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SUBJECT

Proposed Motion 2016-0335 would approve the updated Comprehensive Financial Management Policies for King County.

Proposed Ordinance 2016-0336 would amend King County Code Title 4A to update the contents of the Office of Performance, Strategy and Budget’s quarterly budget management report and to revise the delivery deadlines of the report to the Clerk of the Council.

SUMMARY

Two pieces of legislation have been transmitted that would update the county’s financial management policies and budget reporting practices.  Proposed Motion 2016-0335 would update the county’s comprehensive financial management policies document to reflect current financial management practices.

Proposed Ordinance 2016-0336 would amend King County Code Title 4A.100.100 to clarify the contents of the quarterly budget management report and to revise the delivery dates of the report to the Clerk of the Council.
[bookmark: _GoBack]
Staff has drafted Amendment 1 to Proposed Ordinance 2016-0336, which would link PSB’s financial monitoring process described in the current comprehensive financial management policies approved by motion to the financial monitoring process that is referred to in Proposed Ordinance 2016-0336.  

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.  

In March 2014, the Executive proposed financial management policies based on a review of best practices and a framework endorsed by the Government Finance Officers Association (GFOA)[footnoteRef:1] and included a common language for county finance professionals and decision makers to use in managing county funds and to provide fiduciary oversight.     [1:  The Government Finance Officers Association (GFOA), founded in 1906, represents public finance officials throughout the United States and Canada. To meet the many needs of its members, the organization provides best practice guidance, consulting, networking opportunities, publications including books, e-books, and periodicals, recognition programs, research, and training opportunities for those in the profession. www.gfoa.org

] 


The proposed policies were expected to be applied consistently throughout the county and to provide for standardization of practices, resulting in a more transparent organization.  The policies would be used to build and amend budgets and to manage finances on an ongoing basis.  The policies would also be updated periodically to clarify changes and to make adjustments for specific challenges that arose as the policies were implemented. The Office of Performance and Strategy and Budget (PSB) would be responsible for maintaining the policies.

In April 2014, Council approved Motion 14110, which consolidated two previously approved financial management policy motions (Motions 13761 and 13764) into one motion. In addition, Motion 14110, incorporated new financial management policies that were proposed by the Executive.

ANALYSIS

Proposed Motion 2016-0335

Proposed Motion 2016-0335 would update the King County CFMP previously approved by Council in Motion 14110. The updated policies, contained in Attachment A to the motion, is entitled “King County Comprehensive Financial Management Policies, Office of Performance, Strategy and Budget, Updated May 2016”, (“the proposed CFMP”).  According to Executive staff, this document supports King County’s Strategic Plan goal of long-term financial sustainability of county services by building on the previous CFMP, approved by Motion 14110. The proposed CFMP addresses six specific areas and includes a glossary of terms:

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. Discount rates – provides a rate that would be applied to adjust the future value of costs and benefits to current value;
4. Expenditures – addresses management and administration, as well as business planning;
5. Revenues – discusses revenue generation, user fees and service charges
6. Operating Fund balances – covers reserve and fund balance policies; and
7. 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.

The proposed CFMP includes many technical changes to align with the county’s current processes. The most notable changes in the proposed CFMP are listed below.

Operating Budgets. The proposed CFMP would add three elements to the Monitoring and Amending Budget subsection of the Operating Budget Policies.

1. PSB staff would work with agency fund managers to review financial status of every operating and capital fund each year (at a minimum) and to implement mitigating strategies in the cases of distressed funds;
2. PSB staff would work in collaboration with agency fund managers to conduct regular and ongoing financial monitoring including financial plan review; and
3. Each quarter, PSB staff would transmit to Council a summary of financial monitoring efforts, including select financial plans for large, complex or distressed funds reviewed during that quarter. This new element of the proposed CFMP will also be discussed in the companion legislation, Proposed Ordinance 2016-0336.

Capital Asset Management. The proposed CFMP would require any projects considering a General Contractor Construction Manager or 63-20 building delivery method to be approved by PSB during the planning or preliminary design phase. 63-20 leases would only be implemented after PSB approval. According to Executive staff, this new policy would have projects engage executive level review of alternative financing options early on in the process.

The proposed CFMP would also report the use of any fund level contingency for capital projects to the Council on a quarterly basis.  

Discount Rates. The proposed CFMP would add a new section including subsections dedicated to policies addressing discount rate and cost analysis. These policies would be utilized to estimate the costs and benefits of a project. The proposed CFMP notes that it is necessary to understand the impact of time on the value of cost and benefit estimates.  

The proposed CFMP states that the county’s discount rate would represent an approximation of the rate at which society is willing to trade-off present for future consumption, known as the social rate of time preference. The county’s discount rate would be based on the long-term cost of borrowing money as an estimate of the social rate of time preference. The discount rate would be applied to capital projects and lease agreements. The Office of Economic and Financial Analysis (OEFA) would update and publish the approved discount rates[footnoteRef:2] by the King County Forecast Council[footnoteRef:3] on a biennial basis. [2:  According the proposed CFMP, the nominal discount rate is approximated by the yield on the County’s long-term general obligation bonds or suitable proxy.  This rate is affected by current debt market conditions and bond ratings. The real discount rate is based on the nominal rate adjusted by the forecasted consumer price index for Seattle – urban wage earners and clerical workers (CPI-W Seattle – Tacoma – Bremerton).]  [3:  The King County Forecast Council (KCFC) is composed of two representatives from the executive branch and two representatives from the Metropolitan King County Council. The KCFC oversees OEFA and the work of the King County Chief Economist. The KCFC meets several times a year to review the work of the OEFA, to review or adopt forecasts, or to propose special studies for the OEFA.] 


According to the GFOA, there is no consensus on how governments should determine their discount rates. Economists agree that a government discount rate should measure two items:

1. A community’s preference for present versus future consumption; and
2. The opportunity cost of the funds used to finance a project.

Economists disagree, however, over how these items should be measured and what the government discount rate should be. A commonly used method of selecting a discount rate is to use the local government’s cost of long-term borrowing. A government’s cost of borrowing is approximately equal to the interest rate on its municipal bond. Ideally, the maturity of the bond used to set the discount rate should be similar to the life of the project.[footnoteRef:4] [4:  Other methods include using: (1) the government’s rate of return on short-term cash investments; (2) the rate at which the net benefit of displaced government projects is zero; (3) the after-tax rate of return on Treasury bonds for tax-financed projects or using the pre-tax rate of return on private investments for bond-financed projects; (4) weighted rates of return on all sources of private capital that a project displaces; (5) a rate chosen based on political and ethical considerations.] 


The proposed CFMP also includes a new policy subsection, Cost Analysis, which provides a standardized process when evaluating cost analysis of alternatives, including technical components of analysis, definitions and sources. The proposed CFMP further outlines the minimum steps that would be completed in the analysis.

1. Defining a set of feasible alternatives including a “status quo” alternative,
2. Defining the project completion date and estimate of useful life,
3. Developing cash flow estimates of operating and capital costs including financing for each alternative,
4. Documenting major economic assumptions and any additional subject matter assumptions,
5. Performing risk, uncertainty, and sensitivity analyses,
6. Comparing alternatives, and
7. Selecting a preferred alternative, with documented reasons, to be recommended to decision-makers.

The GFOA notes that cost analysis techniques use cost information to make management decisions. There are many types of cost analysis techniques: unit cost, marginal cost, life cycle, differential, average costing, standard costing and calculating full, fixed and variable costs. Cost analysis techniques can be used for many types of decisions including:

· Evaluating the efficiency of programs;
· Setting fees and charges;
· Evaluating whether a service should be contracted out or performed in house;
· Evaluating the budgetary effect of increasing or decreasing the level of service;
· Setting indirect cost rates for federal grant reimbursement and charging enterprise funds;
· Comparing the prices and long-term costs of capital equipment; and 
· Monitoring the implementation of the budget.[footnoteRef:5] [5:  Michel, R. Gregory, Cost Analysis and Activity-Based Costing for Government. Vol. 6 of Government Finance Officers Association Budgeting Series (Chicago: Government Finance Officers Association, 2004). 
] 


Expenditures. The proposed CFMP includes a new subsection that addresses the cost of revenue for ballot measures. The subsection includes two potential outcomes of a ballot measure and the manner the ordinance should be drafted to collect the associated costs for the ballot measure:

1. Ordinances authorizing ballot propositions shall be drafted in such a way to allow for the cost of new or renewing revenue ballot measures (property tax or sales tax) to be paid back to the General Fund by the new or renewing revenue source, if approved.  

2. In the event a ballot measure is not approved, the cost will be covered by the discretionary revenue of the department that proposed the legislation.  If there is no discretionary revenue available, the cost will be absorbed by the General Fund to the extent allowed by law.

Executive staff state that this is included in the proposed CFMP to formalize and document the current process for these types of ordinances. For example, the recent Puget Sound Emergency Radio Network (PSERN) levy, Ordinance 17993, adopted in 2015 by Council, included the election costs of the PSERN ballot measure in its transition cost category in order to reimburse the General Fund for its share of election costs. 

Council staff has not identified any issues with the proposed CFMP.

Propose Ordinance 2016-0336 

Proposed Ordinance 2016-0336 would amend King County Code (KCC) Title 4A.100.100 to clarify the contents of the quarterly budget management report. In the ordinance, PSB would provide in its quarterly budget management report financial plans for operating and capital funds that have gone through its financial monitoring process during the current quarter.
 
The ordinance would also amend the delivery date of the quarterly budget management report to the Clerk of the Council each quarter as follows:

· First quarterly report delivery date from May 15 to June 1;

· Second quarterly report delivery date from August 15 to September 1;

· Third quarterly report delivery date from November 15 to December 1; and 

· Fourth quarterly report delivery date from February 15 to March 1

By the direction of the Budget and Fiscal Management Chair and with consultation from Council’s legal counsel, Council staff has prepared an amendment to Proposed Ordinance 2016-0336.
 
AMENDMENT

Proposed Ordinance 2016-0336

Amendment 1 to Proposed Ordinance 2016-0336 would link PSB’s financial monitoring process described in the current comprehensive financial management policies approved by motion to the financial monitoring process that is referred to in Proposed Ordinance 2016-0336.  

ATTACHMENTS

1. Proposed Motion 2016-0335 and Attachment A, Comprehensive Financial Management Policies – Updated May 2016
2. Redline of Attachment A, Comprehensive Financial Management Polices – Update May 2016
3. 2016-0335 Transmittal Letter 
4. Proposed Ordinance 2016-0336
5. Amendment 1 to Proposed Ordinance 2016-0336
6. 2016-0336 Transmittal Letter
7. 2016-0336 Fiscal Note
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1. Dwight Dively, Budget Director, Office of Performance, Strategy and Budget
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