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STAFF REPORT
SUBJECT:
Property tax levies for 2010.
SUMMARY:  

This staff report provides background and analysis for four proposed ordinances relating to property tax levies for 2010 for the County and for other taxing districts within King County.
Proposed Ordinance No. 2009-0566 relates to the County’s property tax levies for collection in 2010, finding substantial need and providing for a limit factor of 101% for the Current Expense, Veterans and Human Services, in accordance with RCW 84.55.0101. 
The Automated Fingerprint Identification System (AFIS), levy is not increased by the 101% limit factor, but is reduced as part of the Executive’s proposal to impose a transit property tax in a tax-neutral manner. This levy also has a “new” councilmanic Transit component set at 5.5 cents per $1,000 of assessed valuation. 

The EMS levy will also not increase by 101% because the assessed valuations have dropped in King County and the 30 cents per $1,000 assessed valuation limit approved by the voters has been reached on the EMS levy. This county-wide EMS levy will actually collect $5.4 million less in 2010 than was collected in 2009, a 4.8% decrease in actual collections. 
Proposed Ordinance No. 2009-0567 relates to the County’s property tax levies for collection in 2010 and the percentage by which these levies will increase over the 2009 levies.  This ordinance, often referred to as the Sunshine Ordinance, is required by State law if a taxing district wishes to increase its levies by the lesser of 1% or the implicit price deflator.  King County intends to increase its levies by at least 1% (except for the two levies previously mentioned). 
Proposed Ordinance No. 2009-0568 relates to the 2009 levy of property taxes by all taxing districts within King County for collection in the year 2010.
Proposed Ordinance No. 2009-0569 relates to the 2009 levy of property taxes by all taxing districts within King County for collection in the year 2010 and would amend Proposed Ordinance No. 2009-0568 if and when additional information on levies is received from the taxing districts.

BACKGROUND:


King County levies property taxes for various purposes:

· The County regular levy of up to $1.80 per $1,000 of assessed value is for general county purposes and is levied County-wide.  This levy, referred to broadly as the Current Expense Levy, actually provides property tax funding for a variety of County funds.  For 2010, the levy would provide funding for the Current Expense fund, the Automated Fingerprint Identification System (AFIS), parks, mental health, veterans’ relief, Transit, and veterans’ and human services.

· The Road District levy of up to $2.25 per $1,000 of assessed value is limited to constructing, improving or maintaining roads and bridges and any service provided in the unincorporated area and is assessed in unincorporated King County only.

· The Emergency Medical Services (EMS) levy was authorized by the voters in 2007 at a rate of not to exceed 30¢ per $1,000.   The EMS levy was approved by voters for six years, for collection beginning in 2008.  
· The Conservation Futures levy is a County-wide levy.  The taxes collected for Conservation Futures are restricted to preservation of open space.  The rate cannot exceed $0.0625 per $1,000 of assessed value.
Property Tax Statutory Requirements

Referendum 47 (R-47), codified at RCW 84.55.120, was approved by the voters in November 1997 and took effect for levies beginning in 1998.  R-47 requires taxing districts to adopt an ordinance or resolution that specifically authorizes any increase in property tax levies over the prior year.  The ordinance or resolution must express the levy increase in both dollars and percentage terms.  A second ordinance or resolution may be required declaring a substantial need if the entity proposes to impose a levy increase that is higher than the rate of inflation as measured by the Implicit Price Deflator. To increase tax levies by 1%, this action would be required this year, and the limit factors are contained within Proposed Ordinance 2009-0566. 

In November 2001, voters approved Initiative 747 (I-747), effective for levies collected beginning in 2002.  I-747 changed the limit factor for levy increases from one hundred six percent or less to one hundred one percent or less. Under I-747, a finding of substantial need is only necessary when the inflation rate is less than one percent and the legislative body wishes to levy a tax increase that exceeds inflation but is within the one hundred one percent  limit.  The limit factor in I-747 can be exceeded when voters approve a higher rate of limit (referred to as a lid-lift).  I-747 was found to be unconstitutional by King County Superior Court in June 2006.  This ruling was upheld by the Washington State Supreme Court in November 2007.  The State Legislature then passed House Bill 2416 that in effect reinstated the provisions of I-747 with respect to the 1% limit.

ANALYSIS:
Current Expense Levy:

The Executive has proposed, and based his proposed budget on, a property tax levy increase of 1% plus new construction for the Current Expense levy (except AFIS).  Included within the Current Expense levy for 2010 are four levy lid-lifts that the voters approved in the last few years.  Table 1 shows the estimate of the current expense levy developed by the Executive for budget preparation purposes.  These estimates include new construction.  However, the assessed values for new construction and for public utility new construction have not been finalized.  The actual levy amounts are therefore subject to change.

Table 1

Proposed Current Expense Levy – 2010

(Estimated Levies)
	
	Amount
	Totals

	Regular Levy:
	
	

	Current Expense
	$274,723,252
	

	Mental Health
	5,653,594
	

	Veterans
	2,544,116
	

	Debt Service
	22,847,844
	

	Intercounty River Improvement
	50,000
	

	Total Regular Levy
	
	$305,818,806

	Lid Lifts:
	
	

	AFIS
	$15,597,389
	

	Veterans and Human Services
	15,293,694
	

	Parks Operating
	18,595,383
	

	Parks Capital
	18,595,383
	

	Total Lid Lifts
	
	$68,081,849

	Grand Total
	
	$373,900,655


As is apparent from the table, while an estimated total of $374 million is to be levied for current expenses, the levy actually funds a variety of programs and the debt service on outstanding limited tax general obligation bonds.  The Mental Health and Veterans Relief distributions are in accordance with State statutes.

The four lid-lifts are ones that were approved by the voters.  The AFIS levy was approved by the voters in 2006 for 6 years.  The parks levies were approved by the voters in 2007 for collection in 2008 through 2013.  And, the Veterans and Human Services levy was approved by voters in 2005 for collection in 2006 through 2011.

Table 2 below shows the proposed rates per $1,000 of assessed value for 2009.

Table 2

Proposed Current Expense Property Tax Rates - 2010
	
	Rate
	Totals

	Regular Levy:
	
	

	Current Expense (including mental health, veterans and river improvement)
	0.84905
	

	Debt Service
	0.06855
	

	Total Regular Levy
	
	0.91761

	Lid Lifts:
	
	

	AFIS (existing)
	0.04680
	

	Veterans and Human Services (existing)
	0.04574
	

	Parks (renewal)
	0.05580
	

	Parks Capital (new)
	0.05580
	

	Total Lid Lifts
	
	0.20414

	Grand Total
	
	1.12174


Note:  Rates may not add to totals due to rounding.

EMS Levy

The County also levies a property tax County-wide for Emergency Management Services.  This levy is not part of the Current Expense Levy.  This levy must be approved by a 60% super majority with a minimum voter turnout of 40% of the votes cast in the last general election.  A new EMS levy at a beginning rate of 30¢ was approved by the voters in November 2007.  The levy for 2010 is estimated to generate $100,182,318, a rate of $0.30060 per $1,000 of assessed value. The 2009 EMS collection generated $106 million at a rate of 0.27404. The 2010 collection will be approximately $5.3 million lower than the 2009 collection and $6.5 million lower than could have been levied if a 1% increase were applied. The rate is capped by the voter-approved levy at 30 cents per $1,000 of assessed valuation. 

Road Levy

State law also authorizes counties to collect a property tax, in the unincorporated area only, for the purpose of raising revenue for establishing, laying out, constructing, altering, repairing, improving, and maintaining county roads, bridges, and wharves necessary for vehicle ferriage and for other proper county purposes.  This levy cannot exceed $2.25 per $1,000 of assessed value.  The levy is limited to a 1% annual growth rate plus new construction.  For 2010, the road levy is projected to be $84,951,504.  This translates into a rate of $2.02172 per $1,000 of assessed value, an increase of 0.43292 over the 2009 rate of $1.58880 per $1,000 of assessed valuation. 
Conservation Futures Levy

The Conservation Futures levy is authorized in State law at a maximum of $.0625 per $1,000 of assessed value.  However, this levy is limited to 1% annual growth plus new construction.  The proceeds of this levy are restricted to the acquisition of open space, land or rights to future development of land.  The levy may also be used for salmon preservation purposes.  For 2010, the Conservation Futures levy is expected to be $16,720,534 with a rate of $0.05017.
Transit (NEW)

In 2009, the State Legislature passed SB 5433 which allowed all counties in the State with a population in excess of 1,500,000 to levy a property tax up to 7.5 cents per $1,000 assessed valuation for expanding transit capacity and capacity related expenses. The first 1 cent of this levy must be used for bus service on State Route 520. The Executive is proposing to collect $18,330,265. This equates to a rate of $0.05500 per $1,000 assessed valuation. The Executive’s proposal for this “new” property tax is actually a cost-neutral switch to the tax payer. The Executive is proposing that the Ferry District board eliminate 4.5 cents per $1,000 of assessed valuation and that the County not levy 1 cent per $1,000 of assessed valuation for the AFIS levy in 2010. While this will result in a “new” transit tax being levied by the County, the total taxes seen by the tax payer will not be affected. 
New Construction and Changes in Assessed Valuation
All of the levies described above have been estimated by the Executive by applying the 1% growth limit of HB 2416 to the 2009 actual levies and then adding an amount for new construction property taxes equivalent to the 2009 levy rate multiplied by the estimated assessed value of new construction.  The final levy amounts will be determined once all of the information on new construction has been finalized.  At this point, the levy amounts are estimates. 

The declining values that King County experienced in 2007 are reflected in this property cycle. Additionally, with a 2009 change in the methodology used to capture property values, the beginning of continued assessed value declines in 2008 are captured in this property tax model. As values have continued to slide during the last calendar year, this property tax cycles incorporates an aggregate reduction in assessed values of (15.12%). Because Washington State uses a budget based system, the actual rate of tax collection next year will increase for most levies because higher rates are necessary to collect 1% more next year than were necessary this year.  As a reminder, the Council levies the total taxes to be collected. The county then calculates the necessary rates to collect those amounts within statutory guidelines. 
Comparison of Estimated Levy Rates for 2010 to 2009 Rates

Table 3 compares the projected levy rates for 2010 to the 2009 levy rates.

Table 3

Estimated 2010 Rates Compared to 2009 Rates

	Levy
	2009 Rate
	2010 Rate
	Change

	Current Expense
	0.95271
	1.12174
	0.16903

	Transit (new)
	n/a
	0.05500
	0.05500

	Roads
	1.58880
	2.02172
	0.43292

	Conservation Futures
	0.04246
	0.05017
	0.00771

	EMS
	0.27404
	0.30060
	0.02656

	Totals – All Levies
	2.85801
	3.54923
	0.69122


Note that all estimated levy rates for 2010 will be higher than 2009 if the County levies the full allowable amounts. This is expected as the assessed valuations decrease, the rates to collect the allowable property tax amounts necessarily increase. 

Proposed Ordinance 2009-0567
The ordinance fulfills the legal obligation to disclose the percentage increase that the 2010 levies will have over the 2009 levies, as required by R-47.  The calculation excludes the levy addition for new construction.

For the Current Expense levy, the increase is calculated at 0.4290%.  This is less than the 1% limit due to two factors.  First, the proposed AFIS lid lift is $2.9 million less than the allowable levy.  Second, the two parks lid-lift levies have as their limit factor the consumer price index rather than the 1%.  This alternative limit factor was approved by the voters.  This year, these two levies will only be receiving increases due to new construction, as the CPI over last year is actually a negative number. The Conservation Futures, Roads and EMS levies are calculated using a limit factor of 1%.

The dollar and percentage increases in the levies are shown in Table 4.

It is worth explaining that the actual increase in property taxes is calculated at 4.3% over 2009. This is because the shifting of the 5.5 cents per $1,000 assessed valuation from the Ferry District levy and AFIS levies, as assumed by the County Executive under new statutory authority discussed earlier in the staff report, now shows as a King County tax, not a tax levied by the Ferry District. If the Ferry district levies taxes consistent with the Executive’s proposed King County budget, the tax shift, while an increase in King County levied property taxes, is actually going to be tax neutral to the tax payer. 

Table 4

Dollar and % Increases – 2010 Levies Compared to 2009
	Levy
	$ Increase
	% Increase

	Current Expense
	$1,569,760
	0.4290%

	Transit (new)
	18,330,265
	--

	Roads
	851,396
	1.0000%

	Conservation Futures
	162,510
	1.0000%

	Emergency Medical Services
	(5,306,577)
	 0.9496%

	   Totals
	$15,607,354
	4.2658%


The county charter requires that the budget, including both revenue and appropriation ordinances, must be adopted by December 1.  Therefore, action on this ordinance is expected to be taken at the same time as, or before, the adoption of the annual county budget. 
Proposed Ordinance 2009-0566

This ordinance declares the substantial need of the County to exceed the 0% tax increases that would be allowable by using the lesser of the Implicit Price 
Deflator or 1% as outlined in state law. This is a different need than in prior years. When inflation, as measured by the IPD has been in excess of 1%, the county has been limited to the 1% increase. When inflation is less than 1%, the County can levy 1% more on regular levies, but only if a declaration of substantial need is made. All other taxing jurisdictions will have to make the same declarations to increase their tax levies over 2009 amounts. 

This ordinance includes 1% increases for the regular levy, the AFIS levy, the Veterans & Human Services Levy, and the Emergency Medical Services Levy. As described earlier, the AFIS levy is not proposed to increase by 1%, so legal work is being done to determine whether there is any value to keeping this declaration in Proposed Ordinance 2009-0566 or whether an amendment is necessary. 

If this ordinance were not approved by the County Council, the county would only be able to collect the 2009 property tax amounts with the only increases coming from new construction. 

Parks & Recreation Substantial Need
During last week’s presentation, staff noted that there was additional legal work being conducted on the Parks & Recreation levies. As noted earlier, the parks levies were approved with a limit factor tied to inflation. In 2009, inflation was zero. The parks levies are approved with a zero limit factor. Subsequent to transmittal of the budget, the Executive has learned that the Washington State DOR, the Assessor and the Prosecuting Attorney believe that the levies could be inflated by 1% if they are included in the substantial need ordinance. 
This increase would amount to an additional $180,000 to be collected in each of the funds, for a total of $360,000 that could be used for operation of regional parks and expansion of the regional trail network. These funds could not be used for operation of the UGA parks. 
Option 1:  Approve as transmitted. This would levy a 0% increase for the parks levies in 2010. The only growth in the levies would be the amounts from new construction. 

Option 2: Declare Substantial Need and Levy a 1% increase. Under this option, staff would draft striking amendments to 2009-0566 and 2009-0567 that would 1) include the parks levies in the declaration of substantial need ordinance and 2) levy a 1% increase in the parks levies. This would result in additional collections of $360,000 in property taxes for parks & recreation services. 

Option 3: Preserve Banked Capacity. If members choose not to levy the 1% increase, the Council could still choose to “bank” the taxing authority for use in a future year. This action would direct staff to draft a striking amendment to Proposed Ordinance 2009-0566 that would add the parks levies to the list of levies where the County is declaring substantial need. However, under this option, the County would not levy the increase. This capacity could then be used in a subsequent year. 
Proposed Ordinances 2009-0568 and 0569
This certification ordinance is necessary for the Treasury Section of the Finance and Business Operations Division to issue property tax statements in the correct amounts.  State law requires that the county legislative authority establish the levy amounts for the county and for all other taxing districts in the county.  Proposed Ordinance 2009-0568 certifies the levies of all taxing districts in King County.  This ordinance is usually adopted by the council after adoption of the budget.  The ordinance requires information from the Assessor’s Office and the taxing districts that will not be available until early December.
This ordinance may need to be amended if additional information is received from taxing districts that change levy amounts.  For this reason, Proposed Ordinance 2009-0569 has been prepared.  The County Treasury bases property tax statements on the amounts contained in this ordinance and the Council typically acts on this ordinance before the end of January.

This Committee may pass both Proposed Ordinance 2009-0568 and 0569 on to the Council without recommendation even though the levy amounts have not yet been determined for all taxing districts.  Staff will prepare a striking amendment for Council final action in December on Proposed Ordinance 2008-0568.  Proposed Ordinance 2009-0569 would remain at Council until such time as a correction is needed in January 2010.
REASONABLENESS:

Approval by the Committee of Proposed Ordinances 2009-0566, 0567, 0568, and 0569 is a reasonable and prudent financial and business decision.  Proposed Ordinances 2009-0568 and 2009-0569 should be approved without recommendation.

INVITED:

Beth Goldberg, Deputy Director, Office of Management and Budget

Hall Walker, Chief Economist, Office of Management and Budget
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1. Proposed Ordinance 2009-0566
2. Proposed Ordinance 2009-0567
3. Proposed Ordinance 2009-0568

4. Proposed Ordinance 2009-0569
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