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King County
Kurt Triplett
King County Executive

September 27, 2009

The Honorable Dow Constantine
Chair, King County Council
Room 1200
COURTHOUSE

Dear Councilmember Constantine:

I am pleased to transmit my proposed budget for 2010. The budget totals $4.8 billion overall
and $621 million for the General Fund. This is a budget of great challenge and transition. It
comes at a time when we are facing

e changes in executive leadership

e the loss of county revenue as a result of the most severe economic turmoil since the Great
Depression

e the threat of flood and pandemic flu; and

e continued long-term structural funding challenges resulting from a revenue base that is
not allowed, under current state law, to grow at a pace sufficient to maintain costs of
existing county services.

Amidst all of this, my proposed budget is balanced and prudent. It lays the foundation for a
transformation of county government in light of current and future revenue challenges and in
recognition of the need to be prepared to face the uncertainties that lie ahead of us. It is based on
fiscal responsibility and preserves important emergency reserve funds.

As you embark on your deliberations, | urge you to continue the council’s long tradition of fiscal
restraint in adopting a final budget. If you choose to restore funding in one place, | encourage
you to identify commensurate programmatic reductions somewhere else. In light of the
challenges we face, we must preserve the county’s ability to provide emergency response,
continue to perform mandated county functions, and maintain our AAA credit rating into 2010
and beyond.



A Budget of Transition and Challenge

This budget reflects a transition not only in executive leadership but also to an uncertain future.
We face instability in our revenues due to the economy, the potential for reductions in state
funding as the state legislature continues to respond to its own budget deficits, and the potential
imposition of new revenue restrictions as voters decide this fall on yet another initiative that, if
approved, would further limit revenue resources of governments throughout the state. We face
uncertain events such as the pandemic outbreak of the HLN1 influenza virus and flooding in the
Green River Valley as a result of damage to the abutment of the federally-owned Howard
Hanson dam. This is a budget of transition. It preserves our emergency reserves and was
prudently constructed to ensure the county is prepared in the face of these very real and
challenging scenarios.

Heading into 2010, the county is forecasting a General Fund deficit of $56.4 million on a budget
of $621 million. General Fund revenues are down by $18.3 million from the 2009 Adopted
Budget. For the second year in a row, total General Fund expenditures are less than the previous
year. The 2009 Adopted Budget was $14.1 million less than 2008. The 2010 Executive
Proposed Budget is $26.3 million less than 2009 — and $40.4 million less than 2008.

The budget projections for 2011 and beyond are no more encouraging. A $54.2 million deficit is
anticipated for 2011, followed by another $88.2 million deficit for 2012. Without new revenue
tools, King County cannot close the coming budget gaps without a radical dismantling of the
criminal justice system, public health, and other basic county services. We must prepare for
these challenges now by showing maximum restraint in adopting this budget.

Balancing the 2010 Budget

When | was appointed by the council as the County Executive, | created a document | called *9
for 9.in 2009.” The purpose of this document was to identify for the region what I believed were
my tasks to achieve during my short time in office. The first and most important of those nine
said simply: “Transmit a balanced budget using state tools while preserving our AAA credit
rating.” Despite the fact that we face a significant 2010 projected deficit, my proposed budget
seeks to achieve these goals.

In preparing this balanced budget, | set clear priorities and aligned budget decisions with these
priorities. The priorities include the preservation of funding for core mandatory services over
discretionary services and preservation of direct services over administrative overhead costs.
Rather than implementing “across the board” reductions, my budget eliminates funding for
programs that do not align with the guidelines above.



Preserving Public Safety

Most importantly, this budget prioritizes public safety. Through the elimination of funding for
discretionary functions and through the use of supplantation, my proposed budget spares the
Prosecutor’s Office, the Superior and District Courts, Public Defense, and the Sheriff from
significant programmatic reductions. Some reductions are assumed in the Jail and Jail Health
budgets, but only as a result of decreases in jail population and administrative and technology
efficiencies. Collectively, Criminal Justice system budgets are reduced by less than 1% the 2009
Adopted Budget. Given the magnitude of the General Fund deficit, these are relatively minor
reductions. However, as criminal justice functions require a greater portion of the overall
General Fund and as the county continues to face deep budget deficits in the coming years, deep
cuts to criminal justice next year and beyond are unavoidable without new county revenue
sources.

Protecting the Health of Our Community

My proposed budget also maintains the critical programs and services that keep our citizens
healthy. I shielded Public Health from reductions wherever possible. Faced with the prospect of
closing clinics in 2010, Public Health has entered into a partnership with a community health
provider, Health Point, whereby Health Point will lease Public Health’s Northshore facility and
move its operations, including the provision of primary care services, into the building. Public
Health will rent back a portion of the space at a lower operating cost to continue delivery office-
based Maternity Support Services and Women, Infant and Children services at the site.

Public Health is also consolidating services in order to create efficiencies and reduce costs. The
Alder Square Clinic will close and some of the family planning services that had been provided
at this site will move to the Birch Creek Clinic. Meanwhile, Public Health is looking to close the
Kent Teen Clinic and is looking to a new site to consolidate services in the south end.

Preserving support for criminal justice and public health programs comes at a price. My budget
enacts deep reductions to virtually all other General Fund-dependent functions. My proposed
budget is balanced based on the following actions:

e reductions to administrative and overhead functions

= eliminating funding for discretionary services, such as parks, human services, and animal
care and control

e utilizing revenues from the Mental Iliness and Drug Dependency (MIDD) fund to restore
some human services funding and to avoid reductions to criminal justice agencies

e capturing savings from the upcoming annexation of the southern portion of the North
Highline annexation area into the City of Burien in order to reduce the persistent urban
subsidy

e reducing the growth rate of health care costs by shifting more benefit costs to employees
and their dependents while preserving our innovative health care reform programs, and

» identifying operational shutdown savings.



Administrative and Overhead Savings

My budget assumes $11.4 million in expenditure reductions and revenue increases for
administrative and overhead functions, including $4.1 million in net reductions to the General
Fund. These changes underscore my commitment to seeking administrative efficiencies prior to
the elimination of discretionary services and in order to preserve funding for mandatory and
direct services to the residents of King County.

My budget assumes deep reductions totaling $1.9 million, or 13.6 percent from the status quo
budget projections, to the General Fund supported county executive offices, including the
County Executive; the Office of the Executive; the Office of Management and Budget; and the
Office of Strategic Planning and Performance Management. The Office of Information
Resource Management, which is an internal service fund, is reduced by 10 percent. These
reductions will result in the elimination of 11 FTEs and 5 term-limited temporary positions. In
addition, the Executive Fellow program will be eliminated.

My proposed budget is also balanced assuming 10 percent reductions to all legislative branch
agencies that are roughly commensurate with the reductions taken in the executive offices. If the
council concurs with this proposal, this will generate $2.2 million in savings.

I must be clear. Cuts of this magnitude to the council and executive will have an impact. They
will reduce our ability to oversee and hold accountable the vast and complex government that is
King County. Nevertheless, | believe these cuts demonstrate leadership by example — we cannot
ask direct service agencies to make reductions year after year if we are not willing to make
similar sacrifices. Through creativity and collaboration | am confident these reductions can be
managed.

Additionally, central service agencies that provide services to other county agencies under cost
recovery models have identified efficiencies and reductions that will result in charges to General
Fund agencies that are less than originally anticipated for 2010. For example, charges to law,
safety and justice agencies are reduced by $3.6 million. The reconfiguring of the employee
training program currently provided by the Human Resources Division (HRD) is an example of
a reduction in central service agencies that will result in lower charges for services to county
agencies. Under this proposal, HRD will eliminate the Training and Organizational
Development program and create a pared-down semi-annual supervisory education program in
its place. This change lowers HRD’s costs by $690,442.

Eliminating Funding for Discretionary Services

As | mentioned previously, my proposed budget prioritizes mandated services above
discretionary services. Faced with severely limited resources, | was left with few options but to
eliminate General Fund support for discretionary services, including urban unincorporated parks,
animal care and control, and human services. These are painful, but necessary steps in order to
preserve funding for mandates services. Where possible, my budget seeks options for mitigating
the impact of the lost General Fund support for these important discretionary programs.



Urban Unincorporated Parks: Mothballing 39 urban, unincorporated local parks (including
two outdoor pools) allows me to capture 2 years worth of reserves and apply $4.6 million in
savings to the 2010 budget. | am making every effort to continue working with community
partners to develop viable options for transferring these important assets. To demonstrate this
commitment, my budget allocates $500,000 in one-time money in a reserve to facilitate the
transfer of these parks to external entities. In addition, I have directed the Parks and Recreation
Division to keep open for two months the six park facilities that are located in the southern
portion of the North Highline annexation area pending its formal annexation into the City of
Burien in March 2010.

Animal Care and Control: My proposed budget only funds King County Animal Care and
Control (KCACC) for six months in 2010 and also eliminates the $1.5 million General Fund
subsidy historically provided to offset the shortfall from animal licensing fees in unincorporated
King County and its contracting cities. The combination of the financial challenges in the
General Fund and the fact that Animal Care and Control is not self-sustaining means that King
County is no longer able to continue providing animal care and control services as it has in the
past. Animal Care and Control’s operational challenges are also exacerbated by the potential
flooding of the Green River Valley that may result from the issues related to the Howard Hanson
Dam. The animal shelter is located in the flood plain and has been deemed a total loss in the
event of a flood. To mitigate the budget shortfall and the risk posed by the Green River flood
emergency, King County Animal Care and Control is partnering with its contract cities and
community organizations to transition to an alternate, fiscally sustainable business model by
June 2010. Reinforcing this commitment, my budget allocates $3 million in one-time money in
a reserve to facilitate the transition of these functions.

Human Services: My budget also eliminates the General Fund transfer to human services,
resulting in $11.4 million in savings. This leaves the Department of Community and Human
Services (DCHS) with $385.7 million (excluding the Office of the Public Defender) in non-
General Funds to support human services in 2010.

The $11.4 million in General Funds, which represents less than 3 percent of DCHS funding, was
formerly allocated to support mental health and substance abuse programs, as well as a wide
variety of programs in the Children and Family Services (CFS) fund. Demonstrating my
commitment to these important human services programs, alternate funding sources have been
identified to partially mitigate the loss of these General Fund dollars. Virtually all of the funding
previously provided to mental health and substance abuse programs, totaling close to $4.9
million, will receive supplanted funds from the Mental Iliness and Drug Dependency fund. In
addition, all remaining non-General Fund dollars in the CFS fund are being allocated to DCHS —
previously some money was allocated to Public Health. The combination of MIDD dollars and
the dedication of the non-General Fund portion of CFS funds to DCHS means that the net
impact of the General Fund reductions to DCHS have been held to $3.7 million.

As a result of these reallocations, DCHS will be able to continue providing critical mental health
and chemical dependency services and sustain a number of important human services activities,
including housing programs, community services contracts, and work training initiatives.



MIDD Supplantation

The Mental IlIness and Drug Dependency (MIDD) sales tax is central to my strategy for
balancing the 2010 General Fund budget and preserving critical human services and criminal
justice programs. The original state legislation that enabled the county to collect a one-tenth of a
cent sales tax for MIDD restricted these funds for only new or enhanced mental illness and drug
dependency programs and services. However, in 2009, the State Legislature amended the
legislation to allow counties to use up to 50 percent of MIDD revenues in 2010 to fund existing
mental health and chemical dependency services and therapeutic courts. The 50 percent
supplantation level will decline by 10 percent annually until it reaches zero in 2015. Thisisa
short term solution to an ongoing problem and as the ability to supplant ramps down, the county
will again have to make difficult decisions about what programs remain.

In order to maintain the integrity of the MIDD Plan, | am recommending that only 30 percent of
MIDD funds be supplanted in 2010. Legislation also restricts supplanted sales tax revenue to
support therapeutic court programs, mental health programs, or chemical dependency programs.
The General Fund supported programs that qualify for MIDD funds total $12.6 million, close to
30 percent supplantation. Because there are no additional programs in the General Fund that
would qualify for MIDD funding under state law, supplanting up to 50 percent to relieve
additional pressure on the General Fund in 2010 is virtually impossible. Finally, by supplanting
only 30 percent of MIDD revenues in 2010- 2012, the 2010 Executive Proposed Budget
establishes a three year strategy to sustain these core existing services and will ease the impact
when MIDD supplantation ramps down over time.

The MIDD program for 2010 reflects base programmatic deferrals of $8.6 million and requires
the drawdown of $21.2 million in fund balance over three years, $9.7 million of which is used in
2010. Programmatic deferral decisions were designed, to the greatest extent possible, to sustain
the intent of the adopted MIDD program plan. While reducing funding for MIDD strategies is
difficult, this funding tool allows core substance abuse and chemical dependency treatment
programs in King County to continue, despite the elimination of General Fund support. MIDD
funds will be used to support $4.9 million formerly General Fund supported human services
programs and an additional $7.7 million in criminal justice programs.

Annexations

King County is the local service provider for urban unincorporated areas of King County. The
cost to the General Fund in 2010 of providing these local services exceeds revenues generated
by these areas by $15.8 million, thereby requiring the diversion of regional revenues to support
these local services. As a mechanism for addressing the underlying structural nature of the

General Fund deficits, King County has placed a priority in seeking the annexation or
incorporation of these areas.

My proposed budget reflects $2.9 million in net savings to the General Fund as a result of the
anticipated March 2, 2010 annexation of the southern portion of the North Highline annexation
area into the City of Burien, in keeping with the outcome of the August 2009 primary election.



Savings in Labor Costs

2010 will be the first year of a new three-year benefits package for King County employees.
Changes to the package contain cost growth by shifting a greater portion of cost to employees
and their dependents. Specifically, the changes increase out-of-pocket expenses and encourage
the use of cost-effective generic drugs. This agreement recognizes the financial difficulties
facing the county by reducing projected cost growth by $37 million over the next three years,
while delivering a comprehensive benefit package that ranks among the very best in the nation
for both affordability and effectiveness. The total costs shifted or avoided are equivalent to a
$70 per employee per month premium share, or 18 percent of healthcare costs.

The benefits package reflects a commitment by both labor and management that employees must
share costs while still retaining King County’s innovative health care reform elements. Health
policy experts and researchers have established that simply shifting costs to employees in the
form of a premium share does not solve the problem of escalating health care costs. This plan
controls overall costs to the county by tying employee cost share to actual utilization (i.e. co-
insurance), encouraging employees and their dependents to effectively manage their use of
healthcare resources.

Short-Term Operational Shutdowns

In the face of the severe fiscal challenges across all county funds, my budget includes savings
assumptions in an effort to preserve direct services. For 2009, savings were achieved through the
implementation of a ten-day building and/or operational closure program, resulting in labor
furloughs. The 2010 budget is balanced across all funds assuming that a similar level of savings
will be achieved in each agency based on the furlough eligible employees as was adopted for
2009, including 2009 County Council amendments. The specific details of the 2010 plan are still
under development, and discussions with labor unions and individual agencies are on-going.
Specific plans describing how the 2010 savings will be achieved will be transmitted to the
County Council in the coming weeks. To the extent that savings, from labor or other expenses,
cannot be fully achieved through temporary and short term building and/or operational closures,
the plan will describe additional programmatic reductions and the elimination of additional
positions.

The operational closure program is assumed to generate $6.5 million of savings in 2010 for the
General Fund and $13.7 million of savings for non-General Fund agencies. Details on the
implementation of this effort will be developed in consultation with departments, labor
representatives and elected leaders.

Non-General Fund Investments

King County government encompasses far more than just the services provided by the General
Fund. Through our non-General Funds, we provide transportation services to our residents and
protect our environment. My proposed budget demonstrates my commitment as the region’s
leader in maintaining and enhancing our quality of life.

My budget invests $2 billion on operating costs for the Physical Environment divisions, which
include Roads, Solid Waste, Wastewater Treatment and Parks to protect our air, water and land.
My budget fully funds our commitment to the voters, spending $11 million on open space
acquisition and enhancing the parks and trail system they authorized at the polls in 2007. I am



especially proud that my budget stabilizes Metro Transit, closing a $213 million revenue gap in
a responsible way that ensures that preserves as much of the existing system as possible.

Our General Fund challenges have also not stopped us from investing in the long term future of
the county and meeting our infrastructure needs. Though we are experiencing fiscal stress in
several of our capital funds we continue to invest in our existing facilities and infrastructure as
revenues allow. For example we are reinforcing our commitment to the routine maintenance
necessary to maximize the value of our existing facilities and leveraging federal grants for our
bridges and airport runways.

Because of revenue losses and the potential impact of the Green River flooding on both Public
Health facilities and the Maleng Regional Justice Center, | have suspended or deferred several
capital planning and facility expansion efforts in both the public health and criminal justice
areas. However, my budget still calls for a 2010 Capital Improvement Program of $800 million.
This includes approximately $500 million for the transportation projects for the biennium
beginning with 2010:

e $257 million to maintain our road and bridges in the unincorporated area,
including $100 million of budget for a pending federal stimulus grant application
for funds to replace the deteriorating South Park Bridge and $35 million for the
next phase of work on the Novelty Hill Road project.

e $124 million for Metro Transit system for new buses and to implement
RapidRide, a key component of Transit Now; and

e A $37 million investment in the King County International Airport including $16
million for a runway resurfacing project.

The remaining $300 million will help safeguard our water quality, process our solid waste, offer
protection from floods, improve our recreational trails, maintain building systems, and make
efficient use of technology.

We Must Continue On A Path of Fiscal Restraint

Although my budget is balanced and prudently prepares us for our uncertain future, the steps |
had to take to get us here were not easy. | am well aware of the impact many of these proposals
have on our communities, citizens and employees and that these cuts are coming at a time when
people need the services the most. Authorizing these reductions was one of the most difficult
decisions I have had to make, not just in my time as Executive, but also in my seventeen year
career with King County. However, | simply had no other options. We do not have the revenue
to sustain our current programs. And until such time as the structural underpinnings of our
deficits is addressed through new revenue tools, we will have no other choice in the future but to
make additional painful reductions. The measures contained in my proposed 2010 budget begin
to transform King County government in the face of this new reality. In addition, they reflect
responsible decisions to help protect both the rainy day fund and the General Fund reserves
necessary to sustain our AAA credit rating and provide a buffer in the case of catastrophic flood,
pandemic flu or other emergency events.

As the Council considers this difficult budget, | encourage you not to simply rush to restore
programs | have eliminated. | encourage you to continue our shared commitment to financial
responsibility and emergency preparedness. Our citizens expect this level of analysis, reflection
and fiscal prudence.



| look forward to working with you and your staff on a responsible and balanced final 2010
budget.

Sincerely,
Kurt Triplett
King County Executive

Enclosures

cc: King County Councilmember
ATTN: Tom Bristow, Interim Chief of Staff

Saroja Reddy, Policy Staff Director
Anne Noris, Clerk of the Council
Frank Abe, Communications Director

Beth Goldberg, Deputy Director, Office of Management and Budget (OMB)

Budget Supervisors and Analysts, (OMB)

Elected Officials

Introduction






Readers’ Guide to the King County Budget Book

This document describes how King County’s government plans to meet the communities’ needs. King
County’s budget book is not only an assembly of information required for making policy and resource
decisions; it is also a resource for citizens interested in learning more about the operation of their county
government.

This readers’ guide has been provided to inform the reader where particular information may be found.
King County’s budget book is divided into eleven sections: Introduction, Economic and Revenue
Forecast, Unincorporated Area Transition, four Operating Area Budget Discussions (see below), the
Capital Budget, Debt Service, and a brief appendix of summary tables. Each major section is outlined
below.

Introduction

The introduction has a general description of King County government, presents an organizational chart
of County government, provides a discussion of the strategic choices and decisions made in the
development of the budget, describes the budget process and concludes with a glossary of words and
terms used in this book.

Economic and Revenue Forecast

This section analyzes the impact of economic factors on the budget and the government's ability to
deliver services. Projections for 2010 and outyears are based on historical trends, analysis and modeling
by OMB economists, public sector economists, and by surveying national economic trends. This section
includes the General Fund Forecast which provides a two-year history of revenues and expenditures.
Also included are details that impact the proposed 2010 policy choices and projects the fiscal impact
through 2012.

Operating Area Budget Discussions

This section displays the appropriation units grouped by functional area and county department. These
functional areas are: General Government, Physical Environment, Health and Human Services, and Law,
Safety, and Justice. These sections provide summaries of the 2010 proposed budget.

General Government

This section displays the appropriation units grouped by this functional area and includes financial
details. Appropriation units in this section include Assessments, County Executive, Office of
Information Resource Management, Department of Executive Services, Elections, Legislative Agencies
and Other Agencies that comprise our internal support functions.

Physical Environment

This section presents the Physical Environment appropriations units and includes financial details.
Appropriation units in this section include: Natural Resources and Parks, Development & Environmental
Services, and Transportation.

Health and Human Services
This section provides the financial details of the county’s Department of Community and Human
Services and the Department of Public Health.

Law, Safety and Justice

This section presents the financial information for the Law, Safety and Justice Agencies. Included in this
section are the Sheriff’s Office, Prosecuting Attorney, Superior Court, District Court, Judicial
Administration, and Adult and Juvenile Detention. Public Defense can be found in the Health and
Human Services section and E-911 can be found in the General Government section.

Capital Projects



This section summarizes the capital projects budget proposals for King County. Additional information
is available in a separate Capital Improvement Program (CIP) Budget Book.

Debt Service
This section provides a discussion and details of King County’s bond indebtedness and the debt service
required to repay King County’s debt obligations.

Appendix
This section provides a two-page fact sheet about the county as well as various summary tables of
expenditures, revenues, and employees.

Reader’s Guide to Understanding
The Biennial Budget for the Department of Transportation

Since 1985, cities in the State of Washington have had the legal ability to adopt biennial budgets and in
1997, the legislature gave counties the authority to adopt ordinances providing for biennial budgets with a
mid-biennium review and modification for the second year of the biennium (RCW 36.40.250). At the
November 2003 general election, the voters of King County approved Proposition 1, amending Article 4
of King County Charter, authorizing the Council to adopt an ordinance establishing biennial budgeting.
Ordinance 15545 authorizes biennial budgeting and Motion 12465 identifies Transit as the agency
selected for a pilot study for the 2008 / 2009 biennium. Motion 12941 extends the biennial process to all
of the Department of Transportation (DOT) for the 2010 / 2011 biennium.

The biennial pilot study was intended to determine the advantages and disadvantages over traditional
annual budgeting. Generally, analysis of biennial budgeting is thought to have several advantages over
annual budgeting, including, but not limited to, decreased staff time to prepare the budget, an enhanced
long-range planning effort during the second year, and the ability to improve program evaluation in the
off year.

In preparing a biennial budget, local governments typically employ three variations. The first variation
involves a jurisdiction adopting a budget for the first year of the biennium and endorsing it the second
year, as happens in the city of Seattle. A second variation of the biennial budget is a two-year spending
plan comprised of two one-year appropriations that are adjusted annually. In the third variation,
jurisdictions adopt a full twenty-four month budget and provide for a mid-biennium review and
modification for the second year of the budget. The biennial budget King County is implementing is the
third variation.

Biennial budgets for the 2010 / 2011 are being implemented for the following DOT divisions:
DOT Director’s Office

Transit Division

Roads Services Division

Marine Division

Fleet Division

Airport Division

TMooOw»

Details about the process and assumptions used to build the biennial budgets are in the DOT section of
the Physical Environment Program Summary.

Readers’ Guide to the Detail Sheets



This section contains a glossary specific to the detail pages. The detail pages are interspersed with
narrative about the agencies' budgets that show the previous budget and all of the changes to that budget
to arrive at the proposed budget. Here you will find definitions by order of appearance for the types of
items listed in the detailed appropriation unit pages.

Appropriation Unit: The name of each appropriation unit can be found at the top of each first page. It
is the legal authorization to incur obligations and to make expenditures for specific purposes, i.e., Board
of Appeals, Cable Communications, Public Health, and Roads are all appropriation units.

2009 Adopted: These are expenditures appropriated by the Council for the year beginning January 1,
2009 and ending December 31, 2009. It does not include encumbrances, supplemental appropriations or
technical changes to the 2009 budget. These items are either in the Status Quo or under Technical
Adjustment.

Status Quo (or Base Increment): This category contains revised 2009 adopted budget, initial status quo
and proposed status quo changes. These are incremental changes from the 2009 Adopted.

e Initial Status Quo (I1SQ): Initial Status Quo (I1SQ) is the initial starting point for building
the new year’s budget. The 1SQ level is the current year adopted level adjusted for budgeted
changes for the first part of the year, across-the-board salary updates through the first part of
the year, and the elimination of certain accounts not expected to be a part of the new year’s
budget. 1SQ changes are generally done automatically based on gross across-the-board
adjustments.

e Proposed Status Quo: Proposed Status Quo (PSQ) is the adjusted 1SQ budgeted level and
represents the base budget for the new year. A variety of special adjustments are made to the
I1SQ level, including known salary and benefit updates, adjustment of central rates,
elimination of one-time programs, and the annualization of new programs in order to arrive
at the “base” level of providing the same level of services in the current year at the inflated
cost of the new year. PSQ changes are generally done only after significant analysis has
been performed either by budget analysts or by agency personnel.

Status Quo Budget (or Adjusted Base): The starting point for departments when they began preparing
their 2010 budget. It reflects the ISQ and PSQ changes made to the 2009 Adopted Budget.

Change Dynamic: All change items on the budget book pages are organized by change dynamic. The
use of change dynamic provides a link of the proposed budget to the department business plan. The
internal and external forces that must be responded to in the business plan are captured in the change
dynamics that influence the business planning process. Each department within King County has
developed its own unique change dynamics that reflect the dynamic forces that are impacting their
organization.

Description of Change Detail: The reductions, additions and technical adjustments listed in the table
between the Status Quo budget and the 2010 Proposed Budget. Change Items give the departments a
means of changing their budgets from year to year, by listing out items that need to be either reduced or
increased. Department requested change items are then sent to the Office of Management and Budget for
review.

« Administrative Service Reductions (AS): Reductions to indirect overhead costs as
opposed to direct services.



e Annexation Savings (AX): When unincorporated areas of King County are annexed by
cities, the provision of local services to these areas is no longer the responsibility of the
county. This provides budget savings in all county agencies that serve these areas.

< Direct Service Reduction (DS): Reductions to direct services costs as opposed to overhead
costs.

e MIDD Supplantation (MI): Mental lliness and Drug Dependency Fund Supplantation. This
resulted from revenue supplantation relief in Substitute Senate Bill (SSB) 5433 for local
option sales tax funding to areas of higher priority. These changes reflect shifting of MIDD
sales tax revenue to fund existing programs that address mental illness and drug dependency.
The MIDD sales tax was previsouly restricted to funding program expansion.

e Program Change (PC): Neutral changes in the overall budget balance to shift budget
amounts to areas of higher priority. These changes typically zero balance but sometimes
they include the addition of higher expenditure levels. These are increases to the base budget
that are mandated by new legislation, existing legal requirements, or County policy.

e Revenue Backed Add (RB): Revenue Backed Adds are supported either in whole or in part
by new revenue.

e Technical Adjustment (TA): These are budget adjustments covering a variety of
miscellaneous actions, including the correction of errors in the base budget, the transfer of
programs between organizational units, and budgeting corrections related to employee
benefits and central rates.

e Cost Savings (CS) -): These are operating budget savings from benefit realization resulting
from information technology efficiency projects. These project are initially budgeted as
capital projects during development and the resulting process efficiencies are captured as cost
savings in operating budgets

e Central Rate Adjustments: These are budget adjustments to central rates. Central rates
are, for example: flex benefits, data processing infrastructure, Prosecuting Attorney charges,
motor pool and insurance rate adjustments.

e Council Changes: These are the budget adjustments that the King County Metropolitan
Council made to the Executive Proposed Budget.

2010 Proposed Budget: This is the proposed budget for this appropriation unit.



2010 Proposed Budget for Sample Appropriation

123471234

Code Item Description

Program Area

2009 Adopted
G G Status Quo**

Status Quo
Budget

Contra Add

Change in County Policy
PC15 LSJ-1 Program Balance

Expanded Service Delivery
AS99A Reduce Operatoin of HVAC and Lighting to 10 hours a day

MIDD Supplantation
PC13 Outyear Deficit Reserve

Technical Adjustment
CRO1 Flexible Benefits
CRO5 GF Overhead Adjustmernt

Accountability/Transparency
CRO1 Flexible Benefits

Total Change Items in 2010
2010 Propsed Budget

FTEs do not include temporaries or overtime.

Expenditures

3,129,090

371,897

3,500,987

489
489

99,950
99,950

999
999

235
250

485

9,989
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111,912

3,612,899

Sample Appropriation

FTEs *

2.00

(1.00)

1.00

0.00
0.00

0.00
0.00

0.00
0.00

0.00
0.00

0.00

2.00
2.00

2.00

3.00

** This includes 2009 adopted, initial status quo, and proposed status quo increments. Under FTEs, annualization is included.
NOTE: Please see Budget Transparency Section table at the end of the program plan pages for section information as identified in
the Budget Transparency Ordinance No. 16445.
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King County Government

And Background

The county consists of 2,131 square miles, ranking 11" in geographical size among Washington State’s
39 counties. The county ranks number one in population in the State of Washington and is the financial,
economic and industrial center of the Pacific Northwest region. Currently, there are 39 incorporated
cities within King County.

King County operates under a Home Rule Charter adopted by a vote of the citizens of King County in
1968 and is organized under the Council-Executive form of county government. The Metropolitan King
County Council is the policy-making legislative body of the county. The council’s nine members are
elected by district to four-year staggered terms and serve on a full-time basis. The County Council sets
tax levies, makes appropriations, and adopts and approves the annual operating and capital budgets for
the county. Other elected county officials include the County Executive, Prosecuting Attorney, Sheriff,
Assessor, Director of Elections, and Superior and District Court Judges. The Prosecuting Attorney is a
partisan position. All other elected county officials are non-partisan and are elected at large to four-year
terms.

The County Executive serves as the chief executive officer for the county. The County Executive
presents to the council annual statements of the county’s financial and governmental affairs, the proposed
budget and capital improvement plans. The County Executive signs, or causes to be signed on behalf of
the county, all deeds, contracts, and other instruments, and appoints the director of each executive
department.

King County provides some services on a countywide regional basis and some local services only to
unincorporated areas. Within appropriate jurisdictions, the county provides public transportation, road
construction and maintenance, wastewater treatment, flood control, agricultural services, parks and
recreation facilities, law enforcement, criminal detention, rehabilitative services, court services, tax
assessments and collections, land use planning and permitting, zoning, public healthcare, emergency
medical services, election services, animal control, and the disposal of solid waste. In addition, the
county has contracts with some cities to provide local services to incorporated areas of the county.

In 2008 the reporting entity “King County” consists of six component units: 1) Harborview Medical
Center (HMC), 2) the Washington State Major League Baseball Stadium Public Facilities District (PFD),
3) the Cultural Development Authority of King County (CDA), 4) the Flood Control Zone Districts,  5)
the King County Ferry District, and 6) the Building Development and Management Corporations. Most
funds in this report pertain to the entity King County Government. Certain Agency Funds pertain to the
county’s custodianship of assets belonging to independent governments and special districts. (These
funds are not shown in the budget books.) Under the County’s Home Rule Charter, the King County
Executive is the ex officio treasurer of all special districts of King County, other than cities and towns.
Pursuant to County ordinance, the Director of the Finance and Business Operations Division (FBOD) is
responsible for the duties of the comptroller and treasurer. Money received from or for the special
districts is deposited in a central bank account. The Director of FBOD invests or disburses money
pursuant to the instructions of the respective special districts.



Organizational Chart

An appropriation unit is a legal entity authorized by the County Council to make expenditures and to
incur obligations for specific purposes. Examples of appropriations units are Boundary Review Board,
Office of the Prosecuting Attorney, Public Health, and Solid Waste. At King County, appropriation units
are budgeted on a calendar year basis.

Similar appropriation units are combined together to make up a department. For example, the
Department of Transportation is made up of the following similar appropriation units: Transit, Road
Services, Fleet Administration, and DOT Director’s Office. The departments are headed by a director,
who reports directly to the Assistant County Executive. Each director is a member of the Executive’s
Cabinet.

A program area is a grouping of county appropriation units (agencies) or departments with related
countywide goals. Under each program area, individual agencies or departments participate in activities
to support the program area goals. The budget process distinguishes between six program areas:
Physical Environment, General Government, Health and Human Services, Law, Safety and Justice, Debt
Service and Capital Projects. Debt Service and Capital Improvement are not shown on the county
organizational chart.
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King County Boards and Commissions

Boards and commissions are designed to give citizens a voice in their government and provide a means of
influencing decisions that shape the quality of life we in the northwest enjoy. Whether your interests
revolve around animal issues, recycling, transportation, or water quality, with 58 groups to choose from,
King County has something for everyone.

Each board/commission has a staff member who acts as a liaison between the board/commission and the
King County Executive’s Office. The staff liaison is responsible for coordinating the group’s recruitment
and forwarding names to the King County Executive, who makes the final selection. The King County
Council confirms the Executive’s appointments. Following is a list of Boards & Commissions for King
County.

Appeal Groups

Appeals & Equalization, Board of
Building Code Advisory and Appeals Board
Fire Code Advisory and Appeals Board
Personnel Board
Plumbing Board of Appeals
Water System Review, King County Board of

Management Groups

Alcoholism & Substance Abuse Administrative Board, King County
Boundary Review Board
Civic Television Citizens Advisory Committee
Conservation Futures Citizen Oversight Committee
Cultural Development Authority (4Culture)
Deferred Compensation Board
Employee Charitable Campaign Committee
Harborview Medical Center Board of Trustees
Health, Seattle-King County Board of
HIV/AIDS Planning Council
Housing Authority Board of Commissioners, King County
Landmarks Commission, King County
Library System Board of Trustees, King County
Museum of Flight Authority Board of Directors, King County
Noxious Weed Control Board
Rural Forest Commission
Washington State Major League Baseball Stadium Public Facilities District




Advisory Groups

Accessible Services Advisory Committee
Aging and Disability Services, Seattle-King County Advisory Council on
Agriculture Commission, King County
Animal Control Citizens Advisory Committee
Children & Family Commission, King County
Citizen's Elections Oversight Committee
Civil Rights Commission
Commission on Governance
Developmental Disabilities, Board for
EEO/AA Advisory Committee
Emergency Management Advisory Committee
Emergency Medical Services Advisory Committee
Ethics, Board of
Ferry Advisory Committees — Seattle & Fauntleroy
Flood Control Zone District Advisory Board, Patterson Creek
Historic Preservation and Historical Program Advisory Task Force
International Airport Roundtable
Investment Pool Advisory Committee
Mental Health Advisory Board
Mental IlIness and Drug Dependency Oversight Committee
Parks Levy Oversight Board
Permit Technical Advisory Committee
Regional Communications Board
Regional Human Services Levy Oversight
Section 504/American with Disabilities Act Advisory Committee, King County
Solid Waste Advisory Committee, King County
Snoqualmie Watershed Forum
Transit Advisory Committee
Transportation Concurrency Expert Review Panel
Vashon-Maury Island Groundwater Protection Committee
Veterans’ Advisory Board
Veterans’ Citizen Levy Oversight Board
Wheelchair Accessible Taxi Advisory Committee
Women’s Advisory Board, King County
2010 Census Complete Count Government Advisory Committee



The Electorate of King County

County Prosecuting . -
County g . County | Superior Court | District Court .
Council Elections . Attorney Court Clerk of the Sheriff
Assessor Executive . Commissioners (53 Judges) Court (21 Judges)
(9 Members) (Partisan)
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ECONOMIC AND REVENUE FORECAST

INTRODUCTION

Domestic and global financial markets remain severely depressed but are beginning to show signs of
stabilization. King County lagged the nation falling into recession but was not spared the severity. Still-
subdued consumer demand follows historic declines in asset and real property values and local employment.

A massive federal intervention into the economy appears to have boosted confidence of investors and
businesses. Guarded lending to consumers, businesses, and among banks has resumed but at lower levels.
The two-year old housing market crisis appears to be nearing an end as home prices begin to rebound but
concern is heightened about the commercial real estate market, as the deep recession has crippled some

businesses’ ability to meet financial obligations. Seattle-based Washington Mutual is one such example and
is the largest bank to have ever collapsed.

For 2010, the King County Office of Management and Budget anticipates anemic growth in both the national
and regional economy. This forecast, developed by consulting local economists, published state and national
forecasts, and county econometric models, is the basis for 2010 revenue and expenditure projections. Initial

estimates of 2011 and 2012 revenues and expenditures are also prepared from this forecast for the out-year
General Fund Financial Plan.
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ECONOMIC AND REVENUE FORECAST

Dow Jones Industrial Average
Adjusted closing values, January 1, 2000 - August 12, 2009
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Standard and Poor's 500 Index
Adjusted closing values, January 1, 2000 - August 12, 2009
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Review oF Economic CONDITIONS

The nation entered one of the most severe recessions on record in December 2007. This recession has been
characterized by turmoil in the value of assets, fear among consumers and lenders, and record breaking
declines in employment. By late 2006, King County employment had only just returned to levels achieved
prior to the previous national recession, which ended in November 2001. Locally, employment peaked in
June 2008, lagging the nation as whole by seven months, and began a gradual decline. Large job losses

in late 2008 and early 2009 pulled the region into the recession that the rest of the country was already
enduring, and resulted in an unemployment rate double that of a year prior (8.5 percent versus 4.1 percent).
Local employment growth experienced over the previous five years has been completely reversed. The

previous peak annual unemployment experienced in King County was 6.2 percent in 2003, the highest rate
seen since 1986.

The decline in the rate of unemployment through 2007 was driven less by job growth than by the relative
decline in the total labor force — the proportion of the population seeking or holding jobs. The labor force
participation rate during 2004-2007 was a full percentage point lower than in 2000. Recent increases in the
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ECONOMIC AND REVENUE FORECAST

unemployment rate have been muted by a further decline in the labor force participation rate. In November
2008, labor force participation fell to 65.8 percent, falling again to 65.5 percent in January 2009 where it
remains. This is the lowest level in over 20 years. Labor markets continue to contract. Over the previous 12
months, an average of 486,000 jobs have been lost each month. Over 6.9 million jobs have been shed since
employment peaked in December 2007. !

Employment growth between 2004 and 2008 was dramatic in the construction, information, and healthcare
industries. The peak of the economic cycle having passed, construction employment statewide at the end
of the first half of 2009 fell 17.9 percent from a year earlier, and to levels not seen since 2006.* Difficulties
remain in the real estate market, as average prices are down 12 percent from early 2008 and transaction
volumes hover at levels 65 percent below 2005 levels. Pressure will remain on the construction industry.

Nominal Personal Income Growth
Cumulative Annualized Percentage Change Since January 1, 2000
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Nationally, inflation-adjusted median household income fell 3.6 percent in 2008, the largest decline ever
recorded. This follows just three years of growth and leaves real median income at the lowest level in twelve
years. Real median household income peaked recently in 2007 but was 0.8 percent below peak 1999 levels.?
Sluggish household income growth coincides with sustained productivity increases — productivity per worker
hour is up over 22 percent since 2000.*

The broader economy struggles to return to growth. This is punctuated by four quarters of Real Gross
Domestic Product (GDP) decline, the longest period of consecutive quarterly declines on record (quarterly
records date back to 1947). The decline would have been worse if it were not for significant federal efforts
to stimulate the economy.

Second quarter 2009 decline in GDP of 1.0 percent follows larger drops of 6.4 percent in the first quarter,
5.4 percent in the forth quarter 2008, and 2.7 percent in the third quarter 2008. The 1.5 percent GDP growth
experienced in the second quarter 2008 was short-lived, reversing the decline of 0.7 percent in the first
quarter 2008. The first quarter of 2008 was the first negative real GDP growth experienced since the 2001
recession. Outright decreases in residential investment over the past fourteen consecutive quarters have
negatively impacted GDP; residential investment is down 57 percent from the last quarter of 2005 in real
dollars. Residential construction and sales of both new and existing homes have declined dramatically from
the peak of 2004-2005. Uncertainty shrouds the real estate market as the fall of home prices is stemmed, but
lending standards are tightened and federal incentive programs expire.

—

US Department of Labor, Bureau of Labor Statistics.
Washington Department of Labor and Industries, Labor Market and Economic Analysis.

US Department of Commerce, Bureau of the Census.
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US Department of Labor, Bureau of Labor Statistics.
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Imports have fallen to 2003 levels while exports have declined to 2006 levels, resulting in an improvement
(although still negative) in net exports and a level not seen since 1999. A weakening dollar in previous
quarters had helped to boost exports and restrained import growth, but global economic slowing has resulted
in outright declines in both exports and imports. All major categories of private domestic investment have
declined for four consecutive quarters reflecting the credit crunch, the drop in home sales, and weakened
business and consumer confidence. This represents the largest four-quarter detraction from Gross Domestic
Product growth since 1975. Automobile and durable good purchases have shown substantial weakness

recently, declining in five of the previous six quarters. This previously had only occurred once in the history
of the index, in 1957-58.

Another threat to the economy lies in energy prices. After peaking at roughly $145 per barrel in July 2008,
having doubled from a year earlier, oil prices eased significantly as economic growth faltered. Declining

to $34 per barrel in mid-February 2009, a 77 percent reduction over two months, trading in light, sweet
crude oil, a highly volatile commodity, is indicative of unprecedented uncertainty — even by energy market
standards. Punctuating investor insecurity, in response to market turmoil and the reversal of significant short
positions, the price of one-month forward crude shot up $25 in late September 2008 intraday trading, closing
up $16, the largest spike in crude oil futures ever experienced on the New York Mercantile Exchange. A
slow economy has provided some relief to energy price pressures, but the variability and volatility in the
energy market in recent history leaves little forecasting confidence. Since bottoming out earlier this year,
prices have more than doubled to $70 per barrel. Any production disturbance — both perceived or realized

— will clearly influence a hypersensitive market. The fundamental problem, however, is one of demand, as
oil consumption expands in developing countries, especially China.

The impact of rising crude oil prices is quicker to show up in retail gasoline prices than declines in crude oil
prices, but the trend is the same. There continues to be a premium associated with limited refinery capacity,
highlighted by 2005 disruptions from gulf coast storms Rita and Katrina and 2008 refinery incapacitation
caused by Hurricanes Gustav and Ike. The National Oceanic and Atmospheric Administration indicates that
the 2009 hurricane season (June through November) is likely to be less severe than typical, one of few signs
of stability in a market otherwise filled with turmoil.

Highly inelastic demand for oil requires substantial price increases to bring the market into equilibrium,
which has in turn emboldened speculators. However, the economy has yet to sustain prices exceeding
$100 per barrel although energy market fundamentals will continue to test this threshold. In the long run,

Light, Sweet, Crude Oil Price

New York Mercantile Exchange, Initial Price on Subsequent Month Delivery
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Average Retail Gasoline Price per Gallon
Weighted All Grade US & Seattle Average, US Energy Information Admin.
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insufficient income growth and high consumer debt levels present a much larger danger to the economy than
even another $40 per barrel surge in oil prices.

Locally, total passenger traffic at Seattle-Tacoma International Airport dropped 6.4 percent between 2000

and 2002, following the impact of the September 11" terrorist attacks. Traffic through 2008 had completely
rebounded, up 31.3 percent over six years. After the first seven months of 2009, traffic is running 4.8 percent
behind 2008 levels for the same period.” Hotel occupancy rates, buoyed by a resumption of convention
activity and burgeoning cruise ship bookings, peaked in 2007 at over 70 percent. Vacancy rates increased
somewhat in 2008, mostly in the fourth quarter, in response to spikes in fuel prices and rising unemployment.

Quarterly Bankruptcy Filings
American Bankruptcy Institute; US Bankruptcy Court - Western District of Washington
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On an individual level, King County real per capita personal income experienced declines in 2001-2003,
followed by growth between 2003-2007; 2007 real per capita income was a full 10.4 percent above the 2000
peak. Between 2002 and 2005, bankruptcy filings in Western Washington increased by 60 percent, although
the surge at the end of 2005 is explained largely by bankruptcy law changes enacted by Congress. King
County experienced a 68.5 percent increase in bankruptcy filings in 2008 compared with 2006. Through the

5 Port of Seattle, Airport Activity Report.
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first half of the year, 2009 bankruptcy filings are up an additional 70.4 percent over the same period in 2008.6
More broadly, the most recent data indicates that Washington’s Real Per Capita Gross State Product fell 2.1
percent in 2001 and 0.7 percent in 2002. Growth during 2003-2007 averaged 1.7 percent, but only was 0.5
percent in 2008.”

The increase in local employment during the recent period of growth was unevenly distributed across
sectors. After declining by 25 percent from 2000 to 2004, manufacturing employment rebounded and
peaked in 2007 at only 9.3 percent above its recent low in 2004. These gains were nearly entirely erased

by the end of 2008. Through the first six months of 2009, manufacturing employment is only 0.5 percent
above levels experienced over the same time period in 2004. As a percentage of total non-farm employment,
manufacturing has decreased from 11.6 percent in 2000 to 9.2 percent in 2008. The decline in the early part
of the decade occurred broadly across the manufacturing sector, but the rebound between 2004 and 2008
was focused mainly in aerospace manufacturing. Aerospace manufacturing employment between 2004 and
2008 is up 20.0 percent, while all other manufacturing employment is up only 1.6 percent over these four
years. Large payroll growth also occurred in construction during the four-year expansion — 2007 was up 31.0
percent over 2003. Construction employment stagnated in mid-2008, ending the year down 0.4 percent from
2007, and began to fall sharply in late-2008. Hit especially hard by the recent housing crisis, construction
employment in the first half of 2009 is 16.7 percent below 2008 levels during the same period. Employment
in service provision sectors represented 84.6 percent of nonfarm employment in 2008, compared with 82.8
percent in 2000. Software publishers experienced strong growth of 6.6 percent in 2007 and 7.0 percent in
2008 from prior years. Retail trade employment remained unchanged in 2007 and grew a slight 0.1 percent
in 2008.

US Manufacturing Activity Index
PMI Monthly Data since June 2003; Scores Below 50 Indicate Contraction

30 35 40 45 50 55 60 65 70

Aug 2003

Dec 2003

Apr 2004

Aug 2004
Dec 2004
Apr 2005
Aug 2005

Dec 2005

Apr 2006
Aug 2006
Dec 2006
Apr 2007

Aug 2007

Dec 2007
Apr 2008

Aug 2008

Dec 2008 [

Apr 2009 C

Aug 2009

6 American Bankruptcy Institute & U.S. Bankruptcy Court — Western District of Washington.

-3

US Department of Commerce, Bureau of Economic Analysis.

B-6



ECONOMIC AND REVENUE FORECAST

Percentage of Population without Health Insurance
'8 - 1999-2008, US Bureau of the Census
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The Bureau of the Census reports that the percentage of uninsured persons in Washington State peaked

most recently in 2003 at 15.3 percent. Following the local business cycle, this rate dropped to a low of 11.3
percent in 2007, and the lowest level in the past nine years, before rising to 12.4 percent in 2008. Nationally,
the number of uninsured has risen fairly steadily from a recent low in 2000 of 13.7 percent to 15.4 percent in
2008.8 Given the spike in unemployment that occurred in late 2008 and into 2009, the number of uninsured
persons is certain to climb higher in 2009.

An overextension of residential real estate activity through 2006 gave way to a collapse of the residential
real estate market, continuing through early 2009 by virtually every measure — sale price, transaction
volume, time on market, inventory, and number of competing offers. Sale volumes have dropped by nearly
60 percent from 2007, while median transaction prices are down between 10 and 15 percent from year-
earlier levels. This dramatic fall in sales is expected to abate and then stabilize over the next few months as
confidence begins to return to the market.

The local market for commercial real estate has also experienced slowing. The commercial office space
vacancy rate for Seattle, now at 15.2 percent, has risen sharply from the 8.9 percent experienced a year ago.
Across the region, total vacant office space has also increased to 14.2 million square feet, from 9.6 million
a year ago. This compares with 12.1 million square feet in 2003.° Reduced demand is also reflected in flat

US Private Residential Construction
Seasonally Adjusted Quarterly Change, Completed Units
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US Bureau of the Census.

9 Commercial Space Online, Inc. survey data [http://www.officespace.com] and Cushman and Wakefield.
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or declining lease rates. The regional average rate per square foot of commercial office space in the second
quarter of 2009 was $28.78 compared with an average of over $31 in 2008. Developer activity has declined
as well - current office space under construction is 31 percent less than a year ago. Part of this decline is due
to the completion of over 1.8 million square feet of projects in the second quarter of 2009.

Economic FORECAST

Confidence is beginning to return, but memories of recent turmoil will dampen a recover. Uncertainty
beleaguered the economy in 2008 and 2009 - major institution failures and equity market rollercoaster

rides were common. The federal government continues to manage the largest intervention in financial
markets since the New Deal era, taking over mortgage giants Fannie Mae and Freddie Mac, propping up the
American Investment Group (AIG) and initiating what amounts to a takeover of General Motors (GM). All
major investment banks have failed, been consumed by commercial banks, or transitioned to bank-holding
companies, in order to gain permanent access to Federal Reserve credit facilities at the expense of greater
regulation and oversight.

In September 2008, yields on treasury bills fell to the lowest level since World War II, with annualized yield
on a 3-month note reaching only 0.02 percent. The Dow Jones Industrial Average experienced the largest
drop in its 102-year history, falling over 777 points as it became clear that Congress would not easily approve
the largest bailout package in history. Money market funds dropped below a dollar-for-dollar valuation,
“breaking the buck”. Also in September 2008 crude oil futures experienced the largest one-day increase on
record and the biggest bank failure in history (Seattle-based Washington Mutual) unfolded. These events
underscore the volatility experienced in late 2008.

Initially, the Federal Reserve, the Treasury, and other federal regulatory bodies were largely reactive, treating
credit market seizures with large injections of liquidity, by extending credit facilities to entities unable to
secure funding in markets, and by direct intervention in some large but failing institutions. Regulators then
took more proactive measures, ensuring the stability of banks through forced loans and increased oversight

Economic Assumption Summary
Percentage Change from Preceding Year

2006 2007 2008 2009 2010 2011 2012
King County
Employment 2.9% 2.0% 1.5% -2.5% -1.1% 0.7% 1.2%
Nominal Personal Income 9.1% 7.4% 4.5% 1.5% 2.0% 3.8% 4.8%
Housing Permits 11.7% 17.2% -38.5% -57.0% 33.2% 47.8% 38.4%
Population 1.1% 1.6% 1.3% 1.2% 0.8% 0.7% 1.0%
Consumer Price Index * 3.7% 3.9% 4.2% 0.9% 2.8% 3.1% 3.5%
COLA ** 4.66% 2.00% 2.49% 4.88% 2.00% 3.42% 3.20%
Washington State
Employment 2.5% 2.5% 1.7% -21% 0.2% 2.2% 1.8%
Nominal Personal Income 8.5% 8.1% 4.0% 0.1% 3.4% 5.3% 5.3%
Housing Permits -5.6% -5.3% -39.0% -50.1% 63.7% 50.3% 28.0%
United States
Employment 1.9% 1.1% -0.4% -3.4% -0.4% 1.6% 2.0%
Nominal Personal Income 7.1% 6.1% 3.8% 0.1% 2.7% 4.3% 5.1%
Housing Starts -12.6% -26.0% -32.6% -38.5% 39.9% 44.1% 19.6%
Three-month Treasury Yield 50.9% -7.6% -68.0% -82.1% 156.0% 253.1% 55.0%
Consumer Price Index 1.7% 2.8% 5.4% -1.5% 3.8% 3.6% 3.3%
Real GDP 2.9% 2.2% 1.1% 1.2% 1.9% 3.4% 3.4%

* Puget Sound region
**90 percent of September-September A National CPI-W, minimum of 2.0 percent.

B-8



ECONOMIC AND REVENUE FORECAST

and transparency, including “stress tests” of all major banks. Coordinating with Congress and the White
House, the $787 billion American Reinvestment and Recovery Act was passed, providing much-needed
stimulus to the economy. Six months after adoption of the legislation, approximately $90 billion had been
paid out nationwide, $1.6 billion of that has come to Washington State. Much of the stimulus spent thus far
has supported social and health services and education.

The Federal Reserve’s long campaign to increase short-term interest rates was finally suspended in 2007 after
17 consecutive quarter percentage point increases to the federal funds target rate. During this time period,
however, medium- to long-term bond yields actually fell. Concern in the mortgage market ballooned amidst
rising foreclosures and revelations of weak lending standards and led to a general flight from risk, pushing
short-term yields down even further.

By May 2008, the Federal Open Market Committee (FOMC) had responded to the five-month old recession
by lowering the federal funds rate to 200 basis points. They took action in October 2008 to address greatly
diminished liquidity and plummeting economic activity, lowering the target federal funds rate by 50 basis
points twice in one month. As the depth of the recession became clear, they took the unprecedented step of
reducing the target federal funds rate to between 0 and 25 basis points, where it currently stands. This is the
lowest publicized target rate since the FOMC began publicizing its target, two decades ago.

Investors continue to seek quality; treasury notes and bonds of all duration are in extremely high demand
resulting in low yields. Since the financial market disruption in late 2008, yields on three-month notes have
averaged only 18 basis points. As this book goes to print, yields on one-year treasury notes remain within
10 basis points of the lowest yield on record (since 1962). The duration of these low yields has caused the
county’s invested funds to experience diminished returns. Further drops in the rate of return are anticipated
as longer-term investments acquired during a higher rate environment roll over into lower yielding holdings.
The startling rise in the federal budget deficit and failure to fully address the financial turmoil may also
further undermine long-term interest rates. The current interest rate environment cannot be sustained once
tangible economic growth returns, as it is beginning to do. Fed action to raise the target federal funds rate
will not be long in coming, at the risk of price fluctuations and a short lived spike in market activity as
consumers reengage in the market.

Locally, little to no growth is anticipated in 2010, characterized by muted business investment and feeble
consumer demand. Residential real estate and construction, having collapsed in 2008, is positioned to
stabilize by late 2009 and see some increased activity in 2010 as sidelined buyers and sellers venture back
into the market, although little speculative development is anticipated in 2010. Low long-term interest rates
and temporary federal programs designed to spur home purchasing will add momentum, but are unlikely to
completely overcome new credit standards and caution among lenders.

Falling employment in 2009 is expected to decline further in 2010, although at a slower pace. Of the twenty
largest states, Washington State recorded the third highest percentage increase in personal income between
the first quarter of 2007 and the end of 2008. During first quarter 2009, Washington State personal income
was only 1.1 percent greater than first quarter 2008, having declined in two of the previous four quarters.
This parallels the national trend. Regional strength is likely to be muted in 2010 but stronger as employment
growth returns in 2011.

After rising by over 3.6 percent in both 2000 and 2001, growth in the Puget Sound region Consumer Price
Index (CPI) was just 1.9 percent and 1.7 percent in 2002 and 2003, respectively, driven by unchanged
housing costs. In the first half of 2005, however, the CPI was up more than 2.4 percent, before rising another
2.6 percent in the third quarter alone due to the aftermath of Hurricanes Katrina and Rita. Even so, the CPI
spike resulting from these hurricanes falls short of the 2.9 percent growth experienced in the second quarter
of 2008, following a run up in energy and food prices. For the first six months of 2008, the CPI grew at

the fastest rate experienced since 1982. Surges in energy prices briefly impacted broader prices before the
weight of a faltering economy and a cessation of consumer activity put downward pressure on prices. The
Consumer Price Index for the first half of 2009 rose only 0.5 percent above year-ago levels. Local prices
remain dependent on global energy prices, as well as movement in agricultural goods, but core inflation
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— excluding energy and food — in the Puget Sound region has begun to return to relatively low levels and
should remain subdued for the next two to three years before consumption and resource utilization restore
upward price pressure. However, unprecedented volatility experienced during the past two years results in
heightened uncertainty.

The county’s Cost Of Living Adjustment (COLA) for most employees is set at 90 percent of the annual
growth in the Bureau of Labor Statistics’ national Consumer Price Index for Urban Wage Earners and
Clerical Workers (CPI-W), comparing the most recent two September index levels. COLA is generally
limited to a minimum of 2.0 percent and a maximum of 6.0 percent. For 2010, COLA is projected to be at
the floor of 2.0 percent.

Kive County REVENUES

Total county revenue exceeds $4.0 billion dollars,' which King County distributes into over 50 separate
funds. The largest funds include those for transit, wastewater, surface water management, roads, and the
county General Fund. The largest revenue source is taxes, followed by charges for services; together they
account for over half of all revenues. Taxes include three major property tax levies, four different sales
tax assessments, and taxes on real estate transactions. Charges for services include both direct contracts,
interfund payments, and other services provided by the county.

10 Interfund transfers, overhead rates, and other transactions duplicate some funds in the total revenue figure of $4.0 billion.
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Taxes are the largest source of revenues to King County, accounting for an estimated 36.7 percent of total
revenues (excludes 2011 revenue budgeted biennially in 2010) and 60.8 percent of General Fund revenue.
The major tax sources for the county include property taxes, sales and use taxes, hotel and motel taxes, and
telephone excise taxes to support the enhanced-911 system. Total King County tax revenue is projected

to be $1,141.5 million in 2010, a decrease of 0.6 percent from the adopted 2009 budget. These revenues
support operating expenses, debt service, and some capital projects. Property taxes are the largest single
tax source for the county, with a proposed levy of approximately $619.1 million in 2010, including $100.2
million levied for Emergency Medical Services, $36.6 million of which is disbursed directly to the city of
Seattle. Voters approved the current Emergency Medical Services levy in November 2007, which will expire
at the end of 2013. This amount also includes $18.1 million from a newly authorized levy dedicated to the
provision of transit service, implemented at 5.5 cents, 2.0 cents below the maximum allowable rate.

All King County Funds
Major Revenue Sources, 2003-2010

2003 Adopted 2004 Adopted 2005 Adopted 2006 Adopted 2007 Adopted 2008 Adopted 2009 Adopted 2010 Proposed

TAXES 768,026,884 |  810477672| 798565434 | 869,190,813 985,603,844 | 1,153,619,093 | 1,147,768,059 | 1,141463,685
LICENSES & PERMITS 20692723 | 245657,022| 25500074 | 24,704,343 26702474 | 2703707 28867007 | 24698178
FEDERAL GRANTS-DIRECT 36380703 | 36012144 36048518 32,801,397 32604749 | 31848696 | 31188595 | 32333487
FEDERAL SHARED REVENUES 1,069,761 1,080,642 1,094,152 1,322,569 1,266,931 70,000 1,005,000 1,044,211
FEDERAL GRANTS-INDIRECT 87,214000 | 87876906 | 85944120|  91,823530 118,003,160 | 112,666,788 | 119724093 | 63670501
STATE GRANTS 122000403 | 131252575 50,890,604 | 50,763,770 36542250 | 39472916 [ 49100780 | 44889237
STATE SHARED REVENUES - 14,687 - - 144,000 118,650 121,800 90,000
STATE ENTITLEMENTS 30932093 | 35673353 31754178 33,737,995 39,053884 [ 39612863 39,343,011 39,099,670
GRANTS FROM LOCAL UNITS 1,786,320 797,178 767,704 607,755 694,584 771,482 737,714 945,932
INTERGOVERNMENTAL PAYMENT | 117,013,776 | 140206810 | 243734780 | 253,986,750 293,905,670 |  331,084219 | 380649166 | 410,071,892
RECOVERY ACT DIRECT/INDIRECT - - - - - - - 3,530,315
CHARGES FOR SERVICES 816,623,083 | 800,252,718 | 968997287 | 888,044,394 954,700,898 | 1,038,188554 | 1,125662,721 | 1,112,897,021
FINES & FORFEITS 7,803,918 9,119,402 8,200,176 7,317,592 7,313,236 8,582,131 9,854,991 9,703,343
OTHER* 1002,896,364 | 872875574 | 221775203 | 360,263,752 421,615,665 | 1,064,057182 | 1,006,409,115 | 1,188,058,337
ALL FUNDS TOTAL 3,125459,012 | 2950,196,833 | 2473362239 | 2614564660 |  2918241,345 | 3848020681 3040432142 4072495809

*Beginning in 2008, "Other" includes biennially budgeted revenue for the Public Transportation Fund.

King County General Fund
Major Revenue Sources, 2003-2010

2003 Adopted 2004 Adopted 2005 Adopted 2006 Adopted 2007 Adopted 2008 Adopted 2009 Adopted 2010 Proposed

TAXES 301,795,404 312,327,426 328,442,601 363,316,557 378,271,605 406,717,332 381,655,649 378,807,495
LICENSES & PERMITS 5,661,661 6,046,253 7,380,384 7,545,549 7,357,349 7,152,000 9,079,938 7,021,139
FEDERAL GRANTS-DIRECT 2,361,514 1,959,555 1,893,308 1,246,695 661,587 577,664 735,103 1,158,373
FEDERAL SHARED REVENUES 50,000 60,000 60,000 60,000 65,000 70,000 70,000 147,226
FEDERAL GRANTS-INDIRECT 6,546,708 6,734,208 7,951,779 8,129,559 8,128,755 7,971,225 8,534,333 8,350,104
STATE GRANTS 1,863,402 2,653,350 2,494,140 2,629,230 1,976,093 2,047,971 2,214,974 2,172,180
STATE ENTITLEMENTS 1,424,505 1,407,505 6,559,055 6,993,579 6,979,749 7,443,249 7,459,249 7,281,155
INTERGOVERNMENTAL PAYMENT 52,269,056 56,001,858 53,164,198 55,723,169 62,753,888 66,605,911 77,654,654 80,020,123
CHARGES FOR SERVICES 89,547,761 84,746,544 89,803,336 96,915,226 103,067,890 109,733,074 120,195,603 109,167,270
FINES & FORFEITS 7,780,918 9,079,402 8,230,176 7,255,092 7,250,736 8,547,131 9,834,491 9,678,873
OTHER 19,748,081 24,275,217 15,158,635 34,725,713 41,768,208 37,203,414 23,684,622 18,782,511
GENERAL FUND TOTAL 489,049,010 505,291,318 521,137,612 584,540,369 618,280,860 654,068,971 641,118,516 622,586,449

2002-2007 adjusted to exclude sources segregated into separate funds in 2008 to enable comparison.
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PropPerTY TAX

Property taxes are collected through the countywide levy, the unincorporated area levy, the emergency
medical services levy, and voter approved debt. These receipts are dedicated to various funds within King
County.

Since 2001, when Washington voters approved Initiative 747 (but rejected by a majority of King County
voters) the regular levy has been limited to growth of only one percent annually, plus the increase in new
construction. With inflation typically running two or three percent, this measure is gradually decreasing

the effective tax paid by typical property owners, and reducing the dollars available for the General Fund.
Notwithstanding court rulings invalidating Initiative 747 as early as 2002, King County has fully conformed
with the requirements of Initiative 747 since its approval in 2001. The state legislature subsequently codified
the one percent cap on growth with House Bill 2416, adopted in late 2007.

The overall countywide levy is projected to rise to $373.8 million in 2010, up from $367.9 million in 2009."
This amount includes an enhanced parks operating levy, which replaced an expired levy, and a parks capital
levy, both of which were authorized in the August 2007 primary election. The countywide levy also includes
the Automated Fingerprint Identification System lid lift of $15.6 million, which is reduced below the
projected allowable limit of $18.5 million in 2010. This results in a levy rate one cent below the 5.7 cent rate
authorized by voters in 2007.

Property Tax Revenue Growth Components
General Fund Levy, 1991-2009 Actual Data, 2010-2012 Projection
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11 The countywide levy includes the undesignated General Fund and dedicated millage for mental health/developmental disabilities, human services, veterans’

aid, intercounty river improvement, limited tax bond redemption, and voter approved lid-lifts.
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King County Monthly Sales Tax Collections - Local Option
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Monthly Collection Detail

January February March April May June July August ~ September  October ~ November December
POIRN 6062931 5251282 6503883 5313379 5533086 6431011 5958177 5815392 6,127,737  5499,377 5280576 7,282,334
2002 el 4,988,719 5,884,638 5,321,370 5,407,187 6,339,046 5,792,913 5,645,463 6,228,228 5,656,303 5,096,438 7,471,553
2003
2004
2005 5,460,791 5,062,926 6,851,104 5,880,954 5,900,685 7,114,004 6,431,306 6,525,074 7,655,107 6,310,149 6,194,818 8,628,252
2006 5810621 5633087 7305744 6346432 6481989 7,874,877 6998672 7,024,854 7719276 6,629,777 6,521,686 8,629,028
2007 6,291,861 6,409,051 7814065 6905333 7056138 8756401  7,495302 8,109,072 8,499,998 7,644,629 7431419 9,499,466
2008 6624910 6506690 7913422 6657458 7,058,239 8,146,148  7,643692 7,261,340  7,985310 6,976,731 6410987 8,008,432
2009 5,781,158 5,484,931 6,743,938 5,754,852 5,913,945 6,884,326 6,381,035

Cumulative 2009 Variance from 2008
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Year-to-Date Collection Detail

January February March April May June July August ~ September  October ~ November December

2001 6062931 11,314,213 17,818,096 23,131,476 28,664,562 35095573 41,053,750 46,869,143 52,996,879 58,496,256 63,776,832 71,059,166
2002 5036669 10,025388 15910026 21,231,396 26,638,583 32,977,629 38,770,542 44,416,005 50,644,233 56,300,536 61,396,974 68,868,527
2003 4,931,954 9,864,015 15551273 20,678,376 26,047,409 32,228980 38,373,208 44,081,950 50,403,353 56,092,922 61,478,563 68,373,509
2004 5338022 10,266,682 16,236,832 21,690,926 27,348,780 33,941,609 39,946,146 46,042,880 53218540 59,131,364 64,868,548 72,606,560
2005 5460,791 10,523,717 17,374,821 23255775 29,156,460 36,270,464 42,701,770 49,226,844 56,881,951 63,192,100 69,386,917 78,015,169
2006 5810621 11,443,708 18,749,452 25095884 31577872 39,452,750 46,451,421 53476275 61195551  67,825327 74,347,013 82,976,041
2007 6,291,861 12700912 20514978 27,420,310 34476448 43,232,849 50,728,150 58,837,222 67,337,220 74,981,849 82,413,268 91,912,734
2008 6624910 13,131,599 21,045,021 27,702,480 34,760,718 42,906,866 50,550,558 57,811,898  65797,208 72,773,939 79,184,926 87,193,358
2009 5781158 11,266,089 18,010,027 23,764,879 29,678,824 36,563,150 42,944,185

* Data presented are total local option sales tax collections less Department of Revenue 1 percent administration fee. 95.4 percent of county sales tax receipts are deposited in the General Fund.
The remainder is dedicated to the Children and Families Set-Aside (4.6 percent). Excludes SST mitigation payments ($268K received for Q3 2008).
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Cumulative Monthly Property Tax Collections
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The amount remaining for unrestricted use in the General Fund is the total levy capacity less distributions for
debt service, inter-county river improvement, veterans, and other designations. Unrestricted General Fund

revenues from the property tax levy are estimated at $266.7 million, after undercollection. New construction
of 1.62 percent accounts for the increase above 1 percent.

The unincorporated area levy (traditionally known as the roads levy) is estimated at $85.0 million for 2010

SaLEs Tax
Sales taxes constitute Washington’s largest revenue source, and King County’s second largest source of tax
receipts. A sales tax rate of 9.50 percent is assessed in the county, distributed as follows:

6.5 percent is collected by the state;

1.0 percent is a local option tax divided between cities and the county;'?

0.9 percent is collected to support Metro Transit;'?

0.9 percent is collected by the Regional Transit Authority (Sound Transit);'*

0.1 percent is collected to support criminal justice programs;'> and

0.1 percent is collected to support mental health & chemical dependency programs.'®

In addition to the basic 9.5 percent sales tax rate, an additional 0.5 percent tax is imposed on food and

beverage sold in restaurants, bars and taverns. Proceeds from this tax are dedicated to funding debt service
on county bonds sold to finance the construction costs of Safeco Field.

The sales tax is strongly influenced by changes in the economy and by the geographic areas from which
it is collected. The county’s public transportation and criminal justice programs receive revenues from

Sales Tax Collections by Reporting Frequency
Local Option Revenue from Total King County Taxable Retail Sales, 2000-present

BAnnual OQuarterly OMonthly

January 2000 :
April 2000 —L:
July 2000
October 2000 —ll
January 2001 —ll
April 2001 —I_|
July 2001 —————T
October 2001 —lj
January 2002
April 2002 T
July 2002 —I|
October 2002 —'_lI
January 2003
April 2003
July 2003 —Il.I
October 2003 —'_l
January 2004 —I'I
April 2004 —|I
July 2004
October 2004 —|l
January 2005 —|.I
April 2005 T
July 2005
October 2005
January 2006 —'_I
April 2006 T
July 2006
October 2006
January 2007 T
April 2007
July 2007
October 2007
January 2008
April 2008
July 2008
October 2008
January 2009 —'_l
April2000 T——— T

12 Within cities, 15 percent of revenue is distributed to the county, and 85 percent to the city. King County receives the full 1.00 percent tax collected in unincor-
porated areas.

13 This tax was approved in April 2001 to replace funds lost with the repeal of the Motor Vehicle Excise Tax by Initiative 695 in November 1999. In November
2006, voters authorized an increase from 0.80 percent to 0.90 percent, effective April 1, 2007.

14 This tax is not collected in the rural part of King County where the sales tax rate is 8.60 percent. This tax was increased to 0.9% effective April 1, 2009.

15

90 percent of these funds are allocated to the cities and the county on the basis of population. King County receives to the remaining 10 percent. This tax was
approved by county voters in 1992.

16

This tax was approved by the Metropolitan King County Council and implemented April 1, 2008.
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ECONOMIC AND REVENUE FORECAST

Sales Tax Forecast Detail

2004 Actuals  2005Actuals 2006 Actuals 2007 Actuals 2008 Actuals 2009 Estimated 2010 Proposed

General Local Option
Unrestricted General Fund 65636,330 70,525,713 75,010,341 83,089,112 83,639,146 75,158,000 75,458,000

Children and Family 3,339,902 3,588,698 3,816,898 4,227,986 4,032,915 3,624,000 3,638,000
Sales Tax Reserve 3,630,328 3,900,758 4,148,802 4,595,637
Total 68653007 78015169 82976041 91912735 87,672,061 78,782,000 79,096,000

Criminal Justice
Total 11,026,405 12,054,054 12,988,932 14229175 12,973,191 11,266,000 11,012,000

Mental Health
Total 35,564,904 42,033,000 43,210,000

Public Transportation

Total 314,192,142 341229548 367263689 442042300 432934213 386,134,000 392,814,000

countywide retail sales, with unincorporated areas constituting a little under four percent of the tax base. In
contrast, over 20 percent of King County’s General Fund sales tax revenue is collected in unincorporated
areas. Differences in the geographical composition of taxable retail sales also complicate analysis of
revenue over the course of the business cycle. For example, the relative dominance of the construction
sector in unincorporated King County makes the unincorporated local option tax more sensitive to economic
conditions than countywide taxes for transit and criminal justice.

Sales taxes place a disproportionate burden on lower income households. Over time, the inability to tax
internet transactions and a general lag behind personal income growth will also prevent King County sales
tax receipts from keeping pace with the cost of delivering most government services.

Purchases by King County residents from firms that do not operate in Washington are typically not subject

to sales taxes. The rapid expansion of internet driven electronic commerce and Washington’s high sales tax
rates have provided a substantial incentive for consumer purchases over the internet to realize significant tax
savings. A study published by researchers at the University of Tennessee attempted to quantify the impact of
internet and catalog sales on state and local sales taxes. The study concluded that nearly $200 million in state

and local sales tax revenue was lost in Washington in 2008 due to remote purchases, forecasted to increase to
$280 million in 2012.

Washington State has entered into the national Streamlined Sales Tax agreement and began implementation
in July 2008. Previously, the sales tax rate was based on the jurisdiction from which a product is shipped,
with that jurisdiction receiving its local option sales tax. Under sales tax streamlining, the destination of the
product determines the jurisdiction that receives the local portion of the sales tax. To date, the Department
of Revenue has distributed three quarterly payments to local jurisdictions covering business activity between
July 2008 and March 2009. King County received nearly $6.7 million in mitigation payments compensating
for lost revenue resulting from streamline sourcing for all of the county’s sales tax streams. Of this,

over $5.3 million is dedicated to Transit. These payments will generally decline over time until they are
eliminated.

Estimated 2009 sales tax revenue to the General Fund, excluding designated revenue, is $75.2 million, a 10.1
percent decrease from 2008 levels'”. This decrease reflects impacts from three major annexations effective

17 During the 2008 budget process, a portion of the local option sales tax which had previously been designated to the Sales Tax Contingency (STC) subfund,
was undesignated beginning in 2008. The remainder of the local option tax (0.054%) is dedicated to the Children and Family Services Fund.
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ECONOMIC AND REVENUE FORECAST

in 2008 and an economy reeling from recent financial turmoil. Including designated amounts, 2008 General
Fund sales tax revenue totals $97.6 million.

Total projected 2010 General Fund sales tax revenue is $86.5 million, an increase of 0.1 percent from
estimated 2009 receipts. Of this, $11.0 million is dedicated to criminal justice expenses. The remaining
$75.5 million is dedicated to the General Fund for general use. Additionally, $3.6 million of the local option
sales tax will be deposited in the Children and Family Services Fund. The annexation of the southern portion
of the North Highline Potential Annexation Area is factored into these estimates. The General Fund includes
the inmate welfare subfund. The sales tax contingency and children and family services subfunds are now
segregated from the General Fund into separate tier 1 funds, the Rainy Day Reserve Fund and the Children
and Family Services Fund respectively.

REAL ESTATE ExciISE Tax

King County levies the Real Estate Excise Tax (REET) in unincorporated King County and administers state
and city REET taxes throughout the county. Reflecting unprecedented low interest rates and a high degree of
real estate speculation, real estate sales were unsustainably high between 2005 and 2007. Recent collections
have dramatically fallen, even beyond the drops that were forecast, as the housing market and credit facilities
collapsed.

Year-to-date 2009 collections are only 40.6 percent of 2008 levels through July. Reflecting the a seizing up
of construction activity and tightening of mortgage credit standards, this downward trend is expected to level
out and begin to shows signs of a slow recovery later this year, with 2009 revenue totaling 35.9 percent less
than 2008 revenue. A modest growth of 6.1 percent is forecast for 2010.

REET consists of two 0.25 percent taxes on real estate transactions. Each is forecasted at just over $3.3
million in 2010. This compares with over $11 million each in 2005 and 2006.

Real Estate Excise Tax
Actual and Projected Collections [per 0.25 percent], Millions of Dollars, 2000-2010

$11.20 $11.71

$9.90
$9.20

$8.54

$6.79

$5.71 $5.87

$4.91

$3.15 $3.34

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010



ECONOMIC AND REVENUE FORECAST

INTEREST EARNINGS

Because of high volatility, attributable to downward trends in both interest rates and county fund balances,

the Office of Management and Budget continues to provide a conservative interest earnings forecast.

Historic low returns on federal agency and treasury notes weaken investment pool earnings rates. For 2010,

a rate of return of 1.35 percent is assumed, the lowest return on record, dating back to 1983.

Net Rate of Monthly Return on Pool Fund Balances

Current Expense Subfund Yield, 2001 - Present
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Summary of 2010 Proposed General Fund Financial Plan

(in millions)
2008 2009 2009 2010 2011 2012
Actuals®  Adopted  Estimated Proposed Projected Projected
BEGINNING FUND BALANCE 140.6 69.2 97.2 57.9 59.6 71.9
REVENUES ®
Property Tax 274.9 282.2 282.4 289.5 294.1 299.7
Debt Service (@ (9 (19.9) (21.8) (21.8) (22.8) (27.2) (28.0)
Sales Tax 79.3 80.4 75.2 75.5 77.0 80.1
CJ Revenues © 19.9 18.1 17.2 16.2 16.6 17.2
Interest Earnings 12.1 8.3 4.9 2.7 3.1 4.1
Flood BAN Revenue 0.0 0.0 27.2 0.0 0.0 0.0
Other Revenues 266.7 273.7 269.5 261.6 274.0 2741
General Fund Revenues 632.9 640.9 654.6 622.6 637.6 647.1
EXPENDITURES
Operating Expenditures ©™® (630.1) (612.3) (673.5) (602.3) (647.4) (691.9)
CJ Expenditures ©™ (18.4) (19.8) (19.8) (18.2) (18.9) (19.6)
CIP Expenditures M0 (12.8) (6.9) (6.9) (8.8) (15.2) (15.9)
OPD Supplemental ¢ 0.0 (19.7) 0.0 0.0 0.0 0.0
Shut Down of Operations ® 0.0 8.7 8.7 6.5 0.0 0.0
Operating Underexpenditures ¢ 0.0 2.8 2.8 2.0 2.0 2.1
Reductions to Balance 0.0 0.0 0.0 0.0 54.2 88.2
General Fund Expenditures (661.3) (647.2) (688.7) (620.9) (625.3) (637.0)
Balance Transfer to Other Funds (15.0) 0.0 (5.1) 0.0 0.0 0.0
Ending Fund Balance 97.2 62.9 57.9 59.6 71.9 82.0
RESERVES AND DESIGNATIONS
Outyear Deficit Reduction Reserve (20.7) 0.0 (9.0) 0.0 0.0 0.0
UGA Parks for Future Annexation (7.7) (5.4) (5.4) 0.0 0.0 0.0
Mitigation Reserve 0.0 0.7) (0.7) 0.0 0.0 0.0
Animal Control Transition 0.0 0.0 0.0 (3.0) (3.0) (3.0)
Parks Partnership ¥ 0.0 0.0 0.0 (0.5) (0.5) (0.5)
Alder Facility Transition " 0.0 0.0 0.0 (4.0 (4.0 (4.0
Green River Flood Planning and Mitigation 0.0 0.0 0.0 (1.0) (1.0) (1.0)
Retirement Contribution Stabilization 0.0 0.0 0.0 (6.4) (9.4) (12.4)
Other Post Employment Benefits Reserves “ 0.0 0.0 0.0 0.0 (4.0) (6.0)
Other Reserves (27.4) (24.2) (11.3) (13.8) (18.4) (23.0)
Reserves (55.8) (30.3) (26.4) (28.7) (40.2) (49.9)
6% Fund Balance Reserve 41.4 32.6 315 30.9 31.7 32.1
Over/Under 6% Minimum 9.3 0.3 0.0 0.0 0.0 0.0
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2010 Proposed General Fund Financial Plan
Footnotes

(@) The 2008 Actual column reflects actual amounts as reported in the 2008 unaudited Comprehensive Annual Financial
Report (CAFR).

(b)  Revenue estimates for 2009 - 2012 are based on the following assumptions. The percentages indicate the expected
annual percent change over the prior year, except for interest earnings, which is stated as the projected annual rate of
return. The 2009 Sales Tax rate has been adjusted for the portion formerly dedicated to the Sales Tax Reserve.

2008 2009 2010 2011 2012
Property Tax (net of debt service) Actuals 2.21% 2.34% 0.10% 1.77%
Sales Tax Actuals  -10.14% 0.40% 2.07% 3.94%
Interest Earnings Actuals 1.70% 1.35% 1.60% 2.30%
All Other Actuals Individual Individual Individual Individual

Estimates Estimates Estimates Estimates

(c)  The debt service schedule for 2008 - 2012 is based on the following table:

(in millions)

Debt Service Elements 2008 2009 2010 2011 2012
Existing Debt Issues 18.0 21.8 185 18.5 185
2010 Debt Issuance (IRIS/TESS, Other) 4.4 4.4 4.4
2011 Debt Reserves (Flood, Other) 4.3 4.3
2012 Debt Reserve 0.8

Total Debt Service 18.0 21.8 229 27.2 28.0

(d)  Based on current projections, debt service expense will exceed the debt cap by $750 thousand in 2011 and $1.2 million in
2012. This could be resolved by either using one-time money to fund 2010 CIP projects or restructure the debt
repayment schedules on new projects.

(e) In the 2005 Adopted Budget, the former Criminal Justice Fund was consolidated into the General
Fund. Those revenues and expenditures are shown separately in this financial plan.

) Revenue associated with Bond Anticipation Notes expected to be issued in November/December 2009 as a temporary
funding source to address the risks in the event of a Green River flood. A subsequent 10 year LTGO Bond is currently
assumed to be issued in 2011 that will be used to retire the Bond Anticipation Notes with debt service payments beginning
in 2011.

(g) 2009 Operating Expenditures

Adopted Budget (627.9)
2008 Carryovers 9.1)
Other Supplemental Activity (27.3)
Flood Supplemental (27.2)

Total (691.5)

(h) 2009 CIP/Other Contributions

2008 CIP Carryovers/corrections (5.3)
Major Maintenance (3.0)
General Government CIP .7)
OIRM CIP (1.9)
Public Transportation (0.3)

Total (12.2)

(i) 2010 CIP/Other Contributions

Major Maintenance (5.6)
General Government CIP (0.4)
OIRM CIP (2.3)
Public Transportation (0.6)

Total (8.8)

[0) Reflects OPD contracts for the second half of 2009. For the first half of 2009 and all other years OPD contracts are
reflected in the "Operating Expenditures" line. This amount was appropriated in a supplemental budget ordinance in
2009, and not part of the initial 2009 Adopted Budget. It is included to aide cross-year comparisons.

(k) 2009 savings were achieved through the implementation of a ten-day building and/or operational closure program, resulting in
labor furloughs. The 2010 budget is balanced assuming a similar level of savings will be achieved through operational
shutdowns as was adopted for 2009.



2010 Proposed General Fund Financial Plan
Footnotes
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The General Fund Financial Plan assumes an underexpenditure rate of 2.0% of total expenditures. The 2010 Proposed Budget
includes a 1.5% underexpenditure contra in General Fund operating budgets which are directly budgeted for within those
departments. A remaining central contra of 0.5% is being held for those departments in the General Fund Financial Plan, for a
total assumption of 2.0% underexpenditure. For General Fund transfer budgets, the full 2.0% underexpenditure is directly
budgeted within those departments. A list of agencies exempt or partially exempt from the underexpenditure requirement is
provided below:

Agencies exempt from 2.0% underexpenditure: Agencies partially exempt:

Drug Enforcement Forfeits Sheriff

Antiprofiteering Prosecuting Attorney's Office

State Auditor District Court

Executive Contingency GF Transfers

Internal Support Jail Health Services

Finance - GF Dept. of Adult and Juvenile Detention

Public Defense

Expenditure estimates for 2011 - 2012 are based on the following assumptions. The percentages indicate the expected annual
percentage change over the previous year. The assumed flex rate percentage increase reflects actuarial projections based on
current plan design. The 22.8% increase in "All Others" is primarily due to restoring the General Fund CIP Transfer for Major
Maintenance and Building Repair to fully funded levels.

2010 2011 2012
Labor As Proposed 7.8% 5.5%
Benefits As Proposed 13.3% 13.2%
Services/Other Charges As Proposed 5.2% 4.5%
All Others As Proposed 22.8% 4.3%

The 2009 Estimated numbers have been adjusted to reflect 2009 supplementals as noted in the 2nd Quarter Report plus
any subsequent transmittals. In addition, the revised numbers include an amendment made to the Second Quarter
Omnibus supplemental.

In the Second Quarter Report the Outyear Deficit Reduction Reserve was $4.2 million. The incremenatal increase beyond that
figure is a result an ammendment to the Second Quarter Omnibus supplemental, release of Salary and Wage reserves, and the
release of the Truancy Reserve. The entire Outyear Deficit Reduction Reserve is released in 2010 in order to balance the 2010
budget.

The Animal Control Transition Reserve is intended to help facilitate the transition of animal control services to a non-profit
organization. King County is in discussions with groups that might be interested in assuming this function. Money may be
needed to provide a facility and/or incur other costs to transition to a new business model and respond to the imminent
risk of potential flooding from the Green River.

The Executive is pursuing opportunities to transition unincorporated local parks to cities, non-profit groups, or other community
organizations in order to keep these facilities open. The one-time money is set aside in order to assist with this transition.

Money is set aside to provide mitigation for habitation issues facing the Juvenile Justice Facility. Such steps may include use of
temporary facilities and interim work on the existing facility to enable continued use while long-term planning continues.

King County faces an unknown challenge related to the potential for flooding in the Green River Valley. If a flooding event occurs,
the county will experience increased costs and decreased revenue, as business activity in the area will be stopped or severely
interrupted for an unknown duration. This money is intended to offset revenue declines associated with the a flood event.
Alternatively, if the county determines in the future that a flood event is unlikely, this money is then intended to pay down the debt
incurred in relation to flood planning and mitigation efforts.

Largely as a result of severe investment losses in the state's retirement pool, retirement rates in 2012-2015 are anticipated to be
much higher than previously thought. While savings occur from low rates in 2010 and 2011 due to state legislative changes to
the retirement rate calculation methodology, this is only a temporary savings, followed by faster than anticipated climbs in
retirement rates. As an example, PERS Il employer contribution rates are anticipated to more than double between 2010 and
2013, climbing even higher in later years. The Washington State Office of the State Actuary reports retirement rates may
increase over five and half times over the next five years under a pessimistic scenario. The County will face difficulty in meeting
its obligations in the future if steps are not taken now.



2010 Proposed General Fund Financial Plan
Footnotes

(W)

V)

King County has other post-employment benefits (OPEB) liabilities related to healthcare costs for its early retirement program
and employees in the Law Enforcement Officers and Fire Fighters | (LEOFF I) retirement program. King County, like most other
government entities, has traditionally operated on a pay-as-you-go basis. This method does not capture future costs that will be
incurred after the employee retires. Upon retirement, the county begins to pay actual OPEB costs, which may take place over
several years and lowers the outstanding actuarial liability. For example, LEOFF-I retirees are eligible for county healthcare
coverage for life. King County will continue to pay health care costs for these employees long after they retire. Liabilities related
to early retirement would continue so long as the county offers this program.

At the end of 2008, the county had an OPEB unfunded actuarial accrued liability of $145.4 million. Of this, over $67 million (46%)
is related to LEOFF-I retiree medical benefits that will be paid over time (all General Fund). Under GASB-45 rules, in 2007 and
2008 the annual required contributions were $11.8 million each year. The county, continuing to operate on a pay-as-you-go
basis, paid only $5.1 million in 2007 and $3.2 million in 2008. As of the beginning of 2009, the county should have $15.1 million
set aside to pay for future OPEB costs (approximately $10 million of this is General Fund). This amount will increase each year
over the next several years. Starting in 2011, a reserve of $4.0 million growing over time has been established for this purpose.

Other Reserves include the following for each of the years (in millions):

2008 2009 2009 2010 2011 2012
Actuals Adopted Revised Proposed Projected Projected
Loans (3.8) (3.8) (3.8) (3.8) (3.8) (3.8)
Animal Control (0.1) (0.0) (0.1) (0.2) (0.1) (0.1)
Crime Victim Compensation Progran (0.1) (0.2) (0.1) (0.2) (0.2) 0.1)
Drug Enforcement Program (1.6) 0.2) (1.6) (1.6) (1.6) (1.6)
Anti-Profiteering Program (0.1) 0.2) (0.1) 0.1) (0.2) 0.1)
Dispute Resolution 0.2) 0.1) 0.2) 0.2) (0.2) 0.2)
Sheriff Laptop Replacement - (0.3) - - - -
Real Property Title Insurance (0.0) (0.0) (0.0) (0.0) (0.0) (0.0)
Inmate Welfare Fund Balance 1.3) (1.0) (1.8) (1.8) (1.8) (1.8)
Ex-CJ Fund Balance (1.8) - (1.8) - - -
Salary & Wage (2.5) (17.1) (0.4) 4.7) 9.2) (13.8)
CIP Capital Supplemental Reser - (1.5) (1.5) (1.5) 1.5) (1.5)

2008 Carryovers/Sub fund balar (15.9) - - - - -
Total "Other" Reserves (27.4) (24.2) (11.3) (13.8) (18.4) (23.0)
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The 2010 King County Budget is built using the following assumptions:

Salaries. In 2010, reserves for salary and wage adjustments for COLA and merit are budgeted in
each appropriation unit. These reserves provide funding for COLA, merit and step increases. For
most county employees the COLA increase is 90 percent of the change in the September to
September national consumer price index (CPI1-W), with a floor of 2 percent. The 2010 COLA is
projected to be 2 percent. The reserve contingencies also include reserves for merit, longevity
increases, and other salary adjustments.

Operational Shutdown Savings. In the face of the severe fiscal challenges across all county
funds, the 2010 Executive Proposed Budget includes savings assumptions in an effort to preserve
direct services. For 2009, savings were achieved through the implementation of a ten-day
building and/or operational closure program, resulting in labor furloughs. The 2010 budget is
balanced across all funds assuming that a similar level of savings will be achieved in each agency
based on the furlough eligible employees as was adopted for 2009, including 2009 County
Council amendments. The specific details of the 2010 plan are still under development, and
discussions with labor unions and individual agencies are on-going. Specific plans describing
how the 2010 savings will be achieved will be transmitted to the County Council in the coming
weeks. To the extent that savings, from labor or other expenses, cannot be fully achieved through
temporary and short term building and/or operational closures, the plan will describe additional
programmatic reductions and the elimination of additional positions.

Medical Benefits. The county has a flexible benefit package which offers employees several
options for coverage and providers. All of the benefit costs are accounted for in the Employee
Benefits Fund, which then recovers its costs through a single standard monthly rate charged to
agencies for each eligible employee. The standard rate charged in 2009 was $1,171 per employee
per month. The standard rate for the 2010 proposed budget is $1,194 per employee per month, a
2 percent increase over 2009. The rate established in the 2010 proposed budget for the Deputy
Sheriff Healthy Incentives plan is $1,419, a 2 percent increase over the 2009 rate of $1,391.

General Fund Underexpenditure. In the 2010 proposed budget, the required underexpenditure
rate for General Fund agencies is equal to 2 percent of expenditures that are not backed by
specific contractual revenues. 1.5 percent of the required underexpenditure has been reduced
from GF operating budgets to directly budget for assumed underexpenditure levels. A remaining
central contra of one half of one percent is held in the GF Financial Plan, for a total assumption of
2 percent. Departments are expected to manage their appropriations to achieve the
underexpenditure.



KING COUNTY
Program Plan Area
1

General
Government

Physical
Environment

Health and Human
Services

Law Safety and
Justice

rovides services to King County

legislative and administrative

branches for the benefit of the

Provides services to achieve
a high quality living
environment for the
community and the

Provides services for the
development and
improvement in the welfare
of the individual.

Provides services for the

security of persons and

property, including those
activities normally related to

public. individual. police services, the courts,
and corrections facilities.
Assessments Airport Children & Family Services Adult & Juvenile Detention

Board of Appeals
Board of Ethics
Boundary Review Board
Cable Communications
Charter Review Commission
Civil Rights Commission
Council Administration
Council Auditor
County Council
County Executive

Office of Economic & Financial

Analysis
Elections
Employee Benefits
Executive Services
Facilities Management

=inance & Business Operations

Grants
Hearing Examiner
Human Resources

I-NET
Risk Management

King County Civic Television

Membership & Dues

Office of Information Resource

Management
Office of Law Enforcement
Oversight
Office of the Executive

Office of Management & Budget
Office of Strategic Planning &

Performance Mgmt
Ombudsman/Tax Advisor
Printing & Graphic Arts
Real Estate Services

Records & Licensing Services

Safety & Claims Mgmt
State Auditor
Technology Services
Telecommunications

Development and
Environmental Services
DOT Director’s Office
Equipment Repair &
Replacement
Flood Control
Geographic Information
Systems
InterCounty River
Improvement
Marine Division
Motor Pool
Natural Resources & Parks
Administration
Noxious Weed Control
One Percent for Arts
Parks & Recreation
Resource Lands & Open
Space
River Improvement
Roads Services
Rural Drainage
Solid Waste Operating
Stormwater Decant
Surface Water Mgmt
Transit Operations
Transportation
Wastewater Treatment
Water & Land Resources
Youth Sports Facility Grant

Community Services
Developmental Disabilities
Dislocated Worker
Emergency Medical Services
Federal Housing &
Community Development
Housing Opportunity Fund
Human Services Admin
Local Hazardous Waste
Human Services Admin
Medical Examiner
Mental Health, Chemical
Abuse & Dependency Svcs
Public Health
Veterans' Services
Work Training Programs

AFIS
District Court
E-911
Emergency Management
Inmate Welfare
Judicial Administration
Prosecuting Attorney
Public Defense
Radio Communications
Security Screeners
Sheriff's Office
Superior Court

Debt
Service

Capital
Improvement




Summary Comparison of 2010 Appropriations by Program Category
All Resources

2010 - 2009

Program Category 2008 Adopted 2009 Adopted 2010 Proposed $ Change % Change
General Government 544,057,634 551,250,825 558,727,239 7,476,414 1.4%
Physical Environment* 1,656,973,603 1,728,891,210 1,994,885,350 265,994,140 15.4%
Health and Human Services 560,410,330 609,188,151 635,473,606 26,285,455 4.3%
Law, Safety and Justice 510,420,616 520,091,238 521,905,848 1,814,610 0.3%
Total Operating 3,271,862,183 3,409,421,424 3,710,992,043 301,570,619 8.8%
Debt Service 368,259,121 374,975,600 370,594,348 (4,381,252) -1.2%
Capital Improvement* 1,096,276,673 995,339,545 743,077,892 (252,261,653) -25.3%
TOTAL 4,736,397,978 4,779,736,570 4,824,664,283 44,927,713 0.9%

Non-Categorized

General Fund Transfers
Sales Tax Contingency
Children and Family Services Double Count
Other Fund Transfers
Risk Abatement
Transit CIP Transfer to Operating*

Total Non-Categorized

69,850,263
5,599,243
8,012,239

38,074,769
1,302,417

61,076,000

183,914,931

54,602,008

7,251,359
50,868,744
750,000
73,876,000
187,348,111

38,814,355

1,626,371
80,897,784
743,059
66,688,412
188,769,981

Grand Total

$4,920,312,908 $ 4,967,084,680 $ 5,013,434,264

*Includes 2010/2010 Biennial Budget for Department of Transportation.

Summary Comparison of 2010 Appropriations by Program Category

for the General Fund
As Reconciled to the General Fund Financial Plan

2010 - 2009

Program Category 2008 Adopted 2009 Adopted 2010 Proposed $ Change % Change
General Government 109,972,841 106,652,433 99,684,938 (6,967,495) (6.5%)
Parks/DDES 6,312,729 4,529,087 2,311,010 (2,218,077) (49.0%)
Health and Human Services 48,874,506 41,897,195 26,536,418 (15,360,777) (36.7%)
Law, Safety and Justice 471,547,275 478,175,484 475,083,705 (3,091,779) (0.6%)
GF Transfers to CIP 12,068,669 6,946,193 8,826,034 1,879,841 27.1%
Other Agencies 10,906,140 9,431,758 10,451,686 1,019,928 10.8%

Total General Fund* 659,682,160 647,632,150 622,893,791 (24,738,359) (3.8%)
Subfunds to the General Fund
Sales Tax Reserve Contingency 5,599,243 - - -
Children and Families Set-Aside 21,913,265
GF Underexpenditure Assumption (4,849,941) (2,798,814) (1,983,440) 815,374
2009 Supplemental Activity** 2,356,284 - (2,356,284)

Total General Fund $ 682,344,727 $ 647,189,620 $ 620,910,351 [ $ (26,279,269) (4.1%)

In 2009, Sales Tax Reserve and Children and Families Set-Aside were established under new funds.
Inmate Welfare Fund for 2010 and prior years is included under Law, Safety and Justice program area.
The General Fund underexpenditure assumption is a .5% contra held centrally within the financial plan.

* 2009 Adopted LS&J includes OPD supplemental of $19.7 million for comparative purposes.

**2009 anticipated supplemental activity of $2,356,284 was included in the financial plan.



Distribution of 2010 Expenditures by Program Category
All Funds $4.8 Billion
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Distribution of 2010 Expenditures by Program Area
General Fund

$620.9 Million
GENERAL
OTHER GOVERNMENT
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2010 Expenditures, Revenues and FTEs
by Fund Type

Fund Type Revenues Expenditures FTEs
General 622,586,449 13% 622,893,791 12% 4,337 32%
Special Revenue** 1,088,366,095 23% 1,129,175,375 23% 3,218 24%
Enterprise** 1,653,139,719 34% 1,616,798,797 32% 5,233 38%
Internal Service** 455,432,295 9% 464,205,649 9% 858 6%
Debt Service 186,282,839 4% 370,594,348 7% - 0%
Capital Improvement* ** 809,766,304 17% 809,766,304 16% - 0%
Total All Funds 4,815,573,701 5,013,434,264 13,646
Revenues

Enterprise

Special Revenue
34%

23%

General

13% Internal Service

9%

Capital Improvement

17% Debt Service

4%

Expenditures

Special Revenue
23% Enterprise

32%

General
12% Internal Service

9%

Capital Improvement
16% Debt Service
7%

*Figures may not add to 100% due to rounding.

*Includes CIP Transfer to Operating
**Special Revenue, Enterprise, Internal Service and Capital Improvement Funds include biennial budgets

for 2010/2011.
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General Government
$559 Million

HEALTH AND HUMAN
SERVICES
13%

LAW, SAFETY AND
JUSTICE
11%

PHYSICAL
ENVIRONMENT
41%

DEBT SERVICE
8%

CAPITAL
IMPROVEMENT
PROGRAM
15%
GENERAL
GOVERNMENT
12%

Other Executive Legislative
Internal Support

: Services Agencies County
Ser\gces 6% Finance 3% Executive
4% 6% Offices

Grants 6% 204

County Facilities
Assessor 8%
_ 3% Information
Records, Elections and Technology
Licensing 7%
6% Cultural
Resources
& Art
2%

Employee
Benefits/Personnel
47%

Organization of the Pie Chart: The following agencies were combined to make the pie chart more readable.
Employee Benefits/Personnel: Human Resource Management, Safety & Claims Management, and Employee Benefits.

County Executive Offices: County Executive, Office of the Executive, OMB, and Ofc. Strategic Plan & Perf Measurement
Legislative Agencies: Board of Appeals, Council Administrator, County Auditor, County Council, Ombudsman/Tax Advisor, and

Hearing Examiner, King County Television, Office of Independent Oversight
Cultural Resources & Art: Cultural Development Fund

Internal Support: Boundary Review Board, Memberships and Dues, Executive Contingency, Internal Support,
Citizen Counselor Network and State Examiner.
Information Technology: Data Processing, Telecommunications, Printing & Graphic Arts, Cable Communications, OIRM, I-NET, and DES ER.
Other Executive Services: Executive Administration, Property Services and Insurance.
Due to rounding, figures in pie chart may not add to 100%.
Source: Program Plan Summary Page (Found at the end of the section).



PROGRAM EXPLANATIONS
INTRODUCTION

The General Government program area comprises the major administrative and central
support services for King County government. There are a wide variety of agencies
represented in this program area. These agencies can be divided into four main
categories:

« elected officials (for example, the County Council, County Executive, and Assessor);
« central service agencies that provide a service to other county agencies;

= direct public service agencies; and

e miscellaneous agencies and central reserves.

Approximately 71 percent of the General Government budget is located within internal
service funds. Internal service funds provide services primarily to other county agencies
and recover the cost of services provided by billing those agencies. A sizeable portion of
the total General Government budget (approximately 20 percent) is located in the General
Fund. Lesser amounts (9 percent) are budgeted in special revenue funds and enterprise
funds.

In response to the severe constraints facing the General Fund as well as virtually every
other county fund, the 2010 Proposed Budget for General Government agencies includes
$12.4 million in expenditure reductions and revenue increases. The 2010 Executive
Proposed Budget demonstrates the King County Executive’s commitment to making deep
administrative reductions and the elimination of discretionary spending in order to
preserve mandatory direct services to the residents of King County.

Highlights of the General Government program area such as, significant program change
dynamics, capital investments in technology and facilities, and central rate changes are
described below.

Significant Program Changes and Reductions

Executive’s Commitment to at least 10 Percent Reductions — In response to the
significant fiscal challenges facing King County and in order to preserve direct county
services and mandatory functions, the County Executive directed that at all executive
office agencies, which include the County Executive, the Office of the Executive, the
Office of Management and Budget, the Office of Strategic Planning and Performance
Management, and the Office of Information Resource Management, make reductions of
at least 10 percent. The proposed budgets for the offices of the county executive reflect
that commitment. The Executive proposed budget includes reductions for executive
office agencies totaling $2,619,429, a 12.3 percent reduction from status quo budget
projections. The reductions comprise 11 full time equivalent positions and five term
limited positions. Additionally, the Executive fellow program is eliminated in the
Department of Natural Resources and Parks Administration budget, for a reduction of
two positions and $206,324.

Legislative Branch 10 Percent Reduction — The King County Executive has asked the
Legislative Branch to make reductions commensurate to the level of reductions



committed to for Executive Offices. This action is essential in order that the Executive
and Legislative and Independent Agencies share the impacts of the budget crisis and help
mitigate reductions to direct services to residents. The executive proposed budgets for
Legislative Agencies reflect this direction. The legislative and independent agency
budgets contain a placeholder equal to a 10 percent reduction from status quo budget
projections, in order that the Legislative Branch may identify specific reductions during
the County Council review and adoption of the 2010 budget. The 10 percent reduction
for the legislative branch totals $2,173,880.

Assessments Commitment to Reductions — The 2010 Executive Proposed Budget for
Assessments continues to focus on increases in efficiencies and reduction of costs.
Assessments has committed to reductions totaling $1,164,285, while continuing to meet
all statutory requirements. This amount represents a 5.9 percent reduction from status
quo operations. This reduction will be spread throughout the department and include
decreases in overtime and salary costs. The department will continue to seek new
efficiencies, both through technology, and through the evaluation of current business
practices.

Flood Planning and Risk Mitigation — Early in 2009, the United States Army Corps of
Engineers (USACE) discovered damage to the right abutment of the Howard Hanson
Dam, which controls the release of flood waters into the Green River. To avoid the
possibility of a complete failure of the dam, the USACE will restrict the amount of water
retained by the dam and increase the release of water into the Green River during periods
of heavy rain. This operational change has the potential to cause severe flooding in the
Green River Valley. While the 2010 Executive Proposed Budget does not contain
funding specifically for flood planning or response, the planning efforts are well
underway and several General Government agencies have significant involvement and
impacts. In 2010, the Emergency Management Program will maintain its focus on an all-
hazards approach to disaster planning, with particular emphasis on regional flood
preparation and response efforts related to potential flooding on the Green River. The
Facilities Management Division is the lead agency in managing the risk identification and
mitigation planning for county facilities at risk of flood. Planning in the summer and fall
of 2009 has focused on measures that can be taken to protect county-occupied buildings
in the event of a flood, as well as county-occupied building evacuation and relocation
plans. In mid-2009, the County Executive in consultation with the King County Council
decided to relocate the Elections function from its location in the potential flood plain to
the Airport Operations Center (AOC) building at the King County International Airport
to avoid disruptions in ballot counting following the November general election should a
flood event occur. Elections is legally mandated to count the ballots and certify the
results within three weeks of the election. The move commenced in September 2009.
The King County Animal Shelter is also in the flood plain. Plans are being developed to
evacuate the facility by November 1, 2009, and relocate to an alternate facility to ensure
that animals are not at risk in event of flooding. The 2010 costs for flood mitigation will
be addressed in a separate supplemental appropriation request that will be submitted to
the County Council this fall.

Records and Licensing Services Animal Care and Control Business Transformation
— In response to the significant fiscal challenges facing the county in 2010, the King



County Animal Care and Control budget eliminates the $1.5 million General Fund
subsidy historically provided to offset the shortfall from animal licensing fees in
unincorporated King County and its contracting cities. To that end, King County is no
longer able to offer the same level of animal care and control services. The severe fiscal
challenges facing Animal Care and Control are exacerbated by the operational challenges
presented by the Green River Flood emergency. To mitigate the budget shortfall and the
risks posed by the Green River Flood emergency, King County Animal Care and Control
is partnering with its contract cities and community organizations to transition to an
alternative, fiscally sustainable business model by June 2010.

Employee Benefits’ Implementation of Healthy Incentives Benefits Package for 2010
— 2012 — The 2010 Employee Benefits budget implements the first year of a three year
benefits package that continues the Health Reform Initiative (HRI) Healthy Incentives™
program with modifications that were agreed to by the Joint Labor Management
Insurance Committee in 2009. The HRI has taken steps to reduce administrative costs by
renegotiating vendor contracts and streamlining the Wellness Assessment and Individual
Action plans that are integral to the program. Cost growth is contained by means of
changes to the benefits plan that include shifting a greater portion of cost to employees
and their dependents through increased out-of-pocket expenses and through changes to
the pharmacy plan to encourage the use of more cost-effective generic drugs. This
agreement recognizes the financial difficulties facing the county by reducing projected
costs growth by $37 million over the next three years, while delivering a comprehensive
benefit package that ranks among the very best in the nation in terms of both affordability
and effectiveness. The total costs shifted or avoided are equivalent to a $70 per employee
per month premium share, or 18 percent of healthcare costs. The benefits package
reflects a commitment by both labor and management that employees must share costs.
Health policy experts and researchers have established that simply shifting costs to
employees in the form of a premium share does not solve the problem of escalating
health care costs. By tying employee cost share to actual utilization (i.e. co-insurance),
the plan emphasizes and encourages employees and their dependents to effectively
manage their utilization of healthcare resources thereby controlling overall costs to the
county.

Human Resources Division Elimination of Training — In response to the severe fiscal
crisis in the General Fund the Human Resources Division (HRD) budget completely
reconfigures the Training and Organizational Development program by eliminating the
existing program. In its place HRD will utilize its remaining resources to present a
substantially reduced supervisory education and orientation program.

Capital Investment in Facilities and Information Technology

The General Government capital program includes two major project categories:
technology and facilities. The 2010 Executive Proposed Budget for General Government
capital project proposals includes seven Information Technology projects for a total of
$3,259,909 and 10,286,106 for 38 projects in the Major Maintenance program. Together,
the technology and major maintenance project totals $13,677,320 of 2010 Executive
Proposed Budget authority. The budget development methodology and project
descriptions are provided below.



2010 Executive
Agency Project Proposed

Facilities

[Facilities [Major Maintenance Program ['$ 10,286,106
Technology

DES: FMD FMD Contruction Management $ 194,000

DES: RALS Electronic Records Management $ 656,426

OIRM Countywide Telephony System Replacement $ 250,000

OIRM Executive Office IT Reorg $ 954,860

OIRM: Radio Emergency Radio System Replacement $ 311,305

OIRM: Radio Radio Enhancements $ 500,000

OIRM: Radio VHF UHF Narrowbanding $ 524,623
Totals

Facilities $ 10,286,106

Technology $ 3,391,214

Total $ 13,677,320

Note: Project descriptions are included in the individual agency’s program highlights
narrative.

Technology Project Prioritization Methodology

The information technology (IT) projects included in the 2010 Executive Proposed
Budget have been evaluated through a structured review process to validate alignment
with the county’s Strategic Technology Plan investment criteria: evaluate the value
propositions, and assess project and operating risks. The IT review included initial
conceptual presentations and provided early Chief Information Officer (C10) direction
for budget submittals. The review of IT budget requests was coordinated with the
county’s technology governance committees and was presented to the CIO for
recommendations.

There are four primary goals used to categorize IT projects:
e Accountability

e Customer service / accessibility

e Efficiency

e Risk management.

Each IT project is categorized by a primary goal alignment. The evaluation of each
project is based on the potential achievement of meeting the stated measurable business
objectives and specific benefits aligned with the primary goal. The review process
includes an evaluation of project and operating risks, plan of work, approach, and
timeline. This review also yields a high-level understanding of the significant technical
aspects of the proposed IT project such as architecture and interoperability, effect on
current IT environment, alternatives, and feasibility. This analysis forms the basis for the
establishment of specific CIO recommendations and conditions concerning the
governance requirements for each project.

In evaluating General Fund supported IT projects for potential inclusion in the 2010



budget emphasis was placed on cost savings and replacement or updating of outdated
systems. Limited funding availability of GF resources severely restricts projects which
are proposed for funding.

IT projects aligned to the primary goal of efficiency are evaluated based on the
completion of a Cost/Benefit Analysis (CBA). The CBA uses a Net Present Value
(NPV) method of comparing future cash flows expected from an IT investment to the
expected cash outflow of the investment.

Facilities Project Prioritization Methodology
Major Projects Prioritization Methodology

The Facilities Management Division’s (FMD) major and strategic initiative projects are
numerically scored on the following weighted criteria:

Criteria Weight
Targets a critical, long-term policy need 2

Adequacy of existing facilities to meet long term needs

Targets an essential service or program

Fulfills a programmatic need identified in an OMP or FMP

Addresses a life-safety risk

3
3
2
Improves service delivery of agency or enhances agencies revenue 2
3
2

Maintains minimum operational standards of an ongoing program

Implementation of project is critical 3

Each project is given a score for each criterion and then ranked based on the final score.
Major Maintenance Prioritization Methodology

The FMD prioritizes all projects from the major maintenance financial model scheduled
for replacement in the current six year plan based on a three level rating system. The first
cutoff level is the scheduled replacement year. The second level is based on the
importance of the building based on the following order: a) detention, b) sheriff and
public health facilities, c) office and court buildings, and d) warehouses and other
building types. The third level is based on the building systems, which are ranked in the
following order: a) improves safety, b) preserves facility integrity, c) achieves operational
efficiencies, and d) improves appearances.

General Fund Agency Project Requests Prioritization Methodology

The General Fund agency projects are prioritized by an Advisory Committee that has
members from the Sheriff’s Office, Department of Adult and Juvenile Detention,
Department of Judicial Administration, Superior Court, Public Health, and District Court.
This committee meets several times to review health/life safety or projects that would
yield a short-term payback.

The General Government Capital Program proposed for 2010 amounts to $10.95 million,
including $10.29 million for facility major maintenance projects.



For the year 2010, the Facilities Management Division Capital Program includes the
following projects:

e Remodel the North Public Health Center Counter Family Health Check-In/Out
Reception Counter Area to comply with HIPAA, ADA and work place ergonomic
standards, and to enhance staff safety and security.

e Provide continued FMD staff participation in the ongoing South Park Landfill
Remedial Investigation/Feasibility Study and cleanup planning, in partnership with
the City of Seattle and South Park Property Development LLC, in compliance with an
Agreed Order from Washington State Department of Ecology.

e Install HVAC equipment at the Youth Service Center’s Isolation Room to provide
required environmental isolation of inmates with airborne-transmissible diseases.

The General Government Capital Program is funded by a variety of sources: the General
Fund, unobligated fund balance in existing bond funds, energy rebates and bond funding.

Internal Service Fund and Central Overhead Charges

Internal service funds provide services primarily to other county agencies and funds.
Their primary source of revenue is derived from charging these funds to recover the cost
of services provided. All county funds have an obligation to ensure that the county
continues to be able to deliver direct services to the public, and therefore, all internal
service funds must reflect the same discipline and constraints that the paying funds are
experiencing. In 2010 virtually every county fund is in a state of financial distress to one
extent or another. The budgets and the resultant central charges for internal service funds
reflect the commitment to administrative service reduction in order to preserve direct
services to county residents.

The following is a brief summary of the major internal service rates and other centrally
charged overhead rates.

Facilities Management Division — The Facilities Management Division (FMD)
operations and maintenance (O&M) charges reflect the operational costs of the county
general government buildings. FMD has established service level agreements with client
agencies that outline base service levels as well as augmented service levels to respond to
business needs. The charges are assessed on a per square foot (psf) basis, and each
building has a unique tenant rate based on the actual O&M costs of that building. The
2010 proposed tenant revenues decreased by 3.9 percent from the 2009 adopted level.
This overall decrease includes the impact of labor, utility, and other operating costs offset
by a proposed $1.0 million fund balance draw-down in accordance with FMD’s adopted
fiscal policies. The draw-down results in a one-time $0.37 psf credit to the 2010 tenant
rates at all FMD managed facilities.

Risk Management — The cost of risk management, including insurance premiums, losses
and loss adjustment expenses, are billed back to the operating agencies through the
Insurance Internal Service Fund. For the 2010 Executive Proposed Budget, the rate has a
zero increase from 2009 Adopted levels. The Office of Risk Management (ORM)
funding requirements are determined annually by an actuary, and insurance charges are
allocated based on agencies’ historic loss experience. The 2010 Executive Proposed



Budget reflects a decrease of $680,686 in claims and insurance premium expenditures
from the 2009 Adopted Budget. ORM continues an aggressive recovery effort as a
revenue enhancement to county agencies. ORM works cooperatively with all county
departments to aggressively pursue recovery from those who negligently damage county
property or injure county employees. All monies recovered are returned to the agency
that sustained the loss.

Flex Benefits — King County has a flexible benefit package which offers employees
several options for coverage and providers. All of the benefit costs are accounted for in
the Employee Benefits Fund, which then recovers its costs through a single standard
monthly rate charged to agencies for each benefits-eligible employee. The standard rate
charged in 2009 was $1,171 per employee per month. The standard rate for the 2010
Executive Proposed Budget is $1,194 per employee per month, a 2 percent increase. In
2010, the Group Health Plan will become self insured for both regular employees and the
Sheriff Deputies. With this change, all medical plans will be self insured.

The 2010 Employee Benefits budget implements the first year of a three year benefits
package that continues the Health Reform Initiative (HRI) Healthy Incentives®™ program
with modifications that were agreed to by the Joint Labor Management Insurance
Committee in 2009. The HRI has taken steps to reduce administrative costs by
renegotiating vendor contracts and streamlining the Wellness Assessment and Individual
Action plans that are integral to the program. Cost growth is contained by means of
changes to the benefits plan that include shifting a greater portion of cost to employees
and their dependents through increased out of pocket expenses and through changes to
the pharmacy plan to encourage the use of more cost-effective generic drugs. This
agreement recognizes the financial difficulties facing the county by reducing projected
costs growth by $37 million over the next three years.

Safety & Claims Management — The cost of workers compensation, including medical
payments, time loss wages, disability benefits, excess insurance premiums, liability
increases and state fees, are billed out to agencies through a rate based on the number of
projected hours worked by employees. The rate is allocated across five risk
classifications from field work to office work. The Transit and Wastewater Treatment
Divisions have their own rate allocated on their own claim experience. For 2010, the
Transit rates increased 1.3 percent and the Wastewater Treatment Division rates
increased by and 9.7. Rate changes for a specific job class from 2009 to 2010 ranged
from an increase of 17.5 percent for semi-field to an decrease of -1.4 percent for field
workers, and -6.6 percent for office workers.

In response to the 2004/2005 workers compensation council audit, the County Executive
committed to changing the worker compensation liabilities reporting method and fully
funding the increased amount. A 20-year fund building plan was initiated. As a result of
successful efforts to reduce worker’s compensation costs over the past four years, Safety
and Claims has made remarkable progress toward funding the total claims liability.
Currently, the liabilities are 79 percent funded. The proposed 2010 budget provides funds
to cover the increased liabilities reported in the CAFR. Additional funds to reduce the
fund deficit are not necessary in light of the recent progress, allowing for a county-wide
reduction in rates.



Office of Information Resource Management (OIRM) Operating — OIRM is
responsible for functions within the office of the Chief Information Officer (C10O)
including: IT governance; strategic planning; the county’s Information Security and
Privacy Office; and OIRM’s financial, administrative, human resources, and payroll
functions. The 2010 charges decreased by 14 percent over 2009 adopted rates. This was
achieved through various cost saving measures, including savings from the IT
reorganization effort. In addition, OIRM operating fund also provided one time rebate in
the amount of $500,000 (4 percent of 2009 adopted) to be allocated to all county agencies

OIRM Technology Services — Technology Services is responsible for network services,
county web infrastructure support, and enterprise services for all county agencies. This
fund also provides customized services such as business application development and
support; mainframe, server, and data base maintenance; backup services; and server
hosting. The cost to operate and maintain enterprise infrastructure is allocated to
agencies based on their number of county employees. Enterprise services costs, including
messaging, are allocated based on the number of agency mailboxes. Customized service
charges are based on usage and service level agreements for the use of those custom
services. Technology Services infrastructure charges for 2010 will start to include
$963,423 representing a half year of the annual debt payment for new King County data
center. Despite this significant increase in cost, overall Technology Services charges
have decreased by 3 percent from 2009 charges. This decrease is due to various cost
savings measures implemented by the department, as well as the benefits realized from
the IT reorganization effort. In addition, Technology Services fund also provided one
time rebate in the amount of $200,000 for the desktop services customers. OIRM will no
longer provide desktop services in 2010. DES will take over the existing OIRM
customers which primarily consist of DES agencies.

OIRM Radio Services — Radio Communication Services (RCS) is an enterprise service
fund and serves county agencies and organizations in other jurisdictions. Rates were set
to recover the operation and infrastructure maintenance costs of the county’s 800 MHz
radio system and the cost associated with servicing and replacing radios used by
agencies. Total 2010 Radio Communication charges to internal agencies experienced an
inflationary increase of 3 percent compared to the 2009 charges.

OIRM Telecommunications — The Telecommunications overhead rate covers the cost
of managing and monitoring the operations of the county’s telecommunications
environment including the impact of moves, changes, new facilities, monitoring of
vendor contracts, and other support services. The 2010 proposed charges for the overhead
rate are 5 percent less than the 2009 adopted rates as a result of reduction in voicemail
maintenance and elimination of vendor service that were no longer needed. Overhead
rates are allocated based on the number of agency phone lines. This fund will also
provide a one-time rebate in 2010 in the

amount of $300,000 to be allocated to all county agencies. Another Telecom rate, which
is for direct usage charges, is a pass-through for vendor cost managed by the Telecom
group.

Countywide Technology Projects Charge — The OIRM CIP rate was established in
2004 as a transfer to the OIRM Capital Fund. This rate provides for the allocation of



costs to county agencies for OIRM managed countywide information technology
projects. The rate is allocated based on the number of positions in the various
appropriation units. As was the case in 2009, there are no proposed countywide
information technology projects in 2010 and therefore, no rates are allocated.

General Fund (GF) Overhead — The cost of several GF agencies that provide services
countywide is recovered from non-GF agencies through the GF Overhead Plan. The GF
agencies or services included in this plan are the County Council, Executive Offices,
Office of Management and Budget, Office of Strategic Planning and Performance
Management, Human Resources, Emergency Management, Department of Executive
Services (DES) Administration, State Auditor, the King County Information Line, bus
pass subsidy, building occupancy charges, mail services, asset management services,
membership and dues and records management services. The 2010 Executive Proposed
GF overhead plan decreased by $4.7 million (6.5 percent) from 2009 level, totaling $67.9
million. In 2010, the non-GF portion of the total cost pool declined by $3.8 million (10.6
percent) from 2009 while the GF portion also shrank by $42,921 (0.1 percent). The 2010
GF overhead rate incorporates a true-up of cost pools between 2008 adopted and 2008
actual expenditures. This resulted in a $2.5 million rebate to non-GF agencies, which are
incorporated into the 2010 GF overhead rate.

Financial Services — Financial services covers a broad array of activities including
accounts payable, accounts receivable, payroll processing, benefits and retirement
services, financial system operations, financial reporting, grants administration,
procurement of goods and services, as well as professional and construction contracts,
and treasury functions. The treasury passes its costs to the General Fund and other county
funds that levy property taxes. Finance rate charges for 2010 have decreased a net 10.3
percent from 2009. The 2010 Finance rate includes a rebate of $2.2 million. The rebate is
composed of a reconciliation of 2008 actual cost of services with service levels provided
to agencies, an advanced rebate from projected 2009 savings, and 2010 one-time cost
savings. Finance negotiates service level agreements for many components of the
services offered to client agencies.

Fleet — The Motor Pool Equipment Rental and Revolving (ER&R), Public Works ER&R
and Wastewater ER&R rates are based on a full-cost recovery model. The rates charged
to agencies are based primarily on three factors: vehicle use, vehicle maintenance, and
vehicle replacement. Fleet uses an industry standard model to determine the
economically efficient time to replace a vehicle. This vehicle replacement model
considers variables such as annual costs, resale or salvage value, and purchase price. The
2010 recovery rates are based on 2008 actual use, thus volatile and escalated fuel costs in
2008 affected 2010 rates. However, the agency has taken cost-saving measures in order
to mitigate the effects of past increased costs and the 2010 Executive Proposed Budgets
reflect these reduced costs and increased efficiencies. The implementation of the
Unattended Dispatch System at the Goat Hill and King Street Center garages, for
example, provides around-the-clock access to county vehicles and decreases the costs of
the dispatch vehicle system. Also, in 2008, Fleet established a user group to provide a
forum to exchange information and cooperatively establish fleet usage standards and
policies; the associated Vehicle Utilization Policy dictates that all departments review
usage and turn in lower-use vehicles. This new policy will save the county money, while



still allowing access to vehicles through expanded accessibility to the Motor Pool Daily
Rental (or Dispatch) vehicles. The user group and utilization policy lay the groundwork
for development of service level agreements between Fleet and customer agencies.

Limited Tax General Obligation (LTGO) Debt Insurance — King County issues
LTGO bonds on behalf of many of the non-General Fund agencies. The full faith and
credit of the county secures these bonds, which means that the county pledges to levy
property taxes sufficient to provide the revenue necessary for the repayment of bonds.
This assurance to bond holders, combined with the county’s high bond rating, results in
lower interest rates charged to the non-General Funds. Lower interest rates result from
the General Fund accepting a certain level of risk. The 2010 proposed budget includes
charges reflecting the estimated interest rate benefit of 0.25 percent. The charge
calculated on remaining principal balance of new and existing debt is 0.125 percent, or
half of the benefit. This reduction recognizes the reduced interest rates Wastewater would
pay on debt issued without General Fund support. The total charge to be assessed is
$1,079,553, a $277,647 increase from 2009 levels.

Long Term Leases — Long term lease rates for county agency occupancy of leased space
are driven by market rates. In the 2010 proposed budget long term lease expenditures
decreased by $979,745 or 3.45%. The major portion of the reduction is the result of the
termination of the Columbia Center lease ($459,700) which housed both the Office of the
Executive and the Office of Management & Budget prior to 2009. In addition, debt
service payments ($481,000)

for the Issaquah District Court were removed from the long term lease fund and are paid
by the General Fund.

PERS and LEOFF Retirement Rate — The 2010 Executive Proposed Budget reflects an
employer contribution rate of 5.31 percent for PERS and an employer contribution rate of
5.24 percent for LEOFF Il. These rates are significantly lower than the rates included in
the 2009 Adopted Budget and result in $17.6 million lower budgeted employer retirement
contributions than in 2009. The reduction in rates is a result of actions taken by the state
legislature in adoption of the state budget. The savings from these reduced rates are
temporary. The State Actuary has published projected rates that steeply increase to 6.90
percent in 2011, 8.86 percent in 2012, and over 10 percent for ensuing years. These rate
increases have been factored into the projected out year forecast for the General Fund and
other major funds.
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