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REVISED STAFF REPORT

As reported out of the Budget and Fiscal Management Committee

Proposed Substitute Ordinance 200-0068.2 was given a “Do Pass” recommendation by the BFM Committee.  The transmitted legislation was amended by the Committee as described on pages 4-5 of this report.  

SUMMARY:


In 2004, the State legislature adopted changes to the timber taxation system.  The new system equalizes the tax treatment of timber regardless of whether the timber is harvested on public or private lands.  The new system maintains the same level of excise tax that existed under the old system and eliminates the property tax on privately-owned timber standing on public lands.  The new system allows the County to receive a portion of tax revenues collected by the State on timber harvested on public lands.  This ordinance would enact the necessary changes that allow the County to receive a share of these revenues.  In turn, the County is required to distribute a portion of these revenues to other local taxing jurisdictions in the County.

The changes in the public lands timber tax are expected to increase King County revenues by only a small amount.  However, should the changes in this ordinance not be enacted, the State will stop distributing a share of private lands timber tax revenues to the County, which have totalled roughly $1 million annually in recent years.  The County distributes this money among several County funds, including the General Fund, as well as to other local taxing jurisdictions.   
BACKGROUND:
Washington State’s forestry industry is the second largest in the United States (behind Oregon).  Forests cover over half, or 23 million acres, of Washington’s land area.  Nearly two-thirds of forestland is publicly owned (15 million acres) and just over one-third is privately owned (8 million acres).  Fully 16 million acres of forestland are classified as commercial and the private forestry industry manages over 4 million acres for timber.  Private timber companies are subject to taxes on their business activities.  The large majority of timber is harvested off of land that is owned by private companies.  However, the State and local governments sometimes sell the rights to harvest timber off of public lands to private timber companies.  Private companies that own rights to standing timber on public lands have been subject to property and excise taxes on that timber.  The State recently enacted changes to the way private companies are taxed for timber they own or harvest from public lands.  These changes simplify the taxation system for timber on public lands and equalize the tax treatment of timber harvested from private and public lands.  
The 1984 Timber Taxation System
The Washington State timber taxation system that was established in 1984 applied to privately-owned timber that was standing or harvested on either public or private lands.  However, the system taxed privately-owned timber standing on public lands differently than timber on private lands.  See the table below.
1984 Timber Taxation System, Effective through 2004
	
	Public Lands
	Private Lands

	Harvested Timber Excise Tax
	5% tax on stumpage value
, all accruing to State
	5% tax on stumpage value, with 4% distributed to counties


	Standing Timber Property Tax
	Subject to personal property tax if the rights are owned by a private party.
Credited against State excise tax when harvested.

	Exempt from property tax.


Under this old system, if a private company owned timber standing on public lands but did not harvest it by January 1 of any year, the company would pay property taxes on the assessed value of those trees standing on public lands.  When the company harvested the timber on public lands, it would pay a 5% excise tax on the value of the timber harvested to the State.  However, the company could get a credit off of the excise tax equal to the property tax it had previously paid on the standing timber.  The State retained all of the excise tax revenue received from timber harvested on public lands.
Standing timber on privately-owned lands is exempt from property taxes.  When a private company harvests timber on private lands, it pays a 5% excise tax on the value of that timber.  The State then distributes an allocation equal to a 4% excise tax to counties (minus administrative fees for collection).  Counties, in turn, are required to distribute this revenue to local taxing jurisdictions according to a formula based on the proportion of harvestable forestland in each jurisdiction, property tax rates, and priorities for bond and school levies.
The private lands timber taxation system has characteristics of both an excise (sales) tax and a property tax.  The tax is levied and collected like an excise tax (levied once, when the timber is harvested, and at a constant 5%).  The counties, however, are required to distribute their portion of the tax among local taxing jurisdictions according to a formula that is based on property tax levies, assessed values, and taxing district property tax priority levels.
The 2005 Timber Taxation System
In 2004, the State enacted changes to how timber standing on or harvested from public lands is taxed.  The changes simplify the timber taxation system and equalize the tax treatment for timber regardless of whether it is harvested on public or private lands.   The changes make all standing timber exempt from property taxes.  The excise tax rate on all harvested timber remains constant at 5%.  However, the State will now distribute a share of the excise tax on timber harvested on public lands to counties.  Counties, in turn, are required to distribute this revenue to local jurisdictions in the same manner as revenue from private lands timber excise taxes is distributed.  See the table below.
2005 Timber Taxation System

	
	Public Lands
	Private Lands (No change)

	Harvested Timber Excise Tax
	5% tax on stumpage value, with

1.2% distributed to counties in 2005, rising to 4% in 2014.

	5% tax on stumpage value, with 4% distributed to counties



	Standing Timber Property Tax
	Exempt from property tax.

	Exempt from property tax.


ANALYSIS:
Changes in the State law required County Assessors to remove the assessed value of timber standing on public lands from the tax rolls.  This effectively makes timber standing on public lands exempt from property taxes without further action by local legislative bodies.  In order to implement the sharing of excise tax revenues from timber harvested on public lands, however, counties must pass local legislation.  Furthermore, the Department of Revenue’s interpretation of the state statutory changes requires counties to pass legislation regarding taxation of timber harvested on public lands in order to continue receiving revenue from taxation of timber harvested on private lands even though no changes were made to the taxation of timber harvested from private lands.  

The State Department of Revenue estimates that King County would receive about $75,000 in public lands timber revenues in 2005, if the harvest is comparable to 2004.  Of this amount, roughly $30,000 will be distributed among County funds (including about $7,500 to the General Fund) and about $45,000 will be distributed to other local taxing jurisdictions.  For timber harvested on private lands, the County has received roughly $1 million annually in excise taxes in recent years (the amount varies depending on the amount and value of the harvest).  Of this amount, nearly $400,000 is distributed among County funds (included $100,000 to the General Fund) and about $600,000 is distributed to other local taxing jurisdictions.

The State Department of Revenue collects and distributes the timber excise taxes on a quarterly basis.  The Department has informed us that if the County passes legislation before the end of the first quarter, the County will receive the full first quarter 2005 distribution of timber excise taxes.  If the County does not pass legislation before the end of the March, the County will forgo all first quarter timber excise tax revenues, roughly estimated to be $300,000.  In turn, if legislative action is not taken by that time, these revenues will not be available for distribution to other local taxing jurisdictions in the County.
Ordinance 6942 allowed the County to participate in sharing private lands timber excise tax revenue with the State beginning in 1984.  Proposed Ordinance 2005-0068 would amend Ordinance 6942 by extending the revenue sharing system to excise taxes collected on timber harvested from public lands.  Proposed Ordinance 2005-0068 would also make technical changes to Ordinance 6942.  The following paragraphs describe the effects of each section of Proposed Ordinance 2005-0068:
Section 1

Section 1 would add this legislation as a chapter in King County Code Title 4.  This would increase the transparency of the County’s laws and regulations.

Section 2 
Section 2 extends the existing 4% County excise tax on timber harvested on private lands to timber harvested on public lands as well (phased in over 10 years).  The practical effect of this section is to maintain the excise tax on all harvested timber at 5%, as it has been since 1984, but to allow the County to receive a portion of these revenues that are collected by the State.  The section does not increase taxes because the County tax rate is credited against the State tax rate.  If the County does not enact this section, the tax rate will remain at 5% but the State will retain all of the revenue.
Section 2 also corrects citations to State law.

Section 3

Technically, Section 2 imposes the tax rates allowed under the Revised Code of Washington (RCW), but for transparency Section 3 calls out these rates specifically in County Code.  

Section 3 (A) makes technical citation changes to the existing excise tax on timber harvested from private lands.  The County’s share of the 5% State excise tax on timber harvested from private lands is 4%.  This would remain unchanged.
Section 3 (B) is a new section that calls out the County’s share of the 5% State excise tax on timber harvested from public lands.  The County’s share of these revenues begins at 1.2% in 2005 and increases by 0.3% each year until it reaches 4% in 2014.

Section (C) makes technical citation changes and extends the current RCW exemption for payment of tax liabilities under $50 to the County’s timber excise tax.  
Section 4 
Section 4 makes technical citation changes to Ordinance 6942.  This section states that the tax shall be collected according to the provisions of RCW with the exception of RCW provisions that apply to taxes collected on accounting periods not applicable to this tax.
Section 5

Section 5 makes technical changes to the names of County departments and to State law.  This section requires the State Treasurer to deposit the County’s distribution of timber excise tax revenues in a special account and for the Finance & Business Operations Division to distribute these revenues to other local taxing jurisdictions according to the provisions of state law.
Section 6

Section 6 authorizes the Executive to enter into an agreement with the State Department of Revenue for administration and collection of the excise tax on timber harvested from public lands, similar to the agreement for collection of excise taxes on private lands timber.  A draft agreement is included as Attachment A to the ordinance.
Section 7

Section 7 revises language allowing the Department of Revenue to inspect county records regarding the imposition, collection and distribution of the tax revenues.
Section 8
Section 8 makes technical corrections to the citations in Ordinance 6942.  This part of Ordinance 6942 established non-payment of these taxes as a criminal misdemeanor.
Section 9
Section 9 strikes a section of Ordinance 6942 containing only an obsolete citation.

Section 10
Section 10 establishes the effective date of the County’s share of the public lands timber tax as January 1, 2005.  The only impact of the retroactive effective date is to make the effective date consistent with the distribution of revenue the County will receive from the State if this ordinance is passed before the end of March.  In that case, the Department of Revenue will allocate the full first quarter 2005 distribution to the County.  Since this legislation would change only the distribution and not the total tax rate, the retroactive effective date does not retroactively change the rate of taxation imposed on any entity or activity.
Section 11

Section 11 is a standard severability clause.
CHANGES TO TRANSMITTED LEGISLATION

Striking Amendment S1 makes changes to the transmitted legislation by eliminating some redundant language in Ordinance 6942, combining sections that discuss inspection of records, and adding language that clarifies the action taken in the ordinance is remedial and the effective date is retroactive.
REASONABLENESS

The effect of this proposed ordinance is to allow the County and other taxing jurisdictions to receive a share of revenues collected by the State while leaving the level of taxation on timber unaffected.  Passage of Striking Amendment S1 to Proposed Ordinance 2005-0068 constitutes reasonable budgetary and policy decisions.
INVITED:
· Steve Call, Director, Office of Management & Budget

· Peggy Pahl, Deputy Prosecuting Attorney, Prosecuting Attorney’s Office







� Stumpage value is the value of the timber before processing, harvesting, and marketing costs (i.e., the value inherent in the tree itself).  For purposes of taxation, the State Department of Revenue annually prepares estimates of stumpage value for different species.
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