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Proposed Ordinance 2008-0460, as amended, was reported out of the Budget Review and Adoption Committee on November 12, 2008 with a do-pass recommendation.  The amended legislation cancels a proposed disappropriation from the Maury Island Marine Park project and makes offsetting reductions as described on page 7 of this staff report.
REVISED STAFF REPORT
SUBJECT:
This ordinance implements the 2007 reconciliation of multiple capital funds and projects that are in need of a carryover adjustment to provide the appropriate level of budget authority in 2008.  The ordinance also reappropriates $4.4 million in Current Expense (CX) operating revenues to provide funding for various CIP projects.  
SUMMARY
King County Code (KCC) 4.04.040 requires the Executive to undertake an annual reconciliation of all Capital Improvement Projects (CIPs) by March 1 of every year.
  Proposed Ordinance 2008-0460 represents the annual review of all capital projects and funds to determine the appropriate level of carryover budget authority and the availability of revenues to support the projects.  Based on this review, the ordinance implements adjustments to budget authority for capital projects and reappropriates CX funds earmarked as revenue to support capital projects.  
The annual CIP reconciliation ordinance proposes both reappropriations and disappropriations for the following reasons:  
· To cancel and reappropriate, if necessary, the 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 budget authority 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.  

· To reinstate operating budget authority which lapsed at fiscal year end and is needed to provide the revenue backing for continuing CIP projects.  The proposed ordinance appropriates $4.4 million in CX transfers that supports various projects in two separate funds.  
CIP fund managers have the option to cancel any completed projects in the next year’s annual budget process, thereby reallocating resources for other projects.  Most cancelled projects represented in the CIP reconciliation are due to non-activity or because no revenues are available and the fund balance cannot support the project.  This technical exercise should not provide expenditure authority for new projects.  

I. Summary of CIP Reconciliation Ordinance

The proposed ordinance includes a series of seven attachments – one for each CIP budget.  Table 1 below summarizes the individual CIP reconciliation attachments, showing the number of funds contained within each CIP and the number of projects in each CIP that are proposed to be adjusted.  

Also shown is the total 2008 appropriation for each CIP.  The net effect of this CIP reconciliation process is a proposed $18.4 million decrease in budget authority.  While this figure seems significant, the appropriation adjustments generally appear to be of an accounting or technical nature, such as disappropriating funds from completed or cancelled projects.  Committee staff worked with the Budget Office and central Council staff to assess whether the proposed changes are truly technical in nature or require a policy level decision by the Council.  Several issues were identified, which will be highlighted later in this staff report.
Table 1: Summary of Executive’s Proposed 2008 CIP Reconciliation Ordinance

	CIP

CATEGORY
	NO. of FUNDS
	NO. of PROJECTS
	ADOPTED 2008 CIP
	PROPOSED RECONCILIATION
	REVISED 
2008 CIP

	A. General Government CIP
	52
	164
	$163,507,361
	($10,469,885)
	$153,037,476

	B. Roads CIP
	1
	4
	$52,068,157
	($1,580,000)
	$50,488,157

	C. Wastewater Treatment CIP
	1
	12
	$223,973,904
	($3,275,966)
	$220,697,938

	D. Surface Water Management CIP
	2
	50
	$15,406,212
	($2,361,611)
	$13,044,601

	E. Major Maintenance CIP
	1
	7
	$11,122,430
	$104,066
	$11,226,496

	F. Solid Waste CIP
	4
	8
	$79,018,708
	($775,534)
	$78,243,174

	G.  Public Transportation CIP
	1
	1
	$453,669,387
	$0
	$453,669,387

	TOTAL:
	62
	246
	$998,766,159
	($18,358,930)
	$980,199,097


II. Financial Plan Review

As part of the review of Proposed Ordinance 2008-0460, staff reviewed the financial plans for the affected CIP funds.  Financial plans submitted with the CIP reconciliation ordinance are updated to include expenditures authorized in the adopted 2008 budget and the close-out of the 2007 books.  These revised financial plans do not reflect supplemental appropriations approved in 2008.  Highlights of some of the fund balances are listed below in Table 2.
Table 2: Highlights of CIP Funds and Fund Balances

	FUND
	CIP RECONCILIATION
	2008 ENDING 
FUND BALANCE

	Surface & Storm Water Mgmt. Construction (3180)
	($210,547)
	$141,681

	SWM CIP Non-Bond Subfund (3292)
	($1,604,463)
	$54

	Major Maintenance Reserve Fund (3421)
	$104,066
	$1,488,605

	Open Space KC Non-Bond Fund Subfund (3522)
	($757,149)
	$208,711

	REET 1 (3681)
	($1,537,238)
	$10,269

	REET 2 (3682)
	($979,981)
	$503,334

	OIRM Capital Fund (3771)
	($3,053,065)
	$4,188,652

	Road Construction (3860)
	($1,580,000)
	$1,293,074

	Building Repair and Replacement Fund (3951)
	($569,837)
	$7,638

	Wastewater Treatment (4616)
	($3,275,966)
	$97,900


Staff noted during its review that the updated financial plans also reflect each fund’s losses on the impaired investments in the County’s investment pool.  The losses in each fund vary depending on how much the fund had in the pool.

The fund balances for REET 1, REET 2, and the SWM CIP Non-Bond Sub-Fund are discussed in subsequent sections of this staff report.
III. Analysis of Proposed CIP Reconciliation

A.  GENERAL GOVERNMENT CIP
($10,469,885)
There are 52 funds and 164 projects in the General Government CIP that are being adjusted in the proposed ordinance for a net decrease in appropriation authority of $10.5 million.  The net decrease is primarily related to the major changes discussed below.  
Conservation Futures Sub-Fund (3151) 
($563,285)
The most significant disappropriation is for Des Moines Project 315718, which would have purchased an 11-acre site with wooded uplands and riparian habitat along Massey Creek.  The disappropriation of $575,000 was recommended by the Conservation Futures Advisory Committee.  However, the Highline School District took the site off the market due to the possible need for a future school site in that area.  As the property is not available, the Des Moines City Council removed the project from its capital improvement program and requested the project be abandoned.  The Conservation Futures Advisory Committee concurs with the request for abandonment.

Parks, Recreation and Open Space  (3160) 
($2,066,487)
About half of this disappropriation is due to a lost federal grant ($988,862) to design the missing link of the Preston Snoqualmie Trail.  At the request of the Snoqualmie Tribe, an alternatives analysis was conducted.  Four additional routes were analyzed and all were found to have significant cost and environmental issues.  Once the concerns have been addressed and a feasible plan developed, grant funding will be pursued at that time.  It does not appear that efforts were made to re-scope the grant for any other purpose.  
Also contributing to the overall disappropriation is the effect of Real Estate Excise Tax (REET) revenue shortfalls.  Other projects with significant disappropriations are Ravensdale Trail ($249,315), Acquisition Evaluations ($200,000), and Emergency Contingency Fund 3160 ($139,556).  

Long-Term Lease Fund  (3310)
($838,245)
Each year, the Budget Office builds in an increase in budget authority to cover any unanticipated costs in lease payments.  In 2007, lease costs were less than anticipated.  The proposed ordinance removes excess budget authority by canceling $838,245 that was budgeted in excess of what was needed for a mix of county buildings rental costs. 
Real Estate Excess Tax Cap (3681)
($1,537,238)
Revenue shortfalls due to the downturn in real estate sales and the annexation of Benson Hill will be mitigated by disappropriating from completed or cancelled projects in funds supported by REET 1 and reducing transfers to these funds.  The funds with reduced REET 1 transfers are:

· Parks, Recreation and Open Space (3160):  ($853,383)

· Parks Facilities Rehabilitation (3490):  ($288,064)
· Open Space King County Non-Bond Sub-Fund (3522):  ($329,000)
The ordinance would also disappropriate of $66,791 from REET 1 Debt Service.

The Office of Management and Budget indicated that the 2007 year-end balances for both REET funds were healthy at approximately $14 million each.  Although the revised fund balance is quite low at $10,269, the Office of Management and Budget expects to restore target fund balances in the 2009 Budget and maintain the target balances by deferring some project expenditures and under-programming REET funds for the next several years to better manage cash flow.  This is similar to the Roads Services model that offsets initial over-programming by limiting the amount budgeted in the remainder of the six-year plan.  Other potential balancing options are to rely upon additional REET collections if they exceed forecast levels, or to utilize an intra-fund loan.  These options will be discussed at the Executive Finance Committee December meeting when more will be known about actual 2008 revenues and 2009 forecasts.

Real Estate Excise Tax 2 (3682) 
($979,981)
REET 2 transfers are reduced for the Parks, Recreation and Open Space fund ($589,159) and Parks Facilities Rehabilitation ($390,822).
Building Repair and Replacement Subfund 3951 
($569,837)

As proposed, this reconciliation would adjust budget authority for 20 projects.  A $354,566 adjustment occurs within the Integrated Security Project (ISP) –comprised of 12 separate CIP projects – with a reduction from the Intake, Transfer and Release project applied to the Security Electronic project.  The proposed ordinance also includes a disappropriation of $356,730 from a Courthouse Corridor Earthquake Repair project; and a disappropriation of $107,336 from the Courthouse Earthquake Repair CIP Master project.    
B.  ROAD FUND CIP  (3860)
($1,580,000)
The most significant reduction in this fund is a disappropriation of $1,080,000 from the Roads CIP Grant Contingency Project 999998.  According to the Office of Management and Budget, Roads applied for eight grants and only one request ($1.1 million for a project at S 272nd Way, West of 55th Ave) was denied.  As a result, the Road Fund grant contingency appropriation exceeded the need in 2007 and this ordinance would disappropriate the excess appropriation authority.  
C.  WASTEWATER TREATMENT CIP (4616)
($3,275,065)
This reduction is primarily due to identification of 12 completed projects with remaining budget authority.  The most notable reductions are:

· STP Fire Alarm System Upgrade – Project 423574:  ($1,500,000)

· South Mercer PS – Emergency Generator – Project 423154:  ($593,742)

· PLC Replacements – Project 423341:  ($402,970)

D.  Surface Water Management CIP
($2,361,611)

Two funds are included in the Surface Water Management (SWM) CIP.  The total disappropriation is ($2,361,611).

Surface Water Management Non-Bond Sub-Fund (3292)
($1,604,463)
The most significant change to this fund is a disappropriation of $807,404 for the Cedar Rapids Floodplain Restoration (Project 0E1145).  This project is being moved to the new Flood Control Capital Contract fund, so the reason for the disappropriation is largely administrative.  At the October 1st Capital Budget Committee meeting, the committee asked staff to verify that this would not result in a change to the project scope.  Executive staff confirmed that the scope of the project is not being changed.  The final phase of the project is underway and construction will be substantially complete by the end of October.
In addition, the WRIA 8 Ecosystem Protection project is canceling $485,075 primarily due to funding shortfalls in the SWM fund.  Executive staff indicated that additional grant funding has been identified.  However, the appropriation is not needed as there is grant contingency available to cover the expenditure.
Although the revised ending fund balance for 2008 is extremely low at $54, the Office of Management and Budget indicates that it is comfortable with this low fund balance, as incoming fee revenues will rebalance the fund in 2009.  Also, the Office of Management and Budget is working with the fund manager to ensure that project managers are closely monitoring project expenses.
Open Space CIP (3522)
($757,148)
The most significant issue identified is a disappropriation of $250,000 to the Maury Island Marine Park project (352303) in District 8.  This project sought to purchase property along the Maury Island Marine Park.  According to Executive staff, the property owner declined to sell the properties.

Federal funds have also been secured and used to purchase numerous other Maury Island properties.  Office of Management and Budget staff indicated that the federal funds have been exhausted as of September 2008.  On September 30th, Office of Management and Budget staff proposed alternate disappropriations that would allow the funding for this project to be preserved.  Staff is continuing to follow up this issue.  

E.  MAJOR MAINTENANCE RESERVE FUND (3421)
$104,000
The proposed ordinance would appropriate a net of $104,000 to support five small projects.  The largest project is a Northshore Public Health carpeting project ($41,508).  The ordinance would also support the Precinct 4 Security Gate Replacement ($31,315), and a King County Correctional Facility Elevator Upgrade ($22,572).  Projects supported by this fund represent routine maintenance.  
F.  SOLID WASTE CIP
($1,012,207)

Three funds comprise the Solid Waste CIP:  the Solid Waste Capital Equipment Replacement Fund (3810), the Solid Waste Construction Fund (3901) and the Landfill Reserve Fund (3910).  The most significant change is a disappropriation of $1,012,207 to the Solid Waste Construction fund to make a technical correction of $958,886 for interest expense that was over-estimated for a short-term interfund loan.
G.  OPERATING FUND CARRYOVER
$4,391,196

CIP budget authority does not lapse at the end of the fiscal year; however, operating funds that provide revenue backing for capital projects do lapse at year-end and must be carried over to support continuing CIP expenditures.  The proposed $4.4 million CX transfer supports the projects listed in Attachment 3.  All 42 of the CX-supported projects are funded in the Building Repair and Replacement Fund.  The table below summarizes several of the project highlights.

Table 6:  CX Transfers to the CIP – Select Projects
	CX Support for CIP Projects
	Amount
	COMMENTS

	Office of Public Defense Office Security Implementation (395774)
	$310,365
	Approximately $40,000 has been spent on Design and Bid phases.  Project scheduled to be completed in 1st quarter 2009.

	Security Master Plan
	$307,381
	Proposals for consultant services under review.  Phase 1 scheduled to be completed January 2009.  Phase 2 scheduled to be completed in 3rd quarter 2009.

	Courthouse South Entry Analysis (395600)
	$250,000
	Remaining tasks include stakeholder outreach, approximately 90 percent of design, and a revised construction estimate.

	Video Court (395332)
	$233,055
	Final draft report issued to Department of Adult and Juvenile Detention to determine priorities and locations.

	Courthouse Security Upgrades (395783)
	$200,000
	Currently installing card readers on four floors.  Researching new blinds.  All funding has been committed.


Note that while these capital projects have appropriation authority continuing into 2008, the revenue to support the projects in 2008 would be appropriated in this ordinance.  As a result, project expenditures incurred in 2008 prior to enactment of this ordinance are being supported by fund balance. 

As noted on the first page of this staff report, this ordinance is required to be transmitted to Council by March 1 each year, which would result in more timely revenue transfers to support these projects.
STRIKING AMENDMENT:
Staff has drafted a striking amendment canceling the disappropriation for the Maury Island project.  The striker also makes the following disappropriations from other Parks, Recreation, and Open Space and Parks Facilities CIPs to offset the cancelled disappropriation.
· Revenue Enhancement (316440) - ($25,000)

· Small Contracts (349092) - ($50,000)

· Bridge and Trestle Rehab (349097) - ($125,000)

· Ballfield Rehabilitation (349525) - ($50,000)

REET transfers to the Parks, Recreation, and Open Space and Parks Facilities funds are also adjusted accordingly.
REASONABLENESS
Staff has reviewed the CIP projects contained in the proposed ordinance and worked with the Office of Management and Budget and council central staff to assess whether the proposed changes are truly technical in nature or require a policy level decision by the Council.  
� 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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