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CITY OF LAKE STEVENS 
SOUTHWEST ANNEXATION REPORT 

 
 
ANNEXATION OVERVIEW 
 
The City of Lake Stevens began a six-year annexation plan in 2005 and has successfully 
completed three citizen driven petition method annexations over the past four years.  It is the 
City’s vision and goal to be One Community Around the Lake and has made major strides in 
accomplishing that vision.  The City has been transitioned and grown from a population of 7,185 
in 2005 to currently over 14,500.  Along with the growth in population the City staff has more 
than doubled from 27 employees to 63 in the same time period.   As part of the annexation 
planning process the City has developed an annexation fiscal model as a tool to evaluate the 
cost of providing an urban level of service along with the anticipated revenue to be received for 
each annexation. The financial model is based upon a conservative approach (worst case 
scenario) and has proven to be an accurate and successful tool in preparing for annexation.   
 
As part of the original planning for the six-year annexation process the City of Lake Stevens 
entered into a Master Annexation Interlocal Agreement with Snohomish County in 2005.  Since 
then the City and County have approved various interlocal agreements to help ensure a 
seamless transition of services through annexation.   Exhibit 1 depicts the annexation related 
agreements between the City of Lake Stevens and Snohomish County 

 
 

Exhibit 1 
Annexation Interlocal Agreements (ILA)  

 
Agreements in Place    Agreements in Process  

 
2005 Master Annexation ILA        Coordination of 20th St. Improvements 
2006 Lundeen Creek Restoration       Reciprocal Traffic Mitigation 
2007 Surface Water Management Services   
2009 Diking District Surface Water Accommodation 
2009 Watershed Management Services in SW Annex. 
 
 
Southwest Annexation 
City staff documented existing service levels, department positions and their demand drivers 
and historical changes through previous annexations. This piece of analysis provided baseline 
information to determine the City’s staffing needs expected to change in response to increased 
demand associated with the current annexation. At the same time, operating revenue estimates 
were generated, including all sources of the City’s general government funding. 
 
Based on these initial operating expense and revenue estimates for the scenarios, an initial 
screening of the scenarios was conducted to establish which scenarios warranted the full 
detailed analysis of annexation impacts. City staff discussed potential scenarios and determined 
specific alternatives that provided the best opportunities for leveraging existing City resources, 
utilizing economies of scale, and minimizing the potential costs of annexation, while still 
delivering an urban level of service to these areas.  Through the fiscal analysis it was 
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determined that by combining three subareas into one, the Southwest annexation area the City 
would benefit from both an economy of scale while also qualifying  for the state sales tax credit .  
 
The Southwest annexation area was also analyzed to see how the annexation might fit within 
the broader context of the City’s long-term fiscal situation along with the need for future 
commercial and employment opportunities. The goal of the analysis was to provide decision-
makers at the City and key stakeholders including current Lake Stevens residents, residents of 
the annexation area and other affected jurisdictions, with a more complete understanding of the 
fiscal implications of annexation. 
 
The three geographical subareas included in the Southwest Annexation area are:  
• Hillcrest    
• Cavalero Hill   
• South Davies Rd 
 

Exhibit 2 
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These three subareas combined into one annexation area meet the criteria of logical 
geographical contiguous boundaries and include a population of over 10,000 to meet the State 
sales tax credit. 
 
Exhibit 3 presents the 2009 estimates of population, housing units, and other key statistics for 
each of the annexation subareas. 
 

Exhibit (3) 
Key Estimated Statistics for Contemplated Annexatio n Scenarios, 2009 
!��!���"	
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Upon identifying the various annexation scenarios, a series of meetings was conducted with 
City staff to document existing service levels, department positions, and their demand drivers. 
This piece of analysis provided baseline information to determine how City staffing might be 
expected to change in response to increased demand associated with annexation. At the same 
time, operating revenue estimates were generated, including all sources of the City’s general 
government funding. 
 
Based on these initial operating expense and revenue estimates for the scenarios, an initial 
screening of the scenarios was conducted to establish which scenarios warranted the full 
detailed analysis of annexation impacts. City staff discussed potential scenarios and determined 
specific alternatives that provided the best opportunities for leveraging existing City resources, 
utilizing economies of scale, and minimizing the potential costs of annexation, while still 
delivering an urban level of service to these areas.  
 
 
Data Sources 
Estimates of current population are based on information provided by the Office of Financial 
Management.  Estimates of assessed values in the annexation areas are based on Geographic 
Information System (GIS) analysis of Snohomish County Assessor’s data extracts and 
Snohomish County parcel shapefiles. Tax estimates in the annexation subareas are based on 
analysis of the Washington State Department of Revenue’s sale tax data. Other revenues were 
estimated using a combination of existing City of Lake Stevens experience and actual 
experience in other comparable jurisdictions. 
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Costs and staffing information for the current City represent actual expenditures in the most 
recent fiscal years, plus expected 2009 expenditure levels as presented during the budget 
process in the fall of 2008. 
 
 
FISCAL ANALYSIS 
 
Overarching Assumptions 
The analysis summarized in this report is shaped by the following key overarching 
assumptions: 
 

�   The current level of service, staffing, and expenditures in Lake Stevens (as defined in 
the 2009 budget) are the benchmarks for projecting comparable levels of service, 
staffing, and costs in the annexation area.  

 
�  This fiscal analysis excludes local services that are assumed to be unaffected by the 

annexation decision, including water and sewer services, public schools, health services,  
emergency fire services and transit. 

 
�  The future changes in service demands and City revenues are a function of explicit 

assumptions regarding growth and development, inflation factors, and the assumptions  
of maintaining current levels of service and continuation of current tax and fee policies. 

 
 
Budget Structure 
The analysis is fund-based and does isolate the components of the City’s budget that are 
funded through general tax and fee revenues.  The analysis includes the City’s General Fund as 
this fund includes the majority of the City’s revenue and expenditure including personnel costs.  
 
In Lake Steven’s actual operations, the City uses a more extensive accounting system of funds 
to facilitate provision of services. To the extent that these funds are used for core City 
operations and would be affected by annexation, the costs and revenues are included within the 
analysis of estimating core costs of service, or capital costs and revenues (including all funds 
listed above). In instances when these funds are not used for core operational expenditures and 
are not expected to be affected by annexation, no cost impact of annexation is estimated. 
 
 
KEY FINDINGS 
 
The annexation fiscal model for the Southwest Annexation estimates revenues and expenses 
for the annexation area over a period of ten years with an effective date of annexation of 
December 31, 2009.   
 
In the analysis, factors in the land base (such as population, employment, and commercial 
activity) are assumed to be at the current County land use designations in order to provide the 
most conservative approach.  Because with current residential land use the cost to service the 
areas is greater than the revenue received, future changes in land use to commercial and 
employment will positively increase the financial situation with increased revenue sources to 
support the area. 
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It is important to note that this is a financial planning tool and is not a budget development 
exercise. The analysis is intended to provide a reasonable estimate of potential costs and 
revenues associated with annexation and to allow for the assessment of the alternative 
scenarios to test the implications of development assumptions, policy choices and alternative 
service delivery options. If the City proceeds with an annexation, this analysis provides a basis 
from which the City can begin the process of meeting the higher service demands of the larger 
city. However, the actual implementation will be accomplished through the regular annual 
budget process where the Mayor and Council will revisit the staffing and service delivery options 
in light of updated information and the overall budget needs of the City at that time. 
 
Another objective of the model is to factor in the sales tax credit funding. Since this funding is 
designed to assist eligible cities that commence annexation by 2009 by providing support for up 
to ten years, the model runs through 2018. The model estimates the maximum sales tax credit 
and the eligible annexation deficit to determine the amount of potential revenue from this 
source.   Because the annexation area is primarily residential the sales tax credit will assist in 
supporting the services needed while commercial and employment land use changes are 
progressing.  
 
The annexation area is predominately residential with currently little commercial development to 
contribute in paying for services in the area.  While commercial development potential exists, 
the financial analysis has taken a conservative approach and not included any new revenue 
related to future commercial activity.   
 
In the first year of annexation expenses to provide the services in the area exceed revenue 
collected by just under $600,000.  This is due to estimated property tax revenue of $1,200,000 
for 2010 will continue to be received by Snohomish County while services are provided by the 
City of Lake Stevens.  To assist in the revenue shortfall the City will collect just under $250,000 
through the state sales tax credit with the remaining amount provided by an interfund loan 
through the City. 
 
In 2011 and beyond the financial analysis shows revenue exceeding expenditures each year.  
This is due in part by the City’s ability to collect utility taxes (which is not allowed in the County) 
along with the benefit of the City having an increased economy of scale as new residents join 
the City.  Also, because the City has already gone through two large scales annexations in the 
last few years, many of the transitional issues and one time costs that arise during annexation 
have been dealt with procedures and/or additional capacity having been put in place. 
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Exhibit (4) 

Estimated Revenue and Expenses 
Assuming Annexation in December 2009  
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Revenue Sources  
 
Property Tax   
Due to lags associated with annexation and levying, the City would not begin to receive property 
tax revenues from the annexation area until 2011. Between annexation and 2011, however, the 
City would receive revenues associated with the County road levies  
 
Retail Sales Taxes 
One of the key revenue sources for cities is Retail Sales Tax.  The annexation area has 
commercial development capacity potential and is estimated to generate approximately over 
four million dollars a year in retail sales tax.  This potential amount is not included in the current 
financial analysis to maintain a conservative approach.  Future commercial development both in 
the City and the annexation area will improve the financial resources for the residents.  
 
Utility Taxes 
The City of Lake Stevens imposes a 5% tax on telephone, electric and natural gas utilities and a 
6% tax on telephone utilities.  
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Licenses and  Permits  
Building permit and fee revenues are generally estimated based on current relationship between 
permit revenues and staffing in the Permits and Inspection division of the Planning and 
Community Development Department. This current City ratio is then applied to the expected 
increase in permitting labor costs due to annexation in order to estimate future fee revenues to 
maintain current service delivery levels.  In essence, these revenues are targeted by policy to 
recover specific City costs on a fee-for-service basis. The assumption in this analysis that future 
cost recovery policies will largely mirror current policy. 
 
Intergovernmental 
The City charges its fee-based utility funds for goods and services provided by the City. This 
allows for an accounting of the full cost of providing the fee-based services to the public. 
Revenues to the City include charges for general services (financial services and information 
technology support), debt service payments, and equipment rental charges. Revenues in this 
category are projected to grow on a per capita basis.  
 
Fines and Forfeits 
The Fines and Forfeiture revenues included court fines, impound fees, traffic violations bureau 
and drug investigation contributions.  

Miscellaneous 
This includes investment and sales and use tax interest income received.  

State Sales Tax Credit 
Since Lake Stevens has a population of less than 400,000 and is located in a county with a 
population of more than 600,000, the City will qualify for the State sales tax credit. The 
annexation area is estimated to have a population of more than 10,000, but less than 20,000, 
and would thus qualify for 0.1% sales tax credit.  
 
 
Expenditures  
 
The fiscal analysis estimates changes in the cost of services based on relationships between 
direct services such as police officers and planners, and underlying demographic and 
community changes such as increases in population, housing units, commercial activity, and 
land area.  Costs are broken up into labor, non-labor and one time capital categories.  Non-labor 
costs in each department are driven by the number of Full Time Equivalents (FTEs) in that 
department 
 
Labor 
This cost represents both the salary and benefits for new FTE’s hired to provide services in the 
annexation area.  The annual salary and wage escalation is assumed to be 4.0%, while annual 
benefits are assumed to grow at a rate of 6.0%. The assumption regarding benefits escalation 
accounts for the possibility of growth in overall benefits costs above inflation due to the 
expected continuation of higher benefit cost increases primarily related to health care costs 
 
Non-Labor Ongoing 
Included are items expected to increase due to an increase in population such as voter 
registration fees, court and jail fees along with the expenses related to new personnel such as 
office and operating supplies, insurance, fuel and communications.    
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One-Time Costs 
These costs include one-time annexation related expenses.  Included in the fiscal analysis is the 
cost to contract for the required census, the purchase of four additional patrol vehicles, two 
support police vehicles, laptops for the vehicles and one time equipment purchases for new 
employees.  The fiscal analysis also has taken this into account an increase in the equipment 
replacement funding for the additional equipment brought on through annexation.  
 
 
IMPACTS ON CITY STAFFING 
 
Drivers for FTEs in each position within all City departments are variable in the analysis, and fall 
into one of four categories: 
 
• Fixed 
These positions do not change over the planning horizon (for instance, there will always be one 
Police Chief). 
 
• Direct 
These positions are driven directly by changes to the underlying land base of the city, such as 
population or employment. The relationship between demand for services and the underlying 
land base is determined based on the types of services each position provides. For example, 
police officer staffing is directly related to the population served. 
 
• Indirect (by Position) 
These positions are driven by staffing levels of one or more positions in a specific department. 
For instance, a Police Supervisor is related to growth in the number of Police Officers. 
 
Indirect (by Department) 
These positions are driven by staffing levels of one or more departments. For instance, an 
Office Assistance position in the Executive Department is related to total new staffing levels in 
most other City departments. 
 
Annexation Staffing Plan  
 
There are currently approximately 63 FTEs paid for by the General, Street and Storm Water 
Management Funds. Annexation would increase City staffing by approximately 23 (37%). 
 
The overarching concept is that the City will not be hiring additional staff until there is a 
demonstrated need that justifies adding an increment or a full FTE. The City’s experience with 
recent large annexations demonstrates that, except for public safety, the need for additional 
personnel ramps up gradually and therefore hiring will likely occur in blocks and phases: the 
existing staff will absorb the increase in work until there is a need to hire another person or a 
part-time position. This method of staffing is the most efficient and effective way of annexation 
transition.  The City has current contracts for services with private and public service providers 
to provide “backfill” during transition periods of staffing. 
 
Exhibit 5 shows estimated changes in operating costs and staffing in full time equivalents 
(FTEs) for both current City configuration and from the annexation. Similarly to operating 
revenues in the chapter above, the costs and staffing shown are for 2010, assuming that all 



�������	��
����
�������������� ��������������������� ������������������������
���&&�
��������������

initial annexation-related FTEs are hired and in place on January 1, 2010. The Exhibit 
provides a high-level summary of major operating cost centers and the impact of increases in 
staffing on the overall fiscal impact of annexation. The overall increase in staffing is consistent 
with current staff levels and reasonable expectations for changes related to an annexation of 
this scale; however, staffing within each department has been based on detailed discussions 
with City staff and reflects experience with current staff planning for post-annexation needs. 
 

Exhibit 5  
Estimated City of Lake Stevens Staffing  
Assuming Annexation in December 2009 

(Full Time Equivalents) 
        

  
Current 

City Increment Percent 

Staffing (FTEs)  
Increases 

with Increase 
    Annexation   
      
Legislative 7 0 0% 
Executive 1 0 0% 
Administrative Services 5 1 20% 
Finance 2 0 0% 
Planning and Community 
Development 6.5 1.5 23% 
Building 1 1 100% 
Parks 2 0.5 25% 
Police 27 13 48% 
Streets 6 3 50% 
Storm Water Management 5.5 3 56% 
Total 63 23 37% 

 
 
Legislative 
There are currently six Council Members, and one Council President (1 FTE) in the Legislative 
Department. Council President and Council Member positions are fixed and will not increase 
due to annexation or growth.  
 
Executive 
The Executive Department’s Mayoral position is currently staffed by 1 FTE. This position is fixed 
and will not increase due to annexation or growth.  
 
Administrative Services 
The Administrative Services Department is currently staffed with 5 FTEs in different positions. 
This department provides administration, clerk, human resources and computer support to the 
City, among other functions. Most of the manager, coordinator, and director positions are fixed, 
and will not change due to annexation or growth in the current City. Some of these positions are 
indirectly driven by the staffing increases in the Planning & Community Development, Parks and 
Recreation, Police, and Public Works departments an increase in the number of citizens an 
organization services. 
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�   With Annexation: There will be 1 Office Assistant hired in 2010.   
 
Finance 
The Finance Department currently has two FTEs and is not anticipated to grow at time of 
annexation.   
 
Planning & Community Development 
The Lake Stevens Planning & Community Development Department is currently staffed by 6.5 
FTEs in 5 different positions. The Community Development Department is responsible for 
planning, building inspection, and code enforcement. Most planner, inspection, and technician 
positions are directly driven by a change in construction assessed value. The other positions in 
the Department are either fixed, or indirectly driven by staffing levels in related positions. 
 

�  With  Annexation: There will be 2.5 FTEs in 2010 comprising of 1 Planner, 1 Building 
Inspector and 1 part-time Permit Specialist 

 
 
Police Department 
The provision of police services is frequently one of the largest expense categories of any city. 
Lake Stevens Police Department currently has 22 Commissioned Officers, 1 Code/Animal 
Control and 4 support staff. 
 

�  With Annexation: There will be a total of 13 FTEs added to the police department after 
annexation: 7 Patrol Officers,  2 Traffic Enforcement Officers, 2 Detectives, I Supervisor 
and 1 additional Code/Animal Control Officer. 

 
See Attachment A – Lake Stevens Police Department Report for further information regarding 
transition of police services  
 
Public Works 
The Public Works Department is currently staffed by 13.5 FTEs in 7 different positions. Public 
Works employees are responsible for engineering public facilities, designing traffic controls, 
maintaining City streets, parks maintenance and storm water management functions.  
 
The annexation scenario will affect Public Works staffing as follows: 
 

�  With Annexation: There will be an increase of 6.5 FTEs relating to the annexation. 
 
 

OTHER SERVICES 
 
Lake Stevens Fire District   
The City and the annexation area are both currently included in the service boundaries of the 
Lake Stevens Fire District.  Therefore there will be no change in service provider after 
annexation. 
 
Lake Stevens Sewer District 
The City and the annexation area are both currently included in the service boundaries of the 
Lake Stevens Sewer District.  Therefore there will be no change in service provider after 
annexation. 
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Lake Stevens School District 
The City and the annexation area are both currently included in the service boundaries of the 
Lake Stevens School District.  Therefore there will be no change in service provider after 
annexation. However, there will be an opportunity for the school district to contract with the City 
for School Resource Officers duties at the mid-high located in the annexation area therefore 
eliminating the need to use two separate law enforcement agencies for SRO duties. 
 
Sno-Isle Library 
The City and the annexation area are both currently included in the service boundaries of the 
Sno-Isle Library.  Therefore there will be no change in service provider after annexation. 
 
 
CAPITAL FACILITIES ANALYSIS 
 
Major Capital Costs and Needs 
In general, upon annexation, as capital needs are better understood, there are likely to be more 
needs than there are resources coming from the annexation area. This situation is comparable 
to the base City situation, which has unfunded portions of its current capital needs, thus the 
long-term funding situation is unlikely to be dramatically different than the status quo.  
 
Capital Revenues 
Our analysis provides an estimate of the revenues from the Real Estate Excise Tax in the 
contemplated annexation areas. REET amounts to an estimated $2.4 million over the next 10 
years. 
 
General City Facilities 
Although the City Hall complex currently has enough space to house new staff related to the 
annexation, the facilities are old and inefficient.  Also. the current facilities are also located on 
lakefront property which the City intends to redeveloped as a Downtown Commercial Center 
including a public waterfront park.  Therefore City begun the planning for the construction of a 
new Civic Center in 2006 and has since purchase property for the future site.  The new Civic 
Center campus will house City Hall and the Police Department, and has potential space for the 
Fire and Library Districts.   
 
The City’s police department currently has an off-site office located in the Frontier Village 
Safeway complex.  This allows the Officer the ability to process necessary paperwork and 
maintain a presence on the west side of the lake.  If further office space is needed the City will 
work with its public partners such as the Fire and Sewer District who have available office space 
in the recent annexation areas. 
 
Public Works 
Estimates of additional space for office-based Public Works FTEs are included in discussion of 
the general facilities project (see above). There is a current need for an expanded dedicated 
Public Works facility space.  The City has previously saved $400,000 for future funding and is in 
the process of evaluating possible sites for future lease or purchase. The facility will support 
both current and future near-term annexation facility needs. 
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Other Capital Cost and Needs 
Upon the completion of the annexation the City of Lake Stevens will conduct a more thorough 
assessment of capital needs. This assessment would look at needs for roads and sidewalks, 
surface water, parks, and other potential investments, all in the context of the City of Lake 
Stevens’ design requirements and overall service goals. 
 
Transportation:  
The City and County are currently negotiating an agreement regarding the completion of the 
20th Street SE project for segments 1 and 2.  This agreement will ensure that the project is not 
interrupted by annexation and completed on the projected time schedule.  There are additional 
transportation needs that are identified on the County’s six year transportation improvement 
plan that are currently unfunded by the County.   
 
Surface Water Management  
Currently, Snohomish County’s Drainage Needs Report has identified a number of capital needs 
for surface water management improvement in all of the annexation subareas that are currently 
unfunded.  These projects will be evaluated as part of the City’s surface water utility and 
prioritized and funded according to need. 
 
Parks and Recreation  
The City’s comprehensive plan includes an inventory of the existing parks and facilities and 
existing park needs, if any, based on the City’s level-of-service (LOS) standards. The plan cites 
an overall standard of 7.5 acres of parkland per 1,000 people. This calculation includes not only 
City owned parks and recreational facilities but also includes County parks located in the Lake 
Stevens UGA.  It can be assumed that City residents utilize nearby County parks and County 
residents utilize nearby City owned parks.  
 
ESTIMATED CAPITAL REVENUES  
 
Real Estate Excise Tax (REET) 
Lake Stevens would expect to receive Real Estate Excise Taxes on an annual basis. REET 
revenues are levied in two halves: The first half (0.25% of the taxable value of a real estate 
transaction) may be used for a variety of capital uses, including development of parks. The 
second half (the second 0.25%) must be used on a more constrained list of projects — a list that 
includes improvements to roads and roadways, but excludes investments in parks. 
 
Since REET is based on the total value of real estate transactions in a given year, the amount of 
REET revenues a city receives can vary substantially from year to year based on the normal 
fluctuations in the real estate market. During years when the real estate market is active, 
revenues are higher, and during softer real estate markets, revenues are lower. For the 
purposes of this analysis, it is assumed that 5.0% of residential property turn over in any given 
year. 
 
Based on the analysis, the annexation is estimated to generate approximately $2,500,000 in 
REET revenues from the annexation areas in over the next ten years. 
�
�
�
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CONCLUSION 
 
The City of Lake Stevens is well underway with its 6-year annexation program to become One 
Community Around the Lake by 2011.  The proposed Southwest Annexation is a continuation of 
this program that will take advantage of the State Sales Tax Incentive to directly benefit the 
citizens in the area and further the goals of GMA by making cities the primary urban service 
providers.  Lake Stevens has demonstrated its ability to successfully execute annexation 
transition over the past 4 years with the Northlake, Frontier Village, and Soper Hill Annexations 
and is a fiscally and operationally responsible organization capable of providing urban level 
services to the Southwest Annexation Area efficiently and effectively as outlined in this report. 
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