
[image: image1.wmf]
Metropolitan King County Council

Budget and Fiscal Management Committee

STAFF REPORT

	AGENDA ITEM:
	
	
	PREPARED BY:
	William Nogle
Paul Carlson

	ORDINANCE No.:
	2004-0145
	
	DATE:
	June 9, 2004


SUBJECT:  This Proposed Ordinance would disappropriate $11,210,000 from the Roads 2004 Capital Improvement Program (CIP) Budget and appropriate $257,000 in the Road Fund with an offsetting disappropriation of $257,000 to the Roads Construction Transfer budget.  This Proposed Ordinance responds to the loss of the Vehicle License Fee as a result of the passage of Initiative 776.

SUMMARY: 
The Council adopted as part of the 2004 Budget (Ordinance 14797) the Roads Capital Improvement Program 2004 appropriation in the amount of $49,067,000.  This program was to be funded by a transfer from the Roads Operating Fund in the amount of $29,788,813 plus other revenues (State and federal grants, growth mitigation payments, interest, sale of land, bond proceeds, etc.).  Table 1 summarizes the Roads related 2004 budgets, including the impact that this Proposed Ordinance would have.
Table 1 – Roads Related Budgets – Adopted Compared to Proposed
	Fund
	2004 Adopted Budget
	Proposed Change (Pro. Ord. 2004-0145)
	Revised 2004 Budget

	Road Fund
	$63,955,707
	$257,000
	$64,212,707

	Roads Construction Transfer*
	29,788,813
	(257,000)
	29,531,813

	Roads Capital Improvement Program
	49,067,000
	(11,210,000)
	37,857,000

	Total Roads Programs
	$142,811,520
	$(11,210,000)
	$131,601,520


*  Note that the budget “double counts” the $29.8 million Roads Construction transfer.
The Council also adopted as part of the 2004 budget process the 6-Year Roads Capital Improvement Program in the total amount of $364,169,000.
BACKGROUND: 
In November 2002, the voters of the State of Washington approved Initiative 776.  Under the terms of this initiative, motor vehicle license fees would become a flat $30.  King County since 1990 had levied the local option vehicle license fee (VLF) as permitted by RCW 82.80.020.  This add-on fee of $15 for each license issued was restricted to transportation purposes and was eliminated by I-776.  Initiative 776 initially ruled unconstitutional by King County Superior Court but was upheld on appeal by the State Supreme Court.

Because of the lateness in the year of the Supreme Court ruling, a 2004 Roads budget was approved by the Council with the knowledge that it would have to be revised.  On March 15, 2004 the Executive transmitted the Proposed Ordinance and a revised 6-Year Roads CIP.  Attachment 1 to this staff report is the Proposed Ordinance, including Attachment I to the ordinance that is a summary of the proposed changes.  Attachment 2 to this staff report is the Executive’s Transmittal Letter.
Table 2 below is a summary comparison of the adopted 6-Year Road CIP to the Proposed 6-Year CIP.

Table 2 – Summary Comparison of Adopted 6-Year Roads CIP to Proposed

	Budget
	2004
	2005
	2006
	2007
	2008
	2009
	Totals

	Adopted
	$49,067
	$92,238
	$46,924
	$60,646
	$73,396
	$41,898
	$364,169

	Proposed
	37,857
	65,890
	43,798
	59,790
	43,750
	35,088
	286,173

	Decrease
	11,210
	26,348
	3,126
	856
	29,646
	6,810
	77,996


In thousands (000)
Regional Partnership Strategy

The County in 2000 embarked on a strategy to leverage the vehicle license fee (VLF) by issuing a total of $120 million of County bonds in three $40 million installments each in the years 2002, 2004, and 2006.  The VLF would be used as a primary source for annual debt service payments on these bonds.  This strategy would enable the County to build capacity projects much sooner than would be possible on a pay-as-you-go basis.
The County issued the first bonds in 2002 in the principal amount of $38.34 million.  The debt service on these bonds amounts to approximately $3.7 million annually.  The Executive’s proposed budget for 2004 included the issuance of the second installment of $40 million, with the final $40 million to be issued in 2006.
Reshaping the 2004 and 6-Year Roads CIP
The Executive in his transmittal letter noted that the County needs to focus on its basic transportation responsibilities, i.e. maintaining and improving roads in the unincorporated areas of the County.  The County’s policy has been to consider safety and infrastructure preservation/modernization projects as the highest priorities for funding.  Based on this broad policy direction, the Executive has concluded that the most responsible reaction to the loss of the VLF is to defer major work on all road capacity projects that are not already under construction.
ANALYSIS:
Capacity Projects Deferred

The following table summarizes the changes between the adopted 2004 budget and 6-Year CIP and the Executive’s proposal as it relates to fifteen capacity projects that would be deferred to beyond 2009.
Table 3 – Summary of Changes to Capacity Projects

	
	2004
	2005
	2006
	2007
	2008
	2009
	Total

	Council Adopted
	$19,537
	$27,531
	$11,737
	$3,353
	$31,788
	$6,412
	$100,358

	Pro Ord 2004-0145
	-(1,535)
	750
	0
	844
	2,578
	2,412
	5,049

	Decrease
	(21,072)
	(26,781)
	(11,737)
	(2,509)
	(29,210)
	(4,000)
	-(95,309)


In thousands (000)

As can be seen from the above table, over $94 million of previously planned capacity project expenditures will be delayed under the Executive’s proposal over the six years, including over $21 million in 2004.  Following is a list of the fifteen capacity projects that would be substantially deferred.
100397 Woodinville-Duvall Rd (District 3)
100498 Juanita-Woodinville Way Phase II (District 1)

100799 Woodinville-Duvall Rd at Avondale Rd NE (District 3)
100992 Novelty Hill Rd (District 3)

101088 NE 132nd St/NE 128th St (District 3)

101289 SPAR – North Link (District 12)

101591 Avondale Rd Phase II (District 3)
200891 Coal Creek Parkway (District 6)
201300 SE Issaquah Bypass Rd (District 12)
201597 Issaquah-Fall City Rd Phase III (District 12)
201896 150th Ave SE (District 6)

400197 140th Ave SE at Petrovitsky Rd (Districts 6 and 9)

400698 Benson Rd SE (SR-515) at Carr Rd (Districts 5 and 6)
400898 Carr Road (District 5)

401904 456th/Warner Ave (District 9)

Reallocation of Capacity Project Funding

In summary, the $21.072 million of capacity project funding for 2004 is being reallocated by the Executive as follows:

Table 4 – Summary of Reallocation of 2004 Capacity Project Funding

	Decrease overall CIP budget 
	$ 11,210,000

	Increase funding to preservation/modernization projects
	4,230,000

	Decrease funding for safety projects
	(511,000)

	Decrease funding for other projects
	(857,000)

	Shift a portion of annexation incentive funding to 2005 
	(2,000,000)

	Delete a portion of annexation incentive funding
	(600,000)  

	Eliminate contra
	9,600,000

	Total Decrease in Capacity Project Funding
	$21,072,000


Questions Raised at April 21 BFM Committee Meeting

Committee members posed a number of questions during the April 21 briefing.  Following are the questions and answers.
Q.  The roads capital program was accelerated through the use of borrowed funds.  Has the staff done an analysis of the roads operating budget in light of these proposed  CIP reductions to see if there was a staffing-up in order to accomplish the accelerated capital program?
A.  Staff has not taken on a review of the roads operating budget.  However, staff has reviewed the roads staffing of the last several years and discussed this issue with Road Division management.  The approach taken to accomplish the accelerated capital program was to increase the budget for consultants rather than add employees, according to Roads staff.  The following graph and table illustrate that there was no significant increase in employees at the time that the accelerated capital program started or since.  Roads management did say that the operating budget would be subjected to increased scrutiny for 2005 in light of the major reduction in the 6-year capital program.
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Table 5 – Budgeted Staff and Consultants Since 1998
	Year
	FTE’s
	Total Staff
	Consultant
 Budget

	1998
	162
	178
	$1,798,000

	1999
	164
	187
	2,905,000

	2000
	163
	186
	3,120,000

	2001
	161
	178
	6,419,000

	2002
	164
	187
	5,499,000

	2003
	171
	188
	11,941,000

	2004
	170
	184
	1,671,000


Q.  As noted in the staff report for the April 21 meeting, the Executive has proposed to restore funding for the Countywide overlay project.  The Council in a policy decision reduced funding for that project from the requested $4.8 million to $2.6 million.  This is a policy decision made by the Council and it doesn’t appear that the loss of the vehicle license fee provides a basis to restore this funding.  Are there other projects where the Executive is proposing to restore funding that the Council in a policy decision reduced in the adopted 2004 budget?
A.  As Table 6 following shows, the Executive is proposing to increase the project budgets of nine Countywide projects while reducing the budget for one project.
Table 6 – Adopted and Proposed Countywide Projects
	RDCW

Project #
	Project Title
	Executive

Proposed
	Council

Adopted
	Proposed Change
	Revised

	07
	Intelligent Traffic Mgmt. (ITMS)
	$1,109
	$409
	$700
	$1,109

	09
	Fish & Habitat Restoration
	1,129
	1,016
	113
	1,129

	11
	Bridge Priority Maintenance
	761
	543
	218
	761

	14
	Project Formulation
	491
	191
	2,000
	2,191

	17
	Agreements with Other Agencies
	443
	193
	324
	517

	18
	Countywide Drainage
	873
	611
	262
	873

	19
	Countywide Signals
	1,415
	1,133
	282
	1,415

	26
	Overlay
	4,788
	2,605
	2,183
	4,788

	28
	Non-Motorized Improvements
	2,303
	1,250
	750
	2,000

	27
	Annexation Agreements
	5,600
	5,600
	(2,600)
	3,000

	
	          Totals
	$18,912
	$13,551
	$4,232
	$17,783


In 000 of $
Staff has done an analysis of the proposed changes in funding for the Countywide projects.  Following are details about each project.
RDCW 07 - Intelligent Traffic Management Systems (ITMS)

· The revised CIP would restore a total of $1 million in funding that was removed by the Council in the adopted budget.  $700,000 would be restored in 2004 with the remaining $300,000 put back in 2006 and 2007.  

· This ongoing Countywide project would provide updated signals, controllers and interconnects that would allow for improved signal timing on identified arterials.  This program involves partnering with local jurisdictions and can improve traffic flow by up to 25% without the requirement for major road construction and resultant traffic disruptions.

· The Executive’s proposed budget funded the project mainly through bond revenues.  The revised CIP includes funding from a federal grant and the local matching funds.

RDCW 09 - Fish and Habitat Restoration Project 

· The revised CIP would restore $113,000 in 2004 for this project that was removed by the council in the adopted budget.  
· This ongoing Countywide project manages the removal of obstructions that impede the safe passage of fish in waterways and complies with RCW 75.020.060 which requires fish-ways in dams or obstructions.  
· Proposed funding would come primarily from the County Road Fund.  
RDCW 11 - Bridge Priority Maintenance

· The revised CIP would restore $218,000 for this project in 2004 that was removed by the council in the adopted budget.
· This ongoing Countywide project was created to perform high priority repairs on the County’s bridge inventory.  It is needed to identify bridge problems that need to be repaired and maintained in order to prevent the bridges from further deterioration which may impact public safety.

· Proposed funding would come primarily from the County Road Fund.  
RDCW 14 - Project Formulation

· The revised CIP would add $2 million to pay the state for the costs of refunding the Vehicle License Fee (VLF) revenues that were collected after Initiative 776 passed. 

· This ongoing Countywide project was established to create sub-projects for programs that may affect the Roads CIP and to enable the Roads Division to look at the CIP as a whole and/or on a project specific basis.  

· Proposed funding would come primarily from the County Road Fund.  
RDCW 17 - Agreement with other Agencies
· The revised CIP would restore $250,000 for this project that was removed by the council in the adopted budget and add $119,000 for a total of $369,000.    

· This ongoing Countywide project provides funding for agreements with other jurisdictions for jointly shared small works projects.  The Roads Division is legally mandated to share costs with jurisdictions on a pro rata basis for improvements such as traffic signals, turn lanes, and other related improvements.  Funding for this project enables the Roads Division to work cooperatively with these jurisdictions.  

· Proposed funding would come primarily from the County Road Fund.  
RDCW 18 - C/W Drainage Project 
· The revised CIP would restore $262,000 to this project that was removed by the council in the adopted 2004 budget.  

· This ongoing Countywide project manages roadway drainage problems.  Sub-projects are created for each specific problem that is identified.  Adequate funding for this project prevents the county from being exposed to potential damage claims or lawsuits that could result from lack of maintenance.  

· Proposed funding would come primarily from the County Road Fund.  
RDCW 19 - C/W Signals
· The revised CIP would restore $282,000 that was removed by the council in the adopted 2004 budget and restore $123,000 in 2006.  

· This ongoing Countywide project reserves funding for future traffic signal improvements.  Traffic signals are needed for public safety and transportation efficiency.  Future traffic counts and accident records will be used to prioritize specific locations in future years.

· Proposed funding would come primarily from the County Road Fund.  
RDCW 26 - C/W Overlay

· The revised CIP would restore $2.183 million that was removed by the council in the adopted 2004 budget for 2004 and restore a total of $2.9 million in 2005 and 2006.
· This ongoing Countywide project includes the overlay of additional new pavement on county roads based on an assessment of a road’s current condition.  Providing timely pavement overlay extends the life span of existing roadways and is an important preventative measure.
· Proposed funding would come primarily from the County Road Fund.
· The Executive’s proposed 2004 budget included $4,788,000 for RDCW26 – the Countywide (pavement) Overlay project.  Periodic asphalt overlay paving preserves roadways and maximizes their useful lives.  Each year, Roads schedules certain roads for overlay based on the age and condition of the pavement.  The Executive-proposed 6-year CIP included over $40.7 million for overlay work.  The Council decreased the 2004 appropriation by $2,605,000, the 2006 allocation by $1.5 million and the 2007 allocation by $1.4 million.

· The revised CIP would restore all funding and allocations for the overlay program to the amounts in the proposed budget.  The Executive argues that this program is “critical in maintaining the structural integrity of our roadways far into the future.  This is a case of paying a little now or paying a lot more at that point in the future when long stretches of heavily used roadways begin to crumble.”  

· Overlays extend the life of roadways but if not done timely, the roadway must be rebuilt, including the base on which the pavement is laid.  The cost of major reconstruction exceeds the cost of timely overlays over the long term.

RDCW 27 - Roads Related Annexation Incentives
· The Executive’s 2004 budget included an annexation incentive reserve of $5.6 million in the Roads CIP.  The purpose of this reserve was to provide at least a partial means for cities to finance the transition of unincorporated urban to city rule.  The Council adopted CIP includes the $5.6 million.

· The revised CIP would reduce this reserve to $3 million in 2004 and move $2 million of the reserve to 2005.  Thus, of the original $5.6 million, $3 million would be appropriated in 2004, $2 million would then be appropriated in 2005.  Of the remaining $600,000, $350,000 has been reprogrammed to the Norman Bridge project and the other $250,000 would be eliminated.

· Proposed funding would come primarily from the County Road Fund.  
RDCW 28 - Non-Motorized Improvements 

· The revise CIP would partially restore funding ($750,000) in 2004 for this project that was removed when the council adopted the budget and further restore funding ($303,000) in 2006.
· This Countywide project combines three other Countywide projects such as the School Pathways program – which provides safe pathways for children through joint partnerships with school districts; the Pedestrian Safety & Mobility program – which provides safety and mobility improvements for pedestrians along country roads; and the Neighborhood Road Enhancement program – which provides for pedestrian facilities and traffic calming projects  as determined by consensus of the community associations and councils in older unincorporated neighborhoods.  
Q.  With regard to proposed changes in the bond program, are the projects to be funded from the reduced bond issue of $19 million projects that would have been funded from the originally proposed $40 million of bonds?
A.  The adopted CIP's $80 million in additional bonding included funds for capacity expansion projects which are proposed to be deferred in the revised CIP, as well as some bridges.  The revised CIP's $19 million bond program is proposed to fund rural bridge replacement projects.  All of these projects are in the adopted CIP but only two were to be funded with bond proceeds.  Two projects receive bond funding in both versions of the CIP.  The adopted CIP included $6,840,000 in bond revenues for the Mount Si Bridge #2550A (CIP #200994) and $3,790,000 in bond revenues for the Patterson Bridge #180L (CIP #200108).  The revised CIP includes $9,520,000 in bond revenues for the Mount Si Bridge and $60,000 in bond revenues for the Patterson Bridge.

Table 7 – Allocation of Bond Proceeds – Adopted vs. Proposed

	Project
	Description
	Adopted CIP
	Executive Revised
	Adopted vs Revised

	00389
	NE 124th St
	$750,000 
	               -   
	$750,000 

	100799
	Woodinville-Duvall Rd@ Avondale
	5,250,000 
	               -   
	5,250,000 

	100992
	Novelty Hill Road
	21,400,000 
	               -   
	21,400,000 

	101088
	NE 132nd St/NE 128th St
	2,950,000 
	               -   
	2,950,000 

	101289
	SPAR - North Link
	 (750,000)
	               -   
	 (750,000)

	101591
	Avondale Rd Ph II
	900,000 
	               -   
	900,000 

	200108
	Patterson Creek Bridge
	3,790,000 
	$60,000 
	3,730,000 

	200200
	Harris Creek Bridge
	                   -   
	810,000 
	 (810,000)

	200208
	Bandaret Bridge
	                   -   
	100,000 
	 (100,000)

	200294
	Meadowbrook Bridge
	                   -   
	450,000 
	 (450,000)

	200308
	May Creek Bridge
	                   -   
	240,000 
	 (240,000)

	200394
	Tolt Bridge
	                   -   
	6,670,000 
	(6,670,000)

	200604
	Wagner's Bridge
	                   -   
	450,000 
	 (450,000)

	200891
	Coal Creek Parkway
	1,065,000 
	               -   
	1,065,000 

	200994
	Mt Si Bridge
	6,840,000 
	9,520,000 
	(2,680,000)

	202004
	Norman Bridge
	                   -   
	700,000 
	 (700,000)

	300197
	South Park Bridge # 3179
	10,000,000 
	               -   
	10,000,000 

	400197
	140th Ave SE @ Petrovitsky
	5,850,000 
	               -   
	5,850,000 

	400301
	SE 208th St @ 105th Pl SE
	      1,150,000 
	               -   
	  1,150,000 

	400400
	Petrovitsky ITS
	         850,000 
	               -   
	     850,000 

	400698
	Benson Road SE @ CARR Rd
	      7,370,000 
	               -   
	  7,370,000 

	400898
	Carr Road
	     1,050,000 
	               -   
	  1,050,000 

	401288
	Elliott Bridge # 3166 w/ approaches
	      1,300,000 
	               -   
	  1,300,000 

	999386
	Cost Model
	     5,635,000 
	               -   
	  5,635,000 

	RDCW07
	ITMS
	     4,600,000 
	               -   
	  4,600,000 

	
	           Totals
	 $80,000,000 
	$19,000,000 
	$61,000,000 


The Executive has proposed to fund bridges with bond proceeds so that this source of funding is directed to the highest priority categories, namely preservation/ modernization and traffic and pedestrian safety.
Q.  The Executive is proposing to increase the payment from the Road Fund to the Current Expense Fund for traffic policing by the Sheriff.  This would cover the cost of the debt service that we are paying on the Galer Street bonds as a result of an agreement with the City of Seattle back in 1996.  Traffic policing is a purpose that is permitted for diversion of road funds.  However, is there a sufficient level of actual expenditures by the CX fund for traffic policing to support this increase?  If so, are there any other issues that should be analyzed with regard to increasing this diversion?
A.  The Prosecuting Attorney was asked to review this portion of the Executive’s proposal.  Their review indicates that this would be in compliance with State law and the rules of the County Road Administration Board (CRAB) as long as actual expenditures for traffic enforcement equal or exceed the amount of road taxes diverted to the Current Expense Fund for this purpose.  Road Division staff has stated that traffic enforcement expenditures by the Sheriff would substantially exceed the taxes diverted.  The County should provide an amended road levy certification to CRAB, according to the Prosecutor.
Q.  Initiative 776 was not approved by a majority of the voters in King County.  Regardless of that fact, the initiative was approved and the vehicle license fee was lost as a result.  We need to look very seriously at all of our options to replace this funding source.
A.  There are a number of funding options that staff have identified to replace, at least in part, the vehicle license fee.  The following table lists these options and the pros and cons of each from either a policy standpoint or an economic standpoint or both.

Table 8 – Funding Options

	Description
	Approximate Amount
	Pros
	Cons

	Decrease diversion to Sheriff for traffic policing
	$3 mill/year
	· Could support about $23 mill in bond debt service
	· Without a corres-ponding cut in Sheriff’s budget, this would increase an estimated $20 mill. 2005 CX shortfall 

	Operating budget reductions
	Policy decision
	· Could support continuation of bond program to fund capacity projects
	· May damage road maintenance program, leading to higher maintenance costs long term

	Reduce annexation initiative
	$5.6 mill in 2004 adopted budget ($5 mill in the revised CIP)
	· Could support a limited number of capacity or safety projects in 2004
	· This is one-time money only rather than a continuing project
· Elimination of this incentive would not be supportive of the Executive’s annexation initiative

	Restore heavily grant or MPS-funded projects
	Up to $22 mill.
	· State and federal grants and MPS fees amounting to over $22 mill would be retained
	· Would still have to identify local funding for these projects

	Maintain Countywide project cuts as identified in adopted 2004 budget
	$4.2 mill. (IN 2004 ONLY)
	· Maintains policy decision by Council to reduce funding for these projects
	· There may be legal or policy impacts that need to be addressed

	Use real estate excise tax
	$1-4 million annually
	· Transportation is a permitted use of REET under State law
· Could support continuation of at least part of bond program
	· Would require Council policy change (KCC) from using REET 2 for parks rehabilitation and development
· $1.15 million committed to Parks FTE’s in 2004

	Local option gas tax – up to 2.8 ¢ per gallon available
	Approximately $7 mill. per year
	· Would more than replace local option vehicle license fee
	· Not available if used by the Regional Transportation Improvement District
· Requires voter approval – not likely for 2004 ballot

	Use “banked capacity” for Roads property tax levy in 2005
	About $3.7 mill in 2005 and $500,000 in 2006

	· Could support additional capital expenditures in 2005 and 2006  
	· By 2007, all banked capacity is expected to be used up  

	Seek new funding source from Legislature – gas tax or other source
	Unknown
	· Depending on source, could completely replace VLF

· Could support continuation of accelerated CIP
	· Would not be available for 2004 or 2005




Q.  The County issued bonds in 2002 and has been using the VLF to pay the debt service of about $3.7 million per year.  The plan was to issue $40 million more of bonds in 2004 and $40 million in 2006.  The VLF would not be sufficient to pay debt service on all of the additional bonds.  What revenue source would have been used to make up the difference?
A.  The plan was to cover the debt service over and above the VLF from the road levy, gas tax and other Road Fund revenues.  With the loss of the VLF, the road levy and gas tax will have to take the place of the VLF as the source for debt service on the 2002 bonds.  This will make it necessary to increase the transfer from the Road Fund to the CIP thus either reducing funding for maintenance and operations or requiring cuts in the CIP in future years.
Q.  The proposed new CIP includes $2 million for administration of the program to refund 2003 collections of the VLF.  Is this a hard number?

A.  This estimate is based on preliminary talks with the Department of Licensing.  Not all decisions have been made yet by the court so the refunds cannot be made just yet.  The Department of Licensing provided an estimate of $1.25 per $15 refund with the need for them to issue approximately 1.8 million checks.  The DOL was keeping 30¢ per $15 fee as their administrative fee and they have agreed to forego this on the 2003 collections that they have been holding in escrow.  No final cost estimate can be made until the court has completed their instructions.
Q.  With regard to 400698 Benson Road SE (SR-515) at Carr Road, the Executive proposes to delay right-of-way acquisition until after 2009.  What does this do to the cost of the right-of-way?

A.  While the general rate of inflation has been roughly 3% for the last three years, the cost of real estate in King County has been running at from 4.3% to 5.1% in annual increases for 2001-2003.  It is difficult to generalize because the real estate market has varied widely from one geographic area to another.  For example, parts of West Seattle saw price increases of nearly 15% in 2002 while the County average was a 5.1% increase that year.  If the trend of the past three years continues, the cost of right-of-way for all projects may increase by more than the general inflation rate with certain areas likely increasing in cost at substantially more than the general rate of inflation.
Q.  With regard to bridges, we get 80% federal funding.  Does the proposed CIP take this into account?
A.  The revised CIP reflects the amounts the County is likely to receive from the Bridge Replacement Advisory Committee (BRAC), the body that awards federal funding for bridge projects.  While federal funding for bridges can be as high as 80%, this applies only to the costs that are eligible.  Eligible costs include the bridge itself and the approaches.  Such costs as right-of-way or realignment are not eligible.  In addition, approach costs are limited to 15% of the total project cost.  On projects costing over $10 million, federal funding is limited to 50%  Road staff cited four example projects where federal reimbursement ranged from 51% to 66% of total project costs.
Q.  There is a projected loss of mitigation fees over the 6 years of the CIP.  How can we avoid losing these revenues?
A.  Roads does not anticipate having to refund any MPS fees previously collected.  As the CIP is reduced, however, mitigation fees would be reduced as well because not building some projects would mean concurrency would not be met on some projects that may otherwise go forward.
Q.  What is the lump sum loss of capacity in terms of trips per day as a result of delaying the capacity projects?

A.  It is impossible to provide a meaningful answer to this question.  Certain routes will accommodate an increased number of trips even if the capacity projects are delayed.  However, the trips will be longer in duration as congestion increases.  Also, construction of certain projects may cause shifts from other routes, thus increasing trips on newly constructed roadway expansions.
2004 Budget Expenditure Restriction
Thirteen projects were included in a 2004 budget expenditure restriction.  The intent of the Council with regard to these projects was that they would be funded in the Executive’s revised CIP.  The Executive has proposed no changes from the adopted CIP for the following projects:
Table 9 – Expenditure Restriction Projects Funded

	Project Number
	Description
	2004 Appropriation

	100103
	NE 124th St Road Raising Project
	$50,000

	100303
	Goat Hill Access and Safety
	66,000

	101704
	Finn Hill Transportation Access
	46,000

	300104
	Green River Bridge #3216
	37,000

	300599
	Des Moines Memorial Drive
	2,151,000

	301204
	S 296th at 51st Ave SE
	129,000

	301304
	SE 320th St at 124th Ave SE
	129,000

	401104
	SE 128th St at 196th Ave SE
	207,000


However, there are proposed funding changes to the other projects listed in the expenditure restriction.  An analysis of these projects was included in the April 21 staff report.  Table 10 below shows the adopted 2004 funding and the proposed funding in Proposed Ordinance 2004-0145.
Table 10 – Proposed Funding Reductions for Expenditure Restriction Projects
	Proj #
	Project Description
	Council

District
	Adopted 2004 Budget
	Proposed

2004 Funding
	Change

	200804
	Newport Way Sidewalks
	6
	$520,000
	$0
	$(520,000)

	201101
	NE 124th at W. Snoqualmie Valley
	3
	1,378,000
	0
	(1,378,000)

	201597
	Issaquah-Fall City Rd – Phase II
	12
	1,100,000
	0
	(1,100,000)

	201896
	150th Ave SE
	6
	780,000
	0
	(780,000)

	300802
	West Hill/Renton Ave S
	5
	1,250,000
	0
	(1,250,000)

	
	   Totals
	
	$5,028,000
	$0
	$(5,028,000)


Economic Impact of Delay of Capacity Projects

The largest of the capacity projects that would be delayed under this Proposed Ordinance is 100992 Novelty Hill Road.  Over the 6-year plan, the budget for this project was $40.6 million.  The project would widen Novelty Hill Road from the Redmond city limits to the several new housing developments.  These are Urban Planned Developments (UPD’s) and include Redmond Ridge. Trilogy at Redmond Ridge, and Redmond Ridge East.  
According to a report prepared for Quadrant by Financial Consulting Solutions Group, Inc. (FCS Group), further development of Redmond Ridge and Trilogy would stop in 2005 and development of Redmond Ridge East would not proceed.  About 1,350 single family houses and 830 multi-family housing units, 140,000 square feet of commercial space, and 1.2 million square feet of office space “might not be developed as planned.”

The FCS Group identified one-time revenues, such as sales taxes on construction and real estate excise tax revenues from land and home sales, that the County would not receive until development occurs.  In addition, for each year that development is delayed, the County would lose the increased property tax revenue from the developed properties and the sales tax revenue from retail establishments.

· Lost Property Tax Revenue.  Quadrant claims that between 2006 and 2010 new residential and commercial developments will generate $9 million in property taxes for the County above the amount of property tax due on the undeveloped land.  After 2010, annual property taxes are estimated to be $3.2 million per year - $1.4 million in general County taxes and $1.8 million for the Road Levy.  This estimate is derived by taking the County’s 2004 tax rate and assuming a one percent annual increase.  Analysis:  The way the property tax system works, the levy each year is limited to a 1% increase over the prior year plus new construction.  The Redmond Ridge developments are in unincorporated King County.  Thus, new construction would generate taxes for both the CX fund and the Road fund.  There is no question that developed property will generate substantially higher property taxes than undeveloped property.  To estimate the increased property tax revenue for these developments, FCS Group used the sale price of housing and the value of commercial and office space as the assessed value for calculating property taxes.  The analysis also assumes that property tax revenue increases by 1% per year.  These assumptions may overstate the initial assessed value of an individual house and understate its assessment in later years.  It is also unclear how property taxes will be affected by the interplay of higher assessed values and tax rates that decline as total assessed value increases by more than 1% per year.  That said, these figures appear to be reasonable estimates of the increased property tax revenue resulting from the developments.

· Lost One-Time Sales Tax Revenues.  Quadrant claims that completion of infrastructure for the developments would generate sales taxes of some $4.4 million for King County government, including sales taxes for Metro Transit.  Analysis:  King County levies a total of 1.9% in sales taxes in unincorporated King County.  A general tax of 1% goes to the CX fund.  A 1/10 of 1% sales tax (levied jointly with cities) is devoted to Criminal Justice.  And, .8% accrues to Metro Transit.  While it is impossible to say how much sales tax would be generated for King County over the years 2005-2010, the analysis done by Quadrant appears to be a reasonable estimate.
· Lost Recurring Sales Tax Revenues.  The Quadrant analysis indicates that business activity in the commercial and retail spaces that are included within the UPD’s would generate sales taxes for the County amounting to $1.9 million over the years 2005-2010.  If these commercial and retail businesses do not open because the developments cannot be completed, any sales taxes that would have been generated would be lost.  Quadrant estimates annual sales taxes to the County after all retail and commercial development is completed at $460,000 annually.  Analysis:  Again, it is impossible to predict how much retail activity new businesses within the Redmond Ridge developments would generate.  Staff reviewed Quadrant’s calculations and concluded that the estimates are reasonable.

· Lost Real Estate Excise Tax Revenues.  Sales of land and residential units within the UPDs would general $4.3 million in real estate excise taxes for the County over the years 2005 to 2010.  This figure is based on a .5% tax on the estimated value of land sales to developers and the initial sale of each home to its tax first owner.  A previous estimate that $4.4 million would be generated has been revised downward based on the conclusion that some commercial land would probably not be sold.  Analysis:  The County levies real estate excise taxes of .5% on sales of real estate in unincorporated King County.  If sales do not occur, no taxes are generated.  The Quadrant estimate is based on a value of $880 million of properties.  The analysis assumes that land sales to developers would generate approximately $697,000, that single-family homes would sell for an average $400,000-410,000, that multi-family homes in the Trilogy development would sell for an average of $205,000, and that multi-family homes in Redmond Ridge East would sell for an average of $245,000.  Based on the known information, the Quadrant analysis appears to be reasonable.
· Lost MPS Fees.  Quadrant notes that an additional $6.4 million in MPS fees would be generated by the completion of the developments.  Analysis: The revised Roads CIP assumes a multi-million dollar net reduction in MPS revenue for Novelty Hill Road and nearby projects during 2004-2009.  The Quadrant estimate appears to be reasonable subject to more in-depth review.
· Lost SWM Fees.  If the developments do not move ahead as scheduled, the County’s Surface and Stormwater Management program would not collect over $550,000 over the years 2005-2010.  Analysis:  Quadrant’s estimate appears to be reasonable.

Alternative Funding of Novelty Hill Road Project

The Executive has provided the staff with an alternative CIP proposal that would keep construction of the Novelty Hill Road improvements within the 6-Year Plan.  Under this alternative proposal, there would be no change in the 2004 appropriation of $724,000 and the 2005 appropriation of $750,000.  For 2008, an additional $13,297,000 would be added to the project for design, engineering, and right-of-way acquisition.  In 2009, another $19,233,000 would be added to the project for construction.  The restored funding – a total of $32,520,000 – would allow completion of a project segment that would enable Quadrant to proceed with the additional developments.

The Executive proposes to fund the additional $32.5 million expenditures by issuing $24.1 million in bonds and obtaining $9.5 million in federal and TIB grants.  The bond interest payments would be $1,934,000 per year for 20 years, starting in 2009.  The revised CIP already includes debt payments on the bonds sold in 2002 and the debt service on $19 million in bonds proposed to be issued for bridge replacement projects.  These commitments result in an annual debt payment of $6,158,000 in 2006-2015 plus a final $3.7 million payment in 2016.  With the additional $1,934,000 per year from Novelty Hill Road bonds, debt service would increase to about $8.1 million per year in 2009-2015, $5.6 million in 2016, and $1,934,000 per year in 2017-2029.
In evaluating this 20-year commitment of revenue to debt payments, it is important to consider the impact if Road revenues decline.  Some factors that could reduce Road revenues are:  annexation of urban unincorporated areas, passage of Initiative 864 with its 25% reduction in the Road Levy, and possible incorporation/annexation of the UPD itself at some future date.  Staff is evaluating the impact of potential revenue reductions on the Executive’s Novelty Hill Road financing proposal.
Legal Issues

The Roads 6-Year CIP is a planning tool.  There is no legal obligation created on the County to build any particular project that is included in the adopted CIP.  As conditions change, such as has been experienced with the loss of the vehicle license fee, the County Council has the authority to revise the CIP.
Similarly, there has been no legal commitment made by the County in an Urban Planned Development (UPD) agreement to build any particular project.  Obligations have been placed on the developer but not on the County.
These are conclusions reached by the Prosecuting Attorney in a review of the provisions of the proposed ordinance.

Next Steps
The purpose of this staff report is to provide background and overview information on the Proposed Ordinance in addition to that provided at the April 21 meeting.  In addition, staff has provided herein answers to questions and issues raised by members at that meeting.  The next step is for staff to prepare any necessary amendments to the Proposed Ordinance so that these amendments may be discussed at a subsequent committee meeting and the committee can take action.
ATTACHMENTS:
 

1. Proposed Ordinance 2004-0145
2. Executive Letter of Transmittal, dated March 15, 2004

3. Fiscal Note

4. Staff Report, April 21, 2004

INVITED:
Harold Taniguchi, Director, Department of Transportation
Linda Dougherty, Director, Road Services Division

Jennifer Lindwall, CIP and Planning Manager, Road Services Division
Steve Call, Director, Office of Management and Budget

Hayley Gamble, Budget Analyst, Office of Management and Budget
This legislation was discussed at the BFM Committee meeting on April 21, 2004.  No action was taken by the Committee at that time.








� This project has been completed.
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Sheet1

		Staff Growth:

		Year		Bud FTE		Bud TLT		Total Budgeted Staff		Staff Level		Vac FTE		Vac TLT				FTE		Total Staff				Net Vac FTE

		1990		87.5				87.5		87.5						1990		87.5		87.5

		1991		113.0				113.0		113.0						1991		113.0		113.0

		1992		130.5				130.5		130.5						1992		130.5		130.5

		1993		155.5				155.5		155.5						1993		155.5		155.5

		1994		155.5				155.5		155.5						1994		155.5		155.5

		1995		149.5				149.5		149.5						1995		149.5		149.5

		1996		150.0				150.0		150.0						1996		150.0		150.0

		1997		146.0				146.0		146.0						1997		146.0		146.0

		1998		162.0		16.0		178.0		163.0		7.0		8.0		1998		162.0		178.0		1798		171.0

		1999		164.0		23.0		187.0		161.0		15.0		11.0		1999		164.0		187.0		2905		172.0

		2000		163.0		23.0		186.0		153.0		19.0		14.0		2000		163.0		186.0		3120		167.0

		2001		161.0		17.0		178.0		158.0		13.0		7.0		2001		161.0		178.0		6419		165.0

		2002		164.0		23.0		187.0		163.0		11.0		13.0		2002		164.0		187.0		5499		176.0

		2003		171.0		17.0		188.0		177.0		7.0		4.0		2003		171.0		188.0		11941		181.0

		2004		170.0		14.0		184.0		168.0		11.0		5.0		2004		170.0		184.0		1671		173.0		170.0		184.0		168.0

		2005		170.0		12.0		182.0		167.0		11.0		4.0		2005		170.0		182.0				171.0		170.0		182.0		167.0

		2006		170.0		5.0		175.0		164.0		11.0		0.0		2006		170.0		175.0				164.0		170.0		175.0		164.0

		2007		170.0		0.0		170.0		159.0		11.0		0.0		2007		170.0		170.0				159.0		170.0		170.0		159.0

		1998		1798		500

		1999		2905		1267

		2000		3120		2329

		2001		6419		486

		2002		5499		1383

		2003		11941		582

		2004		1671		75
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