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EXECUTIVE SUMMARY

At the request of the Methow Conservancy, American Farmland Trust (AFT) conducted a
Cost of Community Services (COCS) study to find out the current net fiscal impact of
existing land uses in Okanogan County. The study analyzes revenues and expenditures on
a land use basis for fiscal year 2005 (year ending December 31). It examines revenues by
land use and the financial demands of public services (e.g., public works, sheriff, planning,
general government) and shows the cost of providing these services to residential,
commercial and industrial, farm, forest, and open land use, as well as land not in private

ownership.

The study focused on county and school budgets because they represent revenues and
expenditures for the largest portion of government services provided to Okanogan County

residents. The COCS study in Okanogan County found that:

o 86 percent of revenue in fiscal year 2005 was generated by residential land
uses; 6 percent was generated by commercial and industrial land; 5 percent by

farm, forest and open land; and 3 percent by other lands.!

° 92 percent of county expenditures were used to provide services for residential
land compared with 3 percent for commercial and industrial land, 2 percent for

farm, forest and open land, and 1 percent for other lands.

In other words, for each $1 of revenue received from residential properties in fiscal year
2005, Okanogan County spent $1.06 providing services to those lands. For each $1 from
commercial and industrial land uses, the county spent 59 cents providing services; for each
$1 received from farm, forest and open land, the county spent 56 cents; and for each $1

received from other lands, the county spent 62 cents.

' Tax-exempt lands including state, federal and tribal lands.
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Residential land uses created a deficit of $4.8 million, while the other three land use
categories generated surpluses: $2.2 million from commercial and industrial, $2.1 million
from farm, forest and open land, and almost $1 million from other lands. While residential

land use contributes the largest amount of revenue, its net fiscal impact is negative.

Farm, forest and open lands pay more in local tax revenues than they receive in services.
Differential property tax programs are justified as a way to provide an incentive to keep
land open and in active agricultural use. Even with a reduced assessed value, these
properties contribute a surplus of revenue to pay for public services for residents of

Okanogan County.

COCS Study Findings, Okanogan County

ey L e  Industrial

a) Total

Revenues $ 93,233,134 | $80,369,617| $ 5,397,482 | $ 4,913,609 $ 2,552,427
b) Total

Expenditures $ 92,748,834 | $85,230,492| $ 3,177,039 | $ 2,771,549 $ 1,569,754

Net

contribution

(a-b) $ 484,300 | $(4,860,875)| $ 2,220,443 $ 2,142,060 $ 982,673
Land use

ratio* $1.00/$1.06 | $1.00/%0.59 | $1.00/$0.56 | $1.00/$0.62

(1) Includes state, federal and tribal land.
*For each $§1 of revenue generated, the cost of services provided.

-3- American Farmland Trust



Okanogan County, WA
Cost of Community Services Study
INTRODUCTION
Okanogan County
Okanogan County is located in north central Washington and is bordered by Ferry County

to the east, the Columbia River to the south, the Cascade Mountains to the west, and by
British Columbia, Canada, to the north. The county covers 5,281 square miles, or more
than 3 million acres, making it the largest county in Washington. While Okanogan County
is approximately the size of a small state, only 30 percent of its land (see Table 1) is in

private ownership due to the large amount of state, federal and tribal land.

Table 1: Acres of Land by Ownership Category, Okanogan County
Percentage of
Ownership Acres Total Land

Private 953,301 27.95 %
City and County 2,280 0.07 %
Public Utility Districts 1,505 0.04 %
State 357,721 10.49 %
Federal 1,574,262 46.15 %
Tribal 485,695 14.24 %
Water Bodies 36,439 1.07 %
Total 3,411,203 100 %

The county population in 2005 was 39,600 with the largest city and town populations in
Omak (4,685) and Okanogan (2,435). Other municipalities include Brewster, Conconully,
Coulee Dam, Elmer City, Oroville, Pateros, Riverside, Tonasket, Twisp and Winthrop.
About 60 percent (23,870) of the population resides in the unincorporated part of the

county, with 40 percent (15,370) living in the incorporated areas.?

In 2004, the approximately 44,000 parcels of private property in the county had an
assessed value of more than $2 billion. Residential property made up the largest portion of

this value:

o 16,545 residential properties (single and multi- family);
e 1,553 commercial properties;

e 73 manufacturing properties;

22005 Data Book, Washington State
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”3; and

e 3,585 agricultural properties not in “current use
s 22,274 properties under resource production and extraction, open space under

current use assessment and undeveloped land.

The 2002 Census of Agriculture reported 1,486 farms* in Okanogan County operating on
1,241,316 acres of farmland, or about 37 percent of the county’s total land. The average
farm size was 835 acres with an average estimated market value of land and buildings of
$754,965. The market value of agricultural products sold was $137.4 million in 2002. The
leading products sold included fruits, tree nuts, and berries ($116.5 million), cattle and
calves ($12.9 million), aquaculture ($6.6 million) and other crops and hay ($3.8 million).

There were 15,992 farm workers with a total payroll of $37.3 million.

Cost of Community Services Study

A COCS study is a case study analysis of the net fiscal impacts of existing land uses on
local budgets. It provides a snapshot in time of costs versus revenues based on current land
use. COCS studies are based on actual budgets in a recent and discrete fiscal period. They
are based on real numbers, making them different from traditional fiscal impact analyses,
which are predictive and speculative. COCS studies show what services taxpayers receive
from their local government and how local government revenues and expenditures relate to

land uvse.

At the request of the Methow Conservancy, American Farmland Trust (AFT) conducted a
COCS study to determine the current net fiscal impact of existing land uses in Okanogan
County, Washington. The goal of this COCS study is not to prescribe a course of action
but to provide reliable financial data to help officials make informed planning decisions
and to evaluate strategies to maintain a balance in the distribution of land uses in the
future. By using a community’s own statistics and financial, land use and economic data,
COCS studies help move public dialogue from speculation to projection—from emotion to
analysis. AFT developed this low-cost fiscal analysis to contribute local knowledge to

decisions about land use.

3 Current use taxation encourages landowners to keep acreage in farming, forestry and open space use by
reducing land values. It assesses the value on the land’s current use rather than the land’s highest and best
use.

4 A farm operation can contain several individually assessed parcels of land.
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The process of conducting a COCS study is relatively straightforward. Local budgetary
information is allocated to major land use categories. The study relies on budget and
financial records and in-depth interviews with local government officials and budget
managers to understand how revenues were generated and how appropriations were spent

during a recent year.

AFT developed the COCS approach to investigate three common claims often heard at
community meetings:
1. Open lands—including working agricultural and forest lands—are an interim land
use that should be developed to their “highest and best use”;
2. Agricultural land gets an “unfair” tax break when it is assessed at its actual use
value for agriculture instead of at its potential use value for development; and

3. Residential development will lower property taxes by increasing the tax base.

While it is true that an acre with a new house generates more total revenue than an acre of
farmland, this tells us little about a community’s fiscal balance. In areas where farming and
forestry are important industries, it is especially relevant to consider the fiscal
contributions of privately owned natural resource lands. Farm, forest and open lands
generate less revenue than residential, commercial or industrial properties, but they require
little public expenditure due to their modest demands for infrastructure and public services.
COCS studies determine the net fiscal impact of land uses in the present by comparing
total revenues to total expenditures to ascertain the overall contribution of different

land uses.

There are three basic steps in conducting a COCS study:
1. Collect data: Obtain relevant reports and other financial records, interview officials,

boards and departments.
2. Allocate revenues and expenditures by land use.

3. Analyze data and calculate ratios.

The following section explains how the COCS study was conducted in Okanogan County.
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CoST OF COMMUNITY SERVICES STUDY IN OKANOGAN COUNTY

The COCS study focused on county and school services because they represent revenues
and expenditures for the largest portion of government services provided to residents living
in Okanogan County. The study covers services provided countywide and includes every
parcel of land in the county but does not include city or town services and many special
districts (irrigation, hospital, cemetery, etc.). An exception was made for services provided
under contract agreements with county departments (police services under contract to
towns and dispatch for ambulance and fire, for example). Analyzing municipal budgets by
land use requires separate studies that are beyond the scope of this project. Since the
municipalities are dominated by residential, commercial and industrial land use, their fiscal
records primarily show revenues from those land uses and expenditures back to the same
land. The services analyzed in the study represented an estimated 91 percent of the

services as shown in the following table:

Table 2. Community Services in Okanogan County, WA

Service Cost in 2005 Percent of All

Expenditures
‘Services Studied .
County Government $ 31,087,661 30.28 %
School Districts $ 61,661,173 60.07 %
Library District $ 999,696 0.97 %
Subtotal $ 93,748530 91.32%

Services NotStudied 0
Cemetery Districts $ 41,462 0.04 %
Hospital Districts $ 881,255 0.86 %
EMS Districts $ 693,966 0.68 %
Fire Districts $ 927,557 0.90 %
City Services (a) 3 6,360,276 6.20 %

Total All Services (b) $ 102,653,046 100.00 %

(a) Based on areview of property taxes and an assumption that property taxes are about one-
third of revenues.

(b) Several enterprise funds are not included in this analysis such as T.V., Irrigation, Water and
Reclamation Districts.
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Eight school districts were included in the study: Brewster, Methow Valley, Nespelem,
Okano gan, Omak, Oroville, Pateros and Tonasket. The Chelan, Coulee Dam, Douglas,
Ferry (#309]) and Ferry (#50J) school districts also serve a few residents of Okanogan
County. According to county assessor records, properties in Okanogan County
contributing taxes to these school districts represent about 2 percent of the total county
assessment. These districts were left out of the analysis due to the difficulty of determining
the proportion of service costs provided by these school districts outside of the county. It
was also assumed that a small number of students from other counties were enrolled in

Okanogan County schools, thereby offsetting any service costs.

Before the study began, AFT contacted public officials to set up interviews, to understand
local issues related to budgets, and to define land use categories. After a review of the
county property tax classification system, four land use categories were defined for

this study:

s Residential — property used for dwellings, including farmhouses, mobile homes,

and rental units

s Commercial and Industrial — property actively used for business purposes other

than agricultural or forestry, including retail and wholesale production

= Farm, Forest and Open — all agricultural and forest parcels, including those

qualifying for reduced assessment under Washington’s Open Space Taxation Act’

= Other — tax-exempt properties including state, federal and tribal land.

Step One: Collect Data and Conduct Interviews
Interviews with county officials were conducted to obtain relevant information and collect

necessary documents. The Okanogan County 2005 Annual Report provided actual dollars
for services from all county departments and included current expense resources and
special funds. The county’s report was reviewed to gain an understanding of the nature of

services provided by county departments.

% The Open Space Taxation Act, enacted in 1970, allows property owners to have their open space, farm and
agricultural and timberlands valued at their current use rather than their highest and best use.
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Information for both current expense and special funds during fiscal year 2005 was entered
into spreadsheets and allocated by land use. Current expense funds cover general
government departments including the assessor, auditor, planning and development,
county clerk, courts, prosecuting attorney and sheriff. Special funds include veterans’
relief, roads, noxious weeds, alcohol and drug abuse, infrastructure, emergency services,
communications, and a number of public works functions. In addition, library and school
district services were included in the analysis. The largest county service fund was

education with expenditures of $61.7 million.

Step Two : Allocate Revenues and Expenditures by Land Use

Officials were asked to provide records showing how revenue was generated by land use
and to what extent each land use was served by the expenditure. This step involved
allocating all fiscal year 2005 revenues and expenditures to the land use categories based
on information gathered from reports and interviews. Appendix A of this report shows the

allocation of all revenues and expenditures by land use for services provided in the county.

Revenues

Revenues under Okanogan County’s current expense fund come from local, state and
federal sources. Local sources include general property taxes, sales and use taxes, licenses
and permits, charges for services, and fines and forfeits. State sources of revenue are
primarily in the form of grants and payments in lieu of taxes (PILT). Federal sources of
revenue mostly are grants dedicated to a specific purpose, such as a bulletproof vest
program, meals for the jail or planning grants for stream preservation studies. Several
federal agencies (Department of the Interior and Bureau of Land Management) also

donated PILT revenue.

For the most part, specific revenues in the financial records were allocated to the land use
that produced them. But, some items do not always have a clear land use connection and
are allocated based on the overall land use profile of services by a department as
determined during interviews. For example, a grant to pay for bulletproof vests was
allocated by the land use percentage determined for services provided by the sheriff’s

department.
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Business licenses and permits, public utility permits, hotel/motel taxes and franchise fees
were some of the items assigned as commercial revenue. Permits, fees and licenses were
also allocated by land use source. Marriage licenses, for example, were generated as
residential revenue. State and federal government grants were allocated according to the
type of program or land use that received the income because the revenue was provided to
pay for specific services. For example, all federal and state funding for education was

counted as residential revenue.

Another source of revenue is the local sales tax levied on products sold in the county.
Though sales tax is generated from commercial land use, primarily county residents pay it,
with businesses serving as pass-through agents. Sales tax is different from taxes or fees
generated by a business out of operating expenses. However, it could be argued that
without commercial establishments, there would be no sales tax revenue in the county.
Based on a review of state sales tax records by business category, 43 percent of local sales
tax revenues were attributed to residential land use, 53 percent to commercial and

1 percent to farm, forest and open.

Property Taxes
Real and personal property taxes are collected for the general fund and a number of special

funds and were allocated in the study based on a review of all property assessments. The
breakdown of property tax revenues into land use classes was available from the assessor
of property. The county’s property categories and assessed values had to be attributed to

the three tax paying land use categories identified in this study.

Residential — This category includes all single- and multi-family homes under
Washington Department of Revenue (DOR) codes 11, 12, 13, 14, 18, and 19, as well as
farmhouses. All homes were included in the residential category because of the nature of
public service demands.” Therefore, the value of houses on farm and forest properties is
included in the residential category to correspond with services provided to homeowners

separate from their agricultural business. The assessed value of these residences was

¢ Washington State, Department of Revenue, Annual Sales and Use Tax Report for Okanogan County, 2005.
7 Farmhouses are a residential use demanding services similar to other residential properties. The residents of
the house may go to school, require ambulance and police service, participate in local recreation, vote, buy
licenses, go to court for domestic disputes, etc.
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added to the residential category to determine the value of property taxes paid by

“residential” properties.

Commercial and Industrial — This land use category included the total real property
value of commercial and industrial properties (WA DOR codes 15-17, 21-39, and 41-
79), as well as the value of personal property® under the commercial and industrial

categories.

Farm, Forest and Open — This category includes land classified under Washington DOR
codes 81 to 99, including agricultural, resource extraction (fruit, storage, nurseries, truck

farms, etc.), open space, current use assessment and undeveloped land.

Appendix B shows how land in Okanogan County is classified for assessment purposes
and how all or a portion of the taxable value of each classification was adjusted to match
land use categories wsed in this study. The land use contribution of tax revenues for all
properties in the county resulted in the following:

e 69 percent from residential development

e 12 percent from commercial and industrial development

e 19 percent from farm, forest and open land

A road levy is also collected from the unincorporated portion of the county. The assessor’s
office was asked to provide data showing only properties in the unincorporated area (see

Appendix C). The property tax contributions for the road levy were:

e 75 percent from residential
e 4 percent from commercial and industrial

e 21 percent from farm, forest and open

Finding the proportion of property taxes paid from residential, commercial and industrial,
and farm forest and open properties to the school districts in Okanogan County required a
separate breakdown of assessed values from by the assessor’s office. Each school district
varies in the amount of acreage, the total assessed value of the land, and has separate

budgets and tax rates. Therefore, land use values and property taxes were calculated for

8 personal property taxes are levied on temporary or moveable property, such as business furnishings, office
machines, computers, equipment and telephones.
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each district (see Appendix D for assessments by school district). Budgets for every school

district were also obtained from the Washington State Auditor’s office.

Expenditures

County officials and department heads were interviewed to determine how county
expenditures should be allocated to the land use categories. Department heads gave an
overview of their services and identified any reports (dispatch records, permit summaries,
organizational charts) and other secondary sources of information. During the interviews,
AFT explained what land uses were included in each of the COCS study classifications.

Officials were asked which land use was served by each expenditure.

Several county service expenditures were clearly residential, such as housing
rehabilitation, probation, mental health, drug and alcohol abuse, and emergency welfare.
All education expenditures including operating, debt service and capital projects were
attributed to residential land use. Tourism dollars were allocated to commercial land use.
A large portion of County Extension services was allocated to farm, forest and open lands.
Court expenses were allocated by reviewing case file statistics for Superior, District and
Juvenile courts. Typically, tax-exempt properties are not included in a COCS study,
however, a large portion of Okanogan County acreage is tax-exempt and these properties
do provide some revenue for county services. When county departments identified some
services to this category (police and planning, for example) a method of allocation was
considered. For the most part, budget line items were allocated to more than one land use

as described in the following sections.

Public Works and Roads

Local road and highway costs are one of the most difficult to allocate by land use. The
many different uses and users of each road make it challenging to determine what
percentage originates from residential, commercial/industrial, farm forest and open lands,
or state, federal and tribal lands. A combination of data from the Washington Department
of Transportation, local land use values and motor vehicle registration records were
reviewed to gauge county road use. In 2004, Okanogan’s 294 miles of roads (minor

arterial, major collector, minor collector, local) registered over 277 million vehicle miles
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traveled (VMTs).” Motor vehicle registrations by class were obtained from the state
Department of Revenue and sorted by residential (passenger, off-road vehicle,
snowmobile, motor home, etc.), commercial and farm vehicles. The percentages of land
use values by property class and motor vehicle registrations were combined and averaged
to come up with land use allocations of 78.4 percent residential, 8.5 percent commercial
and industrial and 13.1 percent farm, forest and open. Obviously, some of the road use is
for travel to state, federal and tribal land, but without an in-depth traffic study, an amount
of road service to those lands could not be determined. An estimated $923,468 was paid
into the county road fund from state and federal sources, so this amount was used as the
service cost for the use of roads to tax-exempt land, with the remaining amount divided

among the three tax paying land use categories.

Use of “Fallback” and “Administrative” Percentages

Even after extensive record searches, in a few cases it was not possible to attribute specific
line items to the land use categories. For example, administrative salaries and public
buildings serve the entire county in a general capacity. In this situation, either a land use
fallback or general administrative breakdown was applied. The administrative percentages
applied to revenue and expenditure line items equal the total land use percentages in the
study. For example, if 70 percent of the expenditures were for residential services, then70
percent of the county commission expenditure would be allocated to residential.
Administrative percentages were applied to the county clerk, commissioners, courthouse
maintenance and capital projects, treasurer, treasurer’s operation and maintenance, civil

service, and medical insurance reserve.

Step Three: Analyze Data and Calculate Ratios

The final step of the COCS study was to analyze the data gathered and evaluate the actual
budgets on a spreadsheet. The dollar amount for each line item of the budget was allocated
among the three land use categories. The amounts were entered for each line item, and
total revenues and total expenditures were summed for each of the three land use

categories.

“VMTs are length of road times number of average daily trips by road segment. National Highway Safety
Administration, Highway Performance Monitoring System, 2004 data.
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The total net surplus was calculated by comparing total revenues to total expenditures in
each category. The county budget allocations are included as Appendix A. This
information is also presented as ratios to show the actual expenditure for every dollar
raised (see Table 3, Study Findings, on page 14). The findings were checked for accuracy
and were shared with the Methow Conservancy for its review and comments, which were

incorporated into the final report.
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In fiscal year 2005, Okanogan County residential land use generated $80.4 million in

revenues to cover residential land use expenditures of $85 million. Comparing revenues to

expenditures shows that residential land use had a $4.9 million shortfall, which was covered

by a $2.2 million surplus from commercial and industrial properties; a $2.1 million surplus

from farm, forest and open land, and almost $1 million from other lands.

Findings for Okanogan County are presented in Table 3 below. The first two rows of the

table show the total dollar amount allocated to each land use for revenues and

expenditures. The third row shows the net contribution, or net financial impact, for each

land use, which was determined by comparing the revenues generated with the

expenditures provided. The next row of land use ratios presents this same information in

ratio form and offers a clear way to see how much each land use costs for each dollar of

revenue it generates for the county.

The land use ratios show the costs required per $1 of revenue generated in fiscal year 2005.

For each $1 of revenue received from residential properties, the county spent $1.06

providing services. For each $1 from commercial and industrial land uses, the county spent

59 cents, for each $1 received from farm, forest and open land, the county spent 56 cents

on services, and for each $1 from other lands, the county spent 62 cents.

Table 3. Study Findings

CAbeno | wvanns |0 | Commercial | Farm,Forest |
Ofomogan | VNS | Residential | and | andOpen | Other()
a) Total

Revenues $ 93,233,134 $80,369,617 | $ 5,397,482 $ 4,913,609 $ 2,552,427
b) Total

Expenditures $ 92,748,834 | $85230,492| $ 3,177,039 $ 2,771,549 $ 1,569,754
Net

contribution

(a-b) $ 484,300 | $(4,860,875)| $ 2,220,443 $ 2,142,060 $ 982,673
Land use

ratio* $1.00/$1.06 | $1.00/8%0.59 | $1.00/8%0.56 | $1.00/$0.62

(1) Includes state, federal and tribal land.
*For each $1 of revenue generated, the cost of services provided.
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DISCUSSION

COCS studies provide a baseline of information to help local officials and citizens make
informed land use decisions. They offer the benefit of hindsight to see the effect of
development patterns to date. They also demonstrate the fiscal importance of privately

owned land in farm and forest uses.

The ratios of revenue generated to cost of services found in Okanogan County are somewhat
different from those of other COCS studies because of the inclusion of state, federal and
tribal lands as a separate land use category. The residential ratio of $1 of revenue to $1.06
expenditure is lower than the national median of $1.19. AFT has found a lower residential
ratio to be typical in communities where the commercial and industrial land base is fairly
small. The Okanogan commercial and industrial land use ratio of $1 of revenue to 59 cents
of expenditure is higher than the national median number of 29 cents. Roads were the
highest expenditure under the commercial and industrial column at $790,509. The additional
cost can be explained by the fact that unincorporated areas, which are primarily residential
and agricultural, are charged the $2.5 million road levy, but the road expenditures are
charged to all properties in the county—commercial properties contribute a low percentage
(4 percent) of property taxes to county roads, but in this study they were assumed to use

8 percent of the service costs. The farm, forest and open ratio of $1 to 56 cents is more than
the national median of 37 cents, with road expend itures for this land use at $1.2 million, or
almost half of all the expenditures associated with farm, forest and open land. Due to the
extensive road mileage and rural nature of Okanogan County, it’s reasonable to assume that

the higher ratio is correct.

The purpose of a COCS study is not to recommend one type of land use over another but
rather to help a community determine the net fiscal contribution of farm and forest lands so
these lands may be duly considered in the planning process. Because the studies are
descriptive, they should not be used to predict the impact of a single development or to
project future costs of services created by new development. COCS studies are not
designed to judge the value of one land use over another or to compare one type of new

development to another.
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The results of this study provide reliable financial information that demonstrates the
importance of agricultural and forest lands to the fiscal balance of Okanogan County. It
suggests that development of strategies to retain this land base for future agriculture would

be a good long-term investment and that:

o Differential property tax programs are justified as a way to provide an incentive
to keep land open and in active agricultural use. Even with a reduced assessed
value, agricultural properties contribute a surplus of revenue to pay for public

services for residents of Okanogan County.

o Taxes and other revenues from residential development do not cover all the

public services residents receive from the county.

e Agricultural lands pay more in local tax revenues than they receive in services.
A balance of land uses, including agricultural lands, is needed to provide
adequate revenue to pay for these services. The findings of this study show the
fiscal benefits that result from different land uses and provide factual
information to help residents understand the delicate fiscal balance between

taxes, other community revenues and the costs of public services.

With product sales of almost $137.4 million in 2002, agriculture is an important part of the
county economy. Any future efforts to preserve this land base and improve economic

development that promotes this local industry will also yield greater fiscal revenues.

This information should be useful for Okanogan County leaders and residents when faced
with land use decisions now and in the future. In addition to helping maintain fiscal
balance, agricultural lands help sustain the local economy, contribute to economic diversity

and rural character, and help shape the overall quality of life in the region.
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Okanogan County, WA
Cost of Community Services Study

APPENDICES

. Okanogan County Revenues and Expenditures
. Assessed Value and Property Tax Calculation
. Road Levy Calculation

. Assessed Values by School District
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