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REVISED STAFF REPORT

As reported out of the Budget and Fiscal Management Committee

Proposed Substitute Ordinances 2009-0430, 0431, 0432, 0448, and 0449 passed out of committee with a “Do Pass” recommendation to be expedited for Council consideration on Monday, July 27.  The ordinances were amended to delete references to the quality and quantity of information received from the cities regarding the revitalization areas and to add the “transit property tax” to the list of taxes opting out of the urban revitalization district.

SUBJECT:  

Proposed Ordinances 2009-0430, 2009-0431, 2009-0432, 2009-0448 and 2009-0449 would allow King County to “opt out” of urban revitalization areas that are being created by the cities of Auburn, Bellevue, Federal Way, and Renton (2 areas).  
SUMMARY:

As defined by Chapter 270, Laws of Washington 2009, each local taxing jurisdiction in the area is automatically assumed to be a participant in a revitalization project, meaning those local jurisdictions would forgo existing revenue authority, unless official notice of a decision to “opt out” is provided.  The proposed revitalization areas are scheduled by the four cities to be established in the first and second weeks of August, pending approval from their respective city councils.  
The county must notify the cities of its decision to “opt out” and provide a copy of the adopted ordinance before Monday August 3, 2009 (for Auburn and Bellevue); Tuesday, August 4, 2009 for Federal Way; and Monday, August 17, 2009 for Renton.  Consequently, all ordinances include an emergency declaration to accommodate the timelines necessary for council action prior to city legislative action.
BACKGROUND:

The state enacted Substitute Senate Bill 5045 (Community Revitalization Financing) in the last legislative session.  As defined in Chapter 270, Laws of Washington 2009, each local taxing jurisdiction in the area is automatically assumed to be a participant in the project – meaning those local jurisdictions would forgo existing revenue authority, unless official notice of a decision to “opt out” is provided.  This type of action is known as Tax Increment Financing or TIF for short.

A TIF allows for the incremental raising of taxes for a specific purpose.  In this case, cities have designated areas as “urban revitalization areas” and will be “keeping” a portion of all taxes collected in the areas to be used for debt service on capital infrastructure.  This law allows for the cities to keep a portion of the increases to taxes collected in the area. This increase, kept by the cities, is the “increment” part of the TIF. 

This law:

· authorizes cities to create revitalization areas to finance public improvements with “local revitalization financing”,

· allows cities to utilize a portion of the property tax collected by other municipalities (i.e. taxing districts) on lands within the proposed revitalization area, and 

· allows other taxing districts located within the proposed revitalization area to withdraw from participation in the revitalization area, provided such taxing districts notify the city of the withdrawal from participation in the form of a resolution provided to the city prior to the city’s action to create their revitalization area.  
ANALYSIS:

Under the provisions of SSB 5045, a city may seek to have a portion of taxes that would normally be allocated to King County allocated to support the revitalization project instead.  The new law would affect collection of both property taxes and local sales and use taxes.  Automatic local jurisdiction participation would pledge 75 percent of the regular property tax revenue increases that King County would otherwise receive from this area and divert them to the repayment of bonds supporting the local urban improvement project.  The county would retain the remaining 25 percent of property tax revenue.  (It should be noted that certain levies, including dedicated lid lifts and excess levies, are not eligible for participation, and thus are automatically excluded.)  Additionally, a portion of local sales and use tax would be diverted from the county and dedicated to supporting the city revitalization projects.
King County currently levies property taxes and imposes local sales and use taxes within the five proposed revitalization areas.  According to the transmittal letters, the amount of sales and use tax dedicated to the Revitalization Area would be determined by the cities and the county and finalized in Interlocal agreements.  
Multiple taxing districts operated by King County are impacted by the proposed revitalization areas: 

Property Taxes
· King County Consolidated District (includes General Fund, Conservation Futures Fund and Unlimited Bond Fund levies)

· King County Flood Control Zone District

· King County Ferry District

· King County Emergency Medical Services (EMS) District

Sales Taxes

· 1.0% Basic and Local option sales tax

· 0.9% Metro Transit sales tax

· 0.1% Criminal Justice sales tax

· 0.1% Mental Health and Drug Dependency sales tax

The proposed ordinances do not cover the King County Flood Control Zone District (KCFCZD) or the King County Ferry District (KCFD).  Independent action by these governing bodies will be necessary.  
Impact on County finances
The county’s General Fund is facing significant shortfalls in 2010, 2011 and beyond.  It is projected that there is a $110 million deficit between what would be necessary to maintain service levels and projected revenues over the next two years.  The diversion of the property tax and sales tax revenues would exacerbate this funding crisis.  The county’s decision to “opt out” of the five proposed revitalization areas would maintain the current crisis, but it would not increase the deficits.  

The county would not participate as a local government in the proposed revitalization areas.  The proposed ordinances would remove the county regular property tax levy, the road district levy, the conservation futures levy (CFT) and the emergency medical services levy from consideration, as well as local sales and use taxes.
Additionally, the state also authorized the county to collect a $0.075/$1,000 AV property tax levy for transit services.  Because action on this has not yet been taken by the County Council, the striking amendments discussed later in the staff report also adds this as a collection to be removed from participation in the urban revitalization districts.  This will cover the property tax issue should the Council decide to enact this property tax later this year. 

Timelines

The proposals must be acted upon immediately by the Council to “opt out”.  King County has been notified that the cities of Auburn and Bellevue will vote on August 3rd and Federal Way will vote on August 4th.  The City of Renton will vote on the two proposed areas on August 17th.  The county must notify the cities of its decision to “opt out” and provide a copy of the adopted ordinance before these dates.  
Due to the council’s August recess, the committee will need to take action today and expedite the ordinances for Council action on Monday, July 27.  

Issues with Structure of State Law
The new statute implements a TIF structure for Washington Municipalities.  This type of local financing option has been used elsewhere to accomplish similar goals to Washington.  However, in order for the County to effectively consider the requests from the municipalities, several changes to the state law may need to be sought.  

Changes that would assist in the evaluation and possible participation in the TIF districts could include: 
1. Modification of timelines:  Currently, cities are only required to provide 30 days notice to the County.  In order to opt out, the County must provide notice to cities, and show an adopted ordinance prior to the expiration of that 30 days.  This leaves little or no time to provide analysis, have discussions with the city, or evaluate the city plans prior to necessary Council action on an ordinance. 

Under the County Code and County Charter, unless an emergency is declared, it can take as long as 25 days for an ordinance to become effective: 

· After adoption by the Council, the Clerk has 5 days to present the ordinance to the Executive for signature. 

· The Executive then has 10 days to decide. 

· If the Executive signs the ordinance, it becomes effective 10 days later. 

90 days or 120 days may be a more appropriate timeline to allow for a deliberative process. 

2. Selective Participation of Taxes:  The Current law allows the County to either participate or opt-out entirely.  As shown previously, the County levies many types of taxes, many of which are dedicated to specific functions.  It may be easier for the County to choose to participate in an urban revitalization project if it could dedicate the incremental increases in taxes related to the proposed use.
For example, if a city wanted to use the TIF to fund a transportation related project, it may be easier for the County to justify participation if it could opt-out the non-transportation related taxes, but continue to participate in the TIF with the transportation taxes.  Current law does not allow for that choice. 

3. Clearer Direction on Information Exchange:  Currently, the state does not require the City to provide any information to the Counties, describe the project, provide an estimate of financing or any other details prior to the formation of the Urban Revitalization District.  This puts the County in the difficult position of having to choose whether to forego tax collection for county purposes so that cities can use the increments for projects not yet reviewable by the County. 

At a minimum, the County should be able to receive project description, timelines for completion, debt service estimates and requirements, a financial plan and conceptual design work prior to making a decision on the project. 

It should be noted that cities have provided the county with general information, but not to the level that the County would require prior to making decisions regarding the County’s own capital improvement projects. 

STRIKING AMENDMENTS
Striking amendments have been prepared for each of the five proposed ordinances.  The amendments delete references to the quality and quantity of information received from the cities regarding the revitalization areas.  All the legislation would still maintain an emergency declaration to meet the necessary timelines.

The striking amendments also add the “transit property tax” to the list of taxes opting out of the urban revitalization district. 

REASONABLENESS

Based on the current financial crisis, it would appear to be a reasonable decision to maintain county revenues by “opting out” of the revitalization areas.  As such, adoption of the proposed ordinances, as amended, would constitute a reasonable business decision by the County.
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