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REVISED STAFF REPORT
As reported out of the Operating Budget, Fiscal Management and Mental Health Committee
Proposed Ordinance 2007-0281 and Proposed Substitute Ordinance 2007-0282 passed out of committee with NO RECOMMENDATION.  Proposed Ordinance 2007-0281 was not amended.  Proposed Substitute Ordinance 2007-0282 was amended to include a “blank” for the rate amount per $1,000 assessed valuation.  
SUBJECT:  Medic One/Emergency Medical Services (EMS) system levy for 2008-2013  
SUMMARY
King County’s Medic One/EMS system is an internationally recognized regional response system that provides life saving services to the residents of Seattle and King County.  EMS services in King County have been funded in part via an EMS Levy since 1979.  The current levy period is 2002 through 2007.  In preparation for the expiration of the current levy, the county’s EMS Division has facilitated a 2008 Medic One EMS levy planning process that started in 2005.  That process resulted in a Strategic Plan for 2008-2013, the primary policy and financial document that will direct the Medic One/EMS system and forms the basis for the levy that the council will ask voters to approve.
The plan was amended by the Regional Policy Committee on April 25, 2007 to include the option of a multi-year levy lid lift as an alternative and feasible funding mechanism –and changed the Steering Committee’s recommendation to include a levy rate of up to $0.30 per $1,000 AV if an emergency medical care and service levy is proposed; or a levy rate of up to $0.254 per $1,000 AV effective 2008 (with a limit factor of medical care CPI for the Seattle metropolitan area) if a multi-year levy lid lift is proposed.  Further details are in the May 1 staff report, Attachment 5.

Three pieces of legislation have been referred to the committee:

1. Proposed Ordinance 2007-0281 would submit to the voters a multi-year (six-year) levy lid-lift at an initial rate of up to $0.254 per $1,000 of assessed value (AV).  The levy would increase each year by a limit factor of medical care CPI for the Seattle metropolitan area.

2. Proposed Ordinance 2007-0282 would submit to the voters a six-year EMS excess levy of up to 30 cents per $1,000 AV.  This levy beyond the first year would be limited in growth to 1% plus new construction.  

3. Proposed Ordinance 2007-0331 was transmitted by the Executive to the Council on May 18.  This ordinance is similar to 2007-0282, submitting to voters an EMS excess levy of up to 30 cents per $1,000 AV.

Below is an analysis of the differences among the three ordinances, details of what each would fund, the pros and cons of each, and options for the Committee to consider.

ANALYSIS

1. Proposed Ordinance 2007-0281 – Levy Lid-Lift

A multi-year levy lid-lift would be a part of the County’s regular Current Expense property tax levy.  The County is limited to a 1% levy growth annually; a lid-lift replaces the 1% limit factor with a new limit.  Lid-lifts are authorized by RCW 84.55.050(3)(b).  Being part of the County’s regular levy means that the taxes collected are essentially County funds.  This means that there are technical issues that would need to be addressed with a lid-lift that are not issues with an excess levy.  
The ordinance is based on an initial rate of 25.4¢ per $1,000.  This rate would generate approximately $562.7 million using medical CPI of 3.75 percent annually.  This amount would not cover all of the elements that were included in the Strategic Plan, essentially the contingency reserves of approximately $40 million.

Levy lid-lifts require a voter approval of 50% plus 1 and have no minimum voter turnout requirements.  The County currently funds Parks and the Automated Fingerprint Identification System through lid-lifts.

2. Proposed Ordinance 2007-0282 – Excess EMS Levy

With an EMS regional levy, growth in the levy amount each year is limited by Initiative 747 to 1% plus new construction.  With this limit, it is necessary to basically “front-load” the levy with a higher initial rate so that sufficient funds are collected in the early years to cover cost increases over the latter years.  The Strategic Plan estimated that a levy beginning at 30¢ and declining over the six years would produce total taxes of $603 million.  This amount of taxes, the plan said, would cover all of the projected costs of advanced life support, strategic initiatives, and regional services plus provide for an increase in basic life support funding compared to the prior levy.  This amount of taxes would also provide contingency reserves of approximately $40 million.

An EMS levy requires a 60% voter approval rate with a minimum turnout of 40% of the number of voters voting at the most recent general election.

3. Proposed Ordinance 2007-0331 – Excess EMS Levy

This proposal was submitted to the Council by the Executive.  Under this proposal, the initial rate is 30¢.  The financial plan accompanying the proposal estimates that total tax collections would amount to a net of $623 million.  The difference between the tax estimates results from using updated assessed value estimates and correcting errors in the calculations done in the Strategic Plan.

This amount of funds will cover all of the projected costs of advanced life support, strategic initiatives, and regional services plus provide for an increase in basic life support funding compared to the prior levy.  This amount of taxes would also provide contingency reserves of approximately $40 million.  The higher tax amount of approximately $20 million is allocated to various cost elements based on revised cost inflators.  The explanation for why many of the cost inflators were increased is that the original inflators in the strategic plan were too conservative.  The new cost inflator estimates were proposed by the Office of Management and Budget (OMB).

Analysis of Revised Financial Plan Compared to Strategic Plan

The table below shows the differences between the cash flows in the Executive’s revised financial plan (received with Proposed Ordinance 2007-0331) and the cash flows detailed in the Strategic Plan.

Table 1.  Strategic Plan compared to Revised Financial Plan
	
	Strategic Plan
	Financial Plan
	$ change
	% change

	Beginning Fund Balance
	 $            3.6 
	 $           6.1 
	 $           2.5 
	69.4%

	Revenues
	
	
	
	

	Property Taxes
	          603.9 
	         623.3 
	            19.4 
	3.2%

	Other
	               3.9 
	              5.7 
	               1.8 
	46.2%

	Total Revenue
	          607.8 
	         629.0 
	            21.2 
	3.5%

	Total Revenue and BFB
	          611.4 
	         635.1 
	            23.7 
	3.9%

	Expenditures
	
	
	                 -   
	

	Seattle 
	
	
	                 -   
	

	ALS
	          115.6 
	         117.5 
	               1.9 
	1.6%

	BLS
	             86.0 
	            89.8 
	               3.8 
	4.4%

	King County 
	
	
	                 -   
	

	ALS
	          227.2 
	         236.2 
	               9.0 
	4.0%

	BLS
	             90.1 
	            93.1 
	               3.0 
	3.3%

	Regional/Strategic
	             45.8 
	            50.0 
	               4.2 
	9.2%

	Total Expenditures
	          564.7 
	         586.6 
	            21.9 
	3.9%

	Ending Fund Balance
	             46.7 
	            48.5 
	               1.8 
	3.9%

	Reserves and Designations
	             40.4 
	            43.7 
	               3.3 
	8.2%

	Undesignated Fund Balance
	 $            6.3 
	 $           4.8 
	 $          (1.5)
	-23.8%

	In millions of $


	
	
	
	


As shown in the table, the revised projections show an additional $19.4 million in net property taxes and $1.8 million more in other revenues.  A combination of reserves and ending fund balance would yield an ending fund balance of about $48.5 million at the end of the levy period if none of the reserves are spent.  Of this amount, approximately $15.1 million would have been sent directly to Seattle under the long-standing arrangement where property taxes collected within the City are remitted directly to the City.

The County reserves or contingencies would be to cover unanticipated ALS salary increases not already covered by the inflator of CPI plus 1% ($14 million), for disaster response ($6 million), potential fuel cost increases ($1.6 million) and miscellaneous other unanticipated costs ($8 million) that are not already anticipated by the variety of cost inflators used for various expense line items. 

Analysis of Proposed 30¢ Levy Compared to 2002-2007 Levy
The table below compares the projected revenues, expenditures and reserves in the 30¢ EMS levy proposal to the estimated revenues and expenditures over the current levy period of 2002 through 2007.  As can be seen from the table, while the levy rate will increase from the initial rate of 25¢ in 2002 to an initial rate of 30¢ in 2008 (an increase of 20%), the dollars collected over the six years will increase by over 83%.  And, allocations for Basic Life Support (BLS) would increase by about $87 million or over 90%.  
Table 2.  Proposed 30¢ Levy Compared to 2002-2007 Levy
	
	2002-07
	2008-2013
	$ change
	% change

	Beginning Fund Balance
	 $            5.3 
	 $           6.1 
	 $           0.8 
	15.1%

	Revenues
	
	
	
	

	Property Taxes
	          340.0 
	         623.3 
	          283.3 
	83.3%

	Other
	               3.9 
	              5.7 
	               1.8 
	46.2%

	Total Revenue
	          343.9 
	         629.0 
	          285.1 
	82.9%

	Total Revenue and BFB
	          349.2 
	         635.1 
	          285.9 
	81.9%

	Expenditures
	
	
	                 -   
	

	Seattle and King County
	
	
	                 -   
	

	ALS
	          222.2 
	         353.7 
	          131.5 
	59.2%

	BLS
	             95.9 
	         182.9 
	            87.0 
	90.7%

	Regional/Strategic
	             25.0 
	            50.0 
	            25.0 
	100.0%

	Total Expenditures
	          343.1 
	         586.6 
	          243.5 
	71.0%

	Ending Fund Balance
	               6.1 
	            48.5 
	            42.4 
	695.1%

	Reserves and Designations
	 
	            43.7 
	            43.7 
	 

	Undesignated Fund Balance
	 $            6.1 
	 $           4.8 
	 $          (1.3)
	-21.3%


In millions of $
Inflators

The various participants in the process of preparing the Strategic Plan spent considerable time developing a variety of inflation factors for various cost categories.  The stakeholders’ goal was to develop inflation factors with “a greater level of precision in forecasting agency expenses” based on the experience of the current levy period.  The Strategic Plan notes that the Consumer Price Index (CPI) was used for the 2002-2007 levy and that costs increased at a higher rate over the last six years.  The plan says actual County ALS costs will amount to $136.1 million over 2002-07, but the levy - using CPI - provided only $127.6 million, a shortfall of $8.4 million.  To address the shortfall, the proposal would increase the ALS amount by $120 million or 94% over the 2008-2013 levy period.  However, this increase will allow for phasing in two additional Medic One units at a cost of $1.75 million each.  The figures for the Seattle portion are similar with one new unit being added.  The new units for the County would cost approximately $11.8 million over the six years.  This still leaves about $108 million to address the $8.5 million shortfall from the current levy and the inflationary effects over the 2008-2013 levy period.  The table below shows the various inflation factors proposed in the plan for the ALS portion of the levy.

Table 3.  Assumptions Used to Inflate the ALS Allocation
	Title
	Calculation Basis
	Source
	2008
	2009
	2010
	2011
	2012
	2013

	Wage inflation
	CPI + 1%
	KC Economist
	3.60%
	3.50%
	3.50%
	3.67%
	3.67%
	3.67%

	Medical benefit inflation
	Annual % change
	Average of agencies
	11.00%
	11.00%
	11.00%
	11.00%
	11.00%
	11.00%

	LEOFF 2 
	Pctg of Salaries
	State Actuary
	5.46%
	5.39%
	5.39%
	5.39%
	5.39%
	5.39%

	Seattle Metro CPI
	Annual % change
	KC Economist
	2.60%
	2.50%
	2.50%
	2.67%
	2.67%
	2.67%

	FICA %
	% of labor charged FICA
	KCM1 Avg 2002-2005
	96.5%
	96.5%
	96.5%
	96.5%
	96.5%
	96.5%


Analysis of Basic Life Support Allocation Increase and Policy Change

With regard to Basic Life Support, the plan states that these calls have increased substantially for fire districts and departments.  The original theory of covering only a portion of overall fire agency costs was developed when the number of calls was much lower.  Therefore, the plan would increase the BLS allocation.  The call volume increase data provided in the plan indicates an average increase annually of 2.24%.  The proposal would add $87 million for all agencies, including Seattle, compared to the BLS funding in the current levy.  This is a 90.7% increase.

Call volume increases would seem to justify about a 15% increase (2.24%x 6 years).  The plan argues further that calls requiring ALS support (Medic One transport, IV lines or intubation by paramedics) had also increased and this justifies the rest of the increase to 90%.  Actual data for these types of service increases was not included in the plan but was provided to staff on May 31.  It is not clear how increases in the number of patients requiring Medic One transport, IV lines or intubation by paramedics would increase costs of BLS services.    The proposal is to change the funding formula to link “BLS support to direct acute patient care and paramedic service in an appropriate way.” (emphasis added)  This is a significant policy change.  Linking the funding of BLS to acute patient care may not be “appropriate” as it has no direct connection to costs incurred for BLS services.

The stakeholders originally proposed that 100% of estimated BLS costs be funded by the EMS levy.  However, this approach would have added another 8¢ to the levy bringing it to 38¢.  The plan notes that it was not possible to estimate the total cost of all agencies for BLS because these costs “are deeply imbedded in local fire department and district operations.”  In other words, it is very difficult if not impossible to separate the costs of BLS services from fire services, mainly because the same personnel and equipment do both BLS and fire services.  These costs are primarily fixed costs in that they do not change with volume of work.  There is an estimate of total BLS costs in the plan but there is no way to analyze its validity.  

Perhaps a more appropriate basis for allocating EMS levy proceeds to BLS would be to base it on fire agency actual expenditure increases over the last six years.

Regional and Strategic Initiatives
The plan argues that regional services (those managed directly by County EMS) and strategic initiatives were under-funded in the current levy.  These services, the plan notes, are “essential to providing the highest quality of out-of-hospital emergency medical care available.”  These include regional medical direction, training, community programs, planning and evaluation, and administration.  The plan proposal would increase funding by 100% over the 2002-2007 levy or $25 million.  The plan also notes that “Committee members collectively recognized and agreed that the Medic One/EMS system was working well, and that eliminating entire programs was not beneficial.”  

Increasing the allocation by 100% in terms of dollars is justified in the plan as needed to enhance existing programs and add new programs.  There are a number of recommendations in the plan about specific programs or strategic initiatives that should be continued or added.  And, appendices E through F of the Strategic Plan provide details.  The Plan indicates that continuation of existing core regional services would cost $32.5 million, including a 5% contingency, while conversion of strategic initiatives into core regional services would cost $5.3 million.  Enhancements to regional services would cost $371,000 and medical quality assurance/improvement efforts would cost $2.8 million.  Strategic initiatives funding would be $7.1 million compared to $2.8 million in the current levy period. 
Contingencies or Reserves

In addition to inflating all operating costs by the factors noted earlier, the plan recommends that a contingency reserve be created.  Page 70 of the plan states:  
“Having no planned contingency and reserve posed a significant challenge in the 2002-2007 levy. During the planning process, the ALS and Regional Services/Strategic Initiatives Subcommittees requested that contingency be included in the 2008-2013 Financial Plan.  

Subcommittee members agreed a reserve was needed to cover unplanned expenditures – whether these related to an emergency situation, significant changes in economic assumptions, or new operational and programmatic needs.  Particular concerns related to the economic assumptions in the Financial Plan include the initial estimated assessed value for 2008 (that serves as the starting point for the levy), rates of new construction growth, and the estimated growth in CPI.”
The total contingencies in the Strategic Plan and in the revised financial plan identified in Table 1 amount to over $40 million over the six years in both cases.  By comparison, the 2002-2007 levy did not provide for reserves or contingencies.  The proposed reserves amount to roughly 7% of the total levy.  While the stakeholders spent a considerable amount of time developing inflation factors to anticipate cost increases for every category of expense, they apparently were not comfortable solely with these projections and tacked on the additional $40 plus million for additional comfort.   
Levy Compression

Of major concern to fire districts especially is that cumulative levy rates may exceed the $5.90 total allowed by State law for senior and junior taxing districts.  If any levy code area within a fire district, for example, had a total levy rate that added to more than $5.90 when the Assessor initially calculates permitted levy rates, the levy rate for that district could be reduced for the entire district.  There are junior districts that are subject to this possible compression before fire districts would be affected, however.  While it is impossible to predict if compression would occur for any of the fire districts over the six years of a lid-lift levy, the possibility exists.  It is likely remote but there are too many variables to predict with any accuracy.  State law (RCW 39.67.010 and 39.67.020) allows junior district levies to be protected by a senior taxing district such as the County.  
Effect of Levy Failure

Should the eventual proposal that the Council chooses fail to receive the necessary yes votes or the minimum turnout is not achieved, they consequences are different   In the case of an excess levy, it is unlikely that it could be resubmitted to the voters before the November 2008 general election due to the turnout requirements.  With a lid-lift, a new proposition could be submitted to voters for the primary in August.  Funding to keep EMS going for up to eight months in case of a lid-lift and up to eleven months for an EMS levy would have to come from other sources.
Impact for Citizen Taxes

When assessed values rise more quickly than the property tax growth limit, the effect of the limit is to lower the overall tax rate of the taxing district – as property values rise, a lower tax rate generates the same amount of revenues.  Based upon a $400,000 average home price, growing at approximately 6% per year, the table below shows the expected annual costs for each levy option.  (Note: the first line of the table shows collection for 2007.)  
Table 4.  Typical Homeowner Annual Costs for EMS Levy Options
	 
	EMS Levy
	Cost to Typical Homeowner
	Multi-Year Levy Lid Lift
	Cost to Typical Homeowner

	Current EMS Cost 2007
	$0.2070 
	$83
	$0.2070 
	$83

	2008
	$0.3000
	$120
	$0.2540
	$102

	2009
	$0.2843
	$121
	$0.2490
	$106

	2010
	$0.2724
	$123
	$0.2440
	$110

	2011
	$0.2593
	$124
	$0.2400
	$115

	2012
	$0.2485
	$125
	$0.2380
	$120

	2013
	$0.2380
	$126
	$0.2370
	$126

	Typical Taxpayer Cost:
	 
	$739
	 
	$678


Section by Section Comparison of the Three Ordinances

Attachment 6 to this staff report is a section by section comparison of the provisions of each of the three ordinances.  The major differences are:  

· The lid lift ordinance differs from the other two with regard to City of Seattle services.  With a lid-lift, the taxes collected are all County funds.  The distribution to Seattle would be addressed in the interlocal agreement between Seattle and King County.

· The lid-lift ordinance is under 84.55 RCW while the other two are under RCW 84.52.069, the EMS statute.

· Ordinances 2007-0281 and 0282 provide for a voters’ pamphlet while 0331 does not.

· Ordinance 2007-0331 includes financial policies while the other two do not.

· The lid-lift levy provides for a limit factor of medical CPI while the other two are limited by Initiative 747.

Pro/Cons:

The three proposed levy options will fund programmatic expenditures for Medic One/EMS services for the next six year levy period.  The methodology as to how the Council wishes to provide for unanticipated needs appears to be the significant difference among the three funding proposals.  The following table shows pros and cons for each of the options.  

Table 5.  Six Year Funding Options 

	Levy Type
	Levy Rate
	Growth

Factor
	PRO
	CON

	Proposed Ordinance 2007-0282

EMS levy

RCW 

84.52.069
Total Net Levy Proceeds of $603 million
	Begin

$0.30


End

$0.238
	I-747

- 1%
	· Allows for growth rate within I-747 1% limits

· Allows a predictable on-going funding source

· Quickly builds a $41 million contingency reserve for unanticipated needs

· Requires approval of cities over 50,000

· Familiar to participating agencies

· Agencies not concerned with levy compression or future junior district levy pro-rationing.
	· Requires a higher tax for the rate payer

· Increases the current levy by almost 50%

· Builds a large contingency reserve that is undesignated

	Proposed Ordinance 2007-0281

Multi-year

Lid lift

RCW 

84.55.050(3)(b)
Total Levy Net Proceeds of $563 million
	Begin

$0.254


End

$0.237
	Medical CPI

average of 4% per year
	· Provides a rate similar to the previous levy period

· Allows for annual inflationary adjustments over 1% limits

· Would provide savings for the rate payer

· Would encourage efficiencies in management of the fund

· Potential savings to county taxpayers of up to $41 million
	· Increases growth rate over statutory limit of 1%

· Capacity/compression will need to be monitored

· Could require more time in building a contingency reserve for unanticipated needs

· No condition in RCW for cities over 50,000 approval



	Proposed Ordinance 2007-0331

EMS levy

RCW 

84.52.069
Total Net Levy Proceeds of $623 million


	Begin

$0.30


End

$0.238
	I-747

- 1%
	· Allows for growth rate within I-747 1% limits

· Allows a predictable on-going funding source

· Quickly builds a $43 million contingency reserve for unanticipated needs

· Requires approval of cities over 50,000

· Familiar to participating agencies

· Agencies not concerned with levy compression or future junior district levy pro-rationing.
	· Requires a higher tax for the rate payer

· Increases the current levy by almost 50%

· Builds a large contingency reserve that is undesignated
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