2021-22 KC DOA Budget

Thank you, Council Chair Balducci, Council Budget Chair Kohl-Welles and Vice-Chair Dembowski, and fellow committee members. I also want to thank Executive Constantine and PSB Director Dively. 

We support the Executive budget. We started budget planning more than a year ago — but the budget before you is radically different than what we started in the halcyon days of 2019. This budget is lean, shape by our continuous drive for improvement and innovation but tempered by events and painful cuts and needed positions that we will nevertheless leave vacant.

We’ve had a continuity of operations plan for several years — but it simply didn't envision a global pandemic that would morph into a regional (even national) economic crisis. Our team has seen a lot of change over the years, but nothing like this. By state law, we set property values with an effective date of January 1 for taxes due the following year. In usual times, the year-to-year variance follows a natural rhythm. Not this time. 

But first, some good news. 

Looking to next year, we project New Construction values will be around $9 billion — topping our forecasts but dropping below the record-setting $10 billion mark for the first time in four years.  
My caution is two-fold: First, I think we should brace for a wave of commercial appeals over the next two years. Second, we may see a shift of property taxes in the aggregate from commercial property taxpayers to residential taxpayers.

Our field teams have been working hard to capture valuable New Construction values that generate revenues beyond the legislative 1% cap. This is one of the first signs of COVID's impacts. Governor Inslee's temporary shutdown of construction – while understandable from a public health standpoint – nevertheless effectively slashed commercial and residential new construction by millions and millions of dollars. That will be money missing from our New Construction values. 

That said, we still expect to top the forecasted projections and come in close to $9 Billion in New Construction dollars after delivering more than $10 Billion each of the previous three years. This is added money for King County and local governments to budget for vital services. 

Let me share with you a quick overview of what’s happening to values this year. 

In general, residential values have been pretty stable. Some more established neighborhoods in Seattle and Eastside suburbs are down slightly compared to the previous year. This primarily reflects the housing market peaking in 2019. The scant inventory, in part because of COVID-19, has meant, however, that 2020 market sales have been brisk and headed upward. In south King County, where you can find some of the region's last "affordable" property, values in some communities popped over 10% from 2019. We are watching West Seattle, but so far haven’t seen significant price drops in single-family homes because of the bridge closure.  

Commercial is an entirely different story — more varied, more dynamic, more volatile. If you're in high tech, home improvement, or a grocery store, values are holding up. If you run a hotel, a restaurant, small retail, or a business dependent upon tourists or patrons of the arts, you are experiencing extreme revenue drops. And there is nothing in existing state law to help you with any property tax relief. We are in danger of losing hundreds of businesses throughout King County.  

What’s this mean to property tax revenues for the next two years? We expect residential property taxes will be relatively stable. Commercial, as you can sense, is going to be more volatile. 

COVID-19 has injected uncertainty into the usually predictable property tax. But it goes beyond that. It has also shined a light on equity and social justice issues around property values and property taxes. Steadily rising property values have driven gentrification and, in some cases, predatory speculators. We’ve worked with community organizations, such as the Urban League and others, to educate homeowners on how to protect themselves from being exploited and ripped off. We’ve also been working with other community groups to preserve — and where possible, expand — affordable housing. Escalating property values threaten housing in neighborhoods like the International District — potentially displacing hundreds of widowed women and men with no place for them to go.

We are looking at state law changes to safeguard these residents and extend property tax relief to renters in affordable units.

One change to state law we successfully pushed for in Olympia has been the dramatic reform of the Senior Property Tax Exemption. Quickly, for the first time, the previous statewide $40,000 economic threshold was indexed by County. For King County, that's nearly a 50% increase to $58,423. The good news, it opened the program to thousands who previously couldn’t qualify. Unfortunately, implementation hasn’t been a smooth as we hoped. Foremost, we underestimated the public's response. Compared to last year, we've seen a roughly 400% — yes, four times — increase in the number of applications. There were some other factors, too:
· Working from home because of COVID created a sudden logistics logjam. That cost about two months in processing.
· A surge in paper applications, with about 30% of the applications coming in paper. Paper applications take longer to process because we have to enter the data from paper to the software program. 
· The higher income level meant more taxpayer questions, more complicated applications, and, sadly, higher-income earners trying to game the system.

Thanks to help from our unions, we repositioned staff to process more applications faster. We’re working as fast as we can to erase any backlog. And working with the Executive and Councilmember Dembowski, together we’re making sure no present applicant is penalized financially by extending the second half deadline to January 31, 2021. This is vital property tax relief that our seniors, the disabled, and disable vet need and deserve.


These COVID and broader policy issues will challenge our operations over the next two years. Our parcel count continues to grow. Today we set values on about 720,000 commercial and residential properties. We track just under 45,000 business personal property tax accounts. Those two numbers continue to grow. 

But our staffing does not. To meet our share of the County’s budget shortfall, we are losing FTEs or holding vacant 16 positions. Some positions we may be able to fill, others not. We were willing to cooperate with the Budget Office in these difficult times. We will also be vacating the aging Administration sometime in the next few months to help the County save additional costs.

But this level of cuts is not sustainable — and could eventually cost the County far more in lost revenue than whatever is the short-term savings. We are one of the only county agencies whose primary mission is to generate revenue for state and local governments. Cuts to Assessments will have real-world impacts: 
· Potentially lower New Construction revenues, and the multiplier of those dollars in out years.
· Longer time to respond to property owner appeals, combined with an expected uptick in appeals starting this fall and next year.
· Slower processing for developers wanting to record new plats and build much-needed additional housing.
· And on-going challenges being as responsive to the public as we want to be.

These are our fiscal and operational realities.

To offset some of the staffing loss, we are still on track to deliver in 2021 an innovative, new Property Tax Administration System (PTAS) to handle crucial Assessments and Treasury functions. This will allow us to reposition some staff, standardize operational efficiencies, and build a modern, more flexible property tax system that should serve us for years. We already completed the first module to handle Senior Exemptions. A second module CAMA is in development, with testing starting soon.

This has been a marvelous collaboration between Assessments, Treasury and KCIT. I want to extend a special thanks to Ken Guy, Carol Basile and Tanya Hannah for all their team's work. I also want to recognize our labor partners in Teamsters Local 763 and OPEIU Local 8. Their collaboration has been invaluable in helping us better serve the public. 

I also want to thank the Department of Human Resources Director Jay Osbourne and his team as they've helped us on our journey to become a more racially just and anti-racist organization. The killings of both George Floyd – just blocks from where my grandfather used to run a tire store – and Breonna Taylor have triggered a long-overdue racial reckoning. The County's Workforce Equity and ESJ teams have been enormously helpful to get us to listen more, learn from those difficult conversations, and put the training and strategies in place to help us all heal.

That summarizes our 2021-22 budget presentation. We’d be happy to answer any questions. Thank you.
