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May 28, 2004
The Honorable Larry Phillips

Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Phillips:
In accordance with KCC 4.040.45, I am transmitting the proposed methodology for the current expense overhead cost allocation plan to be used in preparation of the Executive Proposed Budget for 2005.  The purpose of the annual cost allocation plan is to identify central services that are performed in the current expense fund, and to allocate the costs to other funds benefiting from the services in the fairest manner possible.  This allocation represents a major cost recovery for the current expense fund.  In 2004, the total amount of revenue is $28.6 million or about 5.7% of total current expense revenues.

The 2005 plan will be prepared using the basic guidelines adopted in the September 1994 Deloitte & Touche consultant report.  The study was commissioned by the Office of Management and Budget to determine the best method for allocating current expense central services to other funds, particularly in relation to the merger with the former Metro agencies.  The recommendations included in the final report were incorporated in the 1995 Cost Allocation plan and have been a guiding factor in each subsequent plan.

The 2005 plan will follow the three basic principles of plan development: (1) identify the cost pools eligible for allocation; (2) measure the dollar amount of the cost pools; and (3) determine the fairest method for allocating the costs.

IDENTIFY COST POOLS

A cost pool is a separately identifiable organizational unit or a combination of organizational units within the current expense fund that provide a central service to agencies outside of the current expense fund.  It can be a group of organization units that comprise a cost pool, such as the general government cost pool, which includes the County Council, County Executive, and others.  It can also be a small part of a single division that makes up a cost pool, such as records management within Records, Elections and Licensing. The cost pools are listed on the attached sheet.

In the 2003 plan, King County Civic Television and the Law Library were added to the general government cost pool.  These organizational units are retained in the 2005 plan. 
I continue to look at recovering the full cost of providing central services through modification of the current allocation methodology based on the guidelines outlined in the 1994 Deloitte & Touche consultant report.  I will inform council of any proposed modifications to the current methodology not outlined in this letter with the transmittal of the Executive Proposed budget.

The current expense cost allocation plan and cost pools should not be confused with other central services that are directly billed by various county funds, and are not part of the plan.  The direct-billed services include the following:

1. Attorney Services

2. Financial Services

3. Facility Management Services

4. Employee Benefits

5. Insurance

6. Motor Pool

7. Data Processing

8. Telecommunications

9. Print Shop

10. Safety and Claims Management

11. Radio Services

12. Leases & Property Services

With the exception of attorney services and property services, these are all central services provided by agencies outside of the current expense fund.

MEASURE THE COST POOLS

After the eligible cost pools have been identified, the total dollar value of each pool must be established.  The plan currently uses the Executive’s Proposed Budget as the point for measuring each cost pool.  The proposed cost allocation plan for the following year is finalized in September in conjunction with the preparation of the Executive Proposed Budget.  When measuring the cost pools, care is taken to include all costs that relate only to the particular cost pool.  

ALLOCATE THE COSTS

Once the cost pools have been measured, allocation schedules are prepared that distribute costs to agencies that use the service.  The plan uses multiple allocation methodologies in order to distribute costs based on the most logical method for the particular cost pool. The allocation basis chosen for each cost pool should be easily understandable to the agencies. It should be based on data that is readily obtainable and well-documented. It should be based on data that remains consistent over time. And it should result in an equitable allocation of costs closely proportionate to the level of service actually received.

The attached list includes the allocation basis that will be used for each of the 12 cost pools.  The Finance and Business Operations Division is currently gathering statistics and data to support each of the allocation bases.

PREPARATION OF THE PLAN

The Office of Management and Budget and the Finance and Business Operations Division work cooperatively in preparation of the annual cost allocation plan.  The Office of Management and Budget is responsible for identifying the cost pools (complete), measuring the cost pools (draft in progress, final, pending completion of the Executive Proposed Budget), and determining the allocation bases (complete).  The Finance and Business Operations Division is responsible for gathering the allocation base data (in progress), performing the actual allocation (awaiting completion of cost pool measurements), and organizing and publishing the plan.

If you have any further questions regarding the methodology of preparing the 2005 Current Expense Cost Allocation Plan, please contact either Helene Ellickson, Budget Supervisor, Office of Management and Budget at 296-3433 or Bob Cowan, Division Director, Finance and Business Operations at 684-1935.

Sincerely,

Steve Call
Director
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