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Brief Description: Providing financial assistance to counties and cities.

Sponsors: Representatives Grant, Jarrett, O’Brien, Chase, McIntire, Hankins, Santos and
Shabro.

Brief Summary of Bill

· Grants counties the same authority that is given to cities to impose business and utility
taxes, and increases the maximum local utility taxation rate to eight percent of gross
income.

· Provides additional general retail sales and use tax authority to counties of 0.2 percent,
and includes a formula for the distribution of revenues collected.

· Adds new regular property tax levy authority of up to 10 cents per thousand dollars of
assessed valuation for counties and up to 25 cents per thousand for cities.

· Authorizes the creation of a new taxing district in county unincorporated areas, and
provides regular property taxation authority of up to 25 cents per thousand.

· Appropriates $25 million to the Department of Community, Trade, and Economic
Development for financial assistance to local governments.

Hearing Date: 3/4/03

Staff: Mark Matteson (786-7145).

Background:

Cities and counties rely on retail sales and use taxes and on property taxes for a substantial
part of general revenues. Cities also utilize business and occupation and utility taxes for a
portion of their revenues.

The portfolio of revenue sources for a particular local government depends on location,
historical development, and past actions by local elected governments and by local voters.
Jurisdictions that are near the Oregon border, for instance, have tended not to utilize very
much of the local sales and use taxation authority that is available, in order to minimize the
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discrepancy in retail sales tax rates with Oregon jurisdictions, which may not impose sales
tax. Instead, the border jurisdictions rely on other sources, including a special real estate
excise tax. In addition, a number of municipal governments in the Puget Sound region have
enacted business and occupation taxes, while no jurisdiction in the eastern part of the state
has.

Local Retail Sales & Use Taxation

The retail sales tax applies to the selling price of tangible personal property and of certain
services purchased at retail. The tax base includes goods and certain services purchased at
retail. Sales tax is paid by the purchaser and collected by the seller. The seller remits the
tax and other taxes with the combined excise tax return to the Department of Revenue.

The use tax is imposed on items used in the state that were not subject to the retail sales tax,
and includes purchases made in other states and purchases from sellers who do not collect
Washington sales tax. The tax rate is the same as that imposed under the retail sales tax.
Use tax is paid directly by the person using the item to the Department of Revenue.

Counties and cities may impose several local sales and use taxes at various rates and for
various purposes. The tax base is the same as under the state retail sales and use taxes. The
most widely utilized local sales and use taxes are the basic tax at a rate of 0.5 percent and an
optional tax at a rate of up to 0.5 percent, both for general purposes. In adopting ordinances
to impose the taxes, counties are required to provide a credit for any city taxes imposed, so
that the rate in an affected incorporated area does not exceed 1.0 percent. In calendar 2002,
over $900 million in basic and optional sales and use tax revenues were distributed by the
state Treasurer to county and city governments.

County and city sales and use taxes are imposed by ordinance of the legislative authorities.
Neither the basic nor optional tax for general purposes is subject to voter approval prior to
imposition. However, other local sales and use taxes require a public vote prior to
imposition, such as the 0.1 percent tax for the purpose of constructing correctional facilities.

For most of the sales and use taxes that counties may impose, the county government is the
sole entity that receives and uses the funds. There are a few exceptions, however. For
example, the receipts from the 0.1 percent tax for criminal justice programs must be shared
with the cities within the county, based on population.

Property Taxation

Property taxes are levied by state and local governments. The county assessor determines
assessed value for each property. The county assessor also calculates the tax rate necessary
to raise the correct amount of property taxes for each taxing district. The assessor calculates
the rate so the individual district rate limit, the district revenue limit, and the aggregate rate
limits are all satisfied. The property tax bill for an individual property is determined by
multiplying the assessed value of the property by the tax rate for each taxing district in which
the property is located. The assessor delivers the county tax roll to the treasurer. The
county treasurer collects property taxes based on the tax roll starting February 15 each year.
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There are many districts authorized to levy property taxes. These include "senior" districts,
consisting of the state, counties, county road districts, and cities (including towns), as well as
"junior" districts, which include fire, library, cemetery, hospital, port, and a number of other
districts. Counties are authorized to levy property taxes countywide, while county road
districts are authorized to levy just within unincorporated areas of the county, for the purpose
of constructing or improving roads. The state levy must be used for the support of common
schools.

The sum of property tax rates is limited by the state constitution to a maximum of 1.0
percent of true and fair value, or $10 per $1,000 of market value. Property taxes that are
subject to this 1 percent limitation are referred to as regular property taxes. Generally, there
are no voting requirements with respect to regular property taxes, which are levied annually.
However, there are several exceptions, including requirements for emergency medical service
districts, park and recreation districts, and cultural arts, stadium and convention districts, in
which regular property taxes may be levied for periods of six years or more. The regular
levies for these districts require approval of 60 percent of the voters in the district. The
ballot proposition that authorizes the district to impose one of these levies must include
specific information, including the maximum rate to be levied, the number of consecutive
years in which the levy is to be imposed, and, in the case of emergency medical service
districts, whether the levy is to be made permanent.

The Legislature has established caps on individual district rates and on the aggregate rate so
as to keep the total tax rate for regular property taxes within the constitutional one percent
limit. For example, the state levy rate is limited to $3.60 per $1,000 of market value,
county general levies are limited to $1.80 per $1,000 of assessed value, county road levies
are limited to $2.25 per thousand, and city levies are limited to $3.375 per thousand. (A
county may increase its general levy rate up to $2.475 per thousand if the total combined rate
for the county and the road district does not exceed $4.05 per thousand and if no other
district’s rate must be reduced as a result of the increase of the county general levy rate.)
Junior districts each have specific rate limits as well; for example, library districts are
limited to $0.50 per thousand dollars of assessed valuation. The tax rates for most of these
senior and junior districts must fit within an overall rate limit of $5.90 per $1,000 of value.
There is a complex system of prorating the various levies so that the total rate does not
exceed $5.90. Under this prorationing system, senior districts are given preference over
junior districts.

A few regular property tax levies are not placed into the $5.90 aggregate rate limit for senior
and junior districts: emergency medical service, affordable housing, conservation futures,
and a portion of a metropolitan park district’s rate. However, these districts are subject to
reduction if the total aggregate rate for these districts, the state property tax, and the districts
subject to the $5.90 limit together exceed $10 per $1,000 of market value.

In addition to the rate limitations, a district’s regular property tax levy is limited by a
statutory maximum growth rate that restricts the amount of tax revenue that may be collected
from year to year. The voters amended this revenue limit most recently with the passage of
initiative 747 in November 2001. The limit requires a reduction of property tax rates as
necessary to limit the growth in the total amount of property tax revenue received to the
lesser of one percent or inflation. The revenue limitation does not apply to new value placed
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on tax rolls attributable to new construction, to improvements to existing property, or to
changes in state-assessed valuation.

Formation of New Taxing Districts

The authority to levy regular property taxes and the associated rate limitation of $10 per
$1000 of market value derived from the state constitution. The state constitution does not
enumerate the types of districts that may levy regular property taxes. Rather, in creating
new districts with regular property taxation authority, the Legislature has expressly provided
that the district derives its authority from the state constitution.

Governmental entities, like businesses, may be structured as corporations for the purposes of
existing as a single legal entity that may enter into contracts, sue and be sued and do the
many other things necessary to carry on governmental functions.

Local Business and Occupation Taxation

At the inception of statehood, the Legislature granted cities certain broad powers and duties.
Among these was the power to license business activities and to charge amounts for such
licenses. The state court has interpreted this provision broadly, to mean that cities have the
authority to not only impose fees and taxes for the purposes of regulation but for the
purposes of raising revenue, as well. Cities have used this authority to impose license fees
and taxes upon businesses and utilities since statehood.

City impose business and occupation (B&O) taxes on the gross receipts of businesses located
within cities without any deduction for the costs of doing business. The Legislature limited
city B&O taxes on retail sales to a maximum of 0.2 percent in 1982, but allowed for higher
rates if the rates are approved by the voters in the city, or if a higher rate was in effect prior
to January 1, 1982. Cities first imposing a B&O tax after April 22, 1983, and cities
increasing tax rates must have a referendum procedure. Thirty-seven cities impose business
and occupation (B&O) taxes based on gross receipts.

Counties’ powers at statehood derived from authorities established under territorial
governments and were much more limited than that of cities. The counties’ powers do not
include the ability to license business activities and to impose fees or taxes for the purpose of
regulation or raising revenue. Counties’ authority to impose taxes derive from express
authorization by the Legislature to do so for a specific tax.

Utility Service Provision and Taxation

Cities have traditionally taxed utilities in a manner similar to other businesses, based on
gross receipts, but at rates which were typically higher than for other businesses. In 1982,
the legislature limited the rate at which cities could tax electric, gas, steam, and telephone
businesses to six percent. Cities with rates higher than six percent at the time of the change,
unless the change was previously approved by the voters, were required to reduce their rates
to six percent or less over a transitional period. Cities may also tax water, sewer, solid
waste, and stormwater utilities, but there are no restrictions with respect to rates for these
utilities; rates range from two percent to 24 percent.
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Cities and counties may enter into interlocal agreements for the provision of services. For
example, under the Tacoma-Pierce County solid waste management plan, Pierce County
provides solid waste management services for 16 of the cities in the county and has entered
into interlocal agreements with some of the cities. Under the plan, the cities may contract
with one of four collection companies for the collection of solid waste. Some of these cities
impose the tax on the gross receipts of the solid waste collection business within the city
boundaries.

A metropolitan municipal corporation is a form of local government that may be authorized
by voters to perform certain functions, including public transportation, water supply, solid
waste disposal, and sewage disposal for a metropolitan area. The only such corporation in
active operation at present is King County Metro, which provides transit, sewage, and
wastewater treatment functions. (Under HB 1140 of 1993, the King County government was
authorized to assume the functions of the corporation.) Under the authorizing statutes, cities
and counties are prohibited from imposing gross receipts taxes on such corporations.

Counties are not provided the same authority that cities have to tax utilities in general.
However, under the statutes governing county sewerage, water, and drainage systems,
counties have the authority to impose a tax at a rate of up to eight percent on the gross
revenues of a sewerage or water system operated by a county.

Local taxation of telephone service

Telephone service is statutorily divided into two categories: competitive telephone service
and network telephone service. Network service is the provision of access to a local
telephone network, local telephone network switching service, and includes the provision of
coin telephone services; telephonic, video, data, or similar communication or transmission
for hire, via a local telephone network, toll line, cable, microwave, or similar
communication system. Network service includes certain interstate service, as well as
faxing, paging, and wireless services. Network service does excludes cable, radio,
television, or Internet access services. Competitive telephone service, on the other hand, is
the provision or servicing of telephone equipment.

With respect to telephone services, statute provides certain limitations on the taxation
authority of cities. With respect to the 6 percent utility tax rate, cities may tax all gross
revenues derived from intrastate toll telephone services. However, cities are not allowed at
the 6 percent rate those network telephone service charges made from one telephone
company to another relating to connecting fees, switching, or intrastate carrier access; or
charges for network service that is purchased for resale. The aforementioned activities may
be taxed under a municipal business and occupation tax, instead, at a rate of 0.2 percent.
Cities may not tax network service receipts earned from interstate long distance toll charges
under either utility or business and occupation taxes.

Recent Structural Changes

In recent years, the authority of cities and counties to raise or receive revenue has been
limited by a number of statutory changes. These changes have included retail sales and use
tax exemptions enacted by the Legislature; the repeal of the Motor Vehicle Excise tax; and
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the limitation in growth of property tax revenues that may be received from year to year.
The latter two changes have been particularly difficult for local governments that do not have
a significant industrial or commercial tax base.

Summary of Bill:

Several new taxing authorities are provided to counties, cities, and towns.

Within unincorporated areas, counties are provided the same authority that is provided to
cities to license business and utility activity for the purpose of regulation and raising revenue.
The new authority does not apply to gross receipts of a solid waste collection business that is
under contract with a city or town as of the effective date of this act. Counties may impose
utility taxes on metropolitan municipal corporations.

The rate at which a city may tax electric, natural gas, steam, or network telephone service
utilities is increased to eight percent. Counties are subject to the same limitation.

Counties are provided new local retail sales and use tax authority of up to 0.2 percent. The
new tax is subject to voter approval. Proceeds from the tax are to be distributed as follows:
40 percent to the county; 40 percent to the cities within the county based upon population;
and 20 percent to the county for the purposes of providing services within the unincorporated
area.

Cities may impose the new local sales and use tax if the county does not. If the county later
imposes the tax, the city must reduce its tax so as to ensure that the combined rate does not
exceed 0.2 percent within incorporated areas.

A new senior taxing district, known as a county unincorporated service area, is authorized to
be created in county unincorporated areas. The creation of the new district is subject to
approval by the voters. The new district is given the same constitutional authority and
corporate identity that other taxing districts have. The county legislative authority is the
governing body for the new district. The new district is authorized to levy regular property
taxes of up to 25 cents per thousand dollars of assessed valuation, subject to voter approval.

Counties and cities (excluding towns) are also provided additional regular property taxing
authority, subject to voter approval. For counties, the additional authority is 10 cents per
thousand dollars of assessed valuation, and the levy rate limitation for counties is increased
from $1.80 per thousand to $1.90 per thousand, if the new levy is imposed. A county may
increase its general levy rate up to $2.575 per thousand if the total combined rate for the
county and the road district does not exceed $4.15 per thousand and if no other district’s rate
must be reduced as a result of the increase of the county general levy rate. For cities, the
additional authority is 25 cents per thousand dollars of assessed valuation, and the levy rate
limitation is increased from $3.375 per thousand to $3.625 per thousand, if the new levy is
imposed.

The regular property tax levy rate limit of the state is reduced from $3.60 per thousand
dollars of assessed valuation to $3.25 per thousand. The regular levy rate limit for most
senior and junior districts is increased from $5.90 per thousand to $6.25 per thousand.
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The new property tax authority for a county, city, or county unincorporated service area is
required to be prorated so as to keep all combined levy rates below the $10 per thousand
dollars limit.

The new regular property tax authority may be approved by voters for multi-year periods or
permanently, in the same manner that multi-year levies may be approved for emergency
medical service districts. If the new authority is not imposed at maximum rates, any
increase in the rates in the future is subject to voter approval.

In addition to the new taxing authority, the bill appropriates $25 million from the state
general fund to the Department of Community, Trade, and Economic Development for the
purpose of providing assistance to distressed local governments.

Appropriation: $25 million is appropriated from the state GF-S to the Department of
Community, Trade, and Economic Development for the purpose of providing assistance to
distressed local governments.

Fiscal Note: Requested on February 25, 2003.

Effective Date: The bill contains an emergency clause and takes effect immediately.
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