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MEMORANDUM

To: Dave Ramsay, City Manager

From: Marilynne Beard, Assistant City Manager

Date: May 1, 2006

Subject: ANNEXATION UPDATE

RECOMMENDATION:

City Council receives an update from staff regarding potential annexation and continue their discussion.

BACKGROUND DISCUSSION:

The purpose of this memo is to provide background for the City Council’s continuing discussion about the
potential annexation. Council last received an update at their April 18" regular meeting. At that meeting
(and since that time) a number of steps have been taken to provide for further study of the possible
annexation.

The City Council appointed an annexation subcommittee consisting of Councilmembers Sternoff,
Burleigh and Deputy Mayor McBride. The subcommittee is scheduled to meet on May 10™ and
will meet with King County Executive Ron Sims on May 12,

Staff and Deputy Mayor McBride met with the Annexation Coordinator of Lake Stevens, Washington
regarding their communication and implementation process for annexation. Staff will be
contacting the City of Vancouver to discuss their experience with annexation.

A meeting with the State Department of Revenue (DOR) is scheduled for May 11*. Kirkland and
representatives from other cities considering annexation will meet with DOR to obtain further
information about how SB 6686 will be implemented (SB 6686 is the bill that provides State
funding to local jurisdictions for annexations). Staff will provide a summary of the meeting at the
May 16 Council meeting.

The City's website was updated to provide more current information and to incorporate the key
messages approved by Council at the last meeting. Current tax comparison information is
provided.



The City’s management team held a one-day retreat, with one of the topics being annexation. The
group of about forty managers was asked to suggest improvements to the proposed internal
structure for studying annexation, to answer the question, “What are you and your staff most
worried about with regard to annexation?” and to share any good ideas. As a result of that
session, the initial draft of the internal organizational chart was revised to reflect more of a process
than an organizational structure. A copy of the revised chart is shown as Attachment A to this
memo. A list of stakeholders and interests was drafted to reflect the many parties that will
become a part of the annexation discussion (see Attachment B).

Key themes that emerged from the meeting included:

-The need to integrate communications and support services with all operational groups when
planning for annexation.

-Concern about the amount of time needed to hire and train new staff and the effective date of the
annexation (and the need to begin to provide services on that day).

-The need for temporary staff and consultants to assist with studying and planning for annexation.

-The relatively short time between the annexation election and effective date, compared to the time
it will take to get new facilities on line.

-The need to have a consistent, accurate message from the City to the public, including
development of key facts and frequently asked questions that would be available to staff when they
receive an inquiry.

-The ability of staff to continue to maintain the current quality and level of services to Kirkland
during annexation planning (and possible implementation).

-Overall, the management team found a great deal of value in the exercise and suggested that staff
at all levels have the opportunity for similar brainstorming sessions. There is a great deal of
interest and talent in the organization that could be tapped to make our efforts a success.

Staff met with a communications consultant to discuss approaches and time frames for
implementing a community outreach program for annexation. We concluded that the City should
engage a communications consultant as soon as possible and that initial efforts should focus on
current Kirkland residents. We are beginning to receive inquiries about the City's plan for
annexation and how that might affect the existing City character, services and finances. Although
we had originally planned on requesting funding for a communications consultant at the mid-year
budget review meeting, we are now recommending that Council authorize staff to work with the
annexation subcommittee to prepare a Request for Proposals as soon as possible.

Council requested that staff prepare a draft timeline for annexation so that they could gain a better
understanding of the sequence of events and potential timing issues. Two timelines have been
prepared — one assuming a January 1, 2008 effective date and one assuming a January 1, 2009
effective date. Both scenarios assume that an annexation election would take place during the



primary election (beginning in 2007, the primary election moves from September to August). The
timelines are not intended as recommendations and do not reflect all of the tasks associated with

annexation. The purpose is to provide an overview of activities that might take place in advance of
an annexation election and the ensuing activities and revenues that take place after an election.

= At the last meeting, staff briefly discussed the impact of receiving the County road levy during the
first year after an annexation (the County road levy or “road tax” is part of the overall property tax
levy paid by property owners in unincorporated areas). It was noted that, while the road levy tax
rate is higher than the City’s current general levy rate (and so would generate more property tax
revenue than the City's levy in the first year), it can only be spent on road-related expenditures.
The following chart shows the current tax rates of PAA residents under King County and the City of

Kirkland Levy.
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City of Kirkland 2006 Tax
Rate

City of Kirkland** 1.49002
Fire District 0

Consolidated Levy*  4.05986

EMS 0.21982
Lake WA School 2.64967
Hospital District 0.53517
Library District 0.48937
Total Levy 9.44391

*Consolidated levy refers to the State, Port of Seattle and County levies combined).
**City of Kirkland levy includes existing voted debt

The City of Kirkland’s regular levy (general operating levy excluding voted debt) is $1.32 per $1,000 of
assessed valuation. When applied to the valuation in the annexation area, the current tax rate would
generate $5,173,925 in property tax revenue. The King County Road Levy rate is $1.84 per $1,000 of




assessed valuation and generates $7,212,138 in property tax revenue, over $2 million more than the
City's levy generates. During the first year of annexation, the Road Levy could only be used for road
purposes by the City, thereby limiting the amount of general revenue available to support non-road
services such as police.

In the PAA, property taxes comprise a larger share of the tax base and become a proportionally larger
source of funding for basic General Fund services such as police and fire. By receiving the road levy in
the first year instead of general property tax, the remainder of the PAA revenue base must support all non-
road, General Fund services. Even by diverting existing City property tax away from the Street Operating
Fund and replacing it with the road levy, there is still less property tax revenue available for general
services. This issue is a short-term problem that exists in the first year of annexation. However, it
demonstrates the importance of having an effective date of annexation prior to March 1< of a given year
when the boundaries are set for the next year’'s property tax levy. If the effective date of annexation is
after March 1« in any year, then the City would not be eligible to levy taxes in the area for an additional
year and would continue to receive the restricted road levy.

Next Steps and Recommendations
Two upcoming Council meetings will include the topic of annexation:

= At the June 20 regular meeting, Eric Shields (Director of Planning and Community Development)
will provide an overview of land use issues and tasks associated with annexation. At that time, Eric
can also discuss the process needed for the Snyders Corners/Bridlewood annexation which will be
a distinct process from the Finn Hill/Juanita/Kingsgate annexation.

= At the June 15» Mid-Year Budget Review, funding requests will be submitted for 2006 temporary
staff and consultants needed to assist in short term tasks associated with annexation.

At this time, staff is requesting Council approval to develop an RFP for consultant services for a community
outreach program. We recommend that the RFP be designed in phases to acknowledge the Council’s
need to further consider the financial feasibility of annexation before proceeding. An actual funding request
will be made once we know more about the initial costs.



Annexation Planning

ATTACHMENT A

Internal Process Model
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ATTACHMENT B

City of Kirkland
Proposed Annexation Stakeholders

Stakeholders Interests

City Council Impact on current citizens
Benefits of larger population
Governance (GMA responsibility)
Long range financial issues
Short term financial issues (transition costs; facilities)
Service level consistency

PAA residents Impact on taxes and fees
Service levels
Access to government
Increased regulation (mandatory garbage; code enforcement)
Gambling
Land use regulations

COK residents Effect on current City services
Impact on taxes
Community character
Access to government

PAA businesses Increased regulation
Sign code
Gambling
Increased fees
Services

COK businesses Impact on current services
Impact on taxes and fees

Park district Continued existence
City assumption of maintenance responsibility
Cost of City providing services vs. contracting out

Organized neighborhood Competition for neighborhood resources
Associations Honor neighborhood character
Fire District #41 Continued existence

Partial annexation (and impact on revenue base)
Station consolidation



Fire District #36

COK employees

King County

Kirkland Employee Unions

Other cities adjacent to PAA

Boards and Commissions

State of Washington

Other Annexing Cities

Northshore Utility District

Franchisees/Contractors

Lake Washington School Dist.

Closure/relocation of station in Kingsgate
Mutual aid in/out of District #41/#36
Asset transfer

Impact on current workload

Adequate resources to provide level of service
Maintenance of current level of service
Communication/information (what's going on)
Input

Transition plan

Facilities for present/new employees

Timing

Incorporation of urban unincorporated areas
Commitment of City of Kirkland

Funding allocation

Transition of services

Contracting back/reverse contracting
Impact on County workforce

Recruitment of new employees
Impact on current workforce
Change in business practices
Communication and input

Changes to boundaries (we want/they want)
Impact on services
New/larger jurisdiction

Membership from annexation area

Control over funding (continued availability)
Accountability for funds

Competition for County funding
Rules regarding state funding

Imposition of franchise fee in PAA
Continued contract (e.g. garbage)
Loss of customers

Gain of customers

City/School partnership



Annexation Timeline — January 2008 Effective Date

ATTACHMENT C

May

Council Resolution Calling for Election

8/21/2007
Annexation Election

March
Begin Receiving
Road Tax

April

1/1/2008
Effective Date of Annexatio
Begin Service Delivery

10/1/2006 1/1/2007 4/1/2007 7/1/2007
8/18/2006
August - December February - March
Financial Tasks Cash Flow
Long Range Plan
Close Gap
September - September
Community Outreach

August - March March - May
Land Use Regs BRB Review

September - January
Operational Plans

January
Levy City Property Tax

Begin Receiving Sales Tax

October
Begin Receiving State
Shared Revenue

10/1/2007

1/1/2008 7/1/2008

4/1/2008

December - January
Conduct Census

August - December
Staff Hiring and Training

10/1/2008

12/31/2008




Annexation Timeline — January 2009 Effective Date

ATTACHMENT C

1/1/2009
Effective Date of Annexation
Begin Service Delivery

May Begin

Council Resolution Calling for Election

March
8/19/2008

Annexation Election Road Tax

Begin Receiving

April
Receiving Sales Tax January

Levy City Property Tax

October
Begin Receiving Sta
Shared Revenu

1/1/2007 1/1/2008 1/1/2009 1/1/2010
7/1/2006 12/31/2010
August - December April - May
Financial Tasks Cash Flow
Long Range Plan
Close Gap
April - October  November - February December - January
Land Use Regs BRB Review Conduct Census
August - April August - January

Operational Plans

July - November
Community Outreach

Staff Hiring and Training






