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Appendix B:  Details of Fiscal Analysis of the Feasibility of Incorporation
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(1999 Dollars)

Key

A

2000 Estimated population

30,975

                  

 

B

Taxable assessed value for year 2000 taxes 

(Assumes 3.5% real growth in AV)

$1,320,126,000

C

Levy rate per $1,000 of assessed value

$1.60

D

Assumed property tax delinquency rate

1%

E

Estimated total retail sales

$239,688,000

F

Assumed sales tax equalization funding of 2nd half cent

75%

Projected Revenues

(1999 Dollars)

G

Property Taxes (Regular Levy)

$2,091,000

H

Retail Sales Tax

$2,013,000

I

Sales Tax Equalization

$1,588,000

J

Retail Sales Tax - Criminal Justice

$551,000

K

State Shared Revenues

$1,420,000

L

State Shared Revenues - by Application

$127,000

M

Real Estate Excise Tax

*

$462,000

N

Building Permit Revenues

$505,000

O

Fines and Forfeits

$37,000

P

King County Vehicle License Fee

$259,000

Q

Utility Tax Revenues

$186,000

R

Cable TV Franchise Fee

$182,000

S

Community Development Block Grants 

*

$275,000

Total Projected General Fund Revenues

$9,697,000

Projected Expenses

(1999 Dollars)

T

General Administration

$2,163,000

U

City Attorney and Prosecution Services

$225,000

V

Public Safety

$6,747,000

Police Services

$6,134,000

Public Defense

$84,000

Adult Detention

$529,000

W

Roads Operation and Maintenance (including overlay and street lighting)

$1,020,000

X

Parks and Recreation

$501,000

Y

Office of Land Use

$505,000

Z

Comprehensive Land Use Plan

$100,000

AA

Capital Facilities Plan

$100,000

BB

Human Services

$88,000

CC

Miscellaneous Non-Departmental

$74,000

DD

Operational Contingency

$150,000

EE

Reserve Fund

$150,000

Total Projected General Fund Expenses

$11,672,000

Revenues Less Expenses

($1,975,000)


[image: image2.wmf]Revenues not available to General Fund

FF

Surface Water Management Revenues

$1,084,000

Projected Average Annual Capital Expenditures

Roads

GG

Average yearly cost of CIP projects ($7,681,000 / 6 years)

$1,280,000

HH

Projected yearly county-wide project expenditures (based on 1994-1998 expenditures)

$517,000

Total 

$1,797,000

Core Operating Costs and Annual Capital Expenses Combined

$13,469,000

Revenues Less Operating & Annual Capital Expenses

($3,773,000)



For a line by line description of projected revenues and costs, look to the accompanying Notes on Incorporation Feasibility Assessment beginning on the following page.  The alphabetical key assigned to each line of the table marks a corresponding discussion of that line item.

Notes on Incorporation Feasibility Assessment

A
Year 2000 population estimate based on a 1998 estimate developed by the King County demographer and 1990 census counts.  Our year 2000 population forecast represents the population we would expect to see if the linear growth trend of the 1990s were to continue.

B
1999 taxable assessed value is the value on which year 2000 taxes in the unincorporated area will be levied.  The value is based on 1998 assessed value of real property as reported by King County's Assessor's Office.  We estimate that personal and intercounty utility/transportation property, which is subject to property tax levies, will add an additional 8.9 percent on to the assessed value of real property.  According to the Assessor's Office this assumed percentage approximates the current countywide average.  To arrive at 1999 total assessed value, then, we assume an inflation-adjusted growth rate of 3.5 percent over 1998 levels.  (Given a 2.5 percent local inflation rate, this 3.5 percent real growth rate translates to a 6 percent nominal rate.)

C
The assumed city levy rate of $1.60 per $1,000 of assessed value represents the maximum regular levy allowed by Washington law for a city that does not provide its own library or fire protection services.    Upon incorporation, this city levy would replace the existing county road levy of $1.74 per $1,000.  To remain consistent in our same cost/same level of service assessment of feasibility, we neutralize the net difference in revenues by assuming the city would levy some form of utility tax that would raise the same amount of revenue as the $0.14 difference in the two property tax levies. 

D
In any given year, some portion of property taxes will go unpaid.  Eventually, however, almost all property taxes levied by a city will be paid.  For a city that has been in existence for a number of years, therefore, current-year delinquencies are largely "netted out" by back tax receipts so that the net tax revenues received in that year should represent roughly 99 percent of the total due.  This translates into an effective delinquency rate of 1 percent.

E
Projected total retail sales represents the sales we would expect North Highline to enjoy based on the number of retail employees located within North Highline and on sales taxes paid in 1998 by firms located within North Highline to unincorporated King County.  The relationship between these two factors and total retail sales is based on statistical analysis of the pattern observed in 23 established King County cities in 1998.  Using ordinary least squares multi-factor regression analysis, we found that 96 percent of the variation in per capita sales tax receipts among the 23 cities can be explained by accounting for the differences in the above two factors according to the following equation: (Per capita sales tax receipts) =  $18.39 + $1,169 * (Retail employees per capita) + 1.26 * (Sales tax revenues paid to city by firms located within the city).  Further details of the regression analysis can be found on page 10 of this appendix.

Forecast per capita sales tax revenues for the proposed city, therefore, represents those revenues that would be consistent with a city with 1,070 retail employees (the number of retail employees in North Highline as reported in the North Highline Community Profile) and $160,000 in sales taxes paid by businesses within North Highline to unincorporated King County (as reported by King County staff analysis of sales tax payments reported to Washington State Department of Revenue – adjusted for the difference between the portion of the one-percent tax counties receive and the portion received by cities) rounded down to the nearest five dollars (in the interest of ensuring a conservative estimate).  To arrive at the estimated total value of taxable retail sales, we multiplied the estimated per capita receipts by the estimated 1998 North Highline population of 30,500 and then divided those total receipts by the effective municipal tax rate of 0.0084.

F
Under current law, the goal of the state Sales Tax Equalization account is to bring cities that receive relatively small sales tax revenues per capita closer to the average for all municipalities across the state.  Specifically, the goal is to provide funds to any city with per capita receipts lower than 70 percent of the statewide average until that city's combination of sales taxes and equalization equal the 70-percent target.  However, while this is the stated goal, the current sales tax equalization account does not have enough revenue to make up all of the shortfalls across the state.  For the first half-percent tax that all cities levy, there are enough funds in the equalization account to bring all sales-tax-poor cities up to the 70-percent target.  For the optional second half-percent, however, there are insufficient funds to bring every city fully up to the target.  Experts at the Municipal Research and Services Center forecast that, in 2000, the sales tax equalization account should have enough revenue to fund 75 percent of second half-percent targets.

G
Projected property tax revenues are calculated by combining taxable assessed value, the assumed city levy rate, and the assumed property tax delinquency rate.

H
Estimated sales tax receipts are based on the assumption that the proposed city would levy both half-percents allowed by law, which is equal to the amount currently levied in the unincorporated area.  Of this total one-percent tax, the Washington State Department of Revenue (DOR) is allowed to retain one percent.  (That is, the DOR keeps one-percent of the city’s one-percent.)  King County is then eligible to receive 15 percent.  Therefore, the proposed city would receive net sales tax revenues that represent, in total, roughly 0.84 percent of gross retail sales. Projected sales tax receipts, therefore, have been derived based on the retail sales projections as detailed in discussion E.

I
Our sales tax equalization revenue estimate is calculated based on Municipal Research and Services Center projections for year 2000 equalization targets and funding levels.  The figure represents the equalization that would be received given: 1) sales tax revenues as projected above; 2) a forecast 70-percent target for each half-percent levy of $61.80 per capita; and 3) as discussed above, equalization account funding of 100 percent of the first half-percent levy and 75 percent funding of the second.

J
In 1992, voters in King County approved a one-tenth-of-one percent sales tax levy intended specifically to raise revenue to support criminal-justice expenditures.  This 0.1 percent sales tax is collected by the state’s Department of Revenue and is distributed to the County and cities to cover costs of covering criminal-justice-related expenditures.  The County receives 10 percent of the criminal justice revenues off the top, and the remainder is distributed to the cities and the county equally, on a per capita basis.  In 1998, cities in King County received criminal-justice sales tax distributions to of almost $17.80 per capita.  For our forecast, we assume that, in inflation adjusted dollars, this distribution will not change through year 2000.

K
State-shared revenue projections are based on per capita estimates of statewide distributions of the motor vehicle excise tax, the liquor tax, liquor profits, unrestricted gas tax, restricted gas tax, camper/trailer excise tax, and general criminal-justice revenues as forecast by the Municipal Research and Services Center.  These revenues are distributed to all cities in the state on a per capita basis, and in 2000 they are forecast to total $45.83 per capita.  Projected revenues, therefore, are arrived at by multiplying this $45.83 by the projected city population.

L
Some revenue distributions are available from the state for qualifying cities only upon application.  We assume that the proposed city would apply for and receive per capita distributions for a contract police grant, a domestic violence prevention grant, a child abuse prevention grant, and an innovative law enforcement grant.  According to Washington State's Department of Community, Trade, and Economic Development, distributions for these grants currently total $4.11 per capita.

M
The real estate excise tax (REET) is levied by a city on the full sale price of real estate transactions within its jurisdictional boundaries.  A city that is required (or chooses) to plan under the Growth Management Act is permitted to levy two 0.25 percent pieces (totaling 0.5 percent).  The revenues generated by each 0.25 percent are generally constrained in their use to capital investments.  Based on conversations with finance departments of other cities in King County (like Auburn and Burien), we project annual REET revenue generation for the proposed city of $350 for every $1 million of assessed value within the city boundaries.

N
Upon incorporation, the responsibility for provision of land and building regulation would transfer from the County to the newly incorporated city.  Coincident with this new responsibility, the City will be in a position to receive all new revenues generated through the issuance of building and land-use permits.  Projected building permit revenues represent the average yearly revenues received by King County from permits issued within the area of proposed incorporation for 1994 through 1998.  As a matter of policy, King County has adopted a “full cost recovery” model, meaning that the County’s goal is to cover the costs of regulation through the revenues generated by its permitting and inspection activities.  To remain consistent in our “same cost/same level of service” baseline assessment of feasibility, therefore, we assume the proposed city would pursue a similar full cost recovery model.  The implications of such an assumption are that the costs of the city’s land-use office would exactly be balanced out by receipt of land-use and building permit revenues.

O
In the past, cities that contracted with King County Courts for provision of court services paid a set schedule of fees to the Court for services provided.  When the Court imposed fines on individuals or firms who violated city statutes, the Court forwarded those fines and forfeits on to the city.  In most cases, the revenue cities received from fines and forfeits exceeded the cost to the city of contracting for court services, so dealing with violations of city codes generally represented a net gain to cities.  Recently, however, King County Courts have instituted a new contracting model that is designed to make King County Courts, in effect, a partner with cities.  Under the new model, the Court will retain 75 percent of the fines and forfeits imposed on violators and the cities will receive 25 percent.  In return, cities will not generally be required to pay fees for court services.  (Cities will still be fully responsible for paying witness fees, and 50 percent responsible for jury fees.)  Our projection of fines and forfeit revenues, therefore, represents King County’s projection of the proposed city’s 25-percent share.

P
King County currently imposes a $15 license fee for all vehicles registered in the county.  Cities within the county are eligible to receive revenues from this fee paid by their own residents.  We projected the revenues that would be generated by this fee by assuming per capita revenue generation of $8.36, which is equal to the 1998 amount per capita received by the City of Seattle.

Q
As indicated in the discussion of the property tax levy, the difference between the current King County road levy of $1.74 per $1,000 of assessed value and our assumed city tax levy of $1.60 that would replace it upon incorporation is $0.14 per $1,000.  In order to maintain our “same cost/same level of service” assumption, we assume that the city would levy some form of utility tax to "make up" for the difference in the two levies.  Therefore, this projected utility tax is exactly equal to the difference between the revenues that would be raised by a $1.74 per $1,000 levy rate and the $1.60 city levy.


R
Under current statute, Washington State counties are not allowed to impose utility taxes, but they are allowed to impose franchise fees, and currently, King County does impose a 5 percent franchise fee on cable television.  For our “same cost/same level of service” assessment of feasibility, we have assumed that the proposed city would also levy the same 5 percent fee on the sale of cable television service.  The revenues projected to result from this fee are set according to per capita revenue generation in the City of Auburn.

S
If incorporation were successful, the newly incorporated city would be invited to join the King County Community Block Grant and HOME Investment Partnerships Consortia.  Based on the incorporated city’s share of the Community Development Block Grant (CDBG) Consortium’s low and moderate-income population, the city would be eligible to become a pass-through city.  This would entitle the city to receive a direct share of the federal CDBG funds to allocate to local needs, which primarily benefit low- and moderate-income persons.  While we include CDBG revenues (as well as other dollars whose use is restricted) in our list of “General Fund” revenues, it is important to note that CDBG dollars must be used to cover eligible expenditures.  CDBG dollars should not be viewed as a source of revenue available for covering general fund expenditures.  CDBG revenues were estimated by King County staff based on current levels of Federal Block Grant distributions and current distributions of low- and moderate-income households.

T
Projected expenditures for general administration include costs of salaries, benefits, facility costs, supplies, furniture, computers, and city vehicles.  See discussion of Key Expenses in the Analysis of the Feasibility of Incorporation in the main body of the report for a more detailed discussion.

U
Estimated costs of contracting for City Attorney and prosecution services are based on conversations with firms that currently contract for the provision of such services with a number of cities in King County.  The costs of such contracts can vary widely, depending on the level of service desired by city policymakers.  The projected figure assumes moderate demands on an attorney’s time for city council meetings as well as moderate requirements for prosecution services. 

V
Projected public safety expenses include estimates for provision of police services, public defense, and adult detention.  All projections represent estimates generated by King County departments.  For a discussion of the projected costs of public safety see the section on Analysis of Incorporation Alternative in the main body of the report.

W
Projection of roads operation and maintenance expenses represent King County Road Services Division’s estimates of the cost of providing road maintenance, traffic operation, road overlay, and street lighting for arterial streets in the area for 1999.  For the purposes of our year 2000 financial forecast, we project that these costs will remain constant, in inflation-adjusted terms, through the year 2000. 

X
Projections for costs of operation and maintenance of the incorporated city’s parks and recreation program are based on estimates provided by King County’s Department of Parks and Recreation.

Y
Projections for the costs of operating an Office of Land Use are based on the assumption that the newly incorporated city would continue with King County’s full cost recovery model for building and land-use permitting.  This assumption is consistent with our “same cost/same level of service” baseline assessment of feasibility.  Our projected cost of operation for an Office of Land Use, therefore, is exactly equal to the projected revenues earned through the permitting process.

Z
If a newly incorporated city is constrained by the statutes of the Growth Management Act, then soon after incorporation, that city is required to begin development of a Comprehensive Land Use Plan and a Capital Facilities Plan.  In theory, a city could contract with consultants who could develop these plans for as little as two or three hundred thousand dollars.  In practice, however, the experience of other, recently-incorporated cities has been that, when all is said and done, these plans cost a great deal more.  (Both Woodinville and Shoreline, for instance, have spent more than $1 million on their combined Comprehensive Land Use Plan and their Capital Facilities Plan.)  While the development of such plans takes a number of years, it is prudent for a newly incorporated city to anticipate ongoing expenditures for development of both a Comprehensive Land Use Plan and a Capital Facilities Plan.

AA
See discussion for point Z.

BB
Projections of the costs incurred for the provision of human services are based on data provided by King County staff.  These projected costs are based on estimates of actual operating expenditures incurred by King County for Child Development Services, Group Supported Employment Services, Individual Employment Services, Specialized Industries Employment Services, and Community Access Services.

CC
Miscellaneous/non-departmental expense projections include estimates of likely expenditures for city insurance, association dues, and for the costs of an alcohol/drug addiction program that is required in order for a city to be eligible to receive state-shared revenue distributions for alcohol profits and taxes.  The projected cost for insurance is a small expense compared to that of many other cities of comparable size.  This is based on the assumption that a newly incorporated city would contract for the provision of many services, and would therefore not have many direct employees to insure.  Estimates of the costs of association dues are based on conversations with comparable cities.  Projected expenditures on an alcohol/drug addition are consistent with the statutory requirement that at least two percent of alcohol tax and profit distributions received from the state be spent on such programs.

DD
No matter how thoroughly city decisionmakers plan there will always be unanticipated events requiring discretionary funds.  Our projection of an operational contingency set-aside is intended to serve this need.

EE
It is customary for a city to establish a financial reserve approximating five percent of its annual General Fund revenues.  This projected expense is intended to represent a reasonable annual contribution to building such a fund.

FF
Currently, King County’s Water and Land Resources Division administers the surface water management (SWM) program in pursuit of dual goals: 1) the preservation, protection, and enhancement of surface water resources such as streams, lakes, and wetlands, and 2) the management of the impacts of flooding on persons and property.  The County funds these activities through fees that are imposed on all developed property within the designated SWM program service area (approximately the urbanized western one-third of King County).  For single family residences, the fee is currently a flat rate of $85.02 per year, collected as a distinct line item on property tax bills.  A newly incorporated city would be eligible to take over surface water management responsibilities, and at the same time, begin to receive SWM revenues.  However, the use of these revenues is restricted by statute to specific surface water management activities.  Because these restrictions may be binding (that is, SWM revenues received in a given year may exceed the cost of operation, maintenance, and capital investment in SWM projects, but at the same time, those revenues must eventually be used for SWM purposes) we hold SWM revenues separate from the general fund in our presentation of projected revenues and expenses.

GG

And

HH
King County Road Services Division uses two separate categories for tracking capital investments in roads: 1) large investments that are planned out long in advance in the County’s Capital Improvement Plan (CIP) and 2) generally smaller investments that are funded from a pool of money set aside each year, which is available to fund projects anywhere in the unincorporated part of the county.  This second category of expenditures is referred to as “countywide” investments.  Our projection for the newly incorporated city’s annual capital expenditure represents a combination of the average yearly expenditure planned for in the 1999-2004 CIP and the County’s average historical expenditure for countywide projects.  (The County does not necessarily plan countywide expenditures years in advance, so we take the historical average expenditure as a reasonable indicator of what a city would have to expend to provide a similar level of service.)

Details of Regression Analysis Used for Forecasting Retail Sales Tax Revenues per capita

Regression Output

(Per Capita Sales Tax Received by City) [RECPERCAP]

= $18.39

+ $1,169* (1997 Retail Employees within City / Population) 

+ 1.26* (Sales Tax Paid to City by Firms Located Within the City / Population) [PAIDWITHPERCAP]

 King County Cities Included in Regression

ALGONA
BLACK DIAMOND
BOTHELL

BURIEN
CARNATION
COVINGTON

DES MOINES
DUVALL
ENUMCLAW

FEDERAL WAY
MAPLE VALLEY
MERCER ISLAND


NEWCASTLE
NORMANDY PARK

PACIFIC
SHORELINE
WOODINVILLE

AUBURN
KIRKLAND
LAKE FOREST PARK

REDMOND
RENTON
ISSAQUAH

 Estimation Output

Variable
Coefficient
Std Error
t-statistic
Probability

Constant
18.39
10.90
1.69
0.107

Retail Employment per capita
1,169
135.16
8.65
0.000

Per Capita Sales Tax Paid to City by Firms within City
1.26
0.208
6.06
0.000

R-squared
.958

Mean dependent var
182.07

Adjusted R-squared
.954

S.D. dependent var
171.94

Standard Error of Reg.
37.03

Akaike info criterion
7.34

Sum of Squared resid.
27425.21

Schwartz criterion
7.49

Log likelihood
-114.098

F-statistic
227.16

Durbin-Watson stat
2.12

Prob (F-statistic)
0.000

Regression Fit: Actual, Fitted, and Residual
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Who should provide police and other


services to your community?


Important survey, please respond promptly!




















Pacific Rim Resources


1109 First Avenue, Suite 300
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