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Brief Description: Revising voter-approved funding sources for local taxing districts.

Sponsors. Senators Regala, Clements, Morton, Brandland, Pridemore, Delvin, Prentice, Hatfield
and Rasmussen.

Brief Summary of Engrossed Bill

*  Excludes certain nonrecurring expenditures for the purposes of meeting the non-
supplanting requirements of the 0.3 percent "public safety” optional tax for counties and
the authority for multi-year lid lifts.

* Allowsall taxing districts with regular levying authority to seek multi-year lid lifts, up to a
maximum of six years.

Hearing Date: 4/6/07
Staff: Mark Matteson (786-7145).
Background:

Retail salesand usetax. Theretail salestax applies to the selling price of tangible personal
property and of certain services purchased at retail. The use tax isimposed on taxable items and
services used in the state that were not subject to the retail salestax, and includes purchases made
in other states and purchases from sellers who do not collect Washington salestax. Salestax is
paid by the purchaser and collected by the seller. Usetax ispaid directly to the Department of
Revenue.

There are both state and local sales and use taxes. At the state level, the taxes are imposed at a 6.5
percent rate by the state. All cities and counties are required to impose a 0.5 percent basic tax for
general purposes. There are anumber of other local optional taxes, most of which are required to
be used for specific purposes. The 0.3 percent "public safety” optional tax for counties was
enacted in 2003. Thetax allows counties, subject to voter approval, to impose an additional local
tax of up to 0.3 percent. Thetax applies to the same tax base as the state tax of 6.5 percent, with
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the exception of the retail sale or use of motor vehicles and leases of motor vehicles, which are
specifically exempt. One-third of the tax proceeds is required to be used for criminal justice
purposes, including additional police protection, mitigation of congested court systems, and relief
of overcrowded correctional facilities. Proceeds are prohibited from being used to supplant
existing funds dedicated to the same purposes for which a county imposes the tax. Of the
proceeds, two-fifths must be distributed to cities within the county on a per capita basis.

Regular property taxes; lid lifts. The constitution limits the sum of property tax ratesto a
maximum of 1 percent of true and fair value, or $10 per $1,000 of value. Leviesthat are subject
to the 1 percent rate limitation are known as "regular” levies. Other levies are not subject to the 1
percent limit, but require supermajority voter approval; these are called "excess" levies.

A property taxing district's regular property tax levy islimited by a statutory maximum growth
rate in the amount of tax revenue that may be collected from year to year. The limit requiresa
reduction of property tax rates as necessary to limit the growth in the total amount of property tax
revenue received to the lesser of 1 percent or inflation, generally. The revenue limitation does not
apply to new value placed on tax rolls attributable to new construction, to improvements to
existing property, to changes in state-assessed valuation, or to construction of certain wind
turbines. In areas where property values have grown more rapidly than 1 percent per year, the 101
percent revenue limit has caused district tax rates to decline below the maximum rate.

The revenue limit for regular property taxes may be superseded by voter approval; this processis
known asa"lid lift." Lid lifts require approval by amgjority of the votersin ataxing district, and
allow the district to set itslevy in an amount for the next year that exceeds 101 percent of the
previous year's tax, aslong as the resulting tax rate is within the statutory rate limit. Counties,
cities, and towns may seek multi-year lid lifts, in which voters may approve arate of growth or
equivalent dollar amount in excess of the 101 percent limit for each year for up to six years. The
ballot title must state the purpose for which the lid lift funds are to be used, and the moneys thus
raised may not be used to supplant existing funds used for the same purpose. These multi-year lid
lifts may be proposed only at a primary or general election.

In seeking alid lift, the jurisdiction may include several conditionsin its proposition to the
voters. The proposal may limit the time period for which the increased levy is to be made; limit
the levy's purpose; set the levy at arate less than the maximum rate allowed; provide that the
maximum allowable dollar amount of the final levy will serve as the base from which future
levies are calculated; or a combination of these conditions.

If the ballot measure includes conditions that limit alid lift's purpose or time period and does not
explicitly provide that the basis for future levies will be the dollar amount of the final lid lift,
future levies must be calculated asif the proposition had not been enacted and instead the district
had levied taxes at the highest allowable rate during the time that the lid lift was in effect. If the
ballot measure does not include conditions limiting alid lift's purpose or time period, then future
levies may be based on the dollar amount of the final lid lift.

Requirements regarding non-supplanting of existing funds. In December 2005, the Attorney
General's Office provided an informal opinion in response to an inquiry from the Y akima County
prosecuting attorney concerning the non-supplanting provisions of the 0.3 percent public safety
local sales and use tax, which the county imposed beginning April 2005. Specifically, the
prosecutor's concern was whether a county imposing such atax could reduce the budgets of
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departments and agencies eligible to receive the proceeds from the tax and then use the proceeds
to restore the budgets to pre-existing levels. In the letter, the assistant attorney general disagreed
with such an interpretation, finding that the funding from the tax could be used only to increase
funding among eligible programs above the level at the point the voters approved the tax.

Summary of Bill:

Modifications are made to the 0.3 percent "public safety” optional tax for counties and in the
authority for multi-year lid lifts, with respect to the provisions that prohibit the use of incremental
revenues for supplanting existing funds. Existing funds are considered to be the actual operating
expenditures in the calendar year in which the ballot was approved by the voters. Existing funds
exclude expenditures from temporary federal or state grants or loans and exclude nonrecurring
expenditures, such as major capital expenditures.

Any property taxing district with regular levying authority may seek multi-year lid lifts over a6
year period in the same manner as counties, cities, and towns. The authority to provide, in the
ballot measure, that the final year levy may be used as the base to calculate future year leviesis
eliminated.

Appropriation: None.
Fiscal Note: Available.
Effective Date: The bill takes effect 90 days after adjournment of session in which bill is passed.

House Bill Analysis -3- ESB 5498



