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SUBJECT

A review and briefing on budgeted and actual revenues and expenditures of various major operating funds for the year 2012.

BACKGROUND

Each quarter during the calendar year, the County Executive’s Office of Performance, Strategy and Budget (OPSB) provides the Council with a Quarterly Budget Report.  The King County Code identifies the contents of the Quarterly Budget Report as follows:

· Executive revisions to the adopted financial plan or plans;
· Significant deviations in agency workload from approved levels;
· Potential future supplemental appropriations with a brief description of the rationale for each potential supplemental;
· Significant variances in revenue estimates;
· Information for each appropriation unit on the number of filled and vacant full-time equivalent and term-limited temporary positions and the number of temporary employees;
· Budget allotment information required by KCC 4.04.060; and,
· A description of progress towards transitioning potential annexation areas to cities.

The Director of OPSB transmitted to the Council his report for the fourth quarter of 2012 on February 4, 2013.  This is the final quarterly budget report for 2012 and effectively provides to the Council information on actual results for the year.  It should be noted there will be adjustments to some of the numbers included in the report as the year’s accounts are closed out.  However, these adjustments may not be material to the overall picture of county’s financial results for 2012.  



General Fund

Appropriations and Expenditures
Following is a summary of the adopted budget for 2012 by categories of agencies, showing changes made through supplemental budget ordinances during the year and actual expenditures according to the 4th quarter budget report from PSB.

Table 1
Current Expense Fund
2012 Budgeted vs. Actual Expenditures
	Agency
	Adopted 2012 Budget
	Revised 2012 Budget
	Spent or Encumbered
	$ 
Unspent
	% Unspent

	Legislative agencies
	$19,286,421
	  $19,745,648
	$18,431,225
	$1,314,423
	6.7%

	Executive agencies
	12,115,096
	12,499,172
	11,906,482
	592,690
	4.7%

	Sheriff
	145,111,179
	143,983,411
	142,102,610
	1,880,801
	1.3%

	Executive services agencies
	17,557,024
	17,743,310
	16,601,895
	1,141,414
	6.4%

	Records and Licensing
	8,193,091
	8,259,995
	7,667,965
	592,030
	7.2%

	Prosecuting Attorney
	58,838,040
	58,838,040
	58,029,375
	808,665
	1.4%

	Superior Court
	44,528,459
	45,127,973
	43,888,650
	1,239,323
	2.7%

	District Court
	27,461,186
	29,019,819
	27,409,378
	1,610,441
	5.5%

	Judicial Administration
	19,061,595
	19,913,343
	19,042,582
	870,761
	4.4%

	Elections
	20,064,022
	20,637,310
	18,013,460
	2,623,850
	12.7%

	Assessments
	21,778,926
	22,437,945
	22,081,305
	356,640
	1.6%

	Public Health (incl. EMS)
	25,041,950
	24,041,950
	25,041,950
	-
	0.0%

	Adult and Juvenile Detention
	155,621,904
	155,846,427
	152,628,670
	3,217,757
	2.1%

	Office of Public Defense
	43,127,295
	44,504,395
	40,526,062
	3,978,333
	8.9%

	Fund transfers, other adjustments (incl. underexp.)
	31,805,896
	28,735,814
	21,947,621
	6,788,193
	23.6%

	Total
	$649,592,084
	$652,334,552
	$632,987,195
	$19,347,356
	3.0%


 
As the table shows, the total adopted budget for 2012 was approximately $649.6 million.  During the year there were a number of changes to appropriations requested by the Executive and adopted by the Council.  These resulted in a net increase in planned expenditures of approximately $2.7 million after increases to planned underexpenditures and other assumptions.  The major appropriation changes made during the year included the following:

· $1,350,000 of additional funding for the Office of Public Defense to cover the cost of 9 months’ of employer contributions towards the Public Employees’ Retirement System (PERS) in compliance with the Supreme Court of Washington’s decision in Dolan v. King County, which directs that the employees of the public defense organizations that contract with the county for legal services are to be considered county employees for the purpose of benefits eligibility.
· $383,539 for retroactive and current benefit payments for 25 Elections Department employees in positions converted from Short Term Temporary (STT) to seasonal Term Limited Temporary (TLT) status.
· A $100,000 transfer to the Solid Waste and Natural Resource Administration fund for use in contracting with the Washington State University’s (WSU) Cooperative Education program for the provision of youth programs in the county, to include 4H programs.
· A variety of revisions to the Sheriff’s budget, including:
· $758,134 of reappropriations for the East Precinct Command Center project, the purchase of equipment for the gang unit, and ESL outreach efforts;
· $217,777 of additional expenditure authority backed by new revenues for expanded services under the contracts with the Muckleshoot Tribe and Shoreline; and
· A technical adjustment shifting $3.8 million of funding for medical claim payments for LEOFF 1 retirees from the Sheriff’s budget to Internal Support
· Expenditure authority for Trial Court Improvement Act (TCIA) grant funds provided for one-time improvements to court facilities and systems:
· $285,000 each of new TCIA funds for  the Superior and District Courts;
· A $279,016 reappropriation of unspent Superior Court TCIA funds from previous years; and
· A $570,000 reappropriation of unused District Court TCIA funding.
· $200,000 of additional funding for court interpreter services at the District Court level, which aligned 2012 funding with the levels provided in the 2013 budget.
· $7.6 million worth of reappropriated contributions towards Capital Improvement Plan (CIP) projects previously approved by the Council but not completed.
· Funding for costs associated with two collective bargaining agreements (CBAs) with unions representing county employees:
·  $177,000 for a settlement under which the county provides funding for premium pay for certain qualifications and duties for employees at the Department of Assessments; and
· $142,736 for a 1.63 percent cost-of-living adjustment (COLA) for salaries of employees represented by the King County Juvenile Detention Guild.



Revenues
The General Fund has an extremely varied array of revenue sources.  Table 2 is a summary of the original revenue estimates used to fund the 2012 budget, revisions to the revenue estimates during the year, and the final revenue estimates.  The report does not provide actual revenue figures.

Table 2
Current Expense Fund
2012 Estimated Revenues – in millions
	Revenue Source
	2011
Actuals
	2012
Budget
	Revisions
(all quarters)
	Revised Amount
	% Change

	Property tax
	$296.9
	$299.1
	$5.5
	$304.6
	1.8%

	Debt service
	(24.6)
	(25.9)
	-
	(25.9)
	-

	Sales tax
	77.5
	77.0
	1.8
	78.8
	2.3%

	Intergovernmental receipts
	82.0
	85.5
	(11.7)
	73.8
	(13.8%)

	Interest earnings and pool fees
	2.4
	1.5
	0.5
	2.0
	33.3%

	Federal and state revenues
	20.5
	21.2
	(1.4)
	19.8
	(6.6%)

	Fines, forfeits and service charges
	130.5
	115.7
	0.1
	115.8
	0.1%

	Interfund receipts
	71.5
	71.6
	(0.4)
	71.2
	(0.6%)

	Supplemental revenue
	-
	-
	1.3
	1.3
	n/a

	Total
	$656.8
	$645.6
	($4.2)
	$641.4
	(0.7%)



As Table 2 shows, the 2012 budget was to be funded primarily by taxes and charges for services.  These two combined amounted to over $491 million originally and this estimate has been revised upward by over $7 million to $499 million.  Debt service for certain kinds of bonds is accounted for as a direct deduction from property tax receipts and shows as a negative revenue adjustment rather than an operating expense.  Inter-governmental contracts for services, primarily to cities, contributed a revised amount of $73.8 million. 

The major revisions to revenue estimates included the following:

· Increases in property and sales tax collections, both of which are exceeding the conservative figures  adopted by the Forecast Council - $7.3 million
· Reductions to intergovernmental receipts, primarily due to lower than anticipated payments from the state and other local governments for the use of county jail space - $11.7 million decrease
· Reduced funding from the state and federal governments for other purposes - $1.4 million decrease
[bookmark: Body]
In addition to the changes in estimates made by the Office of Management and Budget, a total of $1.3 million was identified in new revenues to support supplemental budget appropriation increases.  Most of these new revenues were for minor amounts and included State and federal grants.  The largest items were $285,000 of Trial Court Improvement Act grant funds (each) given to the Superior and District Courts for one-time system improvements and $237,862 of increased revenue for the Sheriff’s Office from service contracts with other entities.


Fund Balance
Fund balance represents the accumulated excess of cash and other short-term assets over short-term liabilities.  In a given year, fund balance would increase if revenues amount to more than the amount spent and decrease if more is spent than is realized in revenues.  For budgeting and planning purposes, the fund balance at the beginning of a year must be estimated.  This estimate is then used in the process of adopting the annual budget.

Only when the books are finally closed at the end of each accounting cycle is the actual fund balance precisely determined.  The actual fund balance is typically first reported to the Council in OPSB’s first quarter report each year.  For 2012, the estimated fund beginning balance that was used for budgeting was $92.0 million, a figure that was later revised upward to $118.7 million.  The financial plan for the General Fund (see Table 3 below) anticipated revenues of $645.6 million, expenditures of $649.6 million, and an ending fund balance of $87.9 million.

As previously noted, the books for 2012 have not yet been closed.  The fourth quarter report financial plan indicates that revenues would amount to $641.4 million and expenditures would total $653.5 million.  This would result in a decrease in fund balance of approximately $12 million, from a revised starting balance of $118.7 to and ending fund balance of $106.6 million.

Reserves and Designations
The portion of the fund balance that is not earmarked for reserves or other purposes and is therefore available for appropriation in the next year is called the undesignated fund balance.  The Council’s adopted policy is that the undesignated fund balance for the General Fund shall be at least 6% of estimated annual variable revenues (revenues such as tax collections that vary from year to year and impact the bottom line).

The General Fund financial plan included in the 4th quarter report includes some 20 different “designations” of the General Fund balance.  Some of these are for accounting purposes; others are identified as “reserves”.  The Executive’s financial plan  includes certain designations and reserves that, in total, amount to the excess of fund balance over 6% of estimated revenue.  In the financial plan included with the 4th quarter budget report, all but $33.8 million of the total $106.6 million estimated ending General Fund balance has been designated by the Executive for various purposes, primarily the maintenance of dedicated reserves.  

The table below shows the changes to the ending fund balance that would result, based on the projections of revenues and expenditures in the 4th quarter report.

Table 3
Projected General Fund Ending Fund Balance (millions)
December 31, 2012
	Ending fund balance per adopted 2012 budget
	$87.9

	Increase in budget from 2011 (surplus)
	30.6

	Decrease in fund balance from 2012 operations
	(12.0)

	Revised ending fund balance per 4th quarter report
	$106.6




Other Funds


Road Fund

The Road Fund continues to experience financial difficulty, with entering 2012 with a negative fund balance of $3.9 million.  This resulted from expenditures in 2011 exceeding revenues.  The Executive in preparing the 2012 budget estimated that the Road Fund would have a positive beginning fund balance of $1.8 million.  Since the fund actually entered the year with a deficit of $3.9 million, its actual starting position was nearly $5.8 million lower than had been anticipated.

Total estimated Road Fund revenues for 2012 are estimated to reach approximately $97.9 million, down $8.1 million from an adopted revenue assumption of $105.9 million.  However, while tax collections are down by about $1.7 million for the year, most of the reduction in anticipated revenues is due to lower receipts of reimbursements of fees for services provided to other jurisdictions.  Those revenue reductions are offset by the avoidance of the expenditures that would have been associated with those services, so there is no net impact to the fund.

Current estimates for the Road Fund show a positive ending fund balance of just over $1.8 million.  This stabilization was achieved primarily through the postponement of maintenance projects (road overlays) and the release of contingency funds.  


Public Health

The adopted budget for Public Health for 2005 anticipated revenues of $183 million and expenditures of $184 million.  With a beginning fund balance of $10.5 million, the ending fund balance at the end of 2005 if budgeted revenues and expenditures were realized would be about $9.5 million.  The latest financial plan indicates that Public Health revenues will fall short of the budget estimate by $9.2 million.  However, expenditures are projected to be $10 million less than budgeted.  Public Health would therefore end the year with a fund balance of about $10.1 million.  We noted that this financial plan does not include the $5,960,000 transfer from the County General Fund for the pandemic flu preparedness project discussed above.


Real Estate Excise Tax I

The REET I fund accounts for the original 0.25% tax on real estate transactions in unincorporated King County.  The budget for 2012 anticipated revenues of $3.1 million and expenditures of $2.9 million, with most of the planned expenditures going towards debt service on bonds sold for parks projects.  Estimated expenditures from REET I have been revised upwards to approximately $7.9 million; however the additional $5.0 million consists almost entirely of reappropriations of unspent capital project funds from 2011.  The estimated ending fund balance for REET I for 2012 is about $1.2 million, up from an adopted assumption of slightly less than the target fund balance of $0.5 million. 



Real Estate Excise Tax II

The REET II fund is used to account for the other 0.25% tax on real estate transactions that was granted to counties by the Legislature with the passage of the Growth Management Act.  REET II is restricted by State law cannot be used for acquisition projects.  Generally, REET I is used for the capital needs of the unincorporated area of the County while REET II is for capital needs in the entire County, including within cities, if there is a benefit to the unincorporated areas.  

The adopted budget for 2012 anticipated a beginning fund balance of about $40,000, revenue amounting to just under $3.1 million, expenditures of $2.8 million, and an ending fund balance of about $0.3 million.  As with REET I, unexpended funds tied to projects not completed in 2011 increased the actual beginning REET II fund balance substantially; in the case of REET II by over $5.1 million.  Reappropriations of funds for the existing projects also increased budgeted expenditures for 2012 to nearly $8.0 million, with a revised projected ending fund balance slightly under the target of $0.5 million.


Public Transportation Fund

This is the fund used to account for operations of the Metro Transit system.  The fund started the year with a fund balance carried over from 2012 of $446.8 million, about $5.4 million less than anticipated in the adopted 2012 budget.  Revenues for 2005 are expected to fall $11.1 million short of the adopted budget estimate of $835.0 due to lower than planned sales tax (down $9.0 million or 2.2% from the adopted budget) and fare collections (down $11.1 million or 7.4%).  Higher grant revenues, payments from Sound Transit and other revenues all helped to mitigate this, so total expected revenue collections are down $11.2 million or 1.3% from the budgeted level.

Budgeted operating expenditures are up more than 8.5% in 2012 over 2011, however this was more than offset by a reduced capital budget, so total budgeted expenditures dropped from $895.1 million 2011 to $891.7 million in the adopted 2012 budget.  Projected actual expenditures for 2012 are expected to be very close to the adopted budget amount at about $890.9 million. 

  
Employee Benefits

The Employee Benefits fund is used to pay for health benefits for county employees, including the cost of administering the benefits.  This has been a bright spot for the county budget in 2012.  While revenues to the fund are expected to be almost $12.4 million below the adopted budget, that is due to lower than expected enrollment in health plans and is more than offset by cost savings.  At $198.5 million, expenditures on insurance claims are expected to finish the year at $18.5 million below the adopted budget level of $217.0 and $1.3 million below actual 2011 costs of $199.6 million.  In the Executive’s transmitted financial plan for the fund, the savings are used to increase rate stabilization reserves and designations for claims costs incurred but not yet reported.


Once again, the books are not closed for 2012 so the figures above are preliminary.  The final amounts for 2012 for the various funds will be included in the 1st quarter 2013 budget report.


INVITED
1. Dwight Dively, Director, Office of Performance, Strategy and Budget


ATTACHMENT
1. Quarterly Report, 4th Quarter 2012 – King County Office of Performance, Strategy and Budget




