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summary
The Council will soon receive the second draft Countywide Strategic Plan (CWSP) that is intended to help facilitate a collaborative countywide dialogue with citizens and all of the separately elected officials.  A final draft will be expected May 1, 2010.  In anticipation of the work and discussions surrounding this document, this briefing will provide background information on the CWSP as well as an overview of the King County 2010 adopted budget.  This will help us consider the upcoming policy document within the context of the challenges facing many county funds in the current economic conditions.  
BACKGROUND
Countywide Strategic Plan

Since 2002, the Council has annually adopted legislation promoting that performance measurement be developed and implemented countywide.  In addition, the Council has led a collaborative effort among representatives from all separately elected offices to encourage unified and sustained implementation of a countywide system.

In 2006, Council adopted a work plan for developing a countywide strategic planning, performance measurement and performance management system (Motion 12363).  

In 2008, Council adopted Ordinance 16202, the Performance Management and Accountability Act (PMAA), establishing a countywide performance management system.  This countywide system includes key definitions, system implementation timelines, reporting guidelines focused on increasing the accountability and transparency of King County Government, and a hierarchy of strategic planning documents including a Countywide Strategic Plan (CWSP).
As the document at the highest level of the strategic planning hierarchy the CWSP sets the tone, direction and priorities for the county and is intended to provide some context for the overall budget.  And while business plans will be financially constrained, the CWSP is not anticipated to contain financial constraints.
On January 14, 2010, the executive transmitted the first draft of the CWSP reflecting the work of the previous administration.  In the transmittal letter, the executive stated that this draft would serve as a foundation for a subsequent draft for March 4, 2010.  This second draft CWSP will contain all of the required elements and be part of a collaborative countywide dialogue with citizens and all of the separately elected officials.  A final CWSP is required by King County Code (2.10) to be transmitted by May 1, 2010 for adoption by ordinance.

County Funds in Distress

The 2010 adopted budget is $5 billion, including biennial budgets for the county’s transportation obligations.  The General Fund comprises $629 million of this overall budget.  King County faces instability in revenues due to the economic downturn and the potential for reductions in state funding as the state legislature continues to respond to its own budget deficits.  The county also faces uncertain events such as the pandemic outbreak of the H1N1 influenza virus and flooding in the Green River Valley as a result of damage to the abutment of the federally-owned Howard Hanson dam. 
Financial challenges have been well documented for the General Fund and the Public Transportation Fund; however, all county funds are in distress as a result of the economy and the structural challenges in the revenue growth rate as compared to expenditure obligations.  

Office of Economic and Financial Analysis

To deal with long term forecasts for county funds analysis and reporting, the Economic Forecast Council was created – in the form of a charter amendment approved by the voters – to respond to a desire by the both the Council and the Executive branches to promote objective, transparent economic and financial analysis and reporting.  Legislation was passed by the King County Council subsequent to the Charter Amendment that formally created the Forecast Council and the Office of Economic Analysis.  The preliminary 2011 revenue forecast is due to be released on March 1st.  
ANALYSIS

The county creates separate funds to provide budgeting accountancy and transparency and to implement best accounting practices while tracking revenues and expenditures.  The county maintains approximately 174 active funds – many that are dedicated for a specific purpose or that are legal in nature.  Examples of some of these dedicated funds would be a fund to collect sewer rates or to ensure the proper accounting for bond issuances.  This report will highlight distressed county funds.
General Fund

Counties in Washington have two main revenue tools to support services in the General Fund – the property tax and the sales tax.  Since 2001, property tax growth – which comprises 44 percent of the fund revenues – has been limited to one percent plus a value for new construction.  This limitation prevents revenue from keeping pace with inflation and cost increases.  Sales taxes – approximately 15 percent of the fund revenues – have dropped, with collections running about 15 percent below previous levels.  In addition, interest earnings and taxes related to real estate transactions have also fallen dramatically in the current economy.  
Budget projections for 2011 anticipate a deficit of $60 million on a budget of $629 million.  Another $88 million deficit is anticipated in 2012.  It is unlikely that King County could close these coming budget gaps without reductions to the criminal justice system, public health, and other basic county services.  
Public Transportation Fund
This fund is comprised of three subfunds – operating, capital, and fleet replacement.  The principal revenue source for the operating fund is sales tax.  Projected revenues are approximately 12 percent lower than in 2008, with expenditures expected to be 10 percent higher than 2008 actuals.  For the 2010/2011 biennium, this combination of reduced revenues and higher costs required more aggressively implementing auditor efficiency findings, reducing some customer services and deferring capital projects to address the deficit without reducing bus service.  While a deficit of more than $30 million per year looms in 2012 and in the years beyond, a regional task force has been commissioned to make recommendations that will lead to changes in the Transit Comprehensive Plan that will better achieve the vision of the transit system.

Roads
The road fund is supported by property tax and the statewide gas tax.  Like the General Fund, property taxes are limited to a one percent growth plus new construction.  Construction is down and gas tax receipts are lower than previously projected.  Additionally, a portion of this fund has been diverted to the General Fund for traffic enforcement.  Consequently, many deferred maintenance projects are being backlogged and the fund has had negative year-end balances in nine of the last ten years. 
Parks
County regional parks and trails are funded through a property tax levy that grows with inflation; however, levy revenue projections are lower than anticipated at the time of levy approval due to economic conditions.  Consequently, there are insufficient revenues to provide the level of parks maintenance anticipated by the voters.  Additionally, the capital projects that are funded by the Real Estate Excise Tax (REET) are stressed due to the national housing slump.  The under-collection of REET results in fewer new projects and some project cancellations.  
Solid Waste
The Solid Waste Division is funded through solid waste disposal fees that are based upon tonnage.  The current three-year rate of $95 per ton was set in 2007 and went into effect in 2008.  Tonnage is down twenty percent from the projections used to forecast the rate, causing a loss of $21 million in revenue. 

Wastewater
Most of the Wastewater Fund revenues come from customer charges that include a use charge on residential and commercial customers and a capacity charge on new connections.  Around the time that the two-year wastewater rate was adopted in 2009, the number of existing residential customer equivalents (RCEs) and new customers fell in response to the deterioration in the local economy.  As a result, revenues are below projections.  In addition, other costs such as those for hauling biosolids have increased.  The anticipated increases for operations and debt service that will be associated with the Brightwater Treatment Plant – coming on line in 2011 – will necessitate increases in sewer rates to ensure that the fund is sufficient to meet the monetary requirements for operations, capital program and debt service.  
Development and Environmental Services (DDES)
DDES is funded through revenues from permit fees.  The decline in construction has dramatically lowered permit volumes and fee revenues.  In response, the 2010 budget was reduced by 75.50 FTEs and $10.8 million dollars from the previous year.  The DDES financial plan also eliminates contingency and stabilization reserves.  The Executive has indicated that a permit fee increase will be forwarded during 2010.
Public Health
This fund is supported by a wide variety of sources, including state and federal grants, private foundation grants, the General Fund, fees and permits.  However, funding fluctuates and generally does not grow at rates sufficient to maintain expenditures and to leverage additional funding.  At the same time, the costs of pharmaceuticals and clinical supplies are increasing.  State and federal funding is also decreasing.  With limited local funding at the state, county and city levels, there is less ability to leverage federal funding that requires matching funds – for example, Medicaid match, Ryan White, in kind and/or local investment requirements.  

Human Services
Although the 2010 budget includes less than $1 million from the General Fund to support human services, overall, the financial pressures on the human services system are not as acute as other funds.  This is because dedicated revenues – the Mental Illness and Drug Dependency tax (MIDD), Human Services levy, and Veterans and Family Services levy – provide approximately $70 million annually to support the $360 million dedicated to human services.  However, as authority to supplant MIDD revenue expires over the next three years, and as other revenues continue to shrink, it is likely that all discretionary spending on human services will be eliminated.  
Internal Service Funds

Internal Service Funds provide services to other county agencies and funds through central rate charges.  Examples include Employee Benefits, Facilities Management and Finance and Business Operations.  Because county funds that are charged for these services are stressed due to revenue constraints and the economic downturn, internal funds must also strive to contain costs through efficiencies and contract renegotiations, such as for custodial services.  However, many of these funds face the same financial pressures as other funds.  In most cases, the bulk of expenditures in these funds are related to personnel and benefit expenditures that cannot be contained to the slow rate of revenue growth.  
INVITEES

1. Toni Rezab, Deputy Director, Office of Management and Budget

2. Elissa Benson, Deputy Director, Office of Strategic Planning and Performance Measurement
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