
Metropolitan King County Council

Operating Budget, Fiscal Management and 

Select Issues Committee
	Agenda Item No.:
	7
	
	Date:
	March 12, 2007

	Proposed No.:
	2008-0073
	
	Prepared By:
	Patrick Hamacher


STAFF REPORT
SUBJECT:
A motion approving a report on annexation activities within the City of Kirkland, pursuant to a 2008 budget proviso. 

SUMMARY: 
The 2008 budget ordinance included the following budget proviso: 
Of this appropriation, $50,000 shall not be encumbered or expended unless, by February 1, 2008, OMB has transmitted and the council has approved by motion, a report on the progress of the city of Kirkland towards annexation of the Kirkland Potential Annexation Area. At a minimum, the study will include: (1) a discussion of the communication and outreach plan for the area; (2) a detailed discussion of the GIS mapping needs for the area and any areas of deficiency between what the city feels is needed and what would be provided by the county GIS division; and (3) a discussion of the needs for a fiscal model and any areas of deficiency between what the city feels is needed and what the county could provide4. Furthermore, the report will provide options for funding such activities as well as the executive’s preferred alternative for doing so. 

This motion and report was submitted on February 1, 2008 to respond to that budget proviso. 

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. 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 county government to be the regional and local rural service provider and for cities to be providers of local service in the urban areas; 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, 2005 and 2007 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;

· $2 million Annexation Incentive Reserve in the Real Estate Excise Tax Fund; and.
· $3.7 million Road-Related Annexation Incentive Reserve in the Roads CIP.

Table 1 below shows the largest PAAs targeted for annexation or incorporation under the Annexation Initiative. The table actually includes several other areas that are now also being tracked for various reasons. There are approximately 195,000 people in the urban unincorporated area that have yet to annex. Combined, they are currently equivalent to the second largest city in the state.
Table 1: 2007 General Fund Major Urban PAA Local Revenues and Expenditures Analysis 


	
	Major Urban PAA 
	Annexing City
	2006

Est.

Population
	2007 Est. Local Revenue (millions)
	2007 Proposed  Expenditures (millions)
	2007 Regional Subsidy (millions)

	1.
	North Highline 
	Burien
	33,000
	$4.20
	($13.30)
	(9.00)

	2.
	Juanita/Finn Hill/ Kingsgate 

	Kirkland
	33,500
	3.30
	(5.10)
	(1.80)

	3.
	Fairwood 
	Renton (or incorporation)
	26,500
	2.70
	(4.20)
	(1.50)

	4.
	East Federal Way 
	Federal Way
	20,200
	1.70
	(4.40)
	(2.70)

	5.
	Kent Northeast 
	Kent
	23,800
	2.30
	(2.90)
	(0.50)

	6.
	West Hill 
	Renton
	14,600
	2.00
	(5.10)
	(3.10)

	7.
	Klahanie
	Issaquah
	11,000
	0.90
	(1.00)
	(0.10)

	8.
	East Renton (POP)
	Renton
	4,900
	0.10
	(0.10)
	(0.10)

	9.
	East Renton Rem.
	Renton
	3,000
	0.20
	(0.40)
	(0.10)

	10.
	Lea Hill 

	Auburn
	10,200
	0.80
	(1.90)
	(1.00)

	11.
	Eastgate 
	Bellevue
	4,700
	0.40
	(0.60)
	(0.20)

	12.
	Auburn - West Hill
	Auburn
	4,200
	0.30
	(0.70)
	(0.40)

	13.
	Benson Hill

	Renton
	16,500
	2.20
	(3.40)
	(1.20)

	
	Other Urban Is.  
	
	15,600
	1.70
	(3.40)
	(1.70)

	
	
TOTAL:
	
	221,700
	$22.80
	($46.50)
	($23.40)


The table demonstrates the Executive’s assertion that none of the major PAAs generates sufficient local revenues to cover the county’s cost of providing local services supported by the general fund. As a result, regional revenues must be used to compensate for limited local revenues. The Executive has characterized the need for the Annexation Initiative based on the General Fund subsidization of local services in the urban area. Local services provided in unincorporated areas include: 

· Law, Safety & Justice Services: Local law enforcement; certain district court services, fire investigation and code enforcement and emergency management services; 

· Human & Health Services: Senior services, community services and indigent defense services; 

· General Government: the Council, the Executive, finance, budgeting and human resource management.
Local services provided in unincorporated areas funded primarily by non-general fund revenues include: 

· Parks, Roads & Permitting: Local parks; road construction and maintenance; transportation planning and concurrency;

· Surface Water Management Services: storm water services; salmon recovery.

Table 1 shows estimated local revenues generated from these unincorporated areas total approximately $22.8 million. However, General Fund expenditures for services the county is responsible for providing to this population total $46.5 million, leaving a funding gap, or regional subsidy, of $23.4 million annually. This means revenues earmarked to provide regional services must be diverted to support local services in these areas. 
Allocation of Annexation Incentive Funds

Table 2 below summarizes annexation incentive funds appropriated in the 2004, 2005 and 2007 adopted budgets.
Table 2: Summary of Annexation Incentive Funds

	Legislation
	Current Expense
	REET II
	ROADS
	TOTAL

	Ord. 15262

	$650,000
	$200,000
	$0
	$850,000

	Ord. 15663

	$100,000
	$900,000
	$0
	1,000,000

	Ord. 15665

	1,250,000
	0
	500,000
	1,750,000

	Ord. 15681

	4,000,000
	600,000
	2,225,000
	6,825,000

	Ord. 15705

	2,000,000
	500,000
	1,000,000
	3,500,000

	 Ord.16002 
	950,000
	250,000
	$500,000
	1,700,000

	Total
	$8,950,000
	$2,450,000
	$4,225,000
	$15,625,000


Table 2 shows the allocations, to date, of the funding reserved for annexation activities. The bulk of these resources have been allocated via previous legislative action. This puts further emphasis on the remaining unincorporated islands and increases the need to use remaining funds as wisely as possible. It should be noted that several of the annexations listed above failed at the time of election and could be reprogrammed for future efforts. In some cases, like with REET and Roads funding, the total amount appropriated to date exceeds the amount initially set aside for that source of funding. This can be attributed to the re-use of annexation funds as votes have failed. 
ANALYSIS:
Since 2004 the County has targeted Juanita/Finn Hill/Kingsgate as a priority focus of the annexation initiative. The Kirkland City Council has also been considering a full range of options since that time. The City has undertaken an extensive process of studying the financial, operational and capital infrastructure issues associated with annexing this PAA. 

Throughout 2007 and early 2008 there was discussion of putting the issue of annexation on the November 2008 election ballot. In September 2007, the City of Kirkland requested $18.8 million in financial support from King County. As noted in Table 2, this request exceeded the total amount allocated for the entire annexation initiative ($15.6 million). 

The Executive indicated that the County was not in a financial position to honor such a request.  However, in November 2007, an offer of $2.5 million was sent by the Executive to the City of Kirkland. Additionally, during the 2008 budget process, the City requested $410,000 in annexation related funding from the County Council. This request is the subject of this proviso report/response.  
Specifically, the request included: 

· $280,000 in improvements to the GIS mapping data for the PAA

· $70,000 for additional financial modeling

· $40,000 for communication and outreach

· $20,000 for additional legal work

Since the time of the offer and counter-offer, the City of Kirkland has deferred any decisions on whether to move forward to the ballot until April 2008. This decision to defer has dictated that because of Boundary Review Board and Elections requirements, the vote on the issue, if the City sends it to the ballot, will not occur until 2009. This has removed some of the urgency of the financial request from the city. 

Section 1 of the report provides a background of the City’s annexation efforts. As this is not the focus of the proviso, the staff report will not review Section 1. The report and motion are attached to this staff report for reference.
Section 2: Specific Funding Requests. This section details the specific request made by the City during the budget process in 2007. 

Communication and Outreach ($30,000)

The report details the efforts to date on outreach and communication. This included a “listening tour” throughout 2007. This involved the use of an outside consultant as well as presentations from County staff at two of the four public forums on this issue. 

The City has indicated a desire to continue this effort and has requested funding for “pre-election planning, post election and implementation communication.” They are requesting the continued use of the outside consulting firm. 

Executive Recommendation: The City’s specific requests appear to be related to activities associated with election and implementation phases. Because of the delay, and the move of a possible election date to 2009, the Executive’s recommendation is for the Annexation Initiative Team and the City to work out a joint proposal based upon an agreed upon timeline for annexation. The recommendation also notes that if the joint decision is made to continue use of the outside consulting firm, that agreement would include a determination of how to share the costs. The Executive also notes that the County reimbursed the City for $30,000 of survey and consultant costs in 2005. 
GIS Mapping Needs ($280,000)
This is the largest request made by the City. Kirkland, like many cities, relies on GIS services to support development review, long-range planning, public safety, environmental compliance, utility services and maintenance operations. The $280,000 request would be to provide additional data layers that would make the information consistent with what Kirkland currently has for areas within the current City limits. 

The City has indicated that the funding will be used in: 

“getting the core GIS data layers in the annexation area into our enterprise-wide GIS and up to our data standards. In the PAA, available GIS data consists of King County sources and some Kirkland project mapping. However, the PAA GIS data is substandard and not current, and will not meet the needs of detailed spatial analysis needed. In order to support the City’s PAA planning, the GIS program requires funding to extend key data layers out to the full extent of the PAA plus a nominal buffer. The primary data layers required for this planning and analysis work are: addresses, land parcels, easements, zoning, comprehensive plan land use, surface water drainage utilities and street network.” 

In examining this part of the request, the Annexation Initiative Team worked with the King County GIS division to examine the nature of the request. The KC GIS team has indicated that several of the data layers noted by the City, including streets, county land use and zoning are up-to-date and reliable, and available for city use. However, KC GIS acknowledges that the County and City code differently for easements and several detailed data layers like storm water facilities and infrastructure are not kept by the county.  KC GIS does not dispute the general claim that the data standards are different between the County and City. 
In looking at the request, however, KC GIS suggests that a significant portion of the request from the City could be accomplished by KC and Kirkland staff collaboratively working together. This would likely dramatically reduce the amount of the request. 

Executive Recommendation: the Executive notes that this is the aspect of the request most directly linked to the transfer of services from the County to the City. The City has yet to provide specific tasks and personnel to the County to document the amount of the request. Since the costs, if necessary, would not occur until after a decision to annex, the report indicates that the Executive cannot support funding the city’s request at this time. The report does indicate that the County Executive will direct the Annexation Initiative Team to coordinate discussions between GIS staff from the County and City. 
Fiscal Modeling ($70,000)
As part of the analytical work associated with the Annexation Initiative, the county has modeled the revenue and expenses for each of the PAAs. To date, our partner cities have undertaken their own financial modeling to reflect the differences between the revenues bases of the cities and the county. 

Kirkland is no different in this respect. The City procured a sophisticated long-term financial analysis of the PAA. This body of work was performed by an outside consultant. While the work was sophisticated and superior in addressing the unique nature of fiscal planning for cities, it did not allow for robust testing of alternatives. 

The Kirkland City Council has requested that City staff also look at a smaller annexation which excludes the portion of the PAA currently served by Woodinville Fire & Rescue. The existing financial model does not allow for this type of testing. As such, the City will need to procure an update to the existing model. 

Executive Recommendation: The Executive notes that this is the only one of the four individual requests that might have an urgency prior to the decision of moving forward with annexation. The alternatives presentation is to be made to the City Council in April. The Executive notes, however, that as of the time of transmittal, the City had not yet responded to requests for information as to how the $70,000 would be spent, or what deliverables it would fund. 
Staff Note: This Executive recommendation indicates the possible urgency of the request, but does not indicate whether the Executive would support such an appropriation. This could be related to the lack of information on the deliverables. 

Section 3: Funding Recommendations

The Executive raises several issues in Section 3 of the report. The first is the shift in policy that would be made should Kirkland receive funding for any/all of its requests prior to agreeing to a timeline for annexation. Prior Interlocal Agreements had included funding that would allow cities to complete activities needed before assumption of services; however, those ILAs had stated timelines for both the ballot questions as well as the effective dates of annexation. The Executive also notes that Kirkland has received $30,000 previously for pre-annexation activities, a level consistent with what was received by Auburn, Kent and Renton

Executive Recommendation: The Executive, citing the budget challenges in 2009 and beyond, would not support a new general fund appropriation for these requests. Instead, he would suggest using a portion of the annexation initiative operating budget (not the GF Reserves) to support these activities. Citing the needs of the other partner cities, the Executive would not support using more than $20,000 of the $160,000 currently included for these types of requests in 2008. The Executive also notes that, if in working with the City, the need for more than this amount becomes apparent, that appropriation could be made from the general fund reserves for annexations via an interlocal agreement. 

Finally, the report notes that the Executive’s preference for funding additional requests for the pre-annexation work with the City of Kirkland be made via an interlocal agreement containing agreed upon timelines for annexation. 
REASONABLENESS

The report appears to have met the requirements of the Proviso. As such, adoption of the motion would constitute a reasonable business decision. 
It should be noted, however, that a technical change will need to be made to this proviso in a future correction ordinance. The budget proviso appears to have required both 1) executive transmittal and 2) council approval of this motion prior to February 1, 2008 for the funds to be released. It appears that the legislative intent was to receive the report prior to February 1, 2008. If this is the case, there will need to be a technical correction to indicate transmittal only by February 1, 2008. 

INVITED

Elissa Benson, Annexation Initiative Supervisor, Office of Management and Budget

Bob Cowan, Director, Office of Management and Budget

ATTACHMENTS

1. Proposed Motion 2008-0073
2. Transmittal Letter February 1, 2008
� Subject of this proviso response. 


� Successfully Annexed in 2007. 


� Successfully Annexed in 2008 


� The decision to annex was approved by Klahanie voters, but a measure to assume a portion of bonded indebtedness failed. As a result, the Issaquah City Council chose not to enact the annexation. These funds have been returned to the annexation incentive reserve. 


� The East Renton annexation vote failed. These funds have been returned to the reserve and are available for reprogramming. 


� This vote was successful and the City of Auburn has annexed this area.  


� The County Council approved this agreement, however; the Renton City Council chose not to approve this agreement. These funds are available for reprogramming to other annexations. 


� The East Federal Way annexation failed. However, the City of Federal Way has the option to return to the ballot this year at a reduced amount. A portion of these funds can be reprogrammed to other annexations. If the City does not send the annexation to the ballot again in 2008, the entire amount would be available for reprogramming. 
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