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SUBJECT:  
Proposed Ordinance 2011-0177 would amend King County Code, Title 4 – Revenue and Financial Regulation – to change capital budgeting, implementation and reporting requirements.

SUMMARY:
The proposed legislation seeks to revise Title 4 capital budgeting, implementation and reporting requirements.  To review the proposal, staff will prepare and present a series of briefings covering major categories.  Today is the first in the series of briefings to seek Committee member input and direction.  This briefing will provide an overview of Title 4 and focus on flexible budgeting, quarterly reporting, and the breadth of review for Title 4.

BACKGROUND:
The King County Code (KCC) is the term applied to the collection and compilation of ordinances adopted by the King County Council that are of a general and permanent nature.  KCC is comprised of thirty titles.  Title 4 of the Code relates to Revenue and Financial Regulation.  A comprehensive list of its chapters is shown in Attachment 3.  As identified by the Clerk of the Council, Title 4 includes six major subject areas:  (1) budgeting and reporting, (2) procurement, (3) property, (4) claims, (5) taxes, and (6) fees.  The proposed legislation focuses most directly upon KCC Chapter 4.04, which contains the budget and reporting system and proposes many technical and substantive changes related to capital budgeting.  

Title 4 has not been comprehensively reviewed since the Council began codification in-house in the late 1980's – almost thirty years ago.  The last reviews were attempted in 1999 and 2005, but the efforts did not reach conclusion and the title was not comprehensively revised.  Title 4 may not reflect all current practices and does not always have a workable, logical, or consistent flow.  There is a distinct need to provide a more understandable framework for Title 4.  

Further, the county will be converting to a new financial and budgeting system through the implementation of the Accountable Business Transformation (ABT) in 2012.  This change requires the county to modify business practices, processes, and staffing models.  Consequently, a comprehensive review of Title 4 will need to reflect ABT budgeting and policy changes.  

The Executive has transmitted Proposed Ordinance 2011-0177 to propose changes to the Capital Improvement Program (CIP) budgeting and reporting requirements in Title 4.  A Council staff team is seeking direction regarding a broader, more comprehensive review of the title which will be discussed later in this report.  

Today's briefing is the first in a series and will focus on flexible budgeting and quarterly reporting, and will also ask for direction from councilmembers regarding the breadth of review for Title 4.

ANALYSIS:

Flexible Budgeting

Flexible Budgeting provisions were initially implemented in the KCC to provide a mechanism for mid-year responses to unforeseen circumstances (such as weather related or permitting delays) while retaining a council notification and review process.  KCC includes flexible budgeting provisions for five separate capital programs, including the Major Maintenance Reserve Fund (MMRF), Roads, Solid Waste (SW), Wastewater Treatment Division (WTD) and Surface Water Management (SWM).  The first fund subject to flexible budgeting was the Roads Fund which was instituted in 1998.  The last was the Solid Waste Fund in 2003.  The table below shows the fund, Code provision, and date of adoption:

	Fund
	Code Provision
	Date Adopted

	Roads
	   4.04.270
	1998

	Wastewater Treatment
	   4.04.280
	2001

	Surface Water Management
	   4.04.275/.300
	2002

	MMRF
	   4.04.265/.266
	2003

	Solid Waste
	   4.04.273
	2003



The flexible budgeting process functions similarly for the five funds.  This process is summarized below: 
· Appropriations are approved at the project level during the annual budget process;
· If a project budget is insufficient during the year or the project is delayed or timing requires a change more quickly than could be accomplished via a supplemental appropriation, the Executive notifies the Council, in writing, by describing the change he wishes to make to the CIP budget; 
· The Chair of the Budget and Fiscal Management Committee – or in the case of Roads projects, the Chair of the Transportation Committee – receives the notification and has 30 days to object to any/all of the proposed changes; 
· All Councilmembers receive copies of the written notification.  Members have 14 days to notify the committee chair of any objections to the proposed changes.  
· If the chair of the committee notifies the Executive of any objections, the budget adjustment is not approved.  If the chair notifies the Executive that there are no objections or does not respond to the Executive’s letter, the budget adjustments (also called revisions) are approved on the 31st day following the notification.  

The methodology described above is a rough outline of the process used for all five funds with flexible budgeting.  The KCC refers to different names for the exceptions notification which is required to be submitted by the Executive to the Council.  Other variations include slightly different due dates and various methods of dealing with contingency appropriations.  A section by section comparison of the KCC sections is included in this briefing as Attachment 4.  

Below are two examples of flexible budgeting requests – one allowable and another not:  

1. Example 1 – Transfer of funds within the same appropriation year:  Project A is scheduled to start in Year 1 of the six year CIP and is budgeted $100 in year one.  The project is delayed, but Project B – originally scheduled to start in year 2 – is ready to proceed.  Under flexible budgeting, the Executive could propose to transfer the $100 budgeted for Project A to Project B.  allowable under flexible budgeting 
2. Example 2 – Transfer of unspent funds:  Project C started prior to Year 1 and is being completed in Year 1.  There will be $100 of unspent funding from a combination of prior years funding, plus the current year funding.  The Executive might propose to transfer this unspent funding to Project D, so Project D can start early.  This is not permitted under the KCC.  When projects are completed, any unspent appropriations must be submitted to the Council for re-appropriation by ordinance.  not allowable under flexible budgeting

In 2007, The Council convened a Financial Policies Advisory Task Force.  This group made recommendations regarding county financial policies and included recommendations for flexible budgeting.  (Excerpts from the report regarding flexible budgeting are included as Attachment 5.)  In summary, the group noted that flexible budgeting allowed the Executive some discretion in the scheduling and implementation of approved projects and helped to generate efficiencies.  They suggested that the Council might wish to expand this practice to all CIP budget areas.  They also noted that the oversight issues related to timing and out-year projects should be resolved and the KCC streamlined to eliminate redundancies.  

Task force recommendations were as follows:
1. Amend Code to Eliminate Redundancies related to Flexible Budgeting
2. Review Policy Issues Related to Flexible Budgeting
3. Explore Expansion of Flexible Budgeting

Eliminate Redundancies and Oversight Policies
Proposed Ordinance 2011-0177 would delete flexible budgeting provisions for the five separate capital funds – MMRF, Roads, SW, WTD and SWM – and would also remove CIP exceptions notification.  Currently, exception notifications are required to notify identified committee chairs when moneys in excess of ten to fifteen percent of the fund CIP project costs are to be transferred from an emergent need contingency project.  

A review of previous exceptions notifications highlights that almost all have been approved by the Council.  The current flexible budgeting methodology has worked well for fund managers and for Council notification.  

It should be noted that budgeted projects may include appropriation authority, but may not necessarily have actual revenue support in the current year.  For instance, an appropriation for a multi-year project may be included in the budget with the anticipation of a grant to provide actual revenues for the project or reliance on future year’s revenues.  Completing projects budgeted in prior years may be relying on revenue for the current year.  Flexible budgeting review should ensure that actual revenues support an appropriation prior to approving proposed changes from one project to another.

The Task Force noted that the Council has a short 30-day window to review the requested change and to respond to the Executive request to move appropriations from one project to another.  Further, the Task Force noted that if the project is an out-year project in the CIP, it may not have received the same level of scrutiny that current year projects received during the annual Council budget review process.  The Council may wish to clarify another process to more fully review out year requests, particularly within the 30 day window.  Proposed Ordinance 2011-0177 would do so by expanding flexible budgeting to all funds through a current year fund contingency budget, discussed below.

Expansion of Flexible Budgeting
Proposed Ordinance 2011-0177 would allow for a fund contingency project in each capital fund other than for a mandatory phased appropriation project[footnoteRef:1].  Current flexible budgeting KCC chapters allow for emergent need contingencies.  The proposal would expand the "flexibility" of a fund contingency beyond the five previously identified funds by allowing contingency use in all county funds.  However, the proposed definition states that such a contingency "may be included in each capital fund."  Consequently, although a fund contingency is allowed, it may not be used in all funds.   [1:  Mandatory Phased Appropriation projects is the term substituted in the proposed ordinance for what has previously been referred to as high risk capital projects.  These are projects over $10 million that are scored for monitoring and oversight by the Council.] 


As shown in Attachment 4, Comparison of Flexible Budgeting, each of the previous funds allowed for contingency projects:
· MMRF – emergent need contingency = no more than $500,000 or 5% of fund budget
· Roads – grant contingency amount is not specified, but must be disappropriated at year end
· Solid Waste – contingency projects would be allocated in the landfill reserve fund and construction fund, not to exceed $10 million or 7.5% of the CIP budget
· SWM – allocated in the current year, not to exceed $1 million or 10% of CIP budget
· WTD – allocated in the current year, not to exceed $10 million or 7.5% of CIP budget 

Fund contingency projects, if approved, would allow the transfer of contingency appropriations to projects within the fund to address unanticipated needs such as variations in project costs and schedules, allowing the agencies to retain some flexibility in managing the fund projects.  Similar to previous flexible budgeting policies, transfers in excess of fifteen percent would require written approval by the Chair of the Budget and Fiscal Management Committee.  As proposed, the fund contingency appropriations would be allocated in the current year fund budget.  The proposed ordinance is silent on determining the level of annual fund contingency and on control for accumulation of contingency amounts.  

The proposed shift in appropriation authority is different than the technical balancing exercise that occurs during the annual CIP Reconciliation – proposed to be called CIP Revenue Verification – to accomplish the necessary carryover of capital project appropriations.  However, this reconciliation does show a record of flexible budgeting revisions that occur over the course of the year.  As noted in the quarterly reporting section, flexible budgeting revisions may be an appropriate candidate for quarterly reporting.

Additionally, the King County Charter in 470.10 states specifically that "appropriation ordinances shall include contingency funds which shall not be expended unless the county executive certifies in writing that sufficient funds are available and the county council adopts an additional appropriation ordinance after being requested to do so by the county executive".  Analysis will continue as staff works with legal counsel regarding consistency between the Charter and the proposed Code changes.  

Issues
1. Is a fifteen percent project increase a reasonable threshold for Council notification?  The Council would not have the opportunity to discuss contingency usage unless the changes exceeded fifteen percent, similar to the current policy.
2. Should projects other than mandatory phased appropriations be excluded?  The project flexibility provided by a contingency is intended to address delays or other emerging scope changes.  However, the Council may wish to ensure that large capital projects that may already include 15% to 20% contingencies for unanticipated needs are not subject to the fund contingency proposal.  A monetary threshold could be added to projects that are not mandatory phased appropriations which are already excluded.  The Council could also decide that individual project contingencies not be included in project costs and that unanticipated needs would be addressed only through the fund contingency.  
3. Would fund contingencies limit Council discretion?  Although a fund level contingency would provide fund managers flexibility when managing projects, it would also limit Council ability to approve new projects.  If appropriated contingency funds are not needed during the course of the year, funds would remain dedicated to the contingency and would not be available for new projects that could be proposed.  
4. How would cumulative contingencies be managed?  The proposed fund contingencies would be approved as projects within the six-year CIP and are proposed to be allocated in the current year.  The Council may wish to determine how to control the possible growth of the contingency amounts over time so that cumulative dollars are managed.

Does the Committee wish to direct staff to further examine fund contingencies and exceptions as an option to flexible budgeting?

Quarterly Reporting

Title 4 requires a number of quarterly reports.  In addition to the management and budget report commonly referred to as the "quarterly report", Title 4 also asks for quarterly reports regarding allotment plans, high risk projects, executive finance committee, risk management closed claims, sales tax revenues, and transparency section details.  They are listed below by location in KCC:

4.04.020	allotment plan in quarterly increments
4.04.040	budget and quarterly reports presented at the section level
4.04.050	reserving in all appropriations excess allotments added quarterly to reserve accounts
4.04.060	quarterly management and budget report
4.04.245	quarterly reports during the construction phase of a high-risk project, as well as updates to the high risk project register
4.10.080	quarterly reports from the executive finance committee 
4.12.030	quarterly claims reports from the risk manager
4.33.010	quarterly reports for MIDD sales tax supported programs

This discussion will focus upon the quarterly management and budget report that is defined in KCC 4.04.020 and is to report regarding major operating and capital funds.  The first quarter report is included as Attachment 6.  The proposed ordinance deletes the definition in 4.04.020 (budgeting system definitions) and moves the language to 4.04.060 (reporting system – types of reports).  The proposed ordinance does not change the language.  KCC states that the management and budget report is to include the following:

	1.  Revisions to adopted financial plans.  Revised financial plans are currently included in the report.  
	2.  Significant deviations in agency workload from approved levels.  Significant deviations are not discussed specifically in the report; however, the supplemental register reflects changes in appropriation requests that can be closely linked to workload levels.  Any major changes in workload would most likely be highlighted in the opening letter.
	3.  Potential future supplemental appropriations.  Anticipated requests are included in the supplemental register.  
	4.  Variances in revenue estimates. (Revenues are shown in detail for the General Fund.  Other financial plans are included, but it is currently unclear whether the plans are included to report financial plan revisions – as required in #1, to show revenue variances, or both.  This is because some plans that are included in the 2011 estimated column show revenue revisions and some do not.)
	5.  Filled and vacant positions for FTE, TLT and Temp positions.  Currently, vacancy reports are not provided in the quarterly report; however, vacancy reports are prepared monthly and are provided separately to the Clerk on a monthly basis.  
	6.  Budget allotment plan.  This information is required under K.C.C. 4.04.060.  Allotment plans are not now required by King County Charter[footnoteRef:2] and although they are included in the quarterly report; they are not used regularly by staff and could be eliminated in KCC.  However, footnotes to the allotment table explain underexpenditures due to vacancies, lower than expected expenditure rates, salary savings, etc. [2:  Section 475 was repealed by a vote of the people in November 2009] 

	7.  Progress towards transitioning potential annexation areas to cities.  (Annexation transitions are not currently included in the report.)

As noted in the list above, the report does not necessarily reflect the KCC requirements.  Some reporting is no longer considered necessary, such as the allotment reports.  Others required items are not included because more thorough reporting occurs, such as the monthly vacancy reports.  

The quarterly report also includes a Budget Detail Plan Transparency Above Excess 15% Report as required by KCC 4.04.062.  The report also details the use of the Miscellaneous Grants Fund and Public Health Fund contingency appropriations.  Further, the report also lists Pending Legislation.  Although this may be required elsewhere in the KCC, it is not included in the required items listed in KCC.  

Issue
1. What items should be monitored in the management and budget quarterly report to track the fiscal changes?  Reporting should include information that is useful in monitoring and analyzing the implementation of the annual budget.  This information should be weighed against the difficulty of preparation.  For instance, monthly vacancy reports are usually used for analysis during the budget cycle or if specific requests arise.  The information is difficult to accumulate and prepare and is not always useful in answering specific questions.  The online ARMS/IBIS systems are able to show whether positions are being funded.  The new ABT system will provide the same information.  This is an example of a report that may not be useful.  The Committee may wish to consider whether vacancy information and annexation details should be included in the quarterly report.

Another example of valuable reporting in the management and budget report may be the inclusion of fund contingency use, if approved by the Council.  This would allow the reporting of flexible budget revisions that do not rise to the 15% level for reports to the BFM Chair.

Additional identified issues that could require further "clean-up" would be to eliminate any references to the allotment report that was changed in the King County Charter in November of 2009 to ensure that the KCC reflects the Charter.  (Charter Section 475 related to allotments was repealed by a vote of the people.)  

The Council may wish to direct staff to work with the Executive branch to determine needed requirements for quarterly reports.  

Broader Review of Title 4 

The Council staff team is seeking direction from the Committee regarding the breadth of approach needed to review Title 4.  The proposed ordinance addresses only the capital project components that reside in the Chapter.  

As noted in the background section, Title 4 has not been comprehensively reviewed in over thirty years ago.  Reviews were attempted in 1999 and 2005, but the efforts did not reach conclusion.  Title 4 may not reflect all current practices and does not always have a workable, logical, or consistent flow.  There is a distinct need to provide a more understandable structure for Title 4.  The question is whether the Council would prefer to address only the capital changes included in Proposed Ordinance 2011-0177 or to move forward with an approach to address a full review and re-writing of the Title.

As identified by the Clerk of the Council, Title 4 includes six major subject areas:  (1) budgeting and reporting, (2) procurement, (3) property, (4) claims, (5) taxes, and (6) fees.  Attachment 7 is the Clerk's identification of Title 4 Chapters by subject area and possibilities for reorganization of the materials.  

If Title 4 analysis is expanded, these subject areas could be analyzed and ordinances could be prepared by staff – working with the Clerk – to implement revisions.  Upon approval of these ordinances by the Council, "newer" versions of Title 4 would be moved to a new Title 4A or, if appropriate, elsewhere within the Code.  This process has been used to rewrite Title 19A, Land Segregation, and Title 21A, Planning and Zoning.  

Some items that currently reside in Title 4 may be better located elsewhere in the Code.  As an example, Title 2 deals with Administration.  Bidding procedures for financial services contracts, procurement procedures, and risk management are now located in Title 4 but might be better situated with other administrative direction in Title 2.

Issue
The Council staff team is proposing to work closely with the Clerk of the Council and the Code Reviser to complete a comprehensive review of Title 4 over the next 12-18 months.  

The staff team is seeking guidance from Committee members as to whether this broader approach should proceed over the next 12-18 months.  





NEXT STEPS:
The proposed legislation seeks to revise Title 4 capital budgeting, implementation and reporting requirements.  To review the proposal, staff will prepare a series of briefings to cover major categories.  The briefings are tentatively scheduled as follows:

· 6/21	Flexible Budgeting, Quarterly Reporting, Council direction
· 7/19	JAG and Mandatory Phased Appropriations
· 8/16	General CIP Review and Biennial Budgeting
· 9/7	ABT implementation (including strategic planning and performance measures)
· 9/20	Technical corrections, CIP Revenue Verification, County Workforce, or other emerging issues

INVITED:
· Anne Noris, Clerk of the Council
· Bruce Ritzen, Code Reviser
· Dwight Dively, Director, Office of Performance, Strategy and Budget (PSB)
· Sid Bender, CIP Budget Manager, PSB
· Mike Morrison, Capital Projects Analyst, PSB

ATTACHMENTS:
1. Proposed Ordinance 2011-0177
2. Executive Transmittal Letter, dated April 7, 2011
3. Title 4 Chapters
4. Comparison of Flexible Budgeting
5. Taskforce Recommendations
6. 2011 first quarter management and budget report
7. Title 4 major subject areas
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