of Department Director,
Finance and Administrative Services Team, Policy and Legislative Affairs, Communications, etc.) are
allocated through the utilization of random moment sampling method; data is collected during
randomly selected periods on the amount of time expended on matters pertaining to the BCC, costs
are then allocated to the BCC in proportion to the amount of time expended on the BCC. Charges to
maintain and support information technology (IT) services and projects for the BCC by the
Department of Technology, Management, and Budget (DTMB) are billed to LARA comprehensively
and allocated according to various methodologies depending on the type of service provided. Within
the BCC, LARA allocates administrative service costs according to the number of FTEs and IT costs
according to the number of personal computers within each BCC division.

In the remainder of this memo, a brief statistical summary of the BCC overall and of each division
within the BCC is presented as an analysis of the revenue generated from regulatory products,
expenditures disbursed for implementation of regulation, and resulting net income (or loss) of the BCC
overall and each division within the BCC between FY 2007 to FY 2012.3

3 It should be remembered that the six year period analyzed in this memo may not be strictly applicable to a longer-term
outlook as macroeconomic conditions of the recent past have engendered particular challenges (e.g. the real estate bubble
and resulting “Great Recession”), especially within the construction industry, which affect both the number of individuals and
entities regulated under the BCC and the costs for the BCC to administer regulations.
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