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STAFF REPORT
SUBJECT:  
Proposed Motion 2012-0263 would set fund balance policies for the management of county funds and rescind Motion 5888. 

Proposed Motion 2012-0265 would continue policies related to intergovernmental service charges and general fund support for services outside the general fund. . 
SUMMARY:

The County Council passed Motion 5888 in January 1984, this motion set policies that applied to the General Fund as follows: 
1. The General Fund should maintain an undesignated fund balance of between 6 percent and 8 percent. 

2. The General Fund, when transferring funds to other County funds should only do so to support a specific program or function. 

3. The County should receive full-cost recovery when providing services to other governments. 

These policies applied only to the General Fund. King County has never had a comprehensive fund balance policy that applies to other county funds. There are very different concepts covered by Motion 5888. 

Throughout 2012, a staff group of staff from the County Council, Performance Strategy and Budget and key Departments met to determine a comprehensive countywide fund balance management policy. This policy proposal is the result of that group. 

Proposed Motion 2012-0263 would adopt a comprehensive fund balance management policy. This motion also rescinds the prior Motion 5888. 

Proposed Motion 2012-0264 would continue the intergovernmental service charge policy and the policy of funding only specific items with general fund resources in other county funds. These policies also need to be review at some point, but this motion simply continues the existing policies that would otherwise be eliminated through the rescission of Motion 5888. 

ANALYSIS:
King County manages over 100 county funds and each of these funds typically carry fund balances from year to year. Unless the County Council has stated otherwise, the Executive has the authority to set those fund balance policies. The County Council has stated policies in a number of areas including: 1) the General Fund, 2) public transportation, 3) wastewater treatment, and 4) road services. However, the remaining county fund balance policies were set by the Executive. For practical purposes, that meant that the majority of funds were set by the individual fund manager.  This practice led to dramatic differences in the type of policies that went into effect throughout the County. 

Proposed Ordinance 2012-0263 would set the following policies that would apply to all county funds:
1. The County's fund-specific financial policies identify the various funds that have policies on maintaining reserves, set-asides and other fund balances. These include approved motions and code requirements and shall determine acceptable reserve levels if conflicting with the policies herein. This defers to other policies previously set by the County Council.  Additionally, earlier during the budget process, the Council directed staff to rescind the existing motion setting a 6 percent fund balance policy for the Facilities Management Fund and an amendment has been prepared to do so. 
2. For all funds, sub-funds and accounts, the Office of Performance, Strategy and Budget (PSB) in consultation with departments and Council shall periodically review fund balance accumulations and the uses thereof. This requires each fund to have a fund balance policy and those policies should be reviewed regularly. 
3. Financial planning for reserves and fund balance shall comply with written guidance provided by the Office of Performance, Strategy and Budget unless approved by PSB. This will assure consistency across funds in development of their policies. 
4. Financial planning for all King County operating funds should aim to establish an ending fund balance of zero unless stipulated elsewhere.  This will avoid funds accumulating balances beyond what they need for cash management or for specific purposes. This also avoids arbitrary setting of fund balance policies that are not based upon specific needs. 
5. Where fund balance deficits exist, a gradual correction of the problem over a multi-year period may be preferable to a large one-time increase. If a fund cannot meet its policies, the fund managers must develop and implement a plan to do so. 
6. Factors to consider in establishing reserves include:

1. Future expenditures

2. Cash flow requirements to support operating expenses

3. Legal or regulatory requirements affecting revenues, disbursements, and fund reserves

4. Credit worthiness and capacity to support debt service requirements for enterprise funds

5. Relative rate stability from year to year

6. Susceptibility to financial risks, revenue shortfalls or emergency or unanticipated expenditures

This requires a thoughtful process to consider before setting of the fund balance policies for each fund. 

In addition to these general policies, Proposed Motion 2012-0263 would establish specific polices for various county funds with specialized needs. These include: 

1. The reserves in the County's safety and claims, and risk funds shall reflect 100% of the actuarially determined amounts for those funds, unless otherwise directed by an auditor or risk management committee.  If the reserve is more or less than this value, the financial plan shall reflect a multi-year plan to match the actuarial or recommended amount.  The Safety and Claims, and Risk Management Funds use actuarial studies and audit reports to determine the potential risks. In effect, these funds are designed to pre-fund future risk and therefore need to accumulate fund balances. 
2. The Incurred But Not Reported (IBNR) reserve in the employee benefits fund shall be maintained at 100% of the actuarial projection. This is a specific issue that applies to the Employee Benefits Fund. This is a reserve to address medical costs that have been incurred by the County, but not yet paid. These costs can be tens of millions of dollars for which the County should appropriately plan. 
3. Expenditure reserves such as equipment replacement reserves, reserves for future activities and labor reserves shall be based on an analysis of need. If a fund manager wishes to establish reserves for the replacement of equipment or other activities, those estimates must be based upon an analysis of need. This avoids the unnecessary accumulation of cash for undefined future needs. 
4. Labor liabilities such as compensated absences are typically funded on a pay-as-you-go basis. Expenditure reserves for labor liabilities may be used if a fund is expected to close and the reserve is to ensure sufficient funding for close out labor costs or if a large increase is anticipated due to contract negotiations or other cost drivers. This requires reserves for labor issues to be related to an actual estimate of future costs. This prevents the unnecessary accumulation of cash for unneeded purposes. 
5. Special levy funds (funds whose major revenues are based on voter approved levies) should plan for a rainy day reserve at the end of the levy period equal to 90 days of expenditures. If one of the County programs currently funded by a special levy were ever to fail, these funds would not have sufficient fund balances to close out operations and pay costs associated with laying off employees and could potentially cost the General Fund millions of dollars. Requiring special levy funds to plan for a rainy day reserve at the end of the levy period addresses this issue. This requirement would result in those planning efforts occurring during the levy planning processes. 
6. Cash flow reserves for operating funds shall be maintained at levels so the timing lags between revenues and expenditures are normally covered without any fund incurring negative cash balances. Funds that rely largely, or exclusively on the property tax, are susceptible to a disconnect between the collection of revenue and incurring expenses. This is due to the fact that property taxes only come in twice per year and expenses are spread throughout the year. This policy would require those funds to plan for this situation. 
7. The size of any rate stabilization fund balance shall depend on a specific analysis and legal requirements. If planning for a fund includes a rate stabilization plan, those reserves must be analyzed and comply with various statutes for rate stabilization. This only applies to utility funds. 
8. Funds should plan for future pension liabilities if they are expected to increase significantly. This should include the establishment of a reserve for the purpose of meeting this expected liability. Where appropriate, funds should begin to plan for future pension increases. This will become especially important if the State Legislature continues to set pension contributions below the rate necessary to fully fund the system. The General Fund has already begun planning for this condition. 
9. For Internal Service Funds, only the Benefits, Safety and Claims and Risk funds may have rainy day funds. For many years, the County Council has been concerned that the County’s internal service funds have been unnecessarily accumulating large rainy day or undesignated fund balances. These would now be prohibited by this fund balance policy. There is very little risk to internal service agencies that would constitute a necessity for accumulation of rainy day reserves. 
Proposed Motion 2012-0263 maintains the requirement that the General Fund keep an unassigned fund balance of between 6 percent and 8 percent. The 2013 General Fund financial plan included an unassigned fund balance of 6.5 percent, consistent with the policy. 

Finally, Motion 2012-0263 adjusts the vernacular of the various types of reserves to meet the new definitions and standards of the Governmental Accounting Standards Board (GASB). 

AMENDMENTS: 
Amendment 1 would also rescind Motion 12144, which established a 6% fund balance policies for the Facilities Management Fund. 
Title Amendment T1 corrects the title to conform to the amended version. 
Proposed Motion 2012-0264 is essentially a ministerial action which continues the policies on intergovernmental charges and general fund support for other county functions. These policies should be reviewed at a future date, as updates to these policies would be helpful. 

REASONABLENESS:
Proposed Motion 2012-0263 makes needed adjustments to the County’s fund balance policy, including applying policies to funds other than the General Fund. Adoption of this motion, including the amendments, would constitute a reasonable business decision. 

Proposed Motion 2012-0264 maintains existing policies on full cost recovery and use of General Fund resources. Maintaining these policies also would constitute a reasonable business decision. 

INVITED:
Dwight Dively, Director, Office of Performance, Strategy and Budget. 
David Reich, Chief Economist, Office of Economic and Financial Analysis

ATTACHMENTS:
1. Amendment 1

2. Title Amendment 1
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