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STAFF REPORT
Subject:
This ordinance implements the annual reconciliation of multiple capital funds and projects that are in need of a carryover adjustment to provide budget authority in 2003.  The ordinance also reappropriates prior year operating funds that will serve as revenue sources to support continuing capital projects.
Summary:
Proposed Ordinance 2003-0271 reconciles various capital improvement projects (CIP) and funds through fiscal year 2002.  The annual CIP reconciliation ordinance proposes both reappropriations and disappropriations for the following reasons:

· To cancel and reappropriate CIP project budget authority that has lapsed due to three years of inactivity, as mandated by King County Charter Section 480.

· To match CIP project actual expenditures and revenues for all continuing CIPs and to adjust budget authority accordingly.  This can mean canceling unspent budget authority for projects completed under budget or adding additional budget authority for those over budget, an example being the Solid Waste CIP Project No. 013331.

· To reinstate operating budget authority that lapsed at fiscal year end and that provided the revenue backing for continuing CIP projects.  Examples include a $150,000 transfer from the Current Expense Fund to two general government CIP projects and a $210,250 transfer of River Improvement funds to the Surface and Stormwater Construction Fund.  These are discussed further later in this staff report.

· To reprogram identified project savings for more immediate needs.
Attachment A (general government), Attachment B (roads), and Attachment C (wastewater treatment) to the legislation contains the proposed changes on a project by project basis.  
ANALYSIS:

The Office of Management and Budget has provided the background information for all CIP projects reviewed during the reconciliation process.  The CIP reconciliation is in effect the carryover for all on-going CIP projects.  Review of expenditure information for the CIP projects that were automatically carried over into 2003 has provided the council the opportunity to monitor executive implementation and completion rates for other components of the CIP.
The majority of project changes appear to be of an accounting, technical-budgeting nature; however, an in-depth look at the reconciliation has been on-going.  BFM staff have worked with policy committee staff to assess whether the proposed changes are truly technical in nature or require a policy level decision by the council.  This analysis has been augmented by additional council staff including Mike Alvine, Paul Carlson, Monica Clarke, Peggy Dorothy, Doug Hodson, David Layton, David Randall, Mike Reed, Megan Smith and Arthur Thornbury who have assisted with review of specific projects within their areas of expertise.  Council staff have been “scrubbing” all the CIP projects to determine if these carryovers are all needed.  
Staff have reviewed the reconciliation ordinance regarding:

1. how the proposed adjustments affect the capital funds financial plans either through creating additional fund balance or using additional fund balance; 

2. whether a project proposed for carryover into 2003 is appropriate;

3. whether a proposed project cancellation reflects previous council policy decisions, and

4. the accuracy of the proposed adjustments.

Review of CIP Fund Financial Plans

As part of the review of Proposed Ordinance 2003-0271, staff has reviewed the transmitted financial plans for the affected CIP funds.  It appears that for a number of funds sizeable additional fund balance will be generated from the reconciliation process.  Some of the larger balances are listed below.  All additional fund balances are shown in the proposed ordinance attachments.  

	FUND
	EST. AMOUNT OF ADDL’ FUND BALANCE

	Parks, Recreations and Open Space (Fund 3160)*
	$265,371*

	1% for Arts Projects (Fund 3201)

	$3,284,387

	SWM CIP Non-bond (Fund 3292)
	$495,469

	Airport Construction (Fund 3380)
	$143,306

	Parks Facilities Rehab (Fund 3490)*
	$39,208*

	Solid Waste Cap. Equipment Recovery (Fund 3810)
	$5,467,968

	HMC Construction 1977 (Fund 3870)
	$266,951


*There are multiple revenue sources that support these funds.  If projects are canceled, the resources that result accrue back to the originating funding source such as grants, REET or CX.
The proposed use of the additional net fund balance is not highlighted in the executive’s supporting materials.  The additional fund balance generated through the annual reconciliation process is available to be reprogrammed in 2003 and also affects the assumptions for proposed beginning fund balances in 2004 financial plans.
Operating transfers to the CIP:
Although CIP budget authority does not lapse at the end of the fiscal year, any corresponding revenue backing from operating funds does lapse at year end.  Therefore, the operating fund budget authority must be reestablished in order to support those CIPs that are continuing.  Staff has reviewed the basis for the proposed transfer from the CX Fund and the proposed transfer from the River Improvement Fund.

1.  Appropriation of $150,000 of CX transfers:  Staff have verified that the transfer of $150,000 from the CX Fund to two projects is consistent with the original CIP funding decisions adopted in past annual budgets.  Of the total, $100,000 is proposed to support a hazardous materials removal project (#395625) and $50,000 is proposed for a remodel contingency project (#395110).  
2.  Appropriation of $210,250 of River Improvement transfers.  Operating funds are proposed for transfer to the Surface and Stormwater Construction Fund to bring the CIP project into balance.  The out of balance condition was due to over-expenditure.  
Striking and Title Amendments:
Council staff review of the proposed reconciliation has identified projects that have been adjusted in the striking amendment and attachments.  The projects have been adjusted in order to disappropriate funds in CIP projects with little or no activity or with large unspent appropriation balances, thereby increasing the fund balance of the respective operating funds.  The fund balances can then be used to support 2004 projects that are ready to move forward.

The striking amendment also includes technical corrections and policy implementation to 2003 operating appropriations.  Those changes include:

1. Revised provisos that change the due dates for quarterly reports regarding expenditures associated with the State v. Ridgway and Green River Homicide Investigation
2. New provisos regarding contract implementation in Community Services and Cultural Development Authority
3. Reappropriation of one-time CX savings in Cultural Development Authority (with corresponding double budget in Internal Support to transfer the money)

4. Technical corrections to previous 2003 legislation in the Youth Sports Facilities Grant and Stadium Operations sections to ensure that $1,000,000 will be transferred from the Stadium Fund to YSFG for the endowment reserve
REASONABLENESS:

The changes included in the striking and title amendments support the chair’s striking amendment to the proposed 2004 annual budget.  Consequently, passage of the striking and title amendments appears to be a reasonable policy and financial decision.

POSSIBLE WORK PLAN ITEMS:

It should be noted that King County Code (KCC) 4.04.040 B 4.e. requires the executive to undertake an annual reconciliation of all CIPs by March 1 of every year.
  In effect, Proposed Ordinance 2003-0271 communicates only the portion of the reconciliation process that relates to CIP projects that have lapsed or need some kind of formal adjustment.  

The following have been identified for further analysis and might be candidates for council 2004 work plan items:

Timelines Established by King County Charter and Code:

The King County Charter in Section 480 states that budget authority lapses for capital improvement projects without expenditure over a three-year period.  King County Code 4.04.040 outlines the process for the preparation and administration of the King County budget and sets the reporting deadline for year end CIP reconciliation on March 1.  Section 4 b (2) e of 4.04.040 states that:

An appropriation in the capital budget appropriations authorization shall be canceled at the end of the fiscal year, unless the executive submits to the council the report of the final year end reconciliation of expenditures for all capital projects on or before March 1st of the year following the year of the appropriation, and each year thereafter in which the appropriation remains open.

Previous discussions by the committee have noted that this is a very aggressive timeline for the executive to prepare the reconciliation due to the year end closing of the annual budget (including the 14th month calculations).  Historically, the reconciliation has been transmitted in late spring or summer.  Proposed Ordinance 2003-0271 was transmitted by the executive on June 4.  Obviously this transmittal date is outside the March 1 timeline prescribed by code.  BFM staff has identified this as a possible 2004 work plan item  - to consider changes to the code for transmittal dates regarding CIP reconciliation.  

Effects of Flexible Budgeting

The council has instituted flexible budgeting for Roads, Wastewater and Surface Water Management CIP funds.  Flexible budgeting allows an agency to reallocate funding among previously approved capital projects, thus allowing funding for projects facing delays to be shifted to projects that are ready to move forward.  The deadlines for those reallocations are April 15 – Wastewater Treatment, May 1 – Roads, and May 15 - Water and Land Resources.  Because the CIP reconciliation has not been completed prior to these deadlines, the agencies do not have a reliable source of information as to whether funds will or will not be available for reallocation among projects.  Again, these reallocation dates should be considered along with other possible code changes relative to the CIP reconciliation process.
INVITED:

· Steve Call, Budget Director, Budget Office

· Sid Bender, Budget Office

· Hayley Gamble, Budget Office

ATTACHMENTS:


1. Striking Amendment S1 to Proposed Ordinance 2003-0271

2. Title Amendment T1 to Proposed Ordinance 2003-0271

3. Proposed Ordinance 2003-0271

4. Transmittal letter, dated 06-09-03

5. Crosswalk to Proposed Ordinance 2003-0271
� The transition of Public Art project administration and fund balance from the county to the Cultural Development Authority (CDA) requires closeout of project budgets.  The $3.2 million is proposed to move to the CDA.





� Due to the challenges of the county’s financial systems and the timing of the fourteenth month, the reconciliation has not taken place within the designated timeframe and has historically been transmitted in late spring or summer
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