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SUBJECT:  

A briefing and discussion of the creation of a rainy day reserve in the County’s general fund. 
SUMMARY:
This ordinance would implement two recommendations of the King County Financial Policies Advisory Task Force (FPATF) by creating a rainy-day reserve fund and creating funds to allow for elimination of sub-funds in the County’s general fund.

BACKGROUND: 

King County’s 2007 amended budget totals $4.0 billion.  Of this amount, $1.1 billion represents the capital budget, and $2.9 billion comprises the operating budget. Within the operating budget, the General Fund accounts for $660 million, while non-General Fund operating expenditures total $2.3 billion.  

Table 1:  2007 King County Budget Summary

	
	2007 Budget

	General Fund
	$ 660,894,006

	Other Funds
	2,288,597,166

	Capital Improvement
	1,082,049,000

	Total
	$4,031,540,172


Concurrently with adoption of the 2007 Budget, the County Council created the King County Financial Policies Advisory Task Force (FPATF). This task force was charged with reviewing a number of King County financial policies and making recommendations on how to improve operations. One of the areas the FPATF looked at was the general fund’s reserves and designations. The FPATF recommended the County consider creating a rainy day reserve. 

Also, the County’s general fund is made up of a number of “sub-funds” which are merely accounting devices used to segregate various aspects of the general fund. Unfortunately, these sub-funds create a high level of ambiguity and confusion when discussing the general fund. Councilmembers are used to hearing the term “current expense fund” which is generally used interchangeably with “general fund.” In the County’s system, these terms are not synonymous. The current expense fund is actually one of four sub-funds within the general fund.  Because of this confusion, the FPATF also recommended elimination of the sub-funds within the general fund. They felt this would increase transparency in discussions of county finances and would not create an undue management burden as management of a fund is very similar, if not identical, to the work of managing a sub-fund. 

Proposed Ordinance 2007-0529 would accomplish several tasks necessary to implement a rainy day fund and also accomplish other FPATF recommendations regarding transparency in the general fund. Specifically, the ordinance would: 

· Create a Rainy Day Reserve Fund (RDRF)

· Designate the RDRF as a Tier 1 fund, meaning that interest earned  on investment of idle cash will remain in the RDRF;
· Specify the intent regarding when this fund could be appropriated and spent; and,
· Designate the criteria for increasing the size of the fund
· Create an Inmate Welfare Fund

· Create a Children and Families Fund
ANALYSIS: 
King County does not maintain a rainy day fund or a cumulative reserve fund as allowed by RCW 36.33.020. The county does maintain a Sales Tax Reserve contingency which exists as a sub-fund of the county’s general fund. A portion of sales tax collections are deposited directly to the sub-fund. The level of funding in the reserve is capped at $15 million with any excess allowed for major maintenance expenses after transfer to the current expense sub fund. The $15 million in the reserve could only be used in certain circumstances related to catastrophic losses or maintenance of services if actual revenue collections dip too far below estimates. 

This amount is set by motion as a “hard” number and the minimum level has not been adjusted since the motion was originally passed in 1991 (prior to the Metro-King County merger). To put this into perspective, the current expense fund budget in 1991 was $297 million compared to the 2007 budget of $622 million. 

Undesignated Fund Balance

The portion of the fund balance that is not earmarked in any way, and is therefore available for appropriation, is called the undesignated fund balance.  The Council’s adopted policy is that the undesignated fund balance shall be between 6% and 8% of estimated annual revenues. While the County’s undesignated General Fund fund balance currently totals $31.5 million, or 6% of revenues, designations of fund balance for various purposes bring the total of fund balance to approximately $107.8 million or 18% of revenues.  
Designations of Fund Balance

In the general fund financial plan, the Executive proposes certain designations of the General Fund fund balance.  In the most recent financial plan there are approximately 35 different designations of fund balance.  Some of these are for accounting purposes; others are identified as “reserves”.  With adoption of the 2007 budget the council set a number of policy reserves, or areas which the Council felt were important enough to both reserve funds and set target amounts for designation of future funds should they become available. 
While both keeping a portion of fund balance as undesignated and designating other amounts for specific purposes are well accepted ways of conducting financial planning activities, the County’s general fund does not have specific funds set aside for unforeseeable situations that may arise in the future. 
Rainy Day Reserve Fund

Under the provisions of Proposed Ordinance 2007-0529, the $15 million that is currently in the Sales Tax Reserve Contingency would be deposited into a new fund called the Rainy Day Reserve Fund. This would be a Tier 1 fund which means that any interest earned on the principal would be retained by the fund. At 5% annually, $750,000 would be earned in the first year. It should be noted that this would be $750,000 that would otherwise accrue to the current expense sub-fund. 

The Ordinance also includes an intent statement specifying the circumstances under which the Council intends that these funds could be appropriated and spent. Specifically, these are:
· Maintenance of essential county services in the event that current expense fund revenue collections in a given fiscal year are less than ninety-seven percent of adopted estimates. 

· Payment of current expense fund legal settlements or judgments in excess of the county’s ability to pay from other sources. 

· Catastrophic losses in excess of the county’s other insurances against such losses.

· Such other emergency uses, as determined by the county council.
The Ordinance further indicates the intent that appropriations of this fund be made solely by emergency appropriation which requires a two-thirds majority of the County Council. 

The Council’s Legal Counsel and the Prosecuting Attorney’s Office have not yet completed their legal review of this ordinance. Any necessary changes could be incorporated into an amendment before final passage. 
The last item relating to the RDRF is the situation where additional principal will be added to the fund. The ordinance specifies that should actual sales tax revenues in any given year exceed 103% of what was transmitted to the Council with the Executive’s Proposed Budget, the excess above 103% would be deposited into the fund. As Councilmembers are aware, sales tax revenue is somewhat variable; this mechanism would allow for the years of high sales tax growth to be deposited into the fund for use in years when there is a situation of emergency as described above. 

Other Funds
As noted earlier in the staff report, the FPATF also recommended elimination of the other sub-funds within the general fund. The other provisions of the ordinance create the Inmate Welfare Fund and the Children and Families Fund. This is a ministerial act as the sub-fund will be changed to become a separate fund. All fund balances and revenues that currently accrue to the sub-funds would accrue to the new funds. The County Council will continue to make appropriations from the respective funds. 

In the proposed ordinance, these funds are also created as Tier 1 funds which will allow the fund balances to accrue interest. This will also have an effect on current expense fund interest earnings but that effect would be negligible. Combined, the two funds’ idle balances would have generated approximately $200,000 in interest for 2007. 
If this action is completed, the three sub-funds will be removed from the general fund and the term “current expense fund” will be synonymous with “general fund.”

Other Legislation

Motion 8352, passed by the County Council in 1991, and Motion 8446, also passed by the Council in 1991, both contained a section indicating the Council’s intent that a portion of sales taxes be directed into the Sales Tax Reserve sub-fund. This ordinance would specify a different relationship under which the sales tax diversion would no longer be needed. Accordingly, the motion rescinds Section B of Motion 8352 and Section A of Motion 8446.  

Also, Ordinance 14230 included the Sales Tax Reserve Contingency as one option for funding of the major maintenance reserve fund (once the reserve reached $15 million). This section is no longer necessary as sales tax will no longer be diverted to the sales tax reserve contingency. These taxes will accrue directly to the general fund. The proposed ordinance therefore rescinds Section C(1) of Ordinance 14230.  

NEXT STEPS
This is a briefing only. This item is not yet ready for action. 
ATTACHMENTS

1.  Proposed Ordinance 2007-0529
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