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SUBJECT

Today’s briefing covers Proposed Ordinance 2017-0140, which, as currently drafted, would impose a sales tax of one-tenth of one percent to fund construction of affordable housing and related services and facilities. As the proposed ordinance is currently drafted, the sales tax would be imposed subject to a popular vote on August 1, 2017.

SUMMARY

In 2015, the Washington State Legislature passed ESHB 2263, which allowed Washington counties to seek voter approval to fund: 

· Cultural Access. Up to a 0.1 percent sales tax increase for a cultural access program.[footnoteRef:1] This sales tax increase is the subject of Proposed Ordinance 2017-0104. If passed by the Council, it would require a popular vote on August 1, 2017.  [1:  RCW 36.160] 


· Affordable Housing and Related Services. Up to a 0.1 percent sales tax increase for constructing affordable housing and facilities for housing-related services for people with income at or below 60 percent of the median income and who belong to certain groups; constructing mental and behavioral health-related facilities; and providing for operations, maintenance, and delivery of services.[footnoteRef:2] This sales tax increase is the subject of Proposed Ordinance 2017-0140, and is covered in this staff report. If passed, the proposed sales tax increase would be subject to a popular vote on August 1, 2017.  [2:  RCW 82.14.530] 


If the county does not act to impose the tax for housing and related services by October 8, 2018, then any city within the county can do so. If the county imposes a tax after a city has imposed a tax, then the county must provide a credit against its tax for the full amount imposed by any city. A 0.1 percent sales tax is estimated to generate approximately $67.4 million in 2018. The sales tax increase for housing and related services authorized by Proposed Ordinance 2017-0140 would be permanent, which is allowed by state law. It could be canceled by a vote of the Council if determined to be no longer necessary.

BACKGROUND

Sales and Use Tax for Housing and Related Services (RCW 82.14.520). The provisions related to a sales and use tax for housing and related services in ESHB 2263 have been codified in Revised Code of Washington (RCW) 82.14.530. This staff report will refer to the codified statutes.[footnoteRef:3]  [3:  Please note that the cultural access program components of ESHB 2263 are the subject of Proposed Ordinance 2017-0104 and are discussed in staff reports on that legislation. This staff report addresses only the housing and related services components of ESHB 2263.] 


RCW 82.14.530 allows counties to submit to the voters a proposition to impose a permanent sales and use tax of up to one-tenth of one percent for housing and related services. If King County does not act to impose this tax by October 8, 2018, any city within the county can do so.[footnoteRef:4]   [4:  If the county were to impose the tax after a city, the county would be required to provide a credit against its tax for the full amount of tax imposed by the city.] 


At least 60 percent of the proceeds collected from this sales and use tax must be used for any of the following purposes:

(1) Constructing affordable housing units or facilities providing housing-related services for “eligible households”; or 

(2) Constructing mental and behavioral health-related facilities; or

(3) Funding the operations and maintenance costs of new units of affordable housing and facilities where housing-related programs are provided, or newly constructed evaluation and treatment centers.

“Eligible households” for the affordable housing and facilities providing housing-related services described in (1) above, include people whose income is at or below 60 percent of the median income of the county imposing the tax, and who are in one of the population groups listed below:

· Persons with mental illness;
· Veterans;
· Senior citizens;
· Families with children that are homeless or at-risk of being homeless
· Unaccompanied homeless youth or young adults;
· Persons with disabilities; or
· Domestic violence survivors.

The remaining proceeds must be used for operation, delivery, and evaluation of mental and behavioral health treatment programs and services or housing-related services, such as budgeting or financial management training or other types of services designed to help someone succeed in their housing and remain stable.  

The proceeds from the tax could be used to offset reduced state or federal funds and up to 10 percent of the proceeds may be used to supplant existing local funds.

RCW 82.14.530 also provides the county the authority to issue general obligation or revenue bonds to finance the provision or construction of affordable housing, facilities where housing-related programs are provided, or evaluation and treatment centers. Up to 50 percent of the proceeds collected may be pledged to repay the bonds.  

Proposed Ordinance 2017-0140. The proposed legislation would impose a permanent 0.1 percent sales and use tax for affordable housing and related services. The tax would require voter approval to be implemented.  

Section One of the proposed ordinance includes definitions of the key terms used in the legislation. 

In particular, this section defines “eligible household” for those people permitted to use the affordable housing and housing-related services that would be created with the proceeds from the sales and use tax. The definition of “eligible household” is the same as in the state statute: people who earn at or below 60 percent of the King County median income[footnoteRef:5] and who are also a member of a specified, at-risk population group:  [5:  As of 2016, 60 percent of the King County median income was approximately $38,000 for a single person or $54,000 for a family of four.] 


· Persons with mental illness; 
· Veterans; 
· Senior citizens; 
· Families with children that are homeless or at risk of being homeless; 
· Unaccompanied homeless youth or young adults; 
· Persons with disabilities; or 
· Survivors of domestic violence.

This section also defines the “regional plan for affordable housing,” which is the plan to be developed in accordance with Motion 14754, which the Council approved in late 2016. Report 2017-RPT0150, which was transmitted on March 31, 2017, provides a status report on efforts to develop a regional plan for affordable housing. Proposed Motion 2017-0171 outlines a proposed structure for a Regional Affordable Housing Task Force, as well as a timeline for the development of a regional affordable housing strategy.

Section Two would impose an additional 0.1 percent sales and use tax in King County, conditioned on voter approval. This section includes a provision that lodging taxes would be exempt from this new tax if it would result in lodging taxes higher than the current limits in state law.[footnoteRef:6]  [6:  RCW 82.14.410] 


Section Three would require that the tax proceeds be deposited in a separate fund solely for the purposes outlined in the proposed ordinance.

Section Four would define the eligible expenditures from the new sales and use tax. Specifically, as per the state statute:

At least 60 percent of the proceeds must be used for any of the following purposes:

· Constructing affordable housing units or facilities providing housing-related services for “eligible households,” as defined in the ordinance; or 

· Constructing mental and behavioral health-related facilities; or

· Funding the operations and maintenance costs of new units of affordable housing and facilities where housing-related programs are provided, or newly constructed evaluation and treatment centers.

The remaining funds must be used for operation, delivery, and evaluation of mental and behavioral health treatment programs and services or housing-related services (again, services aimed at helping people remain stable and successful in their housing).  

As per state law, no more than 10 percent of the proceeds may be used to supplant existing local funds.

Section Five would call for a special election on August 1, 2017, and provides proposition language.

Section Six would establish an Oversight and Advisory Board to advise the Council on the disposition of the tax proceeds. This board is to be appointed by the Council by January 15, 2018, and is to include representatives with affordable housing and mental health services expertise, as well as representatives from Seattle, suburban cities and the unincorporated area.

Section Seven requires that if the new sales and use tax is approved by voters, the Executive would be required to transmit an initial implementation plan by June 15, 2018. Proceeds from the sales and use tax cannot be spent until the Council approves the implementation plan by ordinance.

The implementation plan would be required to identify the housing, facilities and services to be funded; the eligible households to be served; and the outcomes to be achieved. It must identify funding strategies for the first four years of the proceeds. It must also include a proposal for annual reporting to Council, as well as for periodic recommendations on funding distribution. 

The proposed ordinance states that the Council may update or change the implementation plan every four years or as needed. The proposed ordinance notes that the initial implementation plan should be developed in collaboration with the Oversight and Advisory Board, and that it must include a provision for consultation and cooperation with cities.

Section Eight would allow the Council to cancel the sales and use tax if it is no longer necessary.

Potential Funding Allocations. Based on the current estimate of $67.4 million that would be collected with a 0.1 percent sales tax in 2018, the proceeds could be allocated as shown in Table 1 below:

Table 1. Annual Funding Allocations from PO 2017-0140

	Amount
	Required Uses
	Notes

	$40.4 million
	Capital and O&M[footnoteRef:7] [7:  O&M = operations and maintenance] 

· Constructing affordable housing and facilities providing housing-related services, only for eligible households[footnoteRef:8] [8:  Note that if the entire $40.4 million were spent for new affordable housing units (assuming no debt issuance) and if the leveraging opportunities and subsidy amounts were similar to levels experienced by the Seattle Housing Levy, this amount could potentially help fund approximately 500 units a year.] 

· Constructing mental and behavioral health-related facilities
· Funding the O&M costs for new units of affordable housing, facilities for housing-related programs, or newly constructed evaluation and treatment centers
	At least 60 percent of proceeds must go to these uses. 

	$27.0 million
	Services
· Funding for the operation, delivery and evaluation of mental and behavioral health treatment programs and services or housing-related services
	Remaining funds after spending on capital and O&M

	$67.4 million* 
	Estimated total amount for 2018
	


*Per the state statute, up to $33.7 million annually (50 percent of the estimated $67.4 million) could be pledged for repayment of revenue or general obligation bonds for construction expenses. Note that fluctuations in sales of goods and services would affect the actual amount of taxes collected and therefore could make it difficult to determine the amount that could be pledged for debt service.

Fiscal Impact. The proposed ordinance’s provision for a 0.1 percent sales tax represents the maximum funding amount allowed under state law. According to the Washington State Department of Revenue staff, state law would allow for imposing a tax increment of less than 0.1 percent if desired.

The 0.1 percent sales and use tax increase is projected to raise $67.4 million in 2018 and $142.8 million in the 2019/2020 biennium.[footnoteRef:9] Unlike the proposed Access for All program (Proposed Ordinance 2017-0104), which would impose a seven-year sales and use tax increase, the sales and use tax imposed for affordable housing and related services would be permanent, as allowed by state law. [9:  Based on King County Office of Economic and Financial Analysis (OEFA) August 2016 King County Sales and Use Taxbase Forecast.] 


[bookmark: _GoBack]For reference, Table 2 below shows the sales taxes collected in different parts of King County used as of April 1, 2017.

Table 2. Uses of Sales Taxes in King County[footnoteRef:10] [10:  Source: Staff report on Proposed Ordinance 2017-0104, Budget & Fiscal Management Committee, March 22, 2017] 

(Effective April 1, 2017)
	
	Rural areas
(Non-RTA[footnoteRef:11]) [11:  Regional Transit Authority district] 

	Suburban
(RTA, non-Seattle)
	Seattle

	State
	6.50%
	6.50%
	6.50%

	County General Fund
	0.15%
	0.15%
	0.15%

	City General Fund
	0.85%
	0.85%
	0.85%

	County Metro Transit
	0.90%
	0.90%
	0.90%

	County MIDD
	0.10%
	0.10%
	0.10%

	County/City Criminal Justice
	0.10%
	0.10%
	0.10%

	Sound Transit
	n/a
	1.40%
	1.40%

	Seattle Transportation Benefit District (TBD)
	n/a
	n/a
	0.10%

	TOTAL 
	8.60%
	10.00%
	10.10%



Table 3 below shows the impact of the proposed sales and use tax for households at varying levels of median household income.

Table 3. Annual Impact of Sales Tax to Households at Various Income Levels[footnoteRef:12],[footnoteRef:13]  [12:  Analysis based on Washington State DOR alternative tax model provided by PSB using 2015 Median Household Income levels for King County determined by inflated CPI levels.]  [13:  Source: Staff report on Proposed Ordinance 2017-0104, Budget & Fiscal Management Committee, March 22, 2017] 


	
	% of Median Household Income

	
	30%
	60%
	100%
	120%
	150%

	Annual Household Income
	$24,106
	$48,213
	$80,354
	$96,425
	$120,531

	Current Combined Sales Tax 
Paid Annually (10.00%)
	$1,306
	$2,219
	$3,045
	$3,590
	$4,276

	Proposed Sales and Use Tax 
Paid Annually (0.10%)
	$13
	$22
	$30
	$36
	$43

	TOTAL Sales Tax (10.10%)
	$1,319
	$2,241
	$3,075
	$3,626
	$4,319

	% of Household Income
	5.47%
	4.65%
	3.83%
	3.76%
	3.58%



It should be noted that RCW 82.14.410, enacted in 2001, stipulates that a local sales tax rate increase implemented after December 1, 2000, must exempt sales of lodging from such local sales tax, if this tax would cause the combined tax rate on lodging to exceed 12 percent or the actual rate that existed on December 1, 2000 if greater than 12 percent. Currently, the combined tax rate for lodging, with 60 or more rooms, exceeds 12 percent for most jurisdictions in King County[footnoteRef:14]. Therefore, if passed, the proposed sales and use tax would not be applied to the lodging tax for most jurisdictions in King County. [14:  King County Regional Transit Authority (RTA) Tax Reporting Change for Lodging – Effective April 1, 2017. http://dor.wa.gov/Docs/Pubs/SpecialNotices/2017/sn_Apr_17_KingCoRTA.pdf.] 


ATTACHMENTS

1. Proposed Ordinance 2017-0140
2. Revised Code of Washington 82.14.530
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