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King County




Budget and Fiscal Management Committee

REVISED STAFF REPORT

As reported out of the Budget and Fiscal Management Committee
Proposed Substitute Ordinance 2014-0095.2 passed out of committee with a “Do Pass” recommendation.  The ordinance was amended in committee to clarify some of the language contained in the policy document, Attachment A, and by ensuring consistency with the King County Code.
	Agenda Item:
	
	Name:
	Polly St. John

	Proposed No.:
	2014-0095
	Date:
	April 14, 2014


SUBJECT:  
A MOTION that would set financial policies for the management of county funds and rescind Motions 13761 and 13764.
SUMMARY:

In November 2012, the Council adopted two motions setting financial policies for the county:
1. Motion 13761 that adopted interfund management policies for General Fund transfers to other funds and intergovernmental service charges, and
2. Motion 13764 that adopted a reserve and fund balance policy for county agencies.
Proposed Motion 2014-0095 will rescind both previous motions and incorporate those policies, thus combining all financial policies into one motion.  This action would have the advantage of placing all financial policies in one document for referral, review and revision.
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.  The Office of Performance, Strategy and Budget (PSB) is taking the next step in providing financial management policies that include a common language and framework for county finance professionals and decision makers to use in managing county funds and to provide fiduciary oversight.  
The proposed policies are expected to be applied consistently throughout the County and to provide for standardization of practices, resulting in a more transparent organization.  It is intended that the policies will be used to build and amend budgets and to manage finances on an ongoing basis.  It is also intended that the policies will be updated periodically to clarify changes and to make adjustments for specific challenges that may arise as the policies are implemented.  PSB will be responsible for maintaining the policies.
Throughout 2013, a staff group led by PSB met to discuss components for a comprehensive countywide financial policy.  The discussions included representatives from key departments and the Council.  This proposal is the result of the discussions, as well as a review of best practices and a framework endorsed by the Government Finance Officers Association (GFOA).   
ANALYSIS:
Proposed Motion 2014-0095 would (1) adopt new financial policies and (2) rescind two existing motions – the contents of which have been incorporated into the new policies.  Many of the county’s current financial practices are included in the policy document and are recorded for the first time.  All previous policies regarding fund balance, reserves, intergovernmental charges and interfund management are incorporated in the document.

The policies, contained in Attachment A to the motion, are entitled “King County Comprehensive Financial Management Policies”.  This document aligns with the King County Strategic Plan and the Equity and Social Justice ordinance and addresses five specific areas:
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 – includes project prioritization, appropriation, financing and management
3. Expenditures – addresses management and administration, as well as business planning
4. Revenues – discusses revenue generation, user fees and service charges
5. Fund balance – covers reserve and fund balance policies
6. 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.
Operating Budget Policies
Previously, County practices for operating budgets have not been “recorded”.  This section puts into writing current practices – as policy – and is written to ensure transparency, to reflect GFOA standards and best practices from across the country, and to also incorporate policies to address a more long term view of programmatic and financial issues.  Many of the policies reflect the current KCC.  Examples of these current practices include:  
1. Adopting a state mandated balanced budget

2. Long term debt will not be used for operating expenses

3. Use of a long term forecast model (adopted by the Forecast Council) for both revenues and expenditures
4. Provide for essential services

The policies are expanded to incorporate biennial budgeting practices and will stress minimal mid-biennial changes.  Biennial budgeting will include multi-year financial plans for each operating budget.  The Executive will plan to transmit three omnibus ordinances during the biennium, although it should be stressed that the plan is flexible and that the Executive will also transmit supplemental appropriation requests, as needed.  
Some policies are new:  

1. Appropriation unit levels will be rounded to the nearest $1,000.  This policy is anticipated to be a time saver for financial managers and PSB personnel.   

2. During budget development, agencies will make net-zero changes in line item expenditure levels to align with historical data.  This policy is intended to ensure that proposed expenditures reflect historical spending patterns, eliminating budgets that may be over or under actual account level spending trends .  
3. The County will create benchmarks or measurements for the cost of government to compare service delivery with other jurisdictions.  This is intended to be broad in nature, such as total revenues per capita per year, the number of FTEs per person, and total expenditure compared to total incomes.  
4. PSB will maintain fund profiles to be used as quick reference documents describing major revenue sources and types of expenditures.  

5. Requests for supplemental appropriations will be accompanied by a fiscal note and a proposed update to the financial plan if the expenditure impact equals plus or minus five percent.
6. There will be no automated carryover for outstanding purchase orders.  All appropriations will lapse at the end of the fiscal period and will be need to be included in an omnibus ordinance.  Currently, outstanding encumbrances are automatically carried over into the next year's budget without legislative action.  This new policy will require that the encumbrances be included in an ordinance for Council approval.
Capital Asset Management Policies

King County Code includes various plans for the capital projects budget; however, similar to the operating appropriations, there is a benefit to including financial policy for capital management in one document.  Attachment A reflects KCC, current practices, IRS rules, and Executive Finance Committee (EFC) direction.  This section covers capital project prioritization, appropriation, financing, and fund management.  Highlights include:

1. Prioritization:  Capital projects should be developed and prioritized using criteria including legal mandates, safety, maintenance and replacement, cost benefit, leveraging county resources, alignment with County plans, service delivery and likelihood of achieving proposed scope, schedule and budget.  

2. Appropriation:  Capital project appropriations should reflect all current KCC policies including KCC planning requirements for implementation and long term operating and maintenance costs associated with the project proposal.  The financial policies clarify further direction:
a. Sub-projects:  The use of sub-projects will be allowed.  Sub-projects are usually used when a project is a collection of similar projects, such as guard rails.  Sub-projects are also used when implementation, monitoring and oversight is reasonably expected to improve, such as parks maintenance.  
b. Project Contingencies:  Contingency budgets will be appropriated in a capital project to ensure on-schedule completion of projects.  The amount of contingency should be subject to an evaluation of risk factors during the planning, pre-design and final design phases.  
c. Emergent Needs:  Emergent need contingencies, as included in the Title 4.04 rewrite, may also be appropriated for a capital fund.  These funds are to address unanticipated costs that could not have been identified at the time of budget approval.
3. Financing:  This section addresses financing for both minor and maintenance projects, as well as debt financing for major projects.  
a. Minor projects and ongoing maintenance will be funded on a pay-as-you-go methodology to avoid borrowing costs for routine project work.

b. Debt will be managed with an overall philosophy of taking a long-term approach to borrowing at the lowest possible cost.

c. Both short and long term financing for capital projects will be based on a requirement to borrow only when funds are needed.  

d. Alternative financing methods may be considered, such as 63-20 leases.

e. At the time of bond issuance, the County must reasonably expect to spend at least eighty-five percent of all sale proceeds within three years after issuance to remain in compliance with federal regulations.
4. Management:  To maximize the use of county financial resources PSB will review and update financial plans annually.  Funds that are reliant on changing revenues, such as the REET funds, should include a minimum fund balance reserve based upon risk assessment.  
Other management policies reflect the current KCC, including annual evaluation for potential fund closures, cancelling projects with three years of inactivity, and reallocation of bond proceeds and earning for compliance with bond covenants and policies.  
Expenditure Policies

These policies are intended to affect both the budget process and on-going expenditure management.  The policy goals are to manage the County’s cost of doing business in a sustainable way and to minimize service cuts and layoffs.  The policies are expected to help manage costs by standardizing processes, developing sustainable targets, and improving the predictability of the largest County cost drivers, such as personnel costs.   
1. Regarding personnel costs, the stated long term goal is to have the cost of compensation increase at a rate of no more than Seattle’s consumer price index as measured by Seattle CPI-W.  However, the policy notes that costs could grow at a higher rate dependent upon labor relations, negotiations and service demand.

The policy also states that emphasis will be placed on repurposing current or vacant positions.  Additionally, the County will contribute to health care benefits and incentive programs to foster a healthy work environment for employees.

2. Many policies reflect current KCC and overhead cost allocation methodologies.  Internal services and overhead functions will support the delivery of direct services.  
3. New programs will be evaluated against criteria to determine necessity, long term sustainability, County planning requirements, and research.  
4. Current programs will be evaluated regularly and should strive to make efficient use of taxpayer/ratepayer dollars.  Expenditures will be consistent with adopted budgets and Governmental Accounting Standards Board (GASB) standards.  
5. Expenditures monitoring and transfers for internal services will occur quarterly.  
6. Of note, the policy states that agencies may loan out labor for specific tasks to other agencies only if adopted in the budget.
Revenue Policies
These revenue policies are intended to ensure that County funding sources will be managed in a way that maximizes and diversifies collections to support the long-term sustainability of services.  The stated policy goals are to:
· Maintain services during periods of economic decline

· Spread and administer the tax, rate and fee burden equitably to residents, businesses, and other organizations

· Support maintenance of the highest possible bond ratings

· Forecast revenues in a consistent and objective manner

Revenue policies should be used to ensure stability and predictability for the provision of services.  Highlights of this section include:

1. Revenue estimates for the budget process will be based upon historic analysis of past revenues, economic conditions, and forecasted demand for the agency’s product.

2. PSB – in conjunction with the Office of Economic and Financial Analysis (OEFA) – will maintain a “Revenue Manual” that documents important characteristics and background of each revenue source, including historical collections, forecasting methodology, and an assessment of risks to revenue collections.
3. Agencies and programs that primarily or exclusively operate with non-General Fund revenue will minimize reliance on GF support.

4. Agencies are encouraged to actively seek out new sources of revenue and to contract with local governments, municipalities and community-based organizations to provide services on a full cost recovery basis.  Considerations are listed that would guide fee and user charge development, such as regional benefit.  It is noted that the County can consider subsidizing a portion of costs to support equity and social justice goals, environmental concerns, or economic development.

5. Grant funded programs that are not expected to become long term programs must be approved in the budget process.

6. Federal aid, state aid, gifts, and grants will be accepted only after an assessment is made of potential long-term cost implications, including both cost and matching requirements.
7. Agencies should not wait until the end of the fiscal period to collect revenues. 

Fund Balance Policies
As noted in the summary portion of this report, previous policy motions are rescinded and incorporated into the new Attachment A, placing financial policies in one document for referral, review, and revision.  Minor changes are made to the previous versions to further clarify the intent.  Clarifying changes address reserve policies:

1. Reserves will be reviewed on an on-going basis for sufficiency and relevance, including any redundancy of reserves in other funds.

2. Reserves will be identified as Expenditure Reserves, Cash Flow Reserves, Mandated or Rate Stabilization Reserves, or Rainy Day Reserves.

3. The majority of operating funds, including Enterprise Funds and Special Revenue Funds, should maintain a Rainy Day Reserve equal to 30-60 days of expenditures.

4. Special levy funds should plan for a Rainy Day Reserve at the end of the levy period equal to ninety days of expenditures.

5. The Rainy Day Reserve for the Facilities Management Division Internal Service Fund shall be maintained at three percent of revenues, as reflected in the financial plan adopted in the annual budget process.  

Glossary

A glossary of financial terms is included as part of the financial policies.  Most are directly related to the policy document and are not reflected elsewhere.  Some of the definitions reflect current KCC.  A few definitions are more detailed than those contained in the KCC, but they do not conflict with KCC.  The minor changes that are identified will be included in the amended Attachment A addressed in Amendment 1.
Timing

The Executive would like to have these financial policies adopted in time to use them as direction for development of the 2015-2016 budget.  Agency Proposed Budgets will be due to PSB on July 3.  
Moving Forward

Many of the financial policies included in Attachment A reflect KCC.  PSB who is responsible for maintaining the policies should be aware of any changes in KCC and ensure that the financial policies are regularly reviewed and remain consistent with KCC.  
AMENDMENT:
Council and Executive staff have worked together to amend and clarify some of the language contained in Attachment A to the proposed ordinance.  An amendment has been prepared for consideration that would replace “Attachment A, King County Comprehensive Financial Management Policies” with an updated version, dated April 1, 2014.  The changes that were made to the transmitted document are relatively minor:

1. Some language was either changed or simplified to better clarify the policy, 
2. Changes were made to ensure that Title 4 requirements were reflected, 
3. Specific guidelines were set for updating financial plans,
4. Capital Project Revenue Verification references were removed because they are addressed in KCC, and
5. Language regarding sub-projects was expanded slightly.

REASONABLENESS:

Consistent financial management of county funds through stated financial policies should facilitate transparency for county practices and provide agencies with standardized guidance.  As noted in the report, the policies should help maintain strong bond ratings and sustainable services.  As amended, the proposal would constitute a reasonable business decision.  
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