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Chapter I: executive summary

background

FCS GROUP was retained by the King County Council to prepare a business plan for a potential new Office of Economic and Financial Analysis. The purpose of the business plan is to identify options and make recommendations on a possible new organizational structure for producing official economic and revenue forecasts for King County. The evaluation of options is intended to consider the organizational structure and required resources of each option, assess each option against criteria developed in consultation with County officials, and present a recommended option.

Four primary options for the financial forecasting function are evaluated in this plan.

· Option 1: the status quo structure, with process changes only;

· Option 2a: a separate Office of Economic and Financial Analysis reporting to the County Council, with a technical review role;

· Option 2b: a separate Office of Economic and Financial Analysis reporting to the County Council, with an independent forecast role; and

· Option 3: a new Joint Office of Economic and Financial Analysis, reporting to a Forecast Council with representation from both legislative and executive branches.

In addition, we examined the impact of contracting with an outside consultant in conjunction with either Options 1, 2b, or 3.

Current King County Forecasting

Currently, departments forecast most of the revenues related to their businesses.  Taxes and many General Fund revenues are forecasted by the Office of Management and Budget (OMB), with departments supplying much of the initial data.  The largest revenues projected by OMB are the property tax (particularly the new construction component), several different increments of sales taxes, the real estate excise tax (REET), and interest on investments. OMB has two positions that perform economic analysis related to the budget, with one of them focused on the revenue forecast and related impact and feasibility analyses.

At present, departmental forecasts are generally well accepted, but disagreements over General Fund forecasts have occurred in recent years.  There are several types of issues that were identified in our interviews. Council members and staff feel that getting clear, timely information about revenues is difficult. Sometimes they feel flooded with data but not in a form that is usable or understandable to them. Some feel that revenues have been consistently underestimated. OMB management and staff feel that their analyses are not well understood by Council members and staff. OMB tries to make its forecasts somewhat conservative because forecast risk is asymmetric—an unexpected shortfall is more disruptive to the County than an unexpected surplus. The compressed time frame of the Council review period makes it difficult for the Council to review the forecast adequately. OMB’s policy gives Council questions a high priority, but sometimes a meaningful answer might take longer than 24 hours. Lack of a single financial system makes it harder to get answers to budget questions, for OMB as well as the Council.  Although the Council and OMB representatives that were interviewed had different perspectives about the reasons for recent disagreements, all parties expressed a desire to have a single set of numbers in which everyone can feel confident.

Research from Other Jurisdictions

With input from Council staff, we selected five comparable counties and examined their approach to financial forecasting and analytical support to the legislative branch.  The five counties each had over 1 million population, and they all had a separately elected executive and legislative branch.  We also researched the State of Washington Economic and Revenue Forecast Council.

The following observations come from this research into the practices of other jurisdictions.

· Suffolk County, New York uses an independent legislative budget review office, including a separate revenue forecast from the executive branch forecast.
· Wayne County, Michigan has a legislative budget staff that provides technical review of the Executive’s forecast but not an independent forecast.

· St. Louis County, Missouri and Allegheny County, Pennsylvania rely entirely on the executive branch for revenue forecasting.

· Miami-Dade County, Florida has relied entirely on the executive branch for forecasting and budget development in the past.  However, in the past year, the County Board has expressed interest in a separate budget review staff.

· Like many states, Washington uses a forecasting office that is governed by a joint legislative/executive Forecast Council.  We are not aware of any local governments who use this model.

· When it comes to forecasting accuracy, the budget-to-actual variance has been less in King County than in the other counties for the property tax.  For sales tax and total General Fund revenue, the budget-to-actual variance has been greater in King County.

Analysis and Recommended Option

After defining the major options, we analyzed them against the following criteria: 

· Transparency
· Objectivity

· Responsiveness to Analytical Needs

· Opportunity for Agreement

· Cost-effectiveness

· Ease of Implementation

The analysis is discussed in Chapter VI and Appendix C. Based on this analysis, we recommend that the County create a Joint Office of Economic and Financial Analysis, to be overseen by a King County Forecast Council with representation from both executive and legislative branches.  This approach is modeled after the approach used by the State of Washington.  We are unaware of any other local governments that use this type of structure.

The County Forecast Council would be responsible for:

· Hiring a Chief Economist;
· Reviewing and approving an official forecast twice a year;

· Reviewing the quarterly reports; and

· Reviewing and approving an annual work plan for the Office of Economic and Financial Analysis.
The Forecast Council should consist of three representatives chosen by the County Council and three representatives chosen by the County Executive.  A four-vote majority would be needed in order to approve an official forecast, and a five-vote supermajority would be needed in order to take any action relating to the employment of the Chief Economist.

We recommend that the Chief Economist be expected to determine whether hiring an Assistant Economist or contracting outside for economic forecasting services would be more beneficial to the County. He or she should be authorized to hire an Assistant Economist (if appropriate) and arrange for .5 FTE of administrative support. The Joint Office staff should work closely with OMB and other departments to coordinate data, research tools, and computer systems.  

The Joint Office would be responsible for the forecasting duties and many of the analytical duties now carried out by OMB, and one of its two technical positions should be transferred from OMB. OMB would remain with one Economist position, which would continue providing special analyses and technical support to the rest of the OMB organization.

A charter change will be necessary in order for a Joint Office to become a permanent part of the County structure; however, with support from the Executive, implementation can proceed sooner in order to take advantage of a current vacancy in the OMB Economist position.

Other Recommendations

We recommend that the charter review committee consider moving the Executive’s Proposed Budget submission date to an earlier date than October 15.  We recommend that the Chief Economist create a Technical Advisory Committee to provide an outside perspective on the assumptions and methodology used by the Joint Office.  We also recommend that the Joint Office solicit outside input and develop a new format for its basic documents, with the goal of clear and relevant communications.


