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HOUSE BI LL 3118

St ate of WAshi ngt on 58th Legislature 2004 Regul ar Sessi on

By Representatives MlIntire, Hunter, Santos, Conway, Chase, D.
Si npson, Linville, Mrrell and G Sinpson

Read first tine 01/28/2004. Referred to Commttee on Fi nance.

AN ACT Relating to tax incidence notes; amendi ng RCW 43. 88A. 010,
43. 88A. 030, 43.88A. 040, and 43. 88A.900; adding new sections to chapter
43. 88A RCW and addi ng a new section to chapter 82.01 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW43.88A. 010 and 1977 ex.s. ¢ 25 s 1 are each anended to
read as foll ows:

The |l egislature hereby recognizes the necessity of developing a
uni form and coordi nated procedure for determ ning the expected fi scal
i mpact of bills and resolutions on state governnent and for determ ning
the expected tax incidence of bills and resolutions on individuals and
busi nesses. The legislature also recognizes that devel opi ng ((sueh))
these statenents ((et—ttseal—+trpact—whieh—shalt—be known—as—fi+seal
notes-)) requires the designation of a state agency to be principally
responsi bl e ((therefoer)) for the statenents. The statenents shall be
known as fiscal notes and tax incidence notes.

NEW SECTION. Sec. 2. A new section is added to chapter 43.88A RCW
to read as foll ows:
(1) The office of financial managenent shall, in cooperation with
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appropriate legislative commttees and legislative staff, establish a
procedure for the provision of a tax incidence note for any bill or
resolution that increases, decreases, or redistributes state governnent
revenues for any state tax or local tax adm nistered by the state by
nore than ten mllion dollars per fiscal year. Tax incidence notes
shall be calculated using the procedures contained in instructions
i ssued by the office of financial managenent. The office of financial
managenent shall coordinate the devel opnent of tax incidence notes with
all affected state agencies.

(2) A tax incidence note shall be a witten report describing who
woul d experience the fiscal burden or benefit inposed by a proposed
change. The note shall indicate the tax incidence for the first full
year in which the bill or resolution will be effective. To the extent
data is available, the note shall report on the tax incidence effects
that would result if the bill or resolution were enacted. The note may
contain fiscal burden or benefit information by incone classes,
t axpayer characteristics, or other relevant categories that use system
w de neasures, and may include analysis of the effect of the bill or
resol ution on representative taxpayers.

(3) The note shall describe the tax incidence using two points:

(a) The legal tax incidence, neaning who bears the legal liability
of a tax. This point shall be expressed in ternms of the change in
legal fiscal liability for households, businesses, governnments, and

out-of -state taxpayers; and
(b) The final tax incidence, neaning who experiences the fisca

burden or benefit of a tax change once the legal liability of a tax has
been absorbed by the taxpayer or passed onto households within the
state or out-of-state taxpayers. This point shall be expressed in

terms of final fiscal burden or benefit by household i ncone, excl uding
fiscal burdens or benefits shifted to out-of-state taxpayers.

(4) The nmethodology developed for determning the final tax
i nci dence shall detail the assunptions used for shifting the | egal tax
i nci dence of taxes on businesses and other nonhousehold taxpayers to
the final tax incidence on resident househol ds. These assunptions
shall be expressed in a single static nechanistic nodel that can be
used to analyze all taxes for all taxpayers, including businesses by
i ndustry and househol ds by i ncone group.
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(5) The note nust contain a statenment of the assunptions that were
used in conputing the tax incidence.

Sec. 3. RCW 43.88A.030 and 1986 c¢ 158 s 16 are each anended to
read as foll ows:

When a fiscal or tax incidence note is prepared and approved as to
form accuracy, and conpl eteness by the office of financial nanagenent,
whi ch depicts the expected ((fseal)) inpact of a bill or resol ution,
copies shall be filed inmmediately wth:

(1) The chairperson of the committee to which the bill or
resolution was referred upon introduction in the house of origin;

(2) The senate commttee on ways and nmeans, or its successor; and

(3) The house commttees on ((revenue)) finance and appropriations,
or their successors.

Whenever possible, ((sueh++seal)) the note shall be provided prior

to or at the tinme the bill or resolution is first heard by the
commttee of reference in the house of origin.

When a fiscal or tax incidence note has been prepared for a bill or
resolution, a copy of the ((+seal)) note shall be placed in the bill
books or otherw se attached to the bill or resolution and shall remain
with the bill or resolution throughout the |egislative process insofar

as possi bl e.

Sec. 4. RCW 43.88A.040 and 1979 c 151 s 148 are each anmended to
read as foll ows:

The office of financial managenent shall also provide a fiscal or
tax incidence note on any |egislative proposal at the request of any
| egi sl at or. ((Sueh)) The fiscal or tax incidence note shall be
returned to the requesting |egislator, and copies shall be filed with
the appropriate legislative conmttees pursuant to RCW 43. 88A. 030 at
the tinme such proposed legislation is introduced in either house.

Sec. 5. RCW43.88A.900 and 1977 ex.s. ¢ 25 s 5 are each anended to
read as foll ows:

Nothing in this chapter shall prevent either house of the
| egislature from acting on any bill or resolution before it as
ot herwi se provided by the state Constitution, by law, and by the rules
and joint rules of the senate and house of representatives, nor shal
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the lack of any fiscal or tax incidence note as provided in this
chapter or any error in the accuracy thereof affect the validity of any
measure otherwi se duly passed by the | egislature.

NEW SECTION. Sec. 6. A new section is added to chapter 43.88A RCW
to read as foll ows:

(1) Atax incidence note advisory conmttee is hereby established.
The advisory commttee's sole responsibility is the biennial
devel opnent of a nethodol ogy to be used for tax incidence notes.

(2) The advisory conmttee shall consist of:

(a) Staff from the house of representatives and senate fiscal
committees, to be designated by the chairs of the commttees;

(b) Academic economsts representing the state colleges and
universities, to be appointed by the director of the departnent of
revenue; and

(c) Staff fromthe departnment of revenue research division, to be
desi gnated by the director of the departnent of revenue.

(3) The nethodol ogy devel oped by the commttee shall detail the
assunptions used for shifting the legal tax incidence of taxes on
busi nesses and ot her nonhousehol d taxpayers to the final tax incidence
on resident househol ds. These assunptions shall be expressed in a
single static mechanistic nodel that can be used to analyze all taxes
for all taxpayers, including businesses by industry and househol ds by
i nconme group.

(4) The net hodol ogy devel oped by the commttee shall be submtted
in witing to the forecast council for approval. The submttal shal
be such that there is adequate tinme for the forecast council to review
t he methodol ogy and communi cate any concerns to the commttee. The
forecast council shall notify the commttee and the office of financial
managenent in witing if the nethodology is approved. If it is not
approved, the forecast council shall notify the advisory commttee in
witing of the areas of concern. |f approved, the nethodol ogy shall be
used for the following two-year |egislation session. The advisory
commttee shall review the nethodol ogy every two years. |f no changes
are recomended, the conmmttee shall notify the forecast council.

(5) The advisory conmttee shall be formed and convene its first
meeting by August 1, 2004. The conmttee shall devel op the proposed
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met hodol ogy for submttal to the forecast council by October 1, 2005,
for use in tax incidence notes for the 2005 | egi sl ative session.

NEW SECTION. Sec. 7. A new section is added to chapter 82.01 RCW
to read as foll ows:

(1) I'n January of every odd-nunbered year, beginning January 2007,
the departnent shall submt to the legislature before the regular
session a report on the tax incidence of state and |ocal taxes
adm ni stered by the departnent.

(2) The report shall present information on the distribution of the
tax burden (a) by overall incone distribution, using a systemw de tax
i nci dence neasure with appropriate neasures of equality and inequality,
(b) by inconme classes, including at a mninum deciles of the inconme
distribution, and (c) by other appropriate taxpayer characteristics.

--- END ---
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