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STAFF REPORT
	SUBJECT


A MOTION approving the business plan for the Office of Economic and Financial Analysis.

	BACKGROUND


A briefing was provided to the Committee on January 16, 2008 regarding the consultant’s report on the County’s economic and revenue forecasting processes and on options to change those processes.  The consultants, FCS Group, briefed the Council in October 2007 on their initial findings and recommendations.  The January 16 staff report is attached for reference.

Briefly, the consultants, based on their analysis, recommended that the County create a King County Forecast Council and a Joint Office of Economic and Financial Analysis.  This council, modeled after the State of Washington’s Economic and Revenue Forecast Council, would include representatives from both the Executive and Legislative branches.  The Forecast Council would:

· Hire a chief economist who would head the Joint Office of Economic and Financial Analysis;

· Approve a work plan for the Joint Office of Economic and Financial Analysis; and,
· Review and approve an official forecast twice a year.

The Chief Economist would be responsible for staffing the Joint Office.  He or she would hire an assistant or assistants and would begin to carryout the work plan adopted by the Forecast Council.

The following chart depicts the organizational structure recommended by the consultants.
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As can be seen, the existing structure for both the Office of Management and Budget economist function and Council budget staff would remain in place.  The new King County Forecast Council would oversee the Joint Office of Economic and Financial Analysis (JOEFA).

The second part of the consultant’s work was to develop a business plan for the structural form which they recommended.  This part of the consultant’s work was completed in December 2007.

	ANALYSIS


INDEPENDENT AGENCY

The issues the consultant documented in their report with regard to the current process of economic and revenue forecasts prepared by the Executive’s Office of Management and Budget can be addressed by creation of an independent agency that answers equally to both the Executive and Council.  With the independent forecasts as approved by the Forecast Council in advance of the Council’s budget discussions, the “numbers” would no longer be an issue of debate.  Both the Executive and the Council would be working from the same set of numbers that both would have confidence in.

However, an independent agency is not currently provided for in the King County Charter.  A Forecast Council could be formed in 2008 and could perform the above functions by agreement between the branches.  However, to have a truly independent agency, an amendment to the County Charter would be necessary. This amendment could be prepared and considered as the County Council considers the other recommendations of the Charter Review Commission during the 2nd and 3rd Quarters of 2008. 
The October 2007 briefing included summary cost estimates for the various options.  The highest cost was estimated to be with a Council agency that would produce its own economic and revenue forecasts.  The status quo described earlier would have the least cost impact to the budget.  At an estimated additional cost of $189,000 annually, the joint office would rank second in additional cost.  As pointed out previously, however, this cost estimate and the organizational chart above assume transfer of one position from OMB to the JOEFA, a move the Executive apparently opposes.  The estimated additional cost without transferring this position would therefore be closer to $311,000.
BUSINESS PLAN

The Council’s consultant, FCS Group, has prepared a business plan for a Joint Office of Economic and Financial Analysis.  At the heart of this business plan are mission and vision statements and values.  The vision statement they developed is:
Mission Statement

The mission of the Joint Office of Economic and Financial Analysis is to support the County’s elected officials and managers by producing clear, credible, and independent financial forecasts and analyses.
This statement appears to capture the goals of the Council when the 2007 budget was adopted, as stated in the budget finding:

4.  Office of Economic and Financial Analysis.  A new office to ensure accountability to the public through the advancement of sound financial policies based on objective and transparent financial analysis and reporting is included in the council's budget.  The council will develop options for establishing a new process for producing official economic and revenue forecasts for King County to ensure sound fiscal practices.

In addition, the consultant developed the following vision statement:

Vision Statement

The analyses and forecasts of the Joint Office of Economic and Financial Analysis are widely accepted by County leaders as the most reasonable basis for financial planning decisions.  They are technically sound, objective, and responsive to the analytical needs of policymakers.
Again, this statement appears to capture what the finding described.
The consultant’s report includes the following suggested values;
Values

The Joint Office of Economic and Financial Analysis will act in accord with the following values:
· Independent and objective analytical methods
· Accuracy

· Equal accountability to both the legislative and executive branches

· Clear communications

· Effective coordination with the County Council, the Office of Management and Budget, and other County departments
These appear to be reasonable statements of values to guide the work of the Joint Office.

The business plan includes proposed target goals for the actual forecasts.  This would include such things as the goal of sales forecasts being “not less than 99% and not greater than 104%” of actual receipts.  These would be developed and refined by the Forecast Council as ways to measure performance of the Joint Office. Inclusion of these performance measures is an important difference between the proposed JOEFA and the status quo. 
A major portion of the business plan is creation of the King County Forecast Council.  This body would have representatives from both the legislative and executive branches and would direct the work of a Chief Economist, hired by the Forecast Council.  The model used by the consultant is the Washington State Office of the Forecast Council.
The plan includes estimated costs of the new office – about $190,000 more than the status quo cost, assuming that one staff position would be transferred to the Office of Management and Budget.  As noted above, the Executive apparently supports the creation of a new joint agency as long as this position transfer is not part of the proposal.  With that condition, the increase in cost is more likely to be approximately $311,000.

IMPLEMENTATION
The consultant identified the following as some implementation steps that will need to be taken.  The recommendation is that these steps be taken in the first two months of 2008.

· The County Council and Executive will need to reach agreement regarding the concept of a forecasting group with joint oversight, the budget commitment that a Joint Office would require, and the legal status of the interim Forecast Council until a Charter change can be placed on the ballot (and what happens if it is not approved by the voters).

· The County Council and Executive will need to reach agreement on proposed Charter amendment language to submit to the voters.  In order for the Joint Office of Economic and Financial Analysis and the Forecast Council to become permanent and independent, they will need to be placed on the ballot and approved by voters as a change to the County Charter. 
· The County Council and Executive will each need to determine who its representatives to the King County Forecast Council will be.

· The Forecast Council will need to meet and decide:

· Who will take the lead in organizing the work of the Forecast Council during the interim period before a Chief Economist is hired;

· How and when to carry out the hiring process for a Chief Economist; 
· The salary and benefits to be offered to the Chief Economist; and

· Their general rules for communication and decision-making. We recommend that they use the State Economic and Revenue Forecast Council as a starting point and then determine how best to adapt that model to King County’s needs. 

· The Forecast Council will also need to decide if they want the Joint Office to be co-located with OMB.  If the decision is for the Office to be located elsewhere, that location will need to be determined. 
PROPOSED MOTION

Adoption of the proposed motion by the Council would:

· Establish as Council policy that a King County Forecast Council would be created.  In turn, a Joint Office of Economic and Financial Analysis would be also be created, with direction to that office coming from the Forecast Council.

· The Forecast Council would be composed of representatives from the Executive branch and from the Legislative branch.

· The Forecast Council would charge the Joint Office with preparing independent, objective economic and revenue forecasts to serve as the basis of budget and financial decisions.

· Accept (at least in principle) the other elements of the business plan and recommendations of the consultant.

The Council, in taking the initial steps to create the Forecast Council and Joint Office, would be making the business decision that the additional costs involved would be justified by the resulting independent forecasts produced.  It may be fiscally prudent for the Council to take this step in light of the uncertainty that the County faces with regard to the local and national economic picture and the continuing revenue structural gap.  The Executive has pointed out in his forecasts that budget shortfalls are likely in coming years.  Having an independent body to do these forecasts may help the County to devise plans to deal with these economic uncertainties.
	REASONABLENESS


The Council during the 2007 budget adoption process set in motion an effort to devise a new process for independent and reliable economic and financial forecasts.  Initial steps have been taken, including the following:

· Providing a budget appropriation in the 2007 budget

· Engaging a consultant to review and make recommendations on options to resolve the problem

· Completion of the review by the consultant and issuance of their report.

Now that the consultant work has been finished and their recommendations are in hand, this motion would provide the next logical step in moving forward with this effort, and as such, would be a prudent policy and business decision.

	INVITED


Bob Cowan, Director, Office of Management and Budget

	ATTACHMENTS


1.  Proposed Motion 2008-0043

2.  Business Plan for a King County Office of Economic and Financial Analysis – Executive Summary (FCS Group)
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