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August 19, 2008

The Honorable Julia Patterson

Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Patterson:

The enclosed ordinance makes disappropriations to the budgets of multiple county agencies in response to the annexations of the Lea Hill and West Hill Potential Annexation Areas (PAAs) to the city of Auburn, effective January 1, 2008, and of the Benson Hill Communities to the city of Renton, effective March 31.  These disappropriations are in compliance with the Growth Management Act and King County’s policies regarding the Annexation Initiative (AI).  In particular, Motion 12018, approved by the King County Council in 2004 stated: 
[T]he council and the executive recognize that the success of the annexation initiative depends, in part, on achieving budget savings by making necessary budget reductions in the direct services impacted by an annexation or incorporation and in overhead services to reflect a smaller county government.

This motion further states that, “unless we reduce local urban service budgets as areas annex and service responsibilities transfer to cities, we reap no fiscal benefit from the annexation and in fact, our fiscal situation becomes worse.”  The transmittal letters sent with the Interlocal Agreements (Ordinances 15665 and 16002) for these areas also noted the difficult reality facing the county as the majority of General Fund (GF) direct services provided to the urban unincorporated areas are in the criminal justice agencies.
The efforts of the residents, cities, and the Annexation Initiative resulted in voters in the Auburn Lea Hill PAA, the Auburn West Hill annexation area, and a significant portion of the Fairwood PAA known as the Benson Hill Communities choosing to become part of a city through elections in August and November 2007.  It is now imperative that we begin making those difficult decisions that the taxpayers expect of us; reducing expenditures in response to the transition of urban services from the county to cities.  

Direct service expenditure reductions associated with the Auburn annexations were made in the 2008 Adopted Budget for the Department of Development and Environmental Services (DDES), Road Services Division (RSD), the King County Sheriff’s Office, and the Water and Land Resources Division (WLRD); however, the reduction amount did not equal foregone revenues.  The enclosed disappropriation ordinance makes reductions to meet the revenue loss, over and above direct service reductions for the Auburn annexations, as well as direct and non-direct service reductions for the Benson Hill annexation.  
The Auburn and Renton annexations mark the success of the Annexation Initiative in meeting state and county goals to transition residents in urban unincorporated areas to cities.  As a result of these annexations, 31,500 people are now residents of cities, which will provide them with a higher level of services than the county is able to provide due to the nature of its taxing authority.  In order to realize the benefits and goals of the AI, annexations must be fiscally neutral—expenditure reductions must meet revenue losses.  Given the overall state of the General Fund and other county funds, revenue losses cannot be absorbed, making the identified reductions a necessary step in our collective efforts to meet the fiscal challenges we face. 

The goal of this disappropriation ordinance is to achieve fiscal neutrality for all county funds affected by the 2008 annexations in accordance with stated county policy, within the next three years.  As revenues generated in the annexation areas are no longer collected by the county, commensurate reductions in expenditures must occur to maintain the county’s fiscal integrity.  In the affected non-General Funds (DDES, Parks and Recreation Division, RSD, and WLRD) the direct local service reductions are less than half of the revenue loss and additional general reductions have been identified.  For General Fund agencies, direct service reductions are the largest portion of the disappropriations and although they are sizeable, they are not sufficient to fully match the revenue loss.  As a result, the Office of Management and Budget (OMB) developed a methodology to allocate the general reductions equitably among the General Fund agencies that provide local services in the unincorporated area.  In recognition of the fact that there are limited workload reductions associated with the 2008 annexations, agencies will have to find efficiencies within existing programs to meet the disappropriations.  
In order of magnitude, the details of the impact of the disappropriation on the various county funds are as follows:

Road Services Division (RSD), ($2,020,838) and (2.49) FTEs
The Road Services Division experiences the greatest revenue loss of all county funds for both the Auburn and Renton Annexations.  RSD identified $2,423,293 in revenue losses as a result of the Auburn annexations.  The annexation transferred 53.9 road miles to Auburn and resulted in reductions of $512,963 in direct operational expenditures and 4.0 FTEs.  The remaining revenue loss was offset by other operational savings and a reduction in the transfer to the Capital Improvement Program.
The disappropriation ordinance for Benson Hill reduces the RSD operating and CIP budgets by $2,020,838.   The loss of revenue in is 2008 is $1,986,055.
  The operating budget reduction is $520,838 and 3.00 FTEs, with the remaining reduction in the county Road Construction (Fund 3860).
The 2008 transfer to the Road Construction Fund is reduced by $1.5 million.  This will ultimately be balanced with a reduction in 2010 to the West Hill Quick Response project.  In the interim, the Road Construction Fund will be balanced in 2008 by postponing two projects for which budget authority is not necessary until 2010.  The four projects impacted by this net 
$1.5 million reduction are:

                                                                                                    2008                  2010

101101 – 
238th Ave NE @ NE Union Hill Road
($750,000)          $750,000

RDCW17 –     Agreement with Other Agencies                    ($750,000)          $750,000

300802 -         West Hill Quick Response Projects                                        ($1,357,000)

999386 -          Cost Model Contingency Project                                             ($143,000)

General Fund, General Fund Transfers, and Children and Family Set Aside Fund ($1,609,597) and (12.0) FTEs

The disappropriation ordinance contains reductions related to both the Auburn and Benson Hill annexations.  The 2008 Adopted Budget made directly identifiable workload-based local service reductions related to the Auburn annexation in the Sheriff’s Office and DDES, totaling $927,871.  The total revenue lost in the West Hill and Lea Hill areas in 2008, however, is $1,201,819, leaving $273,948 to be reduced in this disappropriation ordinance in order to achieve fiscal neutrality for the General Fund.
Given the timing of the election and effective date of the annexation, the 2008 Adopted Budget did not include any reductions for the Benson Hill Communities annexation to Renton.  The disappropriation ordinance makes direct service and general reductions to begin to meet the 2008 revenue loss of $1,914,268 resulting from that annexation.  On an annualized basis, the revenue loss for both areas is expected to be $3,506,757 in real dollars.
In recognition of the fact that this disappropriation ordinance involves three annexation areas, that a portion of the Auburn annexation reduction was taken in the 2008 Adopted Budget, and that general reductions are necessary to meet the revenue loss, OMB took the following steps to allocate the reductions among General Fund agencies with expenditures in the urban unincorporated areas.

1. Identify the Reduction Required.  The annual revenue loss for all three annexation areas is approximately 7.5 percent of the local service expenditures in all of the urban unincorporated areas.  Each agency previously identified as having expenditures in the urban unincorporated areas was allocated a reduction equal to 7.5 percent of its total identified urban unincorporated expenditures.  
2. Adjust Reduction Required to Account for 2008 Adopted Budget Annexation Reductions.  The 2008 Adopted Budget for the Sheriff and the DDES General Fund Transfer were reduced by $916,452 and $11,419 respectively in response to the Auburn annexations of Lea Hill and West Hill.  These reductions were based on OMB analysis of directly identifiable workload based local service costs in the Auburn annexation areas.  Since the Sheriff’s Office and DDES budgets already reflect annexations reductions, these amounts were removed from these agencies’ reductions in the disappropriation ordinance.

3. Identify Benson Hill Communities Direct Local Service Expenditures.  OMB analysis has determined that the county incurs $1,244,142 direct local service expenditures in the Benson Hill Communities area.  These expenditures are made up of $194,125 in the Parks General Fund Transfer and $1,050,017 in the Sheriff’s Office expenditures.  These reductions are less than the 7.5 percent of unincorporated area expenditures associated with each agency.  As a result, additional general reductions are necessary from these agencies as described in step 4.
4. Allocation of Reduction Over Three Years.  To give agencies time to identify efficiencies and in recognition that in some cases workload reductions will occur over a period of years—as cases move through the criminal justice system, for example—the general reductions will be taken over three years.  The 2008 reductions are made in this disappropriation ordinance.  The remaining 2/3 reduction will be made in the 2009 and 2010 budgets.  This methodology applies to all general reductions, including those for the Parks General Fund Transfer and Sheriff’s Office.  For example, the Parks General Fund Transfer in this disappropriation includes $194,125 directly identifiable workload-based local services costs identified in step 3 above and $2,918 in other general reductions (1/3 of the remainder after the reductions are annualized), totaling $197,043.  
5. Allocation of Reductions in 2009 and 2010:  The remaining annual reductions for 2009 and 2010 will be included in the budgets for each year.  To continue with the previous example, the 2009 Parks General Fund Transfer will be reduced $3,064 in 2009 and $3,217 in 2010 (assuming 5 percent annual inflation).  
The local service expenditures in the urban unincorporated area referenced in step 1 above are part of the regional-local service budget analysis originally developed by OMB in conjunction with affected agencies for the 2005 Executive Proposed Budget.  The OMB budget allocation analysis tracks the county’s revenues and expenditures by its lines of business – regional, local, or contract.  Expenditures are tracked by program area, including general government, health and human services, General Fund transfers, and law, safety and justice programs.  The local line of business budget is divided between urban and rural unincorporated areas, with the urban unincorporated area further defined by PAA.  OMB provides opportunities to the agencies each year to modify or refine their allocation.
King County Sheriff’s Office, ($1,102,965) and (12.0) FTEs
Reductions to the Sheriff’s Office provide far and away the greatest direct service reduction of any county agency and are a vital component to achieving near fiscal neutrality with the Auburn and Renton annexations.  The annexations of Lea Hill, West Hill, and the Benson Hill Communities mean that the Sheriff’s Office is no longer responsible for patrolling these areas.  These three annexations reduce the Sheriff’s Office calls for service in the unincorporated area by 11.5 percent.  The direct service reductions associated with the Auburn annexations were included in the 2008 Adopted Budget.  
This disappropriation addresses the direct local service reductions associated with the annexation of the Benson Hill Communities and additional general reductions to meet the revenue loss.  The direct service reductions in the Sheriff’s budget take into account the reduction in workload as measured by calls for service and the geography of Precinct 3. 
The Benson Hill annexation area contains the bulk of the F3 patrol district, which is staffed with a minimum of one patrol officer twenty four hours a day.  The Benson Hill reduction would eliminate the six patrol officers required to staff the 24-hour post and one sergeant supervisor.  After these staffing reductions are made, the average number of calls per officer is expected to decrease slightly from 393 to 377.  Additionally, the reduction would eliminate one school resource officer, two detectives, and two communications specialists.
The direct service reductions described above equal $1,059,167, leaving a general reduction of $52,948 in order to meet the 2008 allocation for the Sheriff’s Office.  The remaining two-thirds of the general reduction will be included in the 2009 and 2010 budgets. 

While the King County Sheriff’s Office’s budget will decrease as a result of the Auburn and Renton annexations, the police services experienced by residents in that area will increase.  The city of Renton has increased its police force by 24 FTEs.  The city of Auburn is also increasing its police force to serve the newly annexed area.  This increase in service illustrates the primary outcome of the Annexation Initiative:  residents receive a higher level of service because cities have a more robust taxing authority than the county.  

Other General Fund ($487,795) and Children and Family Set Aside Fund Impacts ($18,837)
In addition to the reductions in the Sheriff’s Office, this ordinance also disappropriates the following amounts from the following agencies:

	County Council(0010)
	($3,410)

	Council Administration(0020)
	($5,404)

	Hearing Examiner(0030)
	($1,476)

	County Auditor(0040)
	($981)

	Ombudsman/Tax Advisor(0050)
	($731)

	King County Civic Television(0060)
	($413)

	Board Of Appeals(0070)
	($1,279)

	Office Of Law Enforcement Oversight(0085)
	($800)

	Office Of Economic And Financial Analysis(0087)
	($388)

	Office Of The Executive(0120)
	($2,452)

	Office Of Management And Budget(0140)
	($3,956)

	Business Relations And Economic Development(0180)
	($666)

	Office of Emergency Management(0401)
	($891)

	Executive Services - Administration(0417)
	($1,617)

	Human Resources Management(0420)
	($5,649)

	Cable Communications(0437)
	($3,501)

	Real Estate Services(0440)
	($6,421)

	Security Screeners(0450)
	($2,253)

	Records, Elections And Licensing Services(0470)
	($20,328)

	Prosecuting Attorney(0500)
	($30,122)

	District Court(0530)
	($34,103)

	Internal Support(0656)
	($24,691)

	Human Services CX Transfers(0694)
	($16,692)

	General Government CX Transfers(0695)
	($1,277)

	Physical Environment CX Transfers(0697)
	($220,446)

	CIP CX Transfers(0699)
	($26,595)

	Jail Health Services(0820)
	($5,859)

	Adult And Juvenile Detention(0910)
	($11,690)

	Office of The Public Defender(0950)
	($53,704)

	Children And Family Set-Aside Community Services(0681)
	($18,771)

	Children And Family Set-Aside Transfers For Community And Human Services(0684)
	($66)

	TOTAL
	($506,632)


Again, these reductions are premised on our need to make reductions commensurate with the lost revenues associated with these annexations.  The reduction levels were established by identifying the revenues lost as a proportion of urban unincorporated expenditures.  This equated to a 7.5 percent loss of urban unincorporated expenditures and was applied to the GF agencies that provide local services in the course of their operations.  We recognize that the annexations do not always translate into direct service reductions.  This provides a reasonable proxy for allocating reductions fairly across affected GF agencies in response to county policy that dictates that we achieve savings on par with the reduced revenues resulting from annexations.  In the cases where service levels are not directly affected, it is assumed that the departments will identify other efficiencies to achieve the savings level required to balance the General Fund.  

Surface Water Management ($663,682) and (0.31) FTEs

Surface Water Management Local Drainage

This disappropriation ordinance includes only reductions resulting from the Benson Hill Communities annexation.  In the operating budget, $663,682 and 0.31 FTE reductions related to direct services have been identified by the Water and Land Resources Division including the transfer to the capital program.  Reductions totaling $640,401 resulting from the Auburn annexations were included in the 2008 Adopted Budgets for the SWM operating fund and the SWM CIP Non-Bond Subfund.
Fund 3292 - Surface Water Management CIP Non-Bond Subfund 

The Surface Water Management fee revenue transfer to the capital program of $447,500 is 
reduced to meet the Benson Hill Annexation revenue loss.  The impact to specific projects is $332,500 because another source of revenue will replace $115,000 of the total reduction.  The projects affected by this reduction are:

  






   2008                  
P22000 – Agricultural Drainage Assistance

($166,250)

P23000 – WRIA 7 Ecosystem Restoration

$0 – receiving replacement revenue 

P24000 – WRIA 8 Ecosystem Restoration

($166,250)

Water and Land Resources Division (WLRD) staff approached this reduction as an early opportunity to reconcile projects in the capital program.  Projects chosen for reductions were either being canceled due to changes in federal focus or there was excess appropriation due to insufficient work or projects that require the technical analysis that WLRD provides. 
Parks and Recreation Division ($430,376) and (2.49) FTEs
Parks and Recreation no longer provided local services to the Auburn annexation areas; therefore no direct reductions were made to the Parks and Recreation Division budget in response to the annexations.  However, the Real Estate Excise Tax (REET) 1 and REET 2 revenue loss totaled $979,220.
The Benson Hill Communities Annexation afforded the county the opportunity to successfully negotiate an agreement to transfer the Renton Pool to the Renton School District upon annexation of the Benson Hill Communities, resulting in both fiscal and policy benefits for the county and local operation of the pool.  All other local pools previously owned by the county, except the Evergreen Pool in White Center, have been transferred either to cities, nonprofit operators, or school districts.  

Department of Development and Environmental Services ($108,403)

The 2008 Adopted Budget identified Auburn annexation resulted in a reduction of $110,082 and 1 FTE in to the Department of Development and Environmental Services (DDES) expenditures as a result of the Auburn annexations in the 2008 Adopted Budget.  The reduction included one project manager position and $11,419 in GF CX funding.  This disappropriation ordinance, however, includes only reductions resulting from the Benson Hill Communities annexation.  Those reductions are made up primarily of salary and benefits savings and total $108,403, of which the GF CX portion is $23,403.

An interlocal agreement negotiated between the county and the city of Renton provided for DDES to continue to process current permit activity in order to provide a seamless continuity of service to permit holders in the PAA.  The cost to the county of providing the permitting service is funded from DDES permitting fees (land use and building) collected under county approved fee schedules.  

Facilities Management Division (FMD), CIP Fund 3421 - Major Maintenance ($26,595)

FMD’s allocation of the General Fund reduction described above will result in a reduction in the Major Maintenance Fund, Project 341299 – General Building Emergent Projects of $26,595.  Reductions will be included in the 2009 and 2010 budgets of $27,925 and $29,321 ($26,595 plus five percent inflation each year).
Conclusion

With the 2008 annexations, the residents of Lea Hill, West Hill, and the Benson Hill Communities have expressed their desire to join cities where they will receive a higher level of service than is available in unincorporated King County.  In order for the AI to be a true success and to comply with stated county policy, we must exercise fiscal discipline and reduce our expenditures to meet our revenue losses.  This disappropriation ordinance, then, is a crucial step in the AI and demonstrates the county’s commitment to act as a responsible steward of the taxpayers’ money.
It is critical to note that because these reductions are necessary to implement the adopted policy direction of Motion 12018, I have directed the Office of Management and Budget to assume these savings in the preparation of the 2009 Executive proposed budget.  Our current deficit forecast assumes the council will adopt this disappropriation ordinance in 2008.  If the council does not and any of the affected agencies spend these general fund revenues, it will increase the 2009 projected deficit by that amount.  I urge the council to adopt it.
If you have any questions regarding this request, please contact Bob Cowan, Director, Office of Management and Budget, at 206-296-3434.

Sincerely,

Ron Sims

King County Executive

Enclosures

cc:
King County Councilmembers



ATTN:   Ross Baker, Chief of Staff



        
   Saroja Reddy, Policy Staff Director





               Anne Noris, Clerk of the Council



               Frank Abe, Communications Director


Separately Elected Officials


Department Directors


Bob Cowan, Director, Office of Management and Budget


Elissa Benson, Annexation Initiative Manager, OMB
� The 2009 annualized revenue loss to the Road Fund for the Benson Hill annexation is $2,383,266.  Expenditures reductions of $2,425,006 have been identified for the 2009 Road Fund.





