
Metropolitan King County Council

Operating Budget, Fiscal Management 

and Mental Health Committee
Staff Report

	Agenda item No:
6
Ordinance No:
2007-0278

	Date:
June 13, 2007
Prepared by:
Patrick Hamacher



STAFF REPORT
SUBJECT:

Proposed Ordinance 2007-0278 would make a supplemental appropriation of $2.262 million to Internal Support for transfer to Auburn and Federal Way for annexation related activities. 
SUMMARY: 
Proposed Ordinance 2007-0278 would make sufficient funds available for the county to meet its obligation to Federal Way ($1.012 million) and Auburn ($1.25 million) pursuant to previously approved interlocal agreements should annexation votes in August be successful. 
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; and

· $2 million Annexation Incentive Reserve in the Real Estate Excise Tax 

· $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 220,000 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 Revenues Analysis 
(from 2007 Executive Proposed Budget)

	
	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; and 

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 totaling 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. 
ANALYSIS: 

The County Council has taken prior legislative action regarding the annexations covered by this appropriation request. In December 2006, the County Council passed Ordinance 15663 authorizing the County Executive to enter into an interlocal agreement with the City of Auburn relating to the West Hill and Lea Hill annexations. In March 2007, the County Council passed Ordinance 15705 authorizing the County Executive to enter into an interlocal agreement with the City of Federal Way covering the East Federal Way annexation. 
On May 21, 2007, the County Council passed Ordinance 15782 placing the West Hill annexation on the August ballot, Ordinance 15783 placing the Lea Hill annexation on the August ballot and Ordinance 15784 placing the East Federal Way annexation on the August ballot. 

Table 2 shows the various allocations of the $15.725 million in annexation incentive funds discussed earlier in the staff report. However, it should be noted that the East Renton annexation covered by Ordinance 15563 failed and it is unclear whether the issue will be placed again on the ballot. This would free up an additional $1.0 million for reuse as other areas pursue annexation. Furthermore, the Renton City Council has not yet approved the interlocal agreement authorized under Ordinance 15681. This would make $6.825 million available for other purposes. 
Table 2: Summary of Annexation Incentive Funds

	Legislation
	Current Expense
	REET II
	ROADS
	TOTAL

	Ord. 15563
	$100,000
	$900,000
	$0
	$1,000,000

	Ord. 15565
	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

	PO 2007-0278
	2,262,000
	
	
	

	Total
	9,612,000
	2,000,000
	3,725,000
	15,337,000

	Beginning Amt.
	10,000,000
	2,000,000
	3,725,000
	15,725,000

	Remaining 
	$388,000
	$0
	$0
	$388,000


Proposed Ordinance 2007-0278 would appropriate $1,012,000 for purposes of supporting the Federal Way annexation. Of this amount, $1,000,000 would be used, pursuant to the interlocal agreement for off-setting annexation related transition costs, and $12,000 would be used (pursuant to the interlocal agreement) to reimburse Federal Way for a portion of the costs associated with election costs. These funds would only be paid after a successful annexation vote and once the City had irrevocably committed to the annexation with an effective date outlined in the interlocal agreement.
Proposed Ordinance 2007-0278 would also appropriate $1.25 million for use by the City of Auburn with regard to annexation related transition costs. These funds would only be paid after a successful annexation vote and once the City had irrevocably committed to the annexation with an effective date outlined in the interlocal agreement. 
REASONABLENESS: 

With the approval of this ordinance, the County Council will have approved both interlocal agreements and appropriations covering portions or all of 7 of the ten largest potential annexation areas. As noted earlier, the County Council has approved the interlocal agreements covering these annexations. 
With the Executive’s execution of these interlocal agreements in February 2007 (Auburn) and May 2007 (Federal Way), the conditions necessary for appropriating this funding have been met. Adoption of this ordinance would constitute a reasonable business decision. 

INVITED:


Elissa Benson, Regional Governance Group Supervisor, OMB
Bob Cowan, Director, Office of Management & Budget
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