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	SUBJECT


This briefing is a review of certain financial policies of King County as contained in various sections of the King County Charter and the King County Code.  The sections of the Code relative to financial policies are lengthy; this review is not intended as an in-depth examination of all of those policies but rather as an overview of significant policies.

	BACKGROUND


Metropolitan King County currently has triple-A ratings on its general obligation debt from all three major credit rating agencies. The County also enjoys unqualified opinions in annual audits with regard to the County’s financial statements.   Both of these indicate that the County is doing a good job of managing the public’s money. The purpose of this series of briefings is to make sure that this responsible stewardship continues into the future. 

Previous briefings 1) reviewed  actual results of financial transactions for 2005 according to the fourth quarter report from the Office of Management and Budget; 2) provided an overview of various financial policies of the County;  3) discussed long-term debt policies; and, 4) reviewed various financial reserves and reserve policies.  

The previous briefing on financial policies focused primarily on two motions, one passed in 1991 and the second in 2001, both of which are still adhered to in conducting the County’s financial operations.  This briefing will concentrate on financial policies embedded in the King County Charter (hereafter Charter) and in the King County Code (hereafter Code).

	CHARTER PROVISIONS


Powers of the Council

In discussing provisions of the Charter relating to financial policies, it is helpful to first point out the powers of the Council as contained in the Charter.  Section 220.20 clearly establishes the Council as the policy making body for County government.

“The county council shall be the policy determining body of the county and shall have all legislative powers of the county under this charter. The county council shall exercise its legislative power by the adoption and enactment of ordinances; shall levy taxes, appropriate revenue and adopt budgets for the county; shall establish the compensation to be paid to all county officers and employees and shall provide for the reimbursement of expenses …”

Proposed Budget 

Under the Charter, the Executive is required to present to the Council at least seventy-five days before the end of each year “a complete budget and budget message.”   Along with the budget and budget message, the Executive is required to submit appropriation ordinances for the current expense and capital budgets
 and ordinances to levy taxes and impose other revenues sufficient to balance the budget.  The Council must adopt the annual budget (including appropriation, tax, and revenue ordinances) at least thirty days before the end of the fiscal year.

Note that the section cited above (Section 410) requires a balanced budget, an important financial policy.  Staff noted in a previous briefing that State law can be reasonably interpreted to require a balanced budget for the County.   And, Section 460 of the Charter provides that:

“The appropriation ordinances adopted by the county council shall not exceed the estimated revenues of the county for the next fiscal year for each fund including surpluses and reserves, but  the county council may increase the amount of the estimated revenues contained in the budget presented by the county executive by reestimating the amount by motion passed by a minimum of six affirmative votes or by creating additional sources of revenue which were not included in the proposed tax and revenue ordinances presented by the county executive.”

These provisions appear to provide additional financial prudence by requiring that the planned expenditures be balanced by sufficient revenues and reserves and that changes to the Executive’s revenue estimates by the Council must be approved by a two-thirds majority of the Council.

Required Content of the Budget and Budget Message

While the duty to present the annual budget to the Council falls to the Executive, the Council has the ultimate authority and responsibility to adopt the budget.  The Council needs sufficient information about the proposed budget in order to carryout its responsibility to adopt the tax and spending plans embodied in the budget.  And, the public needs sufficient information to be able to determine if their tax and other dollars are being prudently and wisely managed and spent.  Sections 430 and 440 of the Charter spell out what should be included in the budget and budget message as transmitted to the Council by the Executive.  Section 430 states:

“The budget shall include all funds, revenues and reserves; shall be divided into programs, projects and objects of expense and shall include supporting data deemed advisable by the county executive or required by ordinance; shall indicate as to each program, project or object of expense the actual expenditures of the preceding fiscal year, the estimated expenditures for the current fiscal year and requested appropriations for the next fiscal year; and shall include the proposed capital improvement program for the next six fiscal years. The expenditures included in the budget for the ensuing fiscal year shall not exceed the estimated revenues.”

Section 440 states:

“The budget message shall explain the budget in fiscal terms and in terms of the goals to be accomplished and shall relate the requested appropriations to the comprehensive plans of the county.”

These provisions are more fully developed in the King County Code and are below.

	CODE PROVISIONS


Contents of Budget Document

As noted in the Charter Provisions section above, the contents of the budget document and message are spelled out in the Charter but then are expanded upon in the Code.  Section 4.04.030 provides as follows:

“The budget documents shall include, but not be limited to, data specified in this chapter.

A. The budget shall set forth the complete financial plan for the ensuing fiscal year showing planned expenditures and the sources of revenue from which they are to be financed.

1. The budget document shall include the following:

a. estimated revenue by fund and by source from taxation;

b. estimated revenues by fund and by source other than taxation;

c. actual receipts for first six months, January 1 through June 30, of the current fiscal year;

d. actual receipts for the last completed fiscal year by fund and by source;

e. estimated fund balance or deficit for current fiscal year by fund;
f. such additional information dealing with revenues as the executive and council shall deem pertinent and useful;

g. tabulation of expenditures in a comparable form by fund, program project or object of expenditure for the ensuing fiscal year;

h. actual expenditures for the first six months, January 1 through June 30, of the current year;

i. actual expenditures for the last completed fiscal year;

j. the appropriation for the current year; and

k. such additional information dealing with expenditures as the executive and council shall deem pertinent and useful.”

This information is either provided or is “available” to the Council for its budget analysis.  However, much of it is available in a limited electronic form and not in a single data base.  This makes it very difficult, partly because of the sheer volume of data, to analyze and review the budget details to any great extent within the timeframe available to the Council for its budget review process.  A new, modern and dynamic financial management system that includes an integrated budget component would enable much of the analysis to be done electronically.  In depth analysis is very difficult with the current system.

Allotment System

The Code provides for an allotment system administered by the Executive as a means of controlling expenditures.  As defined in the Code an allotment "means a part of an appropriation that may be encumbered or expended during an allotment period."  And, an allotment plan is "a fiscal management plan which divides each County agency's program element budget into quarterly increments, reflecting the cyclical or seasonal pattern of expenditures, for the purpose of identifying over and under expenditures throughout the year."

All agencies are required to submit to the Executive "a statement of proposed expenditures…The statement of proposed expenditures shall include requested allotments of appropriations for the ensuing fiscal period for the department or agency concerned by either program, project, object of expenditure or combination thereof and for such periods as may be specified by the executive.  The executive shall review the requested allotments in light of the department’s or agency's plan of work, and may revise or alter requested allotments. The aggregate of the allotments for any department or agency shall not exceed the total of appropriations available to the department or agency concerned for the fiscal period."

This is an important financial policy from the standpoint that it provides control over expenditure of the County's funds and for early recognition of revenue shortfalls.  The Code provides that "whenever it appears that available revenues for the applicable period will be less than the respective appropriations, the executive shall revise the allotments of departments or agencies funded from such revenue sources to prevent the making of expenditures in excess of revenues. To the same end, the executive is authorized to assign to, and to remove from, a reserve status any portion of a department or agency appropriation which in the executive’s discretion is not needed for the allotment. No expenditure shall be made from any portion of an appropriation which has been assigned to a reserve status except as provided in this section."

The Code also provides for a quarterly management and budget report from the Executive to the Council.  Included in this report is notification to "the council of those

agencies whose expenditures have deviated from the quarter's allotment by five percent. For those agencies which have exceeded that quarter's allotment by five percent the executive shall propose an expenditure plan designed either to eliminate the need for a budget increase or to identify the source and amount of a proposed supplemental appropriation, or both.”
The Code further provides that, "at the end of each quarter, all allotted but unexpended funds which exceed five percent of that quarter's allotment for each council appropriated program shall be transferred to the appropriate allotment reserve account. Within five weeks of the end of each quarter, the executive shall inform the council of all transfers of allotted but unexpended funds to or from, or to and from, each allotment reserve account.

Staff's review of the quarterly report does not indicate that allotment reserve accounts  are used nor are the above noted Code provisions followed.  This may be an example of provisions in the Code that may have been adhered to at some time in the past but, for one reason or another, are no longer followed.  If so, this is a Code section where amendment is indicated.

Overhead Cost Allocation Policy

The Code includes policies with regard to what is commonly called CX overhead or Indirect cost allocation.  Under this policy, costs incurred by Current Expense fund agencies are allocated to other County funds "if it can be demonstrated that other county funds benefit from services provided by current expense funded agencies."  The policy goes on to state that the costs allocated shall equal the benefit received whenever possible, that overhead charges may be estimated, and that calculations "shall be done in a fair and consistent manner, utilizing a methodology which best matches the estimated cost of the services provided to the actual overhead charge."

This is another important policy that allows for charging all applicable costs to the County's various programs.  Rating agencies in reviewing utility revenue bonds will pay close attention to how indirect overhead costs are allocated to the utility.

The Code provides that "the overhead allocation calculation formulae adopted by the council shall be established prior to budget balancing and shall be utilized by the executive to develop the executive proposed budget. The adopted formulae shall not be modified by the executive without council approval."  The Executive by May 31 of each year is required to submit his or her “proposed methodology for the overhead cost allocation plan to the council for review and approval. The proposed overhead cost allocation plan methodology shall adhere to the policies set forth in this chapter.”
Capital Budgeting 

Another important set of policies deal with capital budgets.  The Code provides as follows:

"All capital improvement projects and appropriations shall be authorized only by inclusion in the annual council adopted CIP or any amendment thereto. A bond ordinance is not an appropriation for capital projects. The capital improvement section of the budget shall include:

a. estimated expenditures for at least the next six fiscal years by program;

b. expenditures planned for current, pending, or proposed capital projects during the fiscal year, classified according to proposed source of funds whether from bonds, or any combination of other local, state, federal and private sources;

c. an alphabetic index to enable quick location of any project contained in the budget;

d. a discrete number for each project that shall serve to identify it within the capital budget document and all accounting reports;

e. estimated net annual operating costs associated with each project upon completion or in cases where operating costs are negligible or incalculable, a statement to that effect;

f. an identification of all CIP projects by council district in which they are located;

g. CIP projects funded in the budget year, which shall be presented in separate sections of the budget.

(1) Major maintenance reserve fund CIP projects shall be presented in the six-year general CIP program.

(2) The appropriation for major maintenance reserve fund CIP projects shall be made at the major maintenance reserve fund level in accordance with K.C.C. 4.04.265.

(3) Roads CIP projects shall be presented in the six-year road CIP program

(4) The appropriation for roads CIP projects shall be made at the roads CIP fund level in accordance with K.C.C. 4.04.270.

(5) Wastewater CIP projects shall be presented in the six-year wastewater CIP program.

(6) The appropriation for wastewater CIP projects shall be made at the wastewater CIP fund level in accordance with K.C.C. 4.04.280.

(7) Surface water management CIP projects shall be presented in the six-year surface water management CIP program.

(8) The appropriation for surface water management CIP projects shall be made at the surface water management CIP fund level in accordance with K.C.C. 4.04.275;

(9) Solid waste CIP projects shall be presented in the six-year solid waste CIP program.

(10) The appropriation for solid waste CIP projects shall be made at the solid waste CIP fund level in accordance with K.C.C. 4.04.273.

h. in addition to schedule requirements, a statement of purpose and estimated total cost for each project for which expenditures are planned during the ensuing fiscal year;

i. the original project cost estimate which shall remain fixed from year to year. This original cost estimate shall be included in the capital budget document. A project record, separate from the budget document, shall be provided that identifies the original project cost estimate and any subsequent changes to the original project cost estimate by cost element and revenue source as approved in the budget document or any amendment to the budget;

j. an enumeration of revised project cost estimates;

k. funds actually expended for projects as of June 30 of the current year;

l. funds previously authorized for the project;

m. anticipated specific cost elements within each project. However, the executive is authorized to transfer funds between specific activities within the same project only if these transfers will not result in a necessary increase to the total project budget. A scope change of a project constitutes a revision." (emphasis added)

As you can see, the requirements in the Code with regard to budgeting for capital projects are extensive.  Some of these requirements, such as the inclusion of an estimate of net annual operating costs for projects, reflect prudent governmental budgeting practices as recognized by the Government Finance Officers Association (GFOA), an important international governmental accounting and budgeting organization.  Other provisions reflect the importance of capital expenditures by requiring extensive Council input and involvement in the approval of projects.

Flexible Capital Budgeting

A thorough review of the flexible budgeting provisions of the Code is beyond the scope of this staff report.  However, the policy in the Code is to allow a reasonable amount of flexibility to the Executive in carrying out capital projects.  Projects are generally budgeted at the fund level, allowing appropriations to be shifted from one approved project to another approved project within the current adopted budget to respond to project delays of one sort or another.  For example, if right of way acquisition on a roads project is delayed, appropriation authority for that project can be shifted to another project that is moving ahead.  This type of flexible budgeting is subject to approval of the chair of the Council's capital budget committee.

	NEXT STEPS


This is the sixth in a series of briefings on the County’s financial condition and policies that govern the way in which the County conducts its business.

Previously, we have reviewed preliminary financial results for 2005, discussed financial policies, provided an overview of long-term debt policies, reviewed reserves and reserve policies, and examined biennial budgeting.

In upcoming meetings, the Committee may consider ordinances that would:

· implement biennial budgeting on a limited basis as a test

· adopt new policies for long-term debt

· make changes to chapter 4.04 of the Code

· submit changes to the Charter to the voter

	INVITED


· Bob Cowan, Director, Office of Management and Budget

· Ken Guy, Director, Finance and Business Operations Division

	ATTACHMENTS


None.

� The Charter does not mention appropriation ordinances for any funds other than the Current Expense fund and for the capital program.   However, the King County Code provides as follows:  “The executive shall prepare and present a proposed appropriation ordinance not later than seventy-five days before the end of the fiscal year. The proposed appropriation ordinance shall specify by any combination of fund, program, project and agency the expenditure levels for the ensuing budget year.”
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