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5



Date:           December 1, 2004
Proposed No.:       2004-0542


Prepared By:   William Nogle
STAFF REPORT
SUBJECT:

This proposed ordinance provides for a supplemental appropriation for the Department of Assessments in the amount of $567,634, which, if approved, would bring their 2004 budget to $17,584,580.

SUMMARY:

The ordinance would approve a supplemental budget appropriation for the Department of Assessments.  The supplemental appropriation is needed to cover the cost of various capital outlay items purchased by the Assessor’s Office.

BACKGROUND: 

The King County Assessor is a separately elected official who is responsible for assessing real and personal property within the County and determining the annual taxes due on each piece of property.  The duties of the Assessor are essentially to administer the assessment and tax laws of the State.  The various county assessors operate under the general supervision and control of the State Department of Revenue (RCW 84.08.010).

The adopted budget for the Department of Assessments for 2004 was $16,898,902, with funding for 229 full time equivalent employees.  When carryover appropriations of $118,044 are added, the current budget comes to $17,016,946.  This supplemental appropriation, if approved, would bring the budget to $17, 584,580.  This information is summarized in Table 1 below.

Table 1

Assessor Budget Summary
	Description
	Amount

	2004 Adopted Budget
	$16,898,902

	Carryover of appropriations from 2003
	118,044

	Total 2004 Budget
	17,016,946

	Requested Supplemental Appropriation
	567,634

	Amended Budget if Proposed Ordinance is Approved
	$17,584,580


ANALYSIS:

The adopted budget plus carryovers totaled $17,016,946.  Included within this amount were underexpenditure and expenditure contras totaling $745,262.  Neither of these contras had been designated to specific line items.  Of the total budget, $11.4 million was budgeted for salaries and salary related costs and $3.7 million was budgeted for employee benefits.  By the end of October, the expenditures in the salary category were at just under 83% of budget – about where you would expect for that point in the year.  The remaining budget authority for salaries should be sufficient to pay these costs through the end of the year.  With regard to employee benefits, the percent expended was slightly over 83% - again about where it should be through October.

Apparent over expenditures have occurred, however, in numerous line items as shown in the following table:

Table 2

Assessor Expenditures Compared to Budget

Selected Accounts

	Account
	Budget
	Expenditures

	Over Expenditure
	Expend. As % of Budget

	Other contracts/professional services
	$500
	$209,040
	$208,540
	41,808%

	EDP & Microfiche/Film Services
	102,271
	212,692
	110,421
	208%

	Postage
	168,803
	207,792
	38,989
	123%

	Repairs & Maintenance – IT Eqpt
	0
	38,953
	38,953
	---

	ITS Infrastructure
	205,156
	232,160
	27,004
	113%

	Furniture
	0
	37,227
	37,227
	---

	EDP Equipment
	0
	16,257
	16,257
	---

	EDP Hardware
	0
	51,886
	51,886
	---

	Totals
	$476,730
	$1,006,007
	$529,277
	211%


Staff inquired as to how these overexpenditures occurred.  The response from the Assessor’s staff was that they concluded there were excess appropriations available in the salaries line items.  However, they lost track of how many pay periods had already passed and were unable to accurately interpret the budget reports from the County’s budget reporting system.

Armed with this false conclusion, the Assessor proceeded to spend nearly $500,000 on what appear to be technology-related equipment and services that had not been included in the 2004 adopted budget.

Previous Years

Staff reviewed expenditures by the Assessor in both 2002 and 2003.  In 2002, the Assessor expended $16.502 million out of a budget of $16.68 million.  During the 2003 budget process, Council staff met with Assessor staff.  It became apparent that the Assessor’s staff did not understand the “contra” concept used by the Budget Office.
Contra Accounts Concept

Under this concept, the Budget Office includes line items in agency budgets that have negative balances.  The underlying assumption behind contra accounts is that, during the year, there will be underexpenditures in various line items.  The contra (or negative) amounts that are included are not allocated to any specific line items but still have the effect of decreasing the budget for the agency in total by the amount of anticipated underexpenditures.  The 2004 adopted budget for the Assessor included three contra accounts as follows:

Table 3

Contra Account Detail for 2004

	Contra Account
	Amount
	Description

	Salary Budget Savings
	$144,646
	Assumes this amount will be “saved” through periodic vacancies in positions during the year.

	Underexpenditure Contra
	213,910
	Assumes various line items will be under-expended during the year.

	Expenditure Contra
	386,706
	2003 target cut that was not allocated to line items by the department in 2003.  This was carried over from 2003 in order to calculate the base budget for 2004.

	Total Contra Accounts
	$745,262
	


The total of the Assessor’s line items in the 2004 adopted budget, not including these contras, was $17,644,164.  When the contras are deducted, it means that the Assessor’s adopted budget was $16,898,902.

When Council staff met with the Assessor’s staff in 2002, they explained that they did not have sufficient budget to keep all of their authorized positions filled because of the contras.  However, they assumed that the underexpenditure contra amount needed to be subtracted from their budget when, in fact, it had already been subtracted.  In order to meet what they believed was their target budget, employee positions were left open or vacant.  In this way, the salary savings generated by keeping positions open allowed them to stay within their target budget in terms of actual expenditures.  Staff noted for example that over $1.3 million in salary appropriations went unspent in 2002.  This was attributed to keeping positions open.  As a result, however, they noted that they were not able to assess as much of the new construction as they would have had they kept all positions filled.

In order to assure that the Assessor would have sufficient staff for new construction work, Council staff asked how many positions they would need in total if they had sufficient budget to keep all positions filled.  The response was 229 and that was the number that was approved by the Council for 2003.

Table 4 below compares actual expenditures to budget in 2002 and 2003 by major account classes.

Table 4

Assessor Expenditures Compared to Budget

2002 and 2003

	
	2002
	2003

	Account
	Budget
	Expenditures
	Balance
	Budget
	Expenditure
	Balance

	Salaries
	$11,193,689
	$9,873,829
	$1,319,860
	$11,091,667
	$10,708,187
	$383,480

	Benefits
	3,373,851
	3,063,542
	310,309
	3,308,004
	3,170,876
	137,128

	Supplies
	208,631
	339,229
	-130,598
	241,181
	355,937
	-114,756

	Other Services and Charges
	590,819
	688,945
	-98,126
	550,679
	636,268
	-85,589

	Intragovernmental
	1,630,654
	1,727,968
	-97,314
	1,677,402
	1,587,499
	89,903

	Capital Outlay
	7,406
	808,727
	-801,321
	104,007
	218,752
	-114,745

	Other
	-325,045
	0
	-325,045
	-293,410
	0
	-293,410

	Totals
	$16,680,005
	$16,502,240
	$177,765
	$16,679,530
	$16,677,519
	$2,011


As can be seen from the above table, over $1.3 million was left unspent in salaries in 2002 but this was down to only $383,000 in 2003.  It is interesting to note that over expenditures were recorded in supplies, other services and charges, and capital outlay in both years.  Over the two years, over $920,000 was spent on furniture and equipment above the budgeted amount.  If 2004 to date is included, expenditures on furniture and equipment exceed budget authority by more than $1 million.

Council staff requested additional information with regard to the expenditures made in 2004 for services, furniture and equipment.  Staff asked:

1. What goal was being pursued with regard to these expenditures?

2. What was purchased?

3. What is the benefit that will result from these purchases?

4. Was this a technology project that would have been appropriate for the Office of Information Resource Management to review and to be subjected to the technology governance process?

5. Was there a "plan" with regard to these expenditures?

6. Was a quantifiable business case prepared for this program?

Because the Assessor and the Chief Deputy Assessor were unavailable, staff was not able to get answers to these questions.

Another question Council staff typically ask regarding supplemental appropriations requests is what contingency plans an agency has should the request not be approved.  It does not appear that the Assessor’s Office has a contingency plan in place, should the Council not act on this supplemental request or approve a request for a lower amount (thereby asking the Assessor’s Office to absorb more expenditures).  If the Assessor’s Office projections are accurate and the Council does not approve this request, the Assessor’s Office could be in danger of expending more than their adopted appropriation authority.  There are several statutes that pertain to expenditures over appropriation, including:

· RCW 36.40.100 and 36.40.130, which prohibit any county official from making expenditures or incurring liabilities in excess of appropriation.  The same chapter establishes violation of this statute as a criminal misdemeanor.

· RCW 29.82 (recall petitions and elections), which deems improper performance of a duty or commission of an unlawful act (which may include expenditures in excess of appropriation) by an elected official as misfeasance or malfeasance of office.

· King County Charter Section 495 which nullifies contracts to expend funds in excess of appropriation and holds any officer knowingly responsible personally liable for any person damaged by such action.

Budget Office Controls

The Budget Office first advised Council staff on October 14, 2004 of the likelihood of a supplemental budget being needed for the Assessor.  The Budget Office confirmed this on November 4.  Council staff noted that the Quarterly Report from the Budget Office for the second quarter of 2004 showed Assessor’s spending as being 5.08% above their allotments.  Allotments are calculated by the Budget Office to reflect the amount that would typically be spent through each quarter of the year by an agency if the agency were on target for the year with regard to its spending being within budgetary authority.  Any variance would be an indication of a potential problem.

The Budget Office did not apparently consider the 5.08% unfavorable variance at the end of the second quarter as being an issue that needed to be reviewed.  It appears that the overexpenditure that must now be addressed had already occurred by that time because, when encumbrances are included, the Assessor’s expenditures were more than $1.2 million over their allotments.  By not reviewing the Assessor’s budget situation at that time, the Budget Office allowed so much of the year to elapse that corrective action is no longer a viable option.  Budget Office controls may need to be revised or strengthened to prevent this situation in the future.

Options

Council staff has identified four options for the Council’s consideration:  

1. Approve the request as proposed.

The Council could approve the $567,634 supplemental appropriation request and fund this amount by using Current Expense fund balance.  If this action is taken, the Council may want to consider adopting a proviso early next year on the 2005 Assessor’s budget that would help prevent a reoccurrence.  The proviso could restrict approximately $567,000 of the 2005 Assessor’s budget with quarterly releases of this funding contingent on the Assessor providing a detailed budget status report to the Budget Office.  The Budget Office, after reviewing the reports, would forward them to the Council for approval.  Only upon approval of each report would the funding be released.

The fiscal impact of this option would be to decrease the fund balance of the General Fund that would otherwise be available for carryover to 2005 by $567,634.

2. Approve a lower amount of appropriation authority than that requested.

The Council could opt to approve a lower amount of appropriation authority than that requested by the Assessor.  In doing so, the Council could direct the Assessor to manage the budget for the remainder of the year such that more of the projected overexpenditure can be avoided or absorbed.  The Assessor may be able to accomplish this through slowing the rate of overtime expenditures for the remainder of the year.  However, since expenditures have already exceeded the budget in all other line items, there is no appropriation authority outside of salaries and benefits with which to absorb some of this overexpenditure.

Council staff is especially troubled by the apparent fact that the Assessor was not even aware that they were in danger of exceeding their budget until the Budget Office informed them of this in October.  Consequently, they have not formulated any contingency plans to manage the budget should the Council not approve the amount requested.

3. Approve the supplemental budget request but disappropriate a like amount in the Assessor’s 2005 budget.  This option would restore the $567,634 to the General Fund fund balance so that this amount would be available for other uses in 2005 or 2006.

This option would likely lead to the Assessor having to reduce staff during 2005 in order to stay within their budgetary allowance.  Staff reductions could lead to less new construction being added to the tax rolls for 2006.

4.  Do not approve the supplemental request.

Given that the Assessor’s expenditures have exceeded appropriations in most account classes for at least the three years 2002-2004, the Council could decide either to not act on this supplemental request or to reject it.

If the Council were to either not act or reject the request, the Assessor’s Office would need to decide whether to manage expenditures to remain within the current adopted appropriation or whether to purposefully spend in excess of the approved appropriation authority.  The potential consequences of expenditures over appropriation authority are outlined above.  Under this alternative, the County may be subject to an audit finding if the Assessor’s Office exceeds adopted appropriation authority.

REASONABLENESS

The above options constitute reasonable business decisions but entail varying degrees of uncertainty and risk.

INVITED:

Scott Noble, King County Assessor

Rich Medved, Deputy County Assessor

Steve Call, Director, Office of Management and Budget

ATTACHMENTS:


1. Proposed Ordinance 2004-0542

2. Transmittal Letter, dated November 12, 2004

3. Fiscal Note

� Per ARMS Report as of November 19, 2004


� Includes encumbrances.


� All figures are per ARMS reports.
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