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STAFF REPORT
SUBJECT:
Discussion of an ordinance authorizing the Executive to enter into an interlocal agreement (ILA) with the city of Issaquah for transitioning local services, and transferring $1.1 million from the Road Fund and $850,000 in incentive funding relating to the annexation of Klahanie and Greenwood Point/South Cove. 

BACKGROUND

As part of the 2004 Adopted Budget, King County began a multi-year initiative to promote the accelerated annexation of the 10 largest remaining urban unincorporated areas, or PAAs (Potential Annexation Areas – see map in Attachment 10). The Annexation Initiative was launched to achieve two major goals: 
1) 
Implement the regional land use vision set forth in the Countywide Planning Policies which call for all urban areas to become part of cities; and

2)
Financial stability in the General Fund: Annexations are expected to achieve expenditure reductions in the General Fund as a result of decreased local urban service responsibility for the county as cities become the local provider for those areas. 
The 2004 and 2005 adopted budgets included a pool of reserve funding to provide cities with a financial incentive to annex
 including:

· $10 million Annexation Incentive Reserve in the General Fund; and

· $2 million Annexation Incentive Reserve in the REET I financial plan (The Executive has recently proposed moving the reserve to the REET II fund and eliminating the REET I reserve.)

This agreement with Issaquah is the first to propose the use of annexation incentive reserve funds -- a total of $850,000 would transfer to the city within 90 days of the effective date of the Klahanie annexation
. Proposed in this amount are $650,000 from the General Fund Annexation Reserve and $200,000 from the REET Annexation Incentive Reserve. If the Council approves the annexation agreement, the Executive is expected to request appropriation authority of these funds in the 2006 budget.

In addition to the Klahanie PAA, the Executive’s priorities in 2005 are focused on the three largest remaining urban unincorporated areas: North Highline, Juanita, and Fairwood-Petrovitsky. Additionally, several key annexations and incorporation studies will be completed which may result in decisions to annex or incorporate in 2006 or 2007.
The county does not control the decisions of cities or residents to annex or incorporate, therefore, annual savings are dependent on which PAAs are annexed or incorporated, how soon and the corresponding budget cuts that are made as a result. 

Table 1 below shows the 10 largest PAAs targeted for annexation or incorporation under the Annexation Initiative. 
Table 1: 2005 General Fund Major Urban PAA Local Revenues and Revenues Analysis (from 2005 Executive Proposed Budget) 
	
	Major Urban PAA 
	2004

Estimated

Population
	2005 Estimated Local Revenue 
	2005 Proposed Local Expenditures 
	(Subsidy) 

	1.
	North Highline 
	32,500
	$4.25 M
	($11.14 M) 
	($6.90 M)

	2.
	Juanita/Finn Hill/ Kingsgate 
	32,600
	3.17
	(6.38) 
	(3.21) 

	3.
	Fairwood/Petrovitsky 
	41,500
	4.92
	(7.82) 
	(2.90) 

	4.
	East Federal Way 
	21,500
	1.71
	(4.14) 
	(2.43) 

	5.
	Kent Northeast 
	23,300
	1.78
	(4.05) 
	(2.27) 

	6.
	West Hill 
	14,200
	2.59
	(4.79) 
	(2.21) 

	7.
	Klahanie/South Cove
	14,000
	0.78
	(1.60) 
	(0.82) 

	8.
	East Renton 
	7,500
	0.59
	(1.40) 
	(0.81) 

	9.
	Lea Hill 
	9,500
	1.16
	(1.83) 
	(0.68) 

	10.
	Eastgate 
	4,600
	0.60
	(0.82) 
	(0.22) 

	
	Other Urban Islands 
	16,800
	3.73
	(3.48) 
	0.25

	
	TOTAL Urban Uni. KC 
	218,000
	$25.3 M
	($47.5 M) 
	($22.2 M) 


The Executive has characterized the need for the Annexation Initiative based on the General Fund subsidization of local services in the urban area. The table above is taken, in part, from the 2005 Executive’s proposed budget and shows the size of the largest PAAs. 
There are approximately 218,000 people in the urban unincorporated area that have yet to annex. Combined, they are currently equivalent to the second largest city in the state. Estimated local revenues generated from these areas total approximately $25.3 million, however, General Fund expenditures for services the county is responsible for providing to this population, totaling $47.5 million, leave a funding gap, or regional subsidy, of over $22 million annually. The regional subsidy to support local services in Klahanie is estimated to be $820,000 in 2005. Council staff is working to true out these figures as part of the due diligence analysis on this issue. 
SUMMARY
Klahanie and Greenwood Point/South Cove combined are one of the ten large urban unincorporated areas designated by the Executive as a priority for transfer to a city (see map in Attachment 8).  
The city of Issaquah has been moving forward on the steps necessary to annex these communities and is planning to give residents an opportunity to vote on annexation in the General Election on November 8, 2005. If approved by the voters, 14,000 residents (11,000 in Klahanie and 3,000 in Greenwood Point/South Cove) would transition from county to city residency. 
POLICY FRAMEWORK FOR INTERLOCAL AGREEMENTS

Under the Annexation Initiative, the Executive will effectuate the transition of services and the transfer of facilities and incentive funds to the annexing city in the form of an interlocal agreement (Attachment 2). 
This is the first annexation agreement presented to the Council under the Annexation Initiative. The staff report analyzes the provisions of the ILA in context of whether or not they are consistent with the Council’s annexation policy framework adopted in September 2004. Council Motion 12018 established the vision, goals and policy framework for the Annexation Initiative and approved the following principles regarding interlocal agreements with cities:
Council Motion 12018 directed that interlocal agreements with cities shall:  
 1. 
Incorporate specific, enforceable annexation or incorporation timelines and commitments by cities;

2.  
Incorporate provisions for the contracting of services from the county by the annexed area, where mutually beneficial.
3.  
Secure commitments from annexing cities to provide favorable consideration for county employees who may be laid off as a result of the transfer of service responsibility to cities.
4.  Provide for the transfer of all local county facilities within the annexed territory to the city, excluding those facilities which the county deems it must retain in order to serve remaining county service areas.
5.  
Provide for the transfer of incentive funding upon the effective date of annexation.
6.  
Be subject to the council’s review and approval by ordinance.  

PROVISIONS OF THE INTERLOCAL AGREEMENT
The section below reviews the provisions of the proposed interlocal agreement and outlines the terms and conditions for transferring county facilities, Road Fund revenues and Annexation Initiative incentive funding to the city of Issaquah. The ILA takes effect upon approval by both the city and county. Staff is continuing to work with the Budget Office and the Prosecuting Attorney’s Office on the analysis of the ILA. 
1. 
Transfer of Park and Open Space Properties

Under state law, park properties do not automatically transfer to a city upon annexation. This ILA has been structured consistent with the policy intent of Council Motion 12018, committing Issaquah to accept the transfer of parks and open space properties within its city limits and annexation areas upon the effective date of the annexation. The Executive will transmit a separate interlocal transfer agreement for Council review and approval in 2006 to effectuate the official transfer of the five park facilities listed below totaling over 117 acres. A draft transfer agreement is provided as Exhibit B to the annexation ILA.
Table 1: County parks transferring to Issaquah
	
	County Park
	Location
	Acreage
	Amenities

	1.
	Klahanie Park
	Klahanie PAA
	64
	Developed with baseball and soccer fields; parking lot; trail and restrooms

	2. 
	Lewis Creek
	Unincorporated KC
	7.46
	Open space tract; forest, wetlands, steep slopes

	3.
	Meerwood Park
	Issaquah
	1.8
	Play equipment, court and play area

	4.
	Sammamish Cove Park 
	Sammamish Cove PAA
	20
	Undeveloped open space

	5.
	Timberlake Park
	Issaquah
	24
	Picnic tables; non-motorized boat launch on Lake Sammamish; parking

	
	TOTAL:
	
	117.26
	


2. 
Transfer of Surface Water Management Facilities

Similar to the parks transfer provision above, state law does not mandate the transfer of surface water management facilities to a city upon annexation. This ILA is structured so that the stormwater facilities identified in Exhibit C to the annexation ILA will automatically become the responsibility of the city. For those facilities transferring to the city, the city will assume responsibility for their operations and maintenance. No separate interlocal transfer agreement is necessary to effectuate the transfer of these facilities. For those facilities remaining in private ownership, the city will be responsible for inspecting them. 
3. 
Development Permit Processing

The ILA provides for the County Department of Development and Environmental Services (DDES) to continuing reviewing all vested land use permit applications filed with the County that involve property within the annexation area. This provision reinforces a separate interlocal agreement between Issaquah and the County, approved for this purpose in February 2000 for the North Issaquah Annexation Area. That agreement covers permit review for future annexation areas, including Klahanie and South Cove. In the absence of an interlocal agreement, the permit applications would be transferred to the City of Issaquah for completion of the permitting process. 

4. 
Road Project Funding


Within 90 days of the effective date of the Klahanie annexation
, the county will transfer $1.1 million in Road Fund dollars appropriated in Issaquah-Fall City Road project (#201597) for use by the city to add capacity from SE 48th Street to Klahanie Drive (see map in Attachment 9). The city will assume responsibility for the project with an estimated cost of $14 - $17 million. Staff is working with the Prosecuting Attorney’s Office to ensure this is an appropriate use of Road Fund revenues. 
5. 
Annexation Incentive Fund Payment

The 2004 and 2005 adopted budgets included a pool of reserve funding to provide cities with a financial incentive to annex
 including:

· $10 million Annexation Incentive Reserve in the General Fund; and
· $2 million Annexation Incentive Reserve in the REET I financial plan (The Executive has recently proposed moving the reserve to the REET II fund and eliminating the REET I reserve.)
Motion 12018 provides policy direction by the Council for the use of annexation initiative incentive funds as follows: Incentive funds are: 
1. 
Intended to offset a portion of the transition costs a city may incur as a result of annexation.  
2.  Only available to cities upon annexation of a significant majority of any one of the ten largest remaining urban unincorporated areas. 
3.  Only available to cities upon annexation under terms of an interlocal agreement between the county and an annexing city.  
4.  Only available to cities that assume ownership of all local county facilities within the area annexed. 
5.  Available to a city in greater proportion, the greater are the general fund savings that can be realized annually by the county upon the annexation, as estimated by the office of management and budget.  
6. 
Available in greater proportion to cities reaching agreements with the county in 2005 and 2006.

This agreement is the first to propose the use of annexation incentive reserve funds -- a total of $850,000 would transfer to the city within 90 days of the effective date of the Klahanie annexation
. Proposed in this amount are $650,000 from the General Fund Annexation Reserve and $200,000 from the REET Annexation Incentive Reserve. If the Council approves the annexation agreement, the Executive is expected to request appropriation authority of these funds in the 2006 budget.

Council Motion 12018 directs that the allocation of annexation incentive funds reflect achievable savings to the General Fund facilitated by that annexation or incorporation. Council staff will be working with the Budget Office over the course of this week to true out the projected savings and fiscal impacts of this annexation agreement. This analysis requires identifying the financial consequences that will occur upon annexation not only to the General Fund, but other funds including the Road Fund, the SWM Fund and the REET funds. 

6. 
Transition of Police Services


On the effective date of the annexation, police service within the annexation area will transfer to the city. The King County Sheriff’s Office has met with the city and developed a Police Services Transition Plan (Exhibit F) that contains standard procedures for the transition of public safety services to the city, including police records, law enforcement and emergency 9-1-1 services.
7. 
Election Cost 
Cities typically reimburse the county for the cost of elections related to annexations. However, the county has agreed to pay for the election costs for the Klahanie and Greenwood Point/South Cove annexations. The cost is estimated to be between $5,000 and $6,000 which would be covered by the Budget Office’s Annexation Initiative budget, not by the Elections Division.
8. 
Future Annexation Area Analysis


Under the ILA, the city and county agree to complete an annexation study in 2006 of the city East Cougar Mountain PAA located south of I-90. This is a small community of approximately 173 people and 63 households. The county agrees to fund the cost of an annexation study not to exceed $50,000. This amount seems excessive for an annexation study of such a small community. Staff is working with the Budget Office to understand the requested amount. Funds for the study are contingent upon the city assuming ownership of Meerwood and Timberlake parks prior to the commencement of the study. As shown in Table 1 above, these parks are located within Issaquah’s current city limits. 

9. 
Failure to Annex


If the Klahanie annexation measure fails to pass on November 8, 2005, the ILA provides that representatives from the city, county and city of Sammamish shall convene by February 8, 2006 to discuss the potential for re-designating the community as a PAA of Sammamish.
MILESTONES

July 14th: The Boundary Review Board (BRB)
 took final action approving the annexations of Klahanie and Greenwood Point/South Cove to the city of Issaquah. There is a 30-day appeal process. Sixty days must lapse between BRB approval and the date of the election. This is not an issue as the election is scheduled for November 8th, well in excess of the 60-day minimum requirement.
August 14th: Deadline for appeal of the BRB’s decision approving the Klahanie and Greenwood Point/South Cove annexations to Issaquah. 
August 15th: The Issaquah City Council is expected to approve the final resolution required by state law to direct the County Council to authorize placing the annexation on the November ballot. 
September 12th: The last date when the County Council may vote on the ordinance adopting the annexation ballot measure without an emergency clause. 

September 23rd: Deadline for the Elections Division to receive an effective ordinance.
November 8th:  Date of the General Election. Issaquah will submit two separate ballot measures to the voters: one for the Klahanie annexation and one for the South Cove annexation. 
Post-General Election: If the ballot measures are approved, the Issaquah City Council will adopt an ordinance setting the official effective date of the annexation (anticipated to be sometime between March 2nd and 31st.)
NEXT STEPS

Council staff has considerable fiscal analysis to do on the proposed annexation of Klahanie and Greenwood Point/South Cove to Issaquah. Council Motion 12018 directs the Executive to provide specific timelines and budget reductions associated with the annexation agreement. An extensive fiscal analysis prepared by the Budget Office accompanies the proposed ordinance. Staff will be working with the Budget Office to bring back to the BFM Committee a presentation on the proposed target reductions to county expenditures and revenues by county fund and analysis of the short- and long-term service impacts.
The BFM Committee Chair has tasked staff to develop a striking amendment. The proposed ILA does not contain an explicit provision as to the effective date of the Klahanie annexation -- it is only stated in the recitals that it will be effective on or before June 1, 2006. The BFM Committee has several options to address this -- 1) The city and county ordinances adopting the ILA could be amended to include language that requires the executed ILA to include the agreed upon effective date. The change to the ILA could then be handled administratively; or 2) The ILA could be amended to include an explicit provision about the effective date, anticipated to be between March 2nd and 31st.  Staff will work with the Executive, the PAO and the city of Issaquah to draft an amendment for BFM Committee consideration.
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� Annexation Incentive funds also included $10.6 million of Roads funding from deferred or reprioritized Roads capital projects. All but $70,000 of these funds are no longer available after the Supreme Court decision upholding Initiative 776 which reduced the vehicle license fee. 


� The ILA is structured such that Road Fund and annexation incentive dollars will only transfer to the city upon successful annexation of the Klahanie PAA..


� The ILA is structured such that Road Fund and annexation incentive dollars will only transfer to the city upon successful annexation of the Klahanie PAA.. No incentive funds are tied to the Greenwood Point/South Cove annexation.


� Annexation Incentive funds also included $10.6 million of Roads funding from deferred or reprioritized Roads capital projects. All but $70,000 of these funds are no longer available after the Supreme Court decision upholding Initiative 776 which reduced the vehicle license fee. 


� The ILA is structured such that Road Fund and annexation incentive dollars will only transfer to the city upon successful annexation of the Klahanie PAA..


� The BRB is established as a state agency under RCW 36.93 and serves as an independent, quasi-judicial entity. The BRB reviews and approves, modifies, or disapproves Notices of Intention by local jurisdictions (e.g. cities, utility districts, and other special purpose districts) for: incorporations, annexations and other changes in the boundary of any city, town, or special purpose district.  
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