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July 17, 2012
The Honorable Larry Gossett
Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Gossett:
This letter transmits two motions that will support King County’s efforts to plan for the long term financial sustainability of County services.  These motions provide guidance for managing risk, cash flow, and expenditures through reserves, confirm the reserve policy of the General Fund, provide guidance for transferring funds from the General Fund, and address full cost recovery in contracts.  Supporting these policies will benefit the public, policymakers, and county staff by increasing the consistency and transparency of fund management.
The first motion rescinds motion 5888 and establishes new reserve and fund balance policies. This motion is the first product of a working group consisting of representatives from Council central staff, departments and the Office of Performance, Strategy, and Budget (PSB) and is designed to clarify and create consistency in King County’s approach to financial planning.  Adopting this motion will provide policy direction for how funds should allocate ending fund balances to address short and long term risk, plan for outyear expenditures, and meet other legal or policy guidance. 
The motion contains policy goals, definitions, and general reserve policies. The most significant change is the grouping of reserves into the following categories:

· Expenditure Reserves

· Cash-Flow Reserves

· Mandated/Rate-Stabilization Reserves

· Rainy Day Reserves

These categories accommodate the vast majority of current planning reserves and the motion explicitly lays out the definition for each reserve.  Another significant change is that rainy day reserves will replace the concept of target fund balance for almost all funds.  Funds that have other policies specifically called out in motion or ordinance may maintain those alternative policies.  It is also recommended that Internal Service Funds do not hold rainy day reserves, except in select cases.  This will consolidate fund balance in operating funds.
This motion also includes a technical adjustment to the General Fund unassigned fund balance policy by changing the terms “Current Expense” to “General Fund”, replacing the term “undesignated” with “unplanned unassigned”, and clarifying how the unassigned fund balance target is calculated.  The motion will not change the General Fund financial plan and maintains the 6% to 8% fund balance guidance.
The King County Strategic Plan’s (KCSP’s) Financial Stewardship goal calls for the County to plan for the long-term sustainability of County services. This is directly tied to Objective 2-C from the KCSP: “Establish policies regarding the use and long-term health of financial reserves.”  This action helps meet that objective.  
The second motion contains two provisions that update components of Motion 5888, which are not included in the fund balance policy. This motion addresses General Fund transfers and full cost recovery of contract services.  Updates from the original motion include changing “Current Expense” to “General Fund”, recommending that most transfers occur quarterly rather than monthly, and removing the section on short term loans from the General Fund.  These are intended to be technical changes to reflect current County practices.      
Thank you for your consideration of these motions. This important policy guidance will help improve our work toward greater transparency and countywide management.
If you have any questions, please feel free to contact Dwight Dively, Director of the Office of Performance, Strategy and Budget, at 206.263.9687. 
Sincerely,

Dow Constantine

King County Executive
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