The Honorable Julia Patterson

August 13, 2008

Page 5

August 13, 2008
The Honorable Julia Patterson
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Patterson:
I am forwarding for County Council review and approval an ordinance reconciling various capital improvement projects and funds with carryover budget authority from 2007 to 2008.  In total, the reconciliation ordinance affects project appropriation levels in 62 separate funds and sub-funds and for approximately 244 different projects.  The net effect of this CIP reconciliation process is a proposed $18,358,930 decrease in budget authority carried over from 2007 to 2008.  This net decrease is primarily due to reduced appropriation from 34 different funds for projects that no longer need the expenditure authority because they are completed, closed or cancelled.  The combined total of project reductions is $20,138,085.  This amount is partially offset by an increase of $1,779,155 to projects in twenty-eight different funds.  

This ordinance also re-appropriates $4,391,196 of General Fund to continue support for general fund supported capital projects with carryover budget authority.  This amounts to a $178,028 reduction to the capital improvement CIP carryover reserve.  The ordinance also provides for the re-appropriation of “lapsed” projects.  The King County Charter requires that budget authority lapse for capital improvement projects without expenditure over a three-year period.  This requirement is implemented by canceling budget authority for these projects in the CIP reconciliation ordinance.  However, in some instances continued budget authority is recommended due to interlocal agreement provisions or expenditures anticipated in 2008.  Accordingly, seventeen projects have been identified for continued appropriation and are outlined in the ordinance attachments.

The Office of Management and Budget, together with departments with CIP responsibility, annually reviews all capital funds and projects to determine carryover budget amounts and supporting revenue availability.  At times, budget authority has to be changed to match expenditure patterns, revenue shortfalls, or to correct the current year budget.  In the following table, the capital funds included in this proposed CIP reconciliation ordinance are categorized by size of appropriation or dis-appropriation amount at the fund level. 

CIP Reconciliation Budget Authority Changes 

Summarized at the Fund Level of Analysis

	Item
	CIP Reconciliation
 Amount
	Number of 
funds 
	Total Reduction in Appropriation

	A
	Reduction > ($1,000,000)
	7
	$(14,069,426)

	B
	($999,999) – ($250,000)
	8
	$(5,014,882)

	C
	($249,000) - ($50,000) 
	6
	$(1,004,808)

	D
	($49,999) - $0
	13
	$(48,969)

	E
	$1 - $49,999
	18
	$103,883

	F
	$50,000 - $249,999
	8
	$1,071,019

	G
	$250,000 - $999,999
	2
	$604,253


The summary explanation for the eight funds with disappropriation requests over $1,000,000 [Item A in the table above] is provided below:
CIP Reconciliation Budget Authority 

Item A – Reductions > ($1,000,000)
	Fund
	Fund Name
	Amount 

	4616
	Wastewater Treatment
	($3,275,966)

	3771
	OIRM Capital Fund 
	($3,053,065)

	3160
	Parks, Recreation and Open Space
	($2,006,487)

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

	3860
	County Road Construction
	($1,580,000)

	3681
	Real Estate Excise Tax Cap
	($1,537,238)

	3901
	Solid Waste Construction
	($1,012,207)

	
	Total
	($14,069,426)


Wastewater Treatment Fund 4616 ($3,275,966)

The Wastewater Treatment Division capital program managers identified twelve projects with remaining capital budget at the time of project completion.  
OIRM Capital Fund 3771 ($3,053,065)

The request for disappropriation is primarily comprised of projects where project expenditures were incurred in associated operating funds or the projects are completed and continued appropriation in fund 3771 is not required.  The largest of these is from the E-911 GPS Locator Addresses project that was completed and $1.2 million disappropriated because the expenditures were made in the E-911 operating fund.

Parks, Recreation and Open Space Fund 3160 ($2,006,487)
This reduction is due in part to the Preston Trail Extension project that was funded with a federal grant that was part of the Statewide Transportation Enhancements Program.  This federal grant was to design the missing link of the Preston Snoqualmie Trail.  At the request of the Snoqualmie Tribe, an alternatives analysis was conducted to determine the feasibility of other routes through this corridor.  Four additional routes were analyzed and all were found to have significant cost and environmental issues.  Since this area is of significant cultural importance to the Snoqualmie Tribe, they wish to limit public access.  King County Parks intends to continue working with the local community and the Snoqualmie Tribe on the extension of the Preston Snoqualmie Trail according to King County’s Regional Trails Plan.  Once the concerns have been addressed and a feasible plan developed, grant funding will be pursued. 
In addition, the major portion of the disappropriation is attributable to the reductions taken in response to the REET revenue shortfall.
SWM CIP Non-bond Subfund Fund 3292 ($1,604,463)
There are two projects that represent the most significant changes to this fund.  The Cedar Rapids Floodplain Restoration project in the amount of $807,404 is being moved from the SWM CIP fund to the new Flood Control Capital Contract fund in order to consolidate flood hazard projects that are ongoing.  The WRIA 8 Ecosystem Protection project is canceling $485,075 of which $400,000 is due to funding shortfalls in the SWM fund for a transfer project to Issaquah/Carey/Holder Creek in the Open Space fund.  Other grants are being pursued at this time to make up the shortfall.

Road Services Capital Fund 3860 ($1,580,000)
This disappropriation is primarily due to the annual cancellation of excess grant contingency budget authority.  The replacement grant contingency budget authority was included in the 2008 adopted budget.  The remaining project cancellations provide for an offsetting increase to the Cost Model Project.  
REET 1 Capital Fund 3681 ($1,537,238)

This reduction is primarily due to the revenue shortfall occurring in 2008 caused by the downturn in real estate sales.  It also includes the reduction in revenues for the annexation of Benson Hill.  

The remaining REET revenue over-programming identified in the CIP reconciliation process will be balanced within the six year financial plan without cancelling or slowing existing capital projects.  This balancing may rely upon the Road Services model that offsets initial over-programming by limiting the amount budgeted in the remainder of the six year plan.  The other balancing option under consideration is to rely upon additional REET collections if they exceed forecast levels.  This option or combination of options facilitated with intra-fund borrowing, if necessary, will be on the Executive Finance Committee agenda in December 2008 at which time more will be known about actual 2008 and 2009 forecast REET collections.  The Parks CIP fund cash and budgetary balances will remain positive at year end.   
Solid Waste Construction Fund 3901 ($1,012,207)

This reduction in appropriation is due to a technical correction of $958,886 to the default project for interest expense that was over-estimated for a short-term interfund loan. 
Adjustments at the Fund Level:  Excess Earnings and Impaired Investments:
In addition to the technical adjustments to capital project budgets the CIP reconciliation ordinance also addresses fund level adjustments for bond interest “excess earnings” and impaired investments.

Excess Earnings Bond Funds (multiple) $966,325

This is a technical adjustment to appropriate budgets for expenditures that occurred in prior years.  All bond funds are subject to arbitrage rules set by the federal government.  There are thirteen bond funds listed in the table below which earned interest greater than the interest rate on the issuance of the bonds.  When that occurs, the Treasury section does a complex financial calculation, based on the rules defined by the federal government.  The thirteen funds had amounts paid to the IRS in prior years.  See Attachment A for details on appropriation requests by fund.

[image: image1.emf]Fund No. Fund Name

Amount

3169 Open Space Acq 97 Excess Earnings  $         3,365 

3297

SWM CIP 99 Excess Earnings

96,638           

3416 CULTURAL INIT 97 EXCESS E 1,993             

3417 ARTS INITIATIVE 96 XCS EA 15                  

3419 ARTS & HIS PRS XS ERN 93 (392)              

3438 98 TECH EXCESS EARNINGS 54,216           

3446 97 FIN SYS EXCESS EARNING 69,303           

3449 Y2K S/W ENHANCE 97 EXCESS 632                

3489 KC INSTNL NETWORK 99 EE 278,907         

3669 ARTS CONSTRUCT'N 1999 EE 18,781           

3808 BCI 2002 BAN EXCESS ERNGS 193,910         

3956 GEN GOVNT CIP 98-99 EE 234,697         

3957 GENL GOV CIP 97 EXC EARN  14,260           

Total 966,325 $      

CIP Reconciliation Budget Authority

Table:  Excess Earnings


Impaired Investments in CIP Reconciliation Financial Plans
The 2007 impaired investment fiscal effects to the capital funds have been referenced in the CIP reconciliation financial plans.  The county invests all cash reserves as part of an investment pool.  The county invested in asset-backed commercial paper.  There were four commercial paper investments totaling $207 million impaired as a result of the global credit market crisis.  These are now part of a series of enforcement events to liquidate/restructure the portfolios of the impaired investments.

The CIP fund calculated liability in 2007 is approximately 40% of the total of the impaired investments.  The basis of the share of the impaired investment is in accordance with the county’s impaired investment policy that allocates the unrealized loss on the proportion of the funds’ investments in the pool for the holding period of each impaired investment.  The amounts reflect the Generally Accepted Accounting Principles (GAAP) adjustment entries made to present the 2007 financial statements in the CAFR (Comprehensive Annual Financial Report).  

The GAAP adjustments are not reflected in the specific funds in the financial systems general ledgers, but they do need to be reflected in the CIP reconciliation financial plans to ensure those funds are available for likely payout later in 2008.  
I certify that funds are available.

During this time of heightened fiscal constraint I urge the council not to add any additional projects or take actions within this legislation that increase the projected budget deficit.

If you have any questions regarding this transmittal please contact Bob Cowan, Director, Office of Management and Budget, at 206-296-3434.
Sincerely,

Ron Sims
King County Executive

Enclosures

cc:
King County Councilmembers



ATTN:   Ross Baker, Chief of Staff



               Saroja Reddy, Policy Staff Director




   Anne Noris, Clerk of the Council 



   Frank Abe, Communications Director

Bob Cowan, Director, Office of Management and Budget (OMB)
Beth Goldberg, Deputy Director, OMB
Sid Bender, Capital Budget Supervisor, OMB

James J. Buck, County Administrative Officer, Department of Executive 

    Services (DES)


Kathy Brown, Director, Facilities Management Division, DES

Theresa Jennings, Director, Department of Natural Resources and Parks (DNRP)
Bob Burns, Deputy Director, DNRP
John Bodoia, Chief Financial Officer, DNRP 
Mark Isaacson, Director, Water and Land Resources Division (WLRD), DNRP 

Steve Oien, Finance and Administration Services Manager, WLRD, DNRP
Christie True, Director, Wastewater Treatment Division, DNRP


David Martinez, Chief Information Officer, Office of Information Resource 


    Management 

Harold Taniguchi, Director, Department of Transportation (DOT)

Linda Dougherty, Director, Roads Services Division, DOT

Kevin Desmond, General Manager, Transit Division, DOT
Jill Krecklow, Finance and Administrative Services Manager, Transit Division, DOT
