
Metropolitan King County Council
Budget and Fiscal Management Committee
Staff Report

	Agenda Item No:
10
Ordinance No:
2009-B0058

	Date:
March 3, 2009
Prepared by:
Wendy Soo Hoo



SUBJECT

This briefing covers highlights from a February 19th unofficial state revenue forecast.  The unofficial forecast titled “Early Guidance” for the March 2009 Official Forecast, was presented on February 19th by the Washington State Economic and Revenue Forecast Council’s Executive Director.  The purpose was to provide an update on changes in economic conditions since the state’s November 2008 forecast prior to release of an official March 2009 forecast.  
The purpose for this briefing is just to provide a general report on economic conditions at the state level to provide perspective on economic conditions the county is also likely to face.   
BRIEFING
Retail Sales Tax
Retail sales in King County generate sales taxes that three County funds rely on as major revenue sources.  The County’s current expense (general fund) receives sales taxes from a 1 percent local sales tax levied in unincorporated King County plus 15 percent of the local 1 percent sales tax levied in King County cities.  In addition, the current expense fund receives sales taxes from a County-wide 1/10 percent sales tax that is dedicated to criminal justice.  This criminal justice sales tax is shared with all cities in the County with King County receiving 10 percent of the total plus a proportionate share of the other 90 percent based on population.

King County Transit receives sales tax from a 9/10 percent County-wide tax.  Of this 9/10 percent, 8/10 percent is for Transit general purposes and 1/10 percent is for Transit Now.  The Mental Illness and Drug Dependency (MIDD) fund receives sales tax from a 1/10 percent County-wide tax.

Last fall, sales tax revenues were projected to account for about 15 percent of total 2009 general fund revenues, or about $95.8 million out of $639 million.  Sales tax revenues also account for about 61 percent of Transit revenues and nearly 100 percent of MIDD revenues.

On February 17th, the Budget and Fiscal Management Committee received a preliminary sales tax revenue briefing from the Director of the Office of Management and Budget (OMB).  The OMB Director reported that mental health sales tax revenues were projected to be $45.09 million – about $3.32 million lower than assumed in the 2009 Adopted Budget.  Transit sales tax revenues were projected to be $419.77 million – about $22.86 million lower than was projected in September 2008.
State’s February Preliminary Forecast
On February 19th, two days after the OMB/Transit briefing, the Washington State Economic and Revenue Forecast Council’s (ERFC) Executive Director gave a preliminary report on the state’s revenue outlook.  The prior forecast was delivered in November.  Since that forecast, the Washington economy continued its decline, significant layoffs were announced by Boeing and Microsoft, severe weather conditions hurt retail sales through the holidays, automotive and housing sales weakened more severely than expected, and credit markets remained tight.
In November 2008, the ERFC projected sales tax revenues for 2009, 2010, and 2011 as shown in Table 1 below.

	Table 1

Sales Tax Revenues 2007-2011 as of November 2008

	
	Retail Sales Tax Revenues (in millions)
	Percent Change From Prior Year

	2007 Actual
	$115,527
	7.9%

	2008 Estimated
	$118,676
	2.7%

	2009 Forecast
	$114,707
	-3.3%

	2010 Forecast
	$119,146
	3.9%

	2011 Forecast
	$127,163
	6.7%

	Source: Washington State Economic and Revenue Forecast Council, Washington Economic and Revenue Forecast November 2008.


As shown above, as of November 2008, state sales tax revenues were already projected to decline by 3.3 percent in 2009.  In the February 19th early guidance report, the ERFC reported that revenues for the three month period spanning November 2008 through January 2009 were even lower than projected as of November.  The shortfall for just that three month period was $67.2 million.  

According to the ERFC, sales tax revenue collections have been affected severely because this recession is driven by a decline in consumer activity.  
The purpose for this briefing is just to provide a general report on economic conditions facing Washington state.  As King County and the Puget Sound region’s economic conditions are largely tracking with the state, it is reasonable to expect similar patterns in sales tax revenues at the county level.
The state’s report also included the following information:
· Household net worth at the end of 2008 was down 18 percent from its peak in late 2007

· Interbank lending has eased, but lending to businesses and consumers is still tight

· Consumer sentiment is at a record low according to some indices

· The rate of decline in automotive sales in Washington state has doubled since November 2008

· Washington housing permit activity has declined less than in the nation, but has slowed sharply
· Lower real estate excise tax collections have been caused by lower activity, as well as lower values on a per-transaction basis

· Taxable activity in the automotive and construction related sectors has declined more sharply than in other sectors
· Washington exports are declining significantly, particularly with the impact of the Boeing strike
· Washington employment is now declining at the same pace as the rest of the nation.  (Note that Bureau of Labor Statistics data shows the Seattle-Tacoma-Bellevue unemployment rate as of December 2008 was 6.3 percent.)
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