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‘ Section 1
- Executive Summary

1.1 Introduction

The City of Port Angeles (City) and Clallam County (County) have joined
together to sponsor a project evaluating the annexation strategies for
property affected by the Growth Management Act (GMA) in the urbanizing
area surrounding the City. This effort, in part, was funded by the
Department of Community, Trade, and Economic Development Growth
Management Incentive grants program.

Specifically, this project adciesses annexation feasibility strategies for
property identified by the City within its Urban Growth Area (UGA) which
lies east of the City along the Highway 101 corridor. Services are currently
provided to citizens within this area through a combination of local
governments consisting of the City, the County, Clallam County Public
Utility District (PUD), and Fire District No. 2 (District). The City and the
County are interested in developing a "win-win" approach to the transfer of
responsibilities, infrastructure, and scheduling among these jurisdictions.

Three key elements of this study focus upon: infrastructure impacts of
annexation; fiscal requirements and levels of service necessary to satisfy the
needs of citizens within this area, an¢ institutional responsibilities
established through appropriate interlocal agreements.

This overall project was broken into three phases of activities. The first
phase compares the general shift in potential revenues and expenses
associated with annexing the study area and corresponding changes in
Jjurisdictional service providers. Phase 2 outlines the major considerations in
developing an annexation strategy. The last phase of the project, Phase 3,
develops implementation strategies between the affected jurisdictions, and
outlines key components of a public involvement and notification process.

Some of the analysis and conclusions in this report have been influenced by
documentation available from the Association of Washington Cities (AWC),
and experiences reported by its member Cities. - More specifically, the Cities
of Lacey, Lynnwood, and Vancouver have had recent annexation efforts
which proved useful in reviewing relevant strategies for this project. In
addition, a full day workshop was conducted in Vancouver on this topic. The
workshop was conducted between the City Managers and key staff of both the
Cities of Port Angeles and Vancouver to examine Vancouver’s experiences.
Every annexation effort is uniquely guided by the objectives and values of the
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citizens and elected officials of a local area. Ultimately, the citizens are
empowered to decide if annexation occurs or not.

This report addresses the key elements in achieving annexation. It is
important to note that the spirit of cooperation and a win-win approach are
critical to a successful transition as localities within an Urban Growth Area
(UGA) move toward urban levels of service in accordance with the Growth
Management Act (GMA).

Presented below are the results of this analysis, conclusions, and a list of key
issues influencing future decisions.

1.2 Conclusions

Presented below are the significant results of this analysis for each of the
three phases of the project. : ;

1.2.1 Phase 1- Feasibility Analysis

QO Local Government Services

B The City has the supply and treatment capacity to provide basic
water, sewer, and electric utility services to the UGA. Some
additional infrastructure, such as new sewer lines and
connection to the City's nearby electric substation, will be
required.

M The City has policy options to determine the level of service
desired for supporting the UGA, especially for fire and police
protection services. These options may lead to lower initial costs
which ramp up as services are enhanced after a transition
period.

B Based upon a comparison of the revenues and service costs, even
with a range of policy choices on levels of services, it appears
that annexation of the UGA will be relatively “revenue neutral.”

B Table 1-1 summarizes the estimated transfer of annual revenue

and expenses to the City.
Table 1-1
Estimated Annual Revenue Shift
Category To City

Property Tax $389,900
Excise Tax 10,900
Local Business & Use Tax 268,600
State/Locally Shared 150,000

Total $819,400
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Table 1-1 (cont)

Estimated Anntial Expense Shift

Category To City

Electric Unknown
Water Unknown
Sewer $284,000

Fire Protection $286,000 - 757,300
Police $382,000 — 612,200
Street and Drainage $200,000

Solid Waste Unknown
Parks Unknown

Total - $1,152,000 - 1,853,500

B The major capital costs identified during this report for

annexation are shown in Table 1-2. The annual debt service for
financing these capital costs are in-luded in the estimated
annual expense table shown above.

Table 1-2
Capital Costs

Facility Capital Cost Estimate 1997$
Sewer Interceptor $2,500,000
Fire Department

Equipment 250,000

New Station 700,000

Site 43,500
Police Department

Equipment 161,200

Supplies 10,150

It is anticipated that personnel requirements will increase for
City staff in order to provide urban services. The transfer of
some County law enforcement and fire protection personnel may
occur, but an estimate of this impact is unknown at this time.
In addition, the following new staff services are presented in
Table 1-3 in terms of Full-Time Employees (FTE) and cost of
salary and benefits. These costs are in addition to estimated
annual expenses shown earlier.

Table 1-3
New Staff Services

City Department Full-Time Employee Annual Cost
City Attorney % FTE $35,000
Planning 1FTE $40,000
Parks and Recreation % FTE* $15,000
Police Unknown Unknown
Fire Department Unknown Unknown

* 1% FTE required for each new neighborhood park which is less than 5 acres in size.
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B It is important to note that the expenses associated with the
electric, water, and sewer service can all be accommodated
through rate increases. However, all capital and operating costs
for other services and increased City personnel requirements
will be financed through the General Fund.

Q Local Customer Financial Impacts

B It appears that citizens within the UGA have the opportunity to
receive an increased level of service up to urban standards
without major cost increases either in annual utility bilis or
property assessments.

B As shown on Tables 1-4 and 1-5 and on Attachmeri K,
comparing existing City residential utility rates to incremental
differences in City-County property tax favors City services
unless property values exceed $400,000.

B

Table 1-4
Annual Utility Bills Comparison
City UGA
Water (900/CF/Mo) , $16.74 $28.35
Power (1,100 KWH/Mo) 53.54 58.42
Garbage (90 gal. or 2 cans) 19.80 30.56
$90.08 $117.33

Annual City Savings = $327.00 per year = 12x($117.33 - $90.08)

Table 1-5
Annual Property Tax Comparison
Assessed Value City UGA Difference
$100,000 $1,359.80 $1,272.29 $81.51 )
$200,000 $2,719.60 $2,544.58 $175.02
$400,000 $5,439.20 $5,089.16 $350.04

B The above comparison may change if other capital improvement
costs are distributed directly to UGA parcels rather than across
the entire City property tax base.

1.2.2 Phase 2 - Annexation Strategy Considerations

O Annexation of new lands to the City may occur through either the
Petition or Election Methods. Either method requires a vote of the
property owners within the proposed annexation area to confirm
the annexation, as per RCW 35.14A, applicable to Code Cities.
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property owners within the proposed annexation area to confirm
the annexation, as per RCW 35.14A, applicable to Code Cities.

The City’s current policy of providing no utility services outside its
corporate boundaries until annexation occurs should be reviewed.
The alternative is to provide services in targeted areas of the UGA
provided new customers sign contracts for their property to be
counted as supportive of petitions for future annexations. However,
if this policy is altered, the City should be cautious to not
overextend it’s infrastructure thereby incurring financing costs but
leaving large unserved areas. Another alternative may be to serve
areas once owners of at least 60 percent of property value commit to
annexation. This would provide service to “blocks” of new
customers rather than a piece-meal approach.

In order to facilitate future City service with a minimum of
infrastructure replacement at a later date, it is important for the
County to require development and building criteria which comply
with City standards throughout the UGA dJduring the interim until
annexation occurs.

If the County promotes City standards throughout the UGA, it is
anticipated that the City will be expected to promote a good faith
effort to facilitate annexation.

The City should examine contract services with the County and
Fire District No. 2, once annexation occurs to phase in rolice and
fire protection. ‘

It would be beneficial to citizens to develop an automatic aid
agreement so that the nearest fire equipment from either the City
or Fire District No. 2 can respond to an emergency, regardless of
the jurisdiction in which the emergency arises. Automatic aid
response can be geographically limited to restrict the out of
jurisdiction distance.

Establish a City police department office in a new fire station if one
1s constructed in the annexation area.

1.2.3 Phase 3 - Implementation Strategies

Q

Develop an Interlocal Agreement (IA) between the City and other
affected jurisdictions which addresses the procedures, schedule, and
responsibilities of each party toward achieving annexation.

Executive Summary 1-5



45550/feasanal.doc
January 21, 1998

QO Ensure that the Interlocal Agreement provides for the rarmp-in
' transfer of assets, revenues and debt from jurisdictions to the City
over a defined time period.

Q Clearly delineate all impacts to personnel affected by the
annexation in the Interlocal Agreement.

O Designate a City staff person to facilitate aggressive and effective
public relations and information regarding annexation. The City
needs to have an individual locally accessible and knowledgeable to
provide this support and promote annexation.

1.3 Policy Decisions

The City Council is faced with several policy decisions as a result cf the
findings of this report. Some of the more major decisions are listed below.

O Should the City promote annexation even if negative revenue is generated
in the initial years?

O What annexation method is preferred, election or petition?
O How quickly should the transfer occur, immediately or 3 - 5 years?

O What role should the City pursue regarding the provision of electric and

water service in this area? o~

/7 om’

0 Would it be appropriate to impose a utility tax(’)é services provided in
newly annexed areas by non-City service providers?

O How should annexation occur, zone by zone or all at once?

O Should annexed area assume a proportionate share of City indebtedness?

O Should City allocate some "general costs" City-wide?

Executive Summary 1-6

H - B N B BN I BN B BN BN BN A BE BN B B EE .



45550/feasanal.doc
January 21, 1998

Section 2
Phase 1 - Feasibility Analysis

The objective of Phase 1 was to evaluate the overall potential shift in revenue
and expenses associated with the provision of City services within Urban
Growth Area (UGA) properties proposed for annexation by the City.

A detailed budget comparison of services for each City and County
department was not conducted in this report. Instead, a general review of
impacts to the City General Fund and the County Gperating Fund was the
focus of this evaluation. As an example, detailed budget information for all
aspects of the County Road Department versus the City Street Department
was not attempted. However, some comparisons and ‘estimates of impacts for
key departments or service providers are included, i.e., electric, water, sewer,
fire protection, police protection, streets, drainage, solid waste, and parks &
recreation. ‘

2.1 Planning Criteria
2.1.1 Objective

This aspect of the project focused on summarizing general information
relevant to the overall study area, its demographics, and parcel data.

2.1.2 Approach

Information was obtained from the County Planning and Assessors
departments, as well as Growth Management Act (GMA) documents,
the 1995 Clallam County Data Book, and other published data.
Current conditions are summarized and projections of population are
provided.

2.1.3 Results

A map of the area indicating the location of the study area, the Urban
Growth Area (UGA), the corporate limits for the City, the Clallam
County Public Utility District No. 1 (PUD), Clallam County Fire
District No. 2 (District), and major roadways and bodies of water is
included as Attachment A. This map was prepared by the County
Planning Department, but parcel information was deleted to simplify
its appearance. It should be noted that both the PUD and the District
encompass significant land area throughout and outside the study
boundary.

Phase 1 Feasibility Analysis 2-1
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Basic vital statistics regarding the proposed annexation area lying east
of the City of Port Angeles within the UGA are presented in
Attachment B. The bulk of this data was compiled from records
obtained from the County Planning and Assessor's offices.

The study area is composed of approximately 1,612 acres, which
includes 1,382 residential, multi-family, commercial, tax exempt, and
vacant parcels. Currently, approximately 1,725 people reside in this
area and could grow to 2,325 by the year 2017, at an annual rate of 1.5
percent. These estimates were coordinated with Rich James, Ccunty
Planning and annual growth rates are consistent with GMA
projections. A more detailed breakdown by parcel type and land use is
available in the discussion of property taxes. There is reported to be
some discrepancy between the reported and actual parcels by land use.

However, this represents the best available information. ¢

2.2 Review of Revenues
2.2.1 Objective
Review available budget documents for the City and County and
estimate any shifts in revenue due to annexation. To the extent
possible, identify categories of County costs which may shift due to
annexation.
2.2.2 Approach
City and County budget documents for the 1995-1996 period were
reviewed. Information available from the Association of Washington
Cities (AWC) regarding municipal tax rates and user fees was also
reviewed and included where appropriate.
2.2.3 Results
This aspect of the analysis identified major revenue sources of property
taxes, sales taxes, excise taxes, and other “state levied-locally shared
revenues.” Attachments C and D summarize results for the major
revenue sources, which are described in more detail below.
Attachment E lists the significant “state levied-locally shared
revenues,” also described below.
A brief summary of the categories of revenues follows.

Phase 1 Feasibility Analysis 2-2

I I BN BN BN IS S B B B BN BN AN B A N B B =



45550/feasanal.doc
January 21, 1998

O Property Tax Revenues

The analysis indicates a potential increase of approximately
$389,900 of property tax revenue annually to the City after
annexation. @ The County would experience a -corresponding
decrease in tax revenue of approximately $197,000 annually. This
loss occurs in the County Road Fund, but the County General Fund
tax rate is still charged to City residents. Once residents are
provided fire protection by the City, the tax collected for Fire
District No 2 will be eliminated. City fire protection services are
financed through the City General Fund tax.

This analysis is based on property values as of January 1, 1997, the
1997 Property Tax Rates, and information available from the
Assessor regarding the parcels -referenced in Attachment B.
Attachment C summarizes the assessed valuation of these
properties, the specific tax rates applicable within the annexation
area and the City, and a comparison of annual property taxes.
Using an example parcel/building value of $100,000, the annual
property taxes under the current rates results in an annual
payment of $1,359.60 for City residents and $1,272.29 for County
residents.

J Excise Tax Revenues

The amount of funds provided from the % percent Excise Tax
collected on the sale of property has, during the last four years,
ranged between $10,800-$17,355 per year based on the number of
transactions and the property value being sold. Attachment D lists
the transactions and sales values during the 1993-1996 time frame.
It is not anticipated that this represents a large sum of money
annually even though the possibility for increased commercial
transactions may exist in the future.

(J Local Business Sales and Use Tax

Based on information during 1994-1995, the local tax transferable
to the City may be approximately $264,000-$281,000 per year. In
order to establish this value, data was collected from the County
Treasurer and Washington State Department of Revenue to
establish the retail sales. for commercial/retail outlets located
within the study area. Specific information on individual
businesses is not legally available through the agencies. However,
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general records indicate that there are approximately 55 licensed
activities which constitute $33 million in total sales.

The Local Business Sales and Use Tax totals 7.9 percent of all
retail sales. The City collects 0.8514 percent of the tax, while the
County, local transit authority, and the State, respectively, receive
0.1486 percent, 0.4 percent, and 6.5 percent. Major increases in
this revenue are predominately linked to new business activities
locating within the annexation area, which would logically parallel
the Highway 101 corridor.

State Levied-Locally Shared Revenue

Attachment E shows the revenue generated by this category for
Port Angeles before and after annexation, based on 1995 data. This
analysis indicates that a combined shift to the City of 4.3 percent of
the major funding sources under this heading may yield
approximately $125,000-$150,000 per year of increased revenue.

There are several categories of tax revenue under this heading.
Generally, these taxes are collected by the State and redistributed
back to local county and city governments based on their relative
populations. As shown on Attachment E, it is expected that the
unincorporated County area will experience about a 4.3 percent
reduction in population created by the annexation of 1,725 people.

The Clallam County Treasurer’s Detailed Revenue Ledger was used
to compile information along with the 1996 Tax and User Fee
Survey prepared by the AWC. This data is included in Attachment
E. The analysis is limited to a comparison using 1995 data because
1996 values were not completely available for the City or through
AWC at the time this analysis was completed. A review of County
data for 1996, however, indicates that the potential shift in revenue
is in the right order of magnitude.

City and County Budget Comparisons

Details of budgeted revenues and expenses for the City's General
and Special Revenue Funds, and the County's Current Expense
Fund were compared. A compendium of several attachments
labeled F-1 through F-6 characterize and compare the City and
County budgets and incorporate the revenues referenced in
Attachments C-E. These comparisons reflect changing budget
patterns for both jurisdictions over the past two years in these
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