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STAFF REPORT
SUBJECT:
A MOTION setting forth the vision and goals for a County initiative to encourage annexation and incorporation of urban unincorporated areas and responding to a 2004 budget proviso.
SUMMARY:
 

The State, County, and cities in the County have established policies that govern growth and development in the County.  These policies are designed to reduce urban sprawl, protect rural areas, and more efficiently and cost-effectively provide roads, parks, and other government services.  The policies envision the annexation and incorporation of remaining urban unincorporated areas of the County into cities by 2012.  As the pace toward annexation of these areas has slowed in recent years, the Executive proposed in the 2004 budget that the County adopt an Annexation Initiative that would provide financial incentives and public outreach to encourage annexations and incorporations.  Proposed Motion 2004-0381 would adopt the vision and goals for this Initiative.
BACKGROUND:
King County Demographics and Governance
Nearly 1.8 million people live in King County.  About 80 percent of these people live in incorporated cities within the County.  The remaining 20 percent, or roughly 352,000 people, live in unincorporated King County.  This population is larger than that of any other city in Washington State other than the City of Seattle.  Of those living in the unincorporated area, 216,000 live in unincorporated urban areas while the remaining 136,000 live in rural unincorporated areas.  

King County Government is responsible for providing regional services to all citizens in the County, regardless of whether they live in incorporated cities or in the unincorporated area.  Examples of some regional services are:  Metro Transit bus and transportation services, public health, wastewater treatment, E-911 and emergency medical services, and the adjudication of felonies and juvenile crimes.  
In addition to its regional role, King County Government also acts as the local government and local service provider for residents of the unincorporated area of the County.  Examples of local services that the County provides to these residents include:  road repair and construction, local law enforcement and traffic patrol, construction permitting and code enforcement, and parks and recreation facilities.  County residents living in incorporated areas of the County receive these local services through their city governments.  In some instances, the cities may contract with the County and pay the County to provide some of these services to their citizens (e.g., Shoreline pays the County to provide local law enforcement services through the King County Sheriff’s Office).
Growth Management in King County
In 1990, the State Legislature passed the Growth Management Act (GMA) that requires counties and cities in the State to plan for population growth.  As a result of the GMA, King County and a majority of cities in the County developed and ratified the Countywide Planning Policies (CPPs) that set forth a 20-year vision for growth and government service provision in the County.  The CPPs’ goals include reducing urban sprawl, protecting rural areas, and more efficiently and cost-effectively providing roads, parks, and other government services.  

The CPPs established an Urban Growth Boundary in the County.  With a few exceptions, areas in the western one-third of the County are within the Boundary and are designated as urban areas, while the eastern-two thirds of the County lies outside the Boundary and is designated as rural area.  Land use and development regulations funnel population, commercial, and industrial growth into the urban areas of the County.  The CPPs envision King County Government as a regional service provider for the entire County and a provider of local government services to the rural area.  The CPPs envision cities and special use districts as the providers of local government services in urban areas.  The CPPs also anticipate urban service levels to be higher than rural service levels and for urban areas, where growth and development are focused, to subsidize the provision of services in the rural areas.  

The CPPs required each city in the County to establish a “Potential Annexation Area” (PAA) of land surrounding the city within the Urban Growth Boundary.  The CPPs anticipate that all areas within the Urban Growth Boundary would be annexed or incorporated into cities by the year 2012.  Through this mechanism, the County would be relieved of any local service provision responsibilities in urban areas.   
The 1990s saw several incorporations and annexations of major urban areas into cities.  Since that time, however, the pace of annexations has slowed.  State law does not give the County any role in making annexations occur, nor does it give any guidance on how such annexations should occur or by when.  As a result, significant urban areas of the County remain unincorporated.  These urban unincorporated areas are a series of geographically isolated islands consisting mostly of large residential areas with only small pockets of commercial retail development.  The 10 largest urban unincorporated area islands contain about 2/3 of the population in urban unincorporated King County, or 135,000 people.  Appendix B of the Executive’s Annexation Initiative report contains information about each of these 10 large PAAs
.  A map designating these areas is also included as Attachment 4 to this staff report.

Having large urban islands remain unincorporated presents several challenges for the County:
· The areas are largely residential with only small pockets of commercial development.  As such, they generate limited amounts of sales tax revenue to support services.

· Revenue sources such as utility taxes and the Business & Occupation tax that cities would employ in these areas to support services are not available to the County under State law.
· The areas are geographically isolated and so service provision to them can be inefficient and costly.
· The service and infrastructure needs are typical of urban areas and significantly higher than the service needs of the rural area.  

The County General Fund Structural Budget Crisis
The County’s ability to meet these challenges has been detrimentally impacted by the County’s General Fund structural budget crisis.  The County’s General Fund budget is just over $500 million and comprises nearly 20% of the County’s total budget.  The General Fund budget includes several important regional and local government services that, due to their nature, must be supported through general tax collections.  Such services include law, safety and justice services, some health and human services, and general government services such as citizen representation, oversight, and budgeting.  
Over the last three years, the General Fund has experienced budget shortfalls cumulatively totaling over $100 million.  Additional shortfalls of roughly $20 million annually are projected for the foreseeable future.  These shortfalls must be met either through finding new revenue sources or making cuts to services provided out of the General Fund.  The combination of this budget crisis and the County’s service provision responsibility for remaining urban unincorporated areas has placed regional, urban local, and rural local service budgets financed through the General Fund at jeopardy.  The General Fund will not be able to continue to fund all three types of service responsibilities (regional, urban local, rural local) adequately with the existing revenue base.
The County’s General Fund is in a unique position regarding the fiscal impacts of annexations.  The General Fund budget supports a large range of services to the unincorporated area of the County.  These services include many law, safety, and justice services such as jail services, local law enforcement, and prosecution, defense and adjudication of all misdemeanor crimes.  Other services include human services and general government services.  As areas annex, the County will no longer be responsible for providing these services to those areas and, hence, General Fund expenditures could be reduced.  

At the same time, General Fund revenues are substantially less impacted by annexations.  The only significant loss of revenue to the General Fund resulting from annexation is the loss of some sales tax revenue.  Therefore, it is anticipated that annexations could reduce General Fund expenditures more significantly than any loss in General Fund revenues.  

As areas annex, the County will lose local service responsibilities to these areas, as well as some revenue.  Revenues that will be lost include:

· The unincorporated area (Roads) property tax levy.  This levy is collected at roughly $1.79 per $1000 of the assessed value of property in the unincorporated area of the County.  Total collections in 2004 are anticipated to be roughly $65 million.  Revenues would be lost on any properties that are annexed.  The revenue is used mostly for construction and repair of roads in or leading to the unincorporated area of the County.  Revenues and expenditures are budgeted in the County’s Road Fund.
· Real Estate Excise Taxes (REET 1 & 2).  The County receives the one-half of one percent tax that is imposed on all real estate sales in the unincorporated area of the County.  Total collections in 2004 are budgeted at $10 million.  This revenue would be lost as areas become incorporated.  The revenue is used to fund acquisition and improvement of capital projects, particularly parks and open space projects.
· Fees.  The County collects fees in the unincorporated area for services such as permitting ($28 million), surface water management ($14 million), vehicle licensing, business licensing, and animal licensing.  The County would lose these fees and responsibility for service provision as areas annex.

· The 1% local option sales tax.  The County receives a 1% tax on taxable sales in the unincorporated area of the County.  In the incorporated areas, the 1% tax is shared by the County and the city where the sale occurs.  The County receives 15% of that revenue, while the cities receive the remaining 85%.  Because the volume of sales is much lower in the unincorporated area, the unincorporated area revenue is only about 20% of the total local option sales tax the County receives (about $15 million of $70 million).  As areas incorporate, the County would lose the 85% share of these revenues collected in areas that incorporate.  These revenues fund services budgeted in the General Fund.
· The criminal justice sales tax.  This is a Countywide one-tenth of one percent sales tax.  The County receives 10% of the tax collected, plus a proportion based on the proportion of the population living in unincorporated area of the County.  Total collections in 2004 are anticipated to be roughly $11 million.  As areas annex, the proportion of the tax the County receives would decline.  The tax supplements criminal justice service budgets primarily funded out of the General Fund.  

Because the General Fund would lose little revenue but shed significant service responsibility resulting from annexations, the Budget Advisory Task Force
, the Municipal League
, and the Governance Commission
 have all cited the annexation of the urban incorporated areas of the County as one of the most important means for reducing the General Fund structural budget gap and for sustaining adequate provision of regional and local services throughout the County.  Annexation or incorporation of remaining urban unincorporated areas would reduce pressure on regional and rural local services funded out of the County’s General Fund and transfer responsibility for urban services to cities.  The transfer of urban service responsibility would create more logical service areas and would allow these services to be supported by revenue options that are available to cities but not the County.
By Motion 11820, the Council recognized the work of the BATF and directed the Executive to transmit for council approval a work plan prioritizing and implementing the recommendations of the BATF.  The motion specifically called for a work plan regarding the promotion of annexation of the remaining urban unincorporated areas of the County. 

The Executive Proposed Annexation Initiative

The Executive used the 2004 Proposed Budget as his vehicle for proposing a County Annexation Initiative that would encourage the annexation of urban unincorporated areas of the County.  The Proposed Budget included $185,000 funding for staff who would conduct analysis and outreach to cities and the public on annexations.  In addition, the Proposed Budget included the following one-time funding sources to provide cities with financial incentives to annex.
· $10 million Annexation Incentive Reserve in the General Fund.  
· $10.6 million of Roads funding from deferred or reprioritized Roads capital projects.  With a later Supreme Court decision that adversely impacted Roads Fund revenues, all but a small amount of these funds were reprioritized and no longer available.
· $2.8 million in REET funding.  

The Council adopted the proposed PAA Capital Preservation Project that included the Roads and REET funding.  In addition, the Council adopted the $185,000 for staffing and reserved $10 million in the General Fund pending further analysis and information from the Executive.  The Adopted Budget included a proviso on the Office of Management and Budget’s expenditure authority that required the Executive to transmit a motion detailing the vision and goals for the Annexation Initiative, as well as a management and implementation plan.  The proviso also expressed the Council’s intent to review short- and long-term analysis of fiscal and service impacts of any annexation and subsequent appropriation of monies from the reserve.
ANALYSIS:
Proposed Motion 2004-0381 and the Annexation Initiative Report
In response to the budget proviso, the Executive has transmitted Proposed Motion 2004-0381.  The Executive has also transmitted a detailed report on the Annexation Initiative that lays out the problem statement, fiscal impact of annexations, annexation process, and components of the implementation plan. 
Executive staff are available to present an overview of the Annexation Initiative and the motion to the BFM Committee.  The Whereas statements on pages 1-8 of the motion provide information on the Growth Management vision for the County, the General Fund structural budget crisis, and the work undertaken by the Executive thus far to promote annexations.  If adopted as transmitted, the motion would accomplish the following (section and page references are from the motion):

· Approve a vision statement for the Annexation Initiative, focusing on the sustainability of service provision to all residents of the County and reaffirming the County’s long-term vision as a regional and rural local service provider (Section A, pp. 8-9).

· Approve the goals of the Annexation Initiative that focus on achieving the vision through annexation of urban unincorporated areas (Section B, p. 9).

· Delineate funding for the Initiative, including the possibility of increased funding in 2005 and 2006 and issuance of bonds (Section C, pp 9-10).

· Establish allocation guidelines for Annexation Initiative funding.  The motion would allow the funds to be used by the County to support efforts to promote annexation such as public outreach or annexation studies.  In addition, the motion establishes guidelines for the transfer of incentive funds to cities who undertake annexation (Section D, pp. 10-12).

· Establish negotiating guidelines for the Executive regarding interlocal agreements with cities pertaining to annexation and the transfer of incentive funds (Section E, pp. 12).
· Approve the Annexation Initiative report (Section F, p. 13).

· Lay out 2005 work products that the Executive intends to submit for Council review that include motions describing the County’s regional and rural visions, roles, and services and the human resource challenges and plans for transition of County work force (Section G, pp. 13-14).
Policy Options

Council staff are working on a striking amendment that will be ready for the Committee’s consideration later in September.  Council and Executive staff will also be setting up briefings with individual members to get feedback and additional direction on what changes the Committee may wish to consider.  Thus far, staff have identified the following issues that the Committee may wish to address in the Striking Amendment:

· Contracting out:  The County fulfills an important role as a contract service provider to cities in the County.  The County is often able to provide high quality services at a lower cost than cities could on their own.  As currently drafted, the motion does not address this role or how it would be impacted by further annexations.

· Future funding and financing:  The motion references the possibility of further funds being allocated to the Annexation Initiative in 2005 and 2006 as well as the possibility of other financing mechanisms such as bonding or ballot measures.  Given the on-going financial challenges faced in the General Fund, the Council may wish to reserve judgment on future financing until the Executive proposes specific plans in the context of the overall budget.  The possibility of future additional funding may also create unintended incentives for cities considering annexation.

· Approval of the Annexation Initiative report:  The report presents detailed background information on fiscal issues surrounding annexations.  In some cases, the information represents particular viewpoints with which the Council may not agree.  For example, the report views the 15% of the 1% sales tax collections as a regional revenue.  Some observers view this as a local revenue that represents the dollars spent by rural residents in commercial urban areas.  The Council may not wish to endorse this particular view.

· Incorporation:  Some technical changes may need to be made to the motion to ensure that it fully includes the possibility of incorporation of areas, as well as annexation.  For example, the communities of Fairwood and North Highline are both studying the possibility of incorporation.

· Next steps in fiscal analysis:  County financial and budgeting systems are not set up to delineate expenditures and revenues of different services by geographic area.  In the past two annual proposed budgets, the Executive has presented preliminary information thus delineated and is continuing to refine this analysis.  Before the County moves forward on negotiating with cities on annexation of particular PAAs, the County will need to have much better understanding of the fiscal and service impacts associated with these areas, including both direct (e.g., Sheriff’s patrol) and indirect (e.g., Payroll Operations) service impacts.  The Council may wish to provide the Executive with further direction regarding the next steps to be taken in furthering the County’s understanding of these.
· Appropriation of funds:  Any future appropriation of incentive funds and the interlocal agreements accompanying annexation proposals will need Council approval.  The Council may wish to include guidance for the Executive on the background data and information requirements that the Council would need to make information judgments on such proposals.
· Reporting on activities:  The Council may wish to include some reporting requirements in the motion so that the Council is kept well-informed of activities and negotiations the Executive is undertaking to promote annexations.   
CHANGES TO TRANSMITTED LEGISLATION

At the Chair’s direction, staff will incorporate the changes listed above, as well as other changes that members may identify, into a Striking Amendment for the motion.  Staff anticipate that the Striking Amendment will be ready for the Committee’s action in late September.
REASONABLENESS

This item is for discussion only and not ready for Committee action.
INVITED:
· Steve Call, Director, Office of Management & Budget (OMB)
· Elissa Benson, Senior Policy Analyst & Annexation Initiative Lead, OMB
· Mike Thomas, Senior Policy Analyst, OMB

· Karen Reed, Government Relations Consultant

ATTACHMENTS:
1. Proposed Ordinance 2004-0381
2. Letter of transmittal from Executive Sims, dated July 30, 2004

3. King County’s Annexation Initiative:  A Report to the King County Council
4. Map of King County showing the Urban Growth Boundary and the 10 largest PAAs
5. 2004 Adopted Budget, Office of Management and Budget Proviso 1 







� Two of these areas (North Highline and West Hill) have not been identified in city Comprehensive Plans as areas for future annexation and, hence, are not technically “PAAs”.  We label them as such for simplicity’s sake.


� The Budget Advisory Task Force was created by the Executive in November 2002 and comprised a group of citizens from a wide variety of backgrounds.  The BATF was charged with examining the County’s General Fund programs, policies, processes, and budget and making recommendations regarding policy and operational changes that would result in appropriate cost savings or additional revenues.  The BATF issued its final report in June 2003.


� The Municipal League issued a report titled “Shortchanged:  King County’s Fiscal Crisis” in November 2003.


� The Governance Commission was created by the King County Council in 2003 and comprised a group of citizens who were charged with reconsidering the range of services provided by the County and the funding, political, and governance structures for delivery of those services.  The Governance Commission issued its final report in March 2004.
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