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SUBJECT:  A review of the status of the Road Levy and bonding assumptions for the Roads Capital Improvement Program (CIP).  The 2007-2012 Roads CIP increased the assumed future year bonding from $20 million to $81 million.
BACKGROUND:

Additional Bonding for Road Projects – the 2007-2012 Roads CIP includes a $61 million increase in bond revenue in 2008-2012, primarily for three seawall/road preservation projects on Vashon Island and rehabilitation of maintenance buildings.  The new bond revenue, added to $20 million already assumed in the current CIP, brings total bond proceeds in 2008-2012 to $81 million.  During the 2007 budget deliberations, the Council reviewed the assumptions that underlie the expanded bonding proposal.  Today’s agenda item is an update of this review.
Bonding History – In 2002, the County sold about $40 million of bonds for road projects, with annual debt service of approximately $3.7 million in 2003-2016.  This annual payment is still part of the CIP (CIP project #800201).
When the first bonds were sold in 2002, it was assumed that another $80 million in bonds would be issued in 2004 and 2006.  These plans were scaled back following passage of I-776, which eliminated the County’s Vehicle License Fee (VLF) revenue and led to a massive reduction of the Roads CIP.  Additional bond revenue was retained for the Novelty Hill Road project (CIP #100992) and has remained in successive CIPs.  In the 2007-2012 CIP, the bond revenue share of Novelty Hill Road project funding is $23.4 million.

During Council review of the 2006-2011 CIP, the Budget Office and the Road Services Division stated their intent to develop a Roads debt policy including an analysis of bonding capacity.  The policy was to consider the long term fiscal effects associated with the Annexation Initiative.  This debt policy informs the 2007-2012 Roads CIP although it was not developed in time for Council review prior to transmittal of the 2007 budget.
Analysis of Bonding Capacity – Here is a description of the bonding capacity analysis for the 2007 budget request for an additional $61 million in bond revenues.  The Council staff prepared this description based on information provided by the Budget Office and the Road Services Division, but which was not part of the formal 2007 budget request.

Because 20-year bond interest payments will continue out until the early 2030s, a fundamental premise of the bonding proposal is that it should be sustainable during an extended period when the rural area is the only source of Road funds.  This is also one basis for a policy decision by the Executive that only rural projects should be funded, so that rural residents will not end up paying for projects that have been annexed into cities.  It is also a starting point for the analysis of debt capacity:  The rural-only road district must be able to make the interest payments and there must be enough funding left over for other road operating and capital needs.  Even if the annexation process is not complete by 2013, eventually the rural-only road district will likely be responsible for the annual interest payments. 

The Roads Financial Director estimated the impact of annexation/incorporations on Road Levy revenue and gas tax distributions from the state, as well as the reduced costs of maintenance expenditures, to calculate a 2013 post-annexation Roads baseline operations budget.  The Roads analysis assumes that there will be some savings as annexation/incorporation reduces the Division’s road maintenance, traffic operations, and Stormwater Utility (SWU) fee payments.  With the entire urban area annexed or incorporated, these savings are projected to comprise a small portion of the operating budget, less than 10% of the operating base budget.  The traffic enforcement transfer to the King County Sheriff’s Office is assumed to remain at about $3.4 million per year regardless of the size of the area served by the Sheriff’s Office.

Given these assumptions about the revenue available to Roads and the size of the operating budget, the estimate is that a 2013 and future year CIP contribution will be about $39 million.  Looking at expenditures in recent years, the Roads staff estimates that about $25.6 million of that amount would be required to maintain existing investment patterns.  This leaves a balance of $13.4 million.

The analysis assumes that a coverage ratio of 1.25 is appropriate for Roads debt.  Applying this ratio to the $13.4 million, about $10.7 million per year would be available for debt service.  The Executive’s proposal assumes annual debt payments of $10.8 million in 2013-2016, dropping to $6.7 million in 2017-2021 and $6.5 million in 2022-2029.  Starting in 2016, in theory, some additional bond revenue could be realized.

Proposed Investments – the Executive proposes to spend the additional bond proceeds on the following projects:

	Project
	CIP #
	Amount
	Timing

	Novelty Hill Road
	100992
	$3,400,000*
	2007-2009

	Dockton Road – North
	300111
	$15,310,000
	2009-2011

	Dockton Road – South
	300208
	$15,860,000
	2008-2010

	Vashon Highway
	300310
	$17,068,000
	2010-2012

	Renton Facility Rehabilitation
	400308
	$8,770,000
	2008-2012

	Renton Complex Fire Alarm
	400507
	$731,000
	2008

	Total
	
	$61,139,000
	


*In addition to $20 million already assumed in the current budget.

Prioritization Process – According to Roads staff, the decision to fund these projects is based on the need to fund preservation projects such as the seawalls, the anticipated useful life of the projects once completed, and their relative inability to compete for grant funds.

Bond Payment Stream – Table 2 shows the bond payment streams associated with the original 2002 bonds and the additional projects proposed for bonding.  The last two columns show the total annual debt service payments and the cumulative debt service payments.  In 2013-2016, total payments are about $10.8 million per year.
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-
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-
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1,272,647
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-

             

 

-
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-

             

 

-
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-
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-
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-
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-

                

 

-

             

 

-
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-

             

 

-
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-

                

 

-

             

 

-

                   

 

-
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-

             

 

-
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-

                

 

-

             

 

-

                   

 

-

               

 

-
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-

             

 

-
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196,658,877

 

 

Totals

51,760,527

    

 

16,037,238

 

39,431,217

      

 

26,725,587

  

 

25,801,587

   

 

28,761,180

   

 

4,271,494

  

 

3,870,047

      

 

196,658,877

  

 

2016

2029

2030

2031

2032

2033

2021

2015


Road Levy revenue implications – the 2007 budget increased the Road Levy by 1% plus new construction, the Initiative 747 limit.   The Executive and Council made a policy choice to keep within the I-747 limit and this policy is reflected in the out years of the Roads financial plan.

Other property tax limitations could affect the Road Levy in future years:  The Road Levy has a statutory maximum of $2.25 per $1,000 of Assessed Value (AV).  Most local government property taxes are limited to $5.90 per $1,000 of AV, with the Road Levy included in this total.  The Road District is one of the senior taxing districts.  The State Constitution limits all property taxes to a maximum of 1% of assessed value (a $10 limit per $1,000 of AV).
The debt policy assumes that the County will use all available Road Levy capacity available under the Initiative 747 limits and potentially all revenue available under the statutory maximum of $2.25 per $1,000 of AV.
For most taxing districts, I-747 results in a steady decline in the property tax rate per $1,000 of AV.  The County Road District is somewhat unusual in that its size decreases when urban unincorporated areas annex or incorporate.  With sufficient annexations and incorporations, fewer parcels are subject to the Road Levy and the maximum statutory limit of $2.25 per $1,000 of AV can be reached in just a few years.  Absent new funding sources or program reductions, the County would have to commit to this Road Levy rate at least until the bonds are paid off.  If additional bonds are issued in the middle of the next decade, the commitment to the tax level would have to remain in effect even longer.  A slower pace of annexations and incorporations would allow for a lower property tax rate per $1,000 of AV, but would not appear to increase the amount of revenue.
For 2007, the levy rate is estimated to be $1.79 per $1,000 of assessed value.  In 2008, the levy rate is estimated to drop slightly, to $1.78 per $1,000.  Financial plan documents show continued declines in the levy rate, but these could be offset by the impact of annexations and incorporations.

Other Revenue Sources – the current draft of the Regional Transportation Investment District (RTID) proposal includes $110 million for the County’s South Park Bridge project (CIP #300197).  If approved by the voters, this funding would be a welcome contribution to the costs of that project, but it would not free up Roads CIP funding because it would not supplant any funds in the CIP.

Additional revenue for the Roads CIP could come from a variety of sources, including:

(1) New grant funding;

(2) Voter-approved taxes including a local option gas tax of up to 10 percent of the state gas tax and Transportation Benefit District taxes;
(3) A Council-approved Vehicle License Fee (VLF) of up to $20 annually as authorized by the State Legislature in 2007 through passage of ESHB 1858;

(4) Reduction in operating expenditures, surface water management, or traffic enforcement expenditures;

(5) A policy decision to fund road projects with other eligible revenues;

(6) Creation of Local Improvement Districts (LIDs), Road Improvement Districts (RIDs), or Service Benefit Districts for specific projects.

Debt Policy Risks –As noted during the 2007 budget review, full implementation of the bond debt assumptions in the 2007-2012 CIP carries a number of risks:

· The County would have limited flexibility to fund other capital priorities at least until 2016, unless other revenue sources are identified.

· The County would have limited options if operations expenses increased more than the financial analysis assumes.

· The County would have limited options if any of the projected revenue sources is jeopardized.

Comparing these risks and the benefits of bonding to complete projects is one more in the series of road funding challenges that the County has faced in the post-Initiative 776 era.
ATTENDING:

Linda Dougherty, Manager, Road Services Division

Jennifer Lindwall, CIP Manager, Road Services Division
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