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This briefing is a review of the provisions in State law and in the King County Code that provide for the opportunity for the County to adopt biennial (or multiyear) budgeting as the County’s budget process.

The voters of King County at the November 2003 general election approved Proposition 1, an amendment to Article 4 of the King County Charter, authorizing the Council to adopt an ordinance to establish biennial budgeting.

	BACKGROUND


Biennial Budgets Allowed by State Law 
RCW 36.40.250 allows the legislative authority of any county to adopt an ordinance providing for biennial budgets with a mid-biennium review and modification for the second year of the biennium.  This legislation became effective in 1997.  Cities in the State of Washington have had the legal ability to adopt biennial budgets since 1985.
Biennial Budgets Allowed by County Charter
King County now has the authority to adopt a biennial budget since the King County Charter was amended by the voters by approval of Proposition 1 on the November 2003 ballot.  Section 405 of the King County Charter now reads as follows:  
The county council may, subject to the provisions of section 230 of this charter, adopt an ordinance providing for a biennial budget cycle for any or all county funds, with a midbiennium review and modification for the second year of the biennium, including specifying the process and timeline for major tasks in the biennial budget process. References in this charter to the fiscal year or to specific dates shall apply to the corresponding annual or biennial period or date for any such fund or funds. Any references to a "quarter of a fiscal year" mean three months. The county council may adopt additional and emergency appropriations ordinances for such fund or funds in the same manner and subject to the same conditions as otherwise provided in this charter. The county council may repeal such an ordinance and revert to adopting annual budgets for any fund or funds, commencing after the end of any biennial budget cycle. (Ord. 14758 § 2, 2003)

Prior Briefings

A briefing was done in February 2004 in the Budget and Fiscal Management Committee (BFM).   In January 2005 the BFM Committee considered Proposed Ordinance 2005-0513.  This ordinance, sponsored by Councilmembers Gossett, Hague, Constantine and Irons, would amend the King County Code to authorize adoption of the County budget on a biennial basis.  No action was taken by the Committee at that time.
Key Provisions of the Charter

A careful reading of Section 405 reveals the following:
· Any ordinance adopted to implement biennial budgeting must comply with Section 230 of the Charter.


· The ordinance can provide for biennial budgeting for any County fund or funds, up to and including all funds.

· A mid-biennium review is required.

· The ordinance can specify steps in the process of adopting a budget and the timeline to follow for major tasks.

· The provisions elsewhere in the Charter with regard to additional and emergency appropriations apply to biennial budgets in the same way they applied to annual budgets.  

Where Is Biennial Budgeting in Use?

According to research done by the International City/County Management Association (ICMA) in 1999, only two states, Utah and Washington, allowed a two-year appropriation process for counties and cities.  Council staff research indicates that Wyoming adopted legislation allowing biennial budgets in 2001.  Staff has not attempted to update this research.  It is safe to say, however, that the use of biennial budgeting by cities and counties in the nation is very limited.

In the State of Washington, two counties, Clark and Kitsap, currently adopt biennial budgets.  There are only a handful of counties nationally that budget on a biennial basis.
Budgets are extremely important documents for local governments that fulfill the following major functions:

· A policy document that lays out the goals and objectives of the local government;
· A financial plan that explains where the local government's revenue comes from and how it will be utilized;
· An operations guide that explains how the government functions through its various programs, departments and agencies; and,
· A communications device that communicates all of the above to citizens, employees, elected officials and others.
Much of the budget remains basically the same from one year to the next.  The budget process is mainly about making adjustments to the status quo to respond to changes in the economy, changes in society, changes in priorities, changes in policies, or changes in management.  From this standpoint, a multiyear budget may be a very sensible option that can make the budget process more efficient.
The burden of projecting revenues for budgeting purposes falls on the Office of Management and Budget.  One of the major difficulties with multiyear budgets is the need to do multiyear  revenue projections.  Projecting revenues for the upcoming calendar year for budget purposes is a difficult process, especially considering that this must typically be done when only partial actual data is available for the current year.  The revenue projection process becomes that much more difficult when it must encompass two future years rather than one.    
Types of Multiyear Budgets
A “true” biennial budget is one that includes appropriations designed to last for two years.  The State of Washington for example adopts a biennial budget.  However, the State’s process includes a substantial mid-biennial review and supplemental budget.  Some multi-year budgets employed around the country are variations that are not true biennial budgets because the laws in those locations do not permit true biennial budgets.
One approach in these circumstances is to adopt a one-year budget with an accompanying de facto budget for the second year.  This is what Hillsborough County, Florida does.  Every two years the Commissioners approve a budget comprised of two separate fiscal years.  When it comes time to formally adopt the second year, the process of preparing the budget represents just an update of the original plan rather than a full-fledged review. 

The City of Seattle adopts a one-year budget and "endorses" a second year.  This is very similar to what Hillsborough County does.  The endorsed second year provides the starting point for the budget process and has led to a much more focused and condensed process in that second year. 
 In contrast, Clark County adopts a 24-month budget where appropriation authority does not lapse at the end of the first year.  Kitsap County on the other hand adopts a biennial budget but portions of the first year budget lapse while other portions of the first year budget are “reappropriated” into the second year.  
Other local governments employ a process where they adopt a one-year budget with a "rolling" second year.  In these cases, every year two one-year budgets are prepared.  Only the first year is formally adopted.  For example, in 2004 budgets for 2005 and 2006 would be prepared.  Only the 2005 budget would be formally adopted.  In 2005, budgets for 2006 and 2007 would be prepared, using the 2006 budget from the prior year as the starting point.  Only the 2006 budget would be formally adopted.
Advantages and Disadvantages of Biennial Budgeting

Advantages

Cities and counties using biennial budgets have noted the following advantages:

· Better long-range and strategic planning.  Since biennial budgets cover two years instead of one, managers and staff must take a longer view with regard to resource and program planning.  Some entities that use biennial budgeting noted less attention by legislators to line items and more attention to broader program and policy issues.

· Opportunity to redeploy staff.  While the respondents to surveys did not report staff reductions, they did report the ability for budget staff in the off year (the first year of the biennium) to concentrate their time on special projects, development of the capital improvement program, evaluation of programs, and improvements to performance measures.  In addition, the staffs of various departments spend less time on the budget in the off year, allowing them to concentrate on program issues.  The Council and Council staff would likewise spend less time during the first year of the biennium on budget issues.

· Longer evaluation period for new programs.  New programs would be budgeted for two years.  A biennial budget would allow for at least a full year of operation for evaluation purposes.  Under annual budgeting, the new budget cycle begins shortly after the current year's budget is adopted.  New programs may not even have gotten started before work on the next year's budget has begun.

· Depoliticization of the budget process.  If the budget process is timed to take place in an off-election year, legislators can concentrate on the budget with less political pressure, especially if unpopular decisions such as fee increases must be decided on.

Disadvantages

· Difficulties with revenue forecasting.  While an advantage of biennial budgeting is that it forces a longer-term planning perspective, revenue forecasts are at the heart of any budget.  As ICMA notes, "the longer the period covered by the projection, the lower its accuracy."  Preparation of budgets that cover two years instead of one requires forecasting up to thirty months in advance.  The forecasts of revenues typically must start in the first half of the budget preparation year and be completed by about mid-year.  This means the forecast would be done six months before the start of the first year of the biennium and would therefore be done thirty months before the end of the budget period.  King County routinely prepares financial plans that include two years beyond the budget year.  However, the analysis required to prepare a formal budget for the second year of the biennium would be more detailed than is currently done to prepare financial plans.

· Shift of balance of power.  Under annual budgeting, the Council has the opportunity every year to affect the Executive's policies and programs.  An analysis of biennial budgeting done by the City of Seattle's Office of Management and Budget in 1990 noted:  "Moving from an annual opportunity to a biennial opportunity represents a shift of control to the executive."  There has also been an observation that policy makers may be concerned that they will be accused of inattention if they adopt a two-year budget.

· Flexibility.  With a two-year budget and mid-biennium review, it is possible that the budgeting process may be less responsive to drastic economic, political, and programmatic changes.
· Intensive staff effort in conversion.  Entities that have switched from annual budgets to biennial budgets have experienced substantial workload increases in the year of the conversion.  On the surface, it may appear that preparing full budgets only every other year rather than every year would lighten the work load by something like fifty percent.  After conversion, most entities reported experiencing relief from work load stress in the first year of the biennium and the ability to redeploy staff.  However, to some degree, the work load during the biennial budget process tends to be more intense than it would have been with an annual budget process.  And, there is still the mid-biennium review in the first year of the biennium.  The reduction in staff work load that accompanies a switch to biennial budgeting in no way approaches 50%.
Issues to Consider

There are many issues that should be explored and addressed in any effort to move to biennial budgeting.  Below are some of these issues. 

ISSUE:  Does the Council have specific goals that would be addressed and achieved by switching to biennial budgeting?
What does the Council wish to accomplish by a switch to biennial budgeting?  Is efficiency the highest goal?  Maybe an important goal is to allow more time for a more in-depth review of the proposed budget.  This may not be possible with Charter provisions regarding the timing of steps in the process.
ISSUE:  What type of multiyear budget is best?

A “true” biennial budget is one that includes a two-year appropriation.  As this report has pointed out, there are other types of multi-year budgets being used besides a true biennial budget.  Which type is best for King County?
Are there other options that would accomplish some of the advantages of biennial budgeting without being a complete move to biennial budgeting?  For example, some entities formally adopt a single year budget but, at the same time, adopt a formal spending plan for the second year.  The second year spending plan serves as the starting point for the formal budget for the second year and tends to streamline the second year process.  Other entities have found satisfaction with one-year budgets with a rolling second year.  So, each year a two-year budget is adopted but the process is annual.  For instance, in 2004, a budget for 2005-06 is adopted.  Then, in 2005, a budget for 2006-07 is adopted. 

It appears to staff that these approaches are used when state law does not allow a true biennial budget.  It may be that the most efficient approach is to have a true 24-month appropriation that, at the end of the first year, simply continues from the first year of the biennium into the second year.  The mid-biennium review would likely be more akin to the current quarterly omnibus ordinances.  These supplemental budgets take far less staff and administration time than does a full-blown budget process.

ISSUE:  What funds should be budgeted on a biennial basis?

As noted above, the County has the option to budget some funds on a biennial basis and others on an annual basis.  For example, the General Fund could be budgeted annually while enterprise funds, special revenue funds, and internal service funds could be budgeted on a biennial basis.  Are there advantages and disadvantages?  What are they?

ISSUE:  Will the County's accounting and reporting financial software allow budgeting, accounting and reporting on a biennial basis? 

Does the County's current accounting and reporting financial software allow budgeting, accounting and reporting on a biennial basis?  Does it allow for functionality in the third year as the biennium is being closed out?  The City of Seattle in the late 1980's had just acquired a new financial management system.  They found that substantial reprogramming would have to be done to accommodate biennial budgeting.
King County has two accounting systems and two payroll systems plus a non-integrated budgeting program.  Replacement of these with a single integrated data base system failed in 2000.  This project has been restarted under the Accountable Business Transformation (ABT) project title.  With this major replacement project in progress, it doesn’t seem like this presents the ideal situation to switch to biennial budgeting.  However, as the process to acquire/develop a new system progresses, this is an opportunity to explore the biennial budgeting issue and decide if a new system should be designed to accommodate biennial budgeting.
ISSUE:  Are all interested parties committed to the switch?

At this early stage, no effort has been made to start building consensus for a move to biennial budgeting.  Other entities have found, though, that buy-in by the Council, the Executive, independently elected officials, and management staff is essential to the successful conversion to something as major as biennial budgeting.
ISSUE:  Is the timing of the current annual budget process appropriate for a biennial budget process?

Under the King County Charter, the Executive must transmit the proposed budget to the Council at least 75 days before the end of the year.  The Council must adopt the budget at least 30 days prior to the end of the year.
  This leaves the Council forty-five days to analyze and adopt the budget.  The practice has been for the Council to allow approximately six weeks for their analysis and adoption.  This is typically a very intense six-week period for both the Council and for the staff.  With a two-year budget to consider, a six-week period may not be sufficient.
The change to the County Charter approved by the voters allows the Council to change  the process and timeline for major budget tasks.  However, the change to the Charter does not include any changes to the timelines noted in the paragraph above.  With charter review, the Council may want to consider another change that would allow more time for analysis and review of a biennial budget.

ISSUE:  Would it make sense to do a biennial operating budget one year and a biennial capital budget the next year?

This might address the timing issue addressed above.  In the year that operating budgets are being considered, all attention could be focused on operations.  Six weeks may be sufficient.  The next year, the entire emphasis, except for the mid-biennium review of the operating budgets, could be on the capital budget.  Alternatively, biennial budgeting could be implemented incrementally over a number of years.

However, having the operating budgets and the capital budgets on different timing cycles could be confusing to the various agencies.  The agencies typically prepare their operating and capital budgets at the same time with the two being coordinated and interdependent.  Therefore, the Council may conclude that it would be prudent to keep operating and capital budget processes on the same review cycle.

ISSUE:  To what extent should Chapter 4.04  of the King County Code be revised to allow for biennial budgeting and to possibly modify other provisions related to the budget? Many of the County’s financial policies have been discussed this year in the Operating Budget Committee.  Any effort to study the possibility of switching to biennial budgeting may be the perfect opportunity to do an extensive re-write of Chapter 4.04 to reflect the current thinking on what financial policies the County should have in place to guide future operations.

Pilot Program
The Operating Budget Committee for the last  two months has been doing an in-depth study of the Finance and Business Operations Division (FBOD) of the Office of Executive Services.  FBOD has five lines of business including Treasury functions, Contracts and Procurement, Payroll, Financial Management and Benefits and Retirement administration.  The budget for FBOD is fairly stable from year to year.  As part of this in-depth review, FBOD will be asked to prepare a two-year budget for 2007-08 as a pilot program.

This pilot program should provide some very valuable insights into how a biennial budget system might work and some of the problems and issues that might be encountered.

NEXT STEPS: 

Legislation was introduced late in 2004 that would amend the King County Code to authorize the adoption of the County budget on a biennial basis.  It may be advisable to form some type of working or advisory group to study the issues discussed above and make recommendations to the Council on how and when biennial budgeting should be implemented.
INVITED:

· Bob Cowan, Director, Office of Management and Budget

· Ken Guy, Director, Finance and Business Operations Division






� Section 230 of the King county Charter lays out various provisions that govern the way ordinances are introduced, adopted and amended, as well as provisions for referendums and initiatives, vetoes, and effective dates.





� In 1995, the Board of County Commissioners adopted a biennial budget process. This means its staff prepares a budget for two fiscal years. The first fiscal year, always an even-number, is the budget that is legally adopted. The second fiscal year, always an odd-number, is approved as a plan. The second year's budget is later updated and officially adopted. This biennial budget process allows departments and agencies as well as the Board of County Commissioners to plan beyond the immediate budget.  his promotes better fiscal planning. 





� Washington state law also allows cities to adopt biennial budgets. In 1993, the City ran a pilot test on the concept of biennial budgeting for six selected departments. In 1995, the City moved from an annual to a modified biennial budget. Under this approach, the City Council formally adopts the budget for the first year of the biennium and endorses, but does not appropriate, the budget for the second year. The second year budget is based on the Council endorsement and is formally adopted by Council after a midbiennial review.





� Section 410 of the King County Charter sets the timing of when the Executive must transmit the budget to the Council and the number of days before the end of the fiscal year that the budget must be adopted. 
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