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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	6
	Name:
	Brandi Vena

	Proposed No.:
	2021-0334
	Date:
	January 26, 2022



SUBJECT

Proposed Motion 2021-0334 would approve the updated Comprehensive Financial Management Policies for King County.

SUMMARY

Proposed Motion 2021-0334 would update the county’s comprehensive financial management policies document to reflect current financial management practices. Several sections of the policies contain technical or non-substantive changes with substantive changes being found in Expenditure, Revenue, and Operating Fund Balance policies.  A new section on Recession Preparation and Response is proposed.  Council staff has not identified any issues with the proposed comprehensive financial management policies.

BACKGROUND 

King County government provides a variety of both regional and local services including transportation, prosecution and defense of felonies, elections, solid waste, property assessment, licensing, wastewater treatment, public health and human services, courts, animal control, policing, corrections, roads, permitting, and parks.  The delivery of these services results in a complex organization that has different types of customers and stakeholders.  The county accounts for the provision of these services by managing over one hundred county funds.  These funds account for interdepartmental business operations, revenue collection, internal services, and accounting structures.  

In March 2014, the Executive proposed financial management policies based on a review of best practices and a framework endorsed by the Government Finance Officers Association (GFOA)[footnoteRef:1] and included a common language for county finance professionals and decision makers to use in managing county funds and to provide fiduciary oversight.     [1:  The Government Finance Officers Association (GFOA), founded in 1906, represents public finance officials throughout the United States and Canada. To meet the many needs of its members, the organization provides best practice guidance, consulting, networking opportunities, publications including books, e-books, and periodicals, recognition programs, research, and training opportunities for those in the profession. www.gfoa.org

] 


The proposed policies were expected to be applied consistently throughout the county and to provide for standardization of practices, resulting in a more transparent organization.  The policies would be used to build and amend budgets and to manage finances on an ongoing basis.  The policies would also be updated periodically to clarify changes and to make adjustments for specific challenges that arose as the policies were implemented. The Office of Performance, Strategy and Budget (PSB) would be responsible for maintaining the policies.

In April 2014, Council approved Motion 14110, which consolidated two previously approved financial management policy motions (Motions 13761 and 13764) into one motion to adopt the Comprehensive Financial Management Policies.  In February 2017, Council approved Motion 14803, which adopted the next iteration of Comprehensive Financial Management Policies.  Council adopted the current version of the policy document on November 13, 2018 via Motion 15250. 

ANALYSIS

Proposed Motion 2021-0334 would update the King County Comprehensive Financial Management Policies previously approved by Council in Motion 15250. The updated policies, contained in Attachment A to the motion, is entitled “King County Comprehensive Financial Management Policies, Office of Performance, Strategy and Budget, Updated June 2021”, (“the proposed CFMP”).  The proposed updated CFMP addresses seven specific areas (previously six), and includes a glossary of terms:

1. Operating Budgets – includes general principles and focuses on the county budget process, including roles and responsibilities, monitoring and amending the budget;
2. Capital Asset Management Policies – includes project prioritization, appropriation, financing and management;
3. Discount Rate Policies – provides a rate that would be applied to adjust the future value of costs and benefits to current value;
4. Expenditures – addresses management and administration, as well as business planning;
5. Revenues – discusses revenue generation, user fees and service charges;
6. Operating Fund Balance Policies – covers reserve and fund balance policies;
7. Recession Preparation and Response Policies – lists policy goals and provides definitions for "recession"; and
8. Glossary of Terms – A glossary of financial terms are defined in the glossary.  These definitions are consistent with the King County Code (KCC) or reflect GFOA descriptions.

The proposed CFMP includes many technical changes to align with the county’s current processes.  The sections on Operating Budgets, Capital Asset Management, and Discount Rates all contain technical or clarifying changes rather than substantive.  The most notable changes in the proposed CFMP are listed below.

Expenditures. The Executive has proposed adding a policy for clarity on where to budget debt issuance.  The new policy would require that debt issuance costs be in the relevant agency’s operating fund or the capital projects funded by bonds.  

Revenue.  The proposed CFMP would make changes to revenue policies related to grants.  The new policy would require that agencies use the supplemental appropriation process when grant acceptance leads to a need for additional appropriation authority.  This process would be used in place of grant alerts described in county code.[footnoteRef:2]  [2:  K.C.C. 4A.100.070.D.2.C allows an agency to contract to expend money in excess of existing appropriations when a contract implements a grant awarded to the county before the appropriation of grant funds, including appropriations that must be made in future years, if the council has received prior notice of the grant application and if either of the following conditions are met:  all of the funds to be appropriated under the contract will be from the granting agency; or all financial obligations of the county under the contract are subject to appropriation.] 


Reserve Policies. The Executive proposes to update Rainy Day Reserves guidance to reflect the new section on Recession Preparation and Response Policies that is further discussed below.  As such, the new policy would allow Rainy Day Reserves to  be drawn down when the county is in a period of economic contraction.  Additionally, the fund’s total revenue for the current year must be or must be projected to be less than 97 percent of adopted revenue estimates.  The decrease must be reasonably related to the economic contraction.  A fund’s Rainy Day Reserves should begin to be replenished once the Forecast Council has adopted that the county is exiting the period of economic contraction.  The definition of "economic contraction" can be found in the Recession Preparation and Response Policies below.

An additional change within the Reserve Policies removes the requirement that the Rainy Day Reserve for the FMD Internal Service fun be maintained at 3 percent of revenues.  Executive staff notes that this is removed to align with current practice.

Recession Preparation and Response Policies. The Executive proposes a new section that will "provide a framework for King County’s response to a financial recession that impacts the County’s operations and finances, such as through decreased revenue and increased demand for social services . . ."  The section contains a subsection that outlines policy goals and a subsection of definitions.

Goals of the proposed policies related to recession preparation include the following:

· Minimize actions that negatively affect residents, especially the most vulnerable;
· Maintain the county’s long-term financial resiliency;
· Maintain transparent communication to all county stakeholders, including the public; partners, and employees, on the current status of the local economy;
· Maintain responsible workforce planning practices; and
· Leverage county resources to stimulate the economy in a responsible manner.

The proposed new section also provides criteria and definitions related to economic contraction and economic recovery.  Of note, economic contraction is defined as a period where total countywide employment decreases year-over-year for at least two of the previous three months, and county taxable sales decrease year-over-year for at least two out of the same previous three months.

AMENDMENTS

Assuming members of the Budget and Fiscal Management Committee pass the motion out of committee for action at Full Council, there will be an amendment to the attachment that would add language related to county equity and social justice policies to the county's principles of budgeting and that would also require capital budget appropriations to be rounded to the nearest $1,000.

INVITED

· Dwight Dively, Director, PSB

ATTACHMENTS

1. Proposed Ordinance 2021-0334 (and its attachments)
2. Transmittal Letter
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