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SUBJECT

Proposed Motion 2018-0483 would approve the updated Comprehensive Financial Management Policies for King County.

SUMMARY

Proposed Motion 2018-0483 would update the county’s comprehensive financial management policies document to reflect current financial management practices. Council staff has not identified any issues with the proposed comprehensive financial management policies.

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, 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 to adopt the Comprehensive Financial Management Policies.  In February 2017, Council approved Motion 14803, which adopted the current Comprehensive Financial Management Policies.

ANALYSIS

Proposed Motion 2018-0483 would update the King County Comprehensive Financial Management Policies previously approved by Council in Motion 14803. 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 September 2018”, (“the proposed CFMP”).  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 make the following changes to Operating Budgets policies: 
1.  The Executive has proposed removing language related to studying the total cost of government. Specifically the following language is being removed: 

“To help the County benchmark and compare service delivery against other jurisdictions and identify efficiency opportunities, the County will create measurements for the cost of government and update those measurements for each biennial budget. Such measurements are intended to be broad in nature, such as: total revenues per capita per year, the number of County FTEs per person in the County, and the total expenditures of the County compared to the total income in the County. The analysis should also measure the cost of government in the County's unincorporated and incorporated areas.”

The Executive indicated to Council staff that there was not a clear demand for these metrics and that the Executive branch has instead focused on: “fund balance levels, taxation and levy rates, performance metrics on tier boards, data from evaluations and investment monitoring plans, and business plans calculations.” The executive stated that “this information is more granular and connected to operations and financial management than the total cost of government and therefore more actionable and relevant for making decisions. “

2. The Executive has proposed a new policy directing agencies affected by provisos and expenditure restrictions to be responsible for completing the requirements outlined by the provisos and expenditure restrictions. 

The currently policy is somewhat vague as to which agency has the responsibility to complete the work required by the proviso between PSB and the affected agency. The Executive has proposed this policy with PSB designated as assisting in coordination of proviso responses. 

Capital Asset Management. The proposed CFMP would make the following changes to Capital Asset Management policies: 

1. Require that technology projects with a budget in excess of $100,000 would be budgeted as discrete projects irrespective of whether they were funded out of operating budgets or a capital budget. In addition, any IT project with a budget over $250,000 would be budgeted in the capital budget. 

Executive staff indicate that they intend to provide a list of operating projects in this dollar range annually to the Council in the first quarter Quarterly Budget Management Report that also includes: Project name; Agency benefiting from the project; Brief project description; Estimated total project cost; and Amount spent to date, by year. While this reporting requirement is not explicit in code or in Proposed Motion 2018-0483, Executive staff note that this information has been an annual reporting requirement to the Business Management Council,[footnoteRef:2] and is included in PSB’s guidance documents to agencies on the technology investment process. This would represent new information not currently provided to the Council.  [2:  The Business Management Council is an advisory body to the County’s Chief Information Officer in developing short-term, mid-term and strategic business objectives for information technology countywide, in recommending technology proposals for funding, and in developing standards, policies, and guidance for implementation.] 

2. Limit debt service exposure in the Real Estate Excise Tax funds (REET 1 and REET 2) to 25% of projected revenues. 

Historically, the REET funds, which are based upon a percentage of the sales price of a home have been very volatile and can be adversely impacted by recessions. Debt issued by the REET funds would be a general fund expense if either of the funds was unable to retire debt service costs. Currently the debt service exposure of REET 1 is less than 2% and REET 2 is about 10%, so both funds would have available debt service capacity should the need arise to use debt for a project(s). 

3. Formalizing a “credit enhancement fee” when bonds are backed by the general fund. 

The County periodically issues debt on behalf of non-general fund agencies. When the County backs the debt with both agency and full faith and credit of the County, the County is pledging the general fund should the agency fund not have the financial wherewithal to retire the debt service obligations. Historically, when the general fund has backed issuance of wastewater debt, the Wastewater Treatment Division (WTD) fund has paid a credit enhancement fee to the general fund. This new policy would formalize that policy and apply it to any other fund. 

Discount Rates. The proposed CFMP would make no substantive changes to the existing discount rate policy. 

Expenditures. The proposed CFMP would make no substantive changes to expenditure policies.

Revenue.  The proposed CFMP would make the following changes to revenue policies: 

1. Wherever possible, the County should strive to take delivery of services or products in the unincorporated area of the County to maximize County sales tax collections. 

When the County takes delivery of a product in an incorporated city, the County receives 15% of the local share of the sales tax. When the County takes delivery of a product in the unincorporated area, the County receives 100% of the local sales tax. The Executive has not made a revised revenue estimate based upon this policy, but believes that a policy over time would increase revenue. 

2. Any charges for services or fees that do not recover county costs or real estate assets that are charged out below market rates should maintain documentation on the policy rationale for the exception. 

The Executive has indicated that there may be cases whereby, in order to further a policy goal, the County may not recover market costs. The Executive has indicated that affordable housing support is an area where this policy may help a non-profit achieve a shared policy goal. In these cases, the policy would require documentation of the policy rationale for the decision. 

Reserve Policies. The proposed CFMP would make no substantive changes to operating fund balance policies. 

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

ATTACHMENTS

1. Proposed Motion 2018-0483 and Attachment A, Comprehensive Financial Management Policies – Updated September 2018
2. Redline of Attachment A, Comprehensive Financial Management Polices – Updated September 2018
3. [bookmark: _GoBack]Fiscal Note
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1. Dwight Dively, Budget Director, Office of Performance, Strategy and Budget
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