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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	6 and 7
	Name:
	Wendy K. Soo Hoo

	Proposed No.:
	2019-0354
2019-0355
	Date:
	August 27, 2019



SUBJECT

Proposed Ordinance 2019-0354 would state King County’s intent to impose a sales tax credit[footnoteRef:1], consistent with provisions of Substitute House Bill (SHB) 1406 requiring jurisdictions interested in imposing the tax to pass a resolution of intent by January 27, 2020. [1:  SHB 1406 states that counties and cities may "authorize, fix, and impose a sales and use tax."  For clarity, this staff report refers to the sales and use tax as a "sales tax credit" as the tax is collected by local jurisdictions as a credit against the state's portion of the sales and use tax.  ] 


Proposed Ordinance 2019-0355 would impose the sales tax credit, consistent with SHB 1406. 

SUMMARY

Proposed Ordinance 2019-0354 and Proposed Ordinance 2019-00355 are both related to Substitute House Bill 1406 (SHB 1406), which was passed by the State Legislature in April 2019 to enable local governments to receive a portion of the state sales and use tax for affordable and supportive housing:

· Proposed Ordinance 2019-0354 would state the County’s intent to impose a sales tax credit[footnoteRef:2], consistent with provisions of SHB 1406 requiring jurisdictions interested in imposing the tax to pass a resolution of intent by January 27, 2020. [2:  SHB 1406 states that counties and cities may "authorize, fix, and impose a sales and use tax."  For clarity, this staff report refers to the sales and use tax as a "sales tax credit" as the tax is collected by local jurisdictions as a credit against the state's portion of the sales and use tax.  ] 


· Proposed Ordinance 2019-0355 would impose the sales tax credit, consistent with SHB 1406. 

The housing and services provided may only be provided to individuals whose income is at or below 60 percent of the median income of the county.  King County is estimated to receive approximately $4 million for 2019-2020 and $7 million for 2021-2022.  

BACKGROUND 

During the 2019 legislative session, the State Legislature passed SHB 1406 to enable local jurisdictions to collect a portion (up to 0.0146 percent) of the state retail sales tax rate for acquiring, rehabilitating or constructing affordable housing, including supportive housing under Revised Code of Washington (RCW) 71.24.385[footnoteRef:3], or for operations and maintenance costs of new units of affordable or supportive housing (Cities with populations under 100,000 and counties with populations under 400,000 may also use the funding for rental assistance).  The funding must be spent on projects or operations and maintenance serving persons whose income is at or below 60 percent of the area median income (AMI).  The tax is authorized for 20 years. [3:  RCW 71.24.385 sets forth requirements for how behavioral health organizations may spend funding appropriated by the legislature.] 


The amount collected in each jurisdiction depends on whether cities have adopted a “qualifying local tax,” which include:

· Property tax levy for affordable housing under Revised Code of Washington (RCW) 84.52.105;
· Sales and use tax for housing and related services under RCW 82.14.530 at a rate of at least half of the authorized maximum rate; 
· Sales tax for chemical dependency and mental health (also known as the mental illness and drug dependency or MIDD sales tax); or
· A property tax levy authorized under RCW 82.55.050 if used solely for affordable housing.

In order to impose the sales tax credit, the legislative authorities of cities and counties must adopt:

1. A resolution of intent to adopt legislation authorizing the sales tax credit by January 28, 2020, and
2. Legislation authorizing the sales tax credit by July 28, 2020.

Under the scenario if a  city both adopts its resolution of intent and authorizes the sales tax credit timely ("participating city") and has also levied a qualifying local tax would receive the entire potential 0.0146 percent sales tax credit.  

Under the scenario when a county has both adopted the resolution of intent and authorized the sales tax credit timely ("participating county"), it receives the entire potential 0.0146 percent sales tax credit in unincorporated areas and nonparticipating cities.  A county’s share of taxes from participating cities that have authorized the sales tax credit, but have not levied a qualifying local tax, would be split between the city and the county with each receiving 0.0073 percent. 

Note that SHB 1406 sets a maximum amount that cities and counties can receive annually based on taxable retail sales in state fiscal year 2019 multiplied by the tax rate imposed.  For counties, the maximum calculation is reduced by the amount of taxable retail sales in any city that imposes the tax authorized by SHB 1406 before the county.  

On August 12, the Seattle City Council passed legislation to impose the tax effective on October 1, 2019.  In order for the County to effectuate legislation prior to Seattle's legislation taking effect, which would reduce the maximum amount the County could collect, both Proposed Ordinance 2019-0354 and 2019-0355 include emergency clauses.  The legislation would also need to be effective by August 30th in order to provide the required 30 days' notification to the state Department of Revenue before imposing the tax credit on October 1.

ANALYSIS

Proposed Ordinance 2019-0354: Resolution of Intent

As required by SHB 1406, Proposed Ordinance 2019-0354 would declare the intent of the County Council to adopt legislation to authorize a sales and use tax for affordable and supportive housing.  The legislation includes a finding that "[t]he additional funding… would provide a vital revenue source to address the critical affordable housing need in King County… Providing funding to address this critical need will contribute to the public health and safety of the county's residents."  Consistent with this finding, Proposed Ordinance 2019-0354 includes an emergency clause stating that the Council finds and "declares that an emergency exists and that this ordinance is necessary for the immediate preservation of public peace, health or safety or for the support of county government and its existing public institutions." 

Proposed Ordinance 2019-0355: Imposing the Sales Tax Credit

Proposed Ordinance 2019-0355 would impose the sales tax credit authorized by SHB 1406.  Note that the legislation would authorize the use of sales tax credit funds for the purposes of:

1. Acquiring, rehabilitating or constructing affordable housing, which may include new units within an existing structure or facilities providing supportive housing services funded by a behavioral health organization; and

2. Funding the operations and maintenance costs of the new units.

The housing and services provided may only be provided to individuals whose income is at or below 60 percent of the median income of the county.  According to the Department of Community and Human Services, the U.S. Department of Housing and Urban Development has published guidance indicating that 60 percent of the median income for a household of one individual in King County is $46,500 and for a household of four individuals in King County is $66,420 for 2019.[footnoteRef:4]  [4:  https://kingcounty.gov/~/media/depts/community-human-services/housing-homelessness-community-development/documents/housing-finance/2019IncomeandRentLimits5incrementsHOMERentseffective62820192.ashx?la=en] 


Note that, as drafted, if the Legislature were to increase the flexibility in using these funds in a future session, the Council would need to amend this legislation if it wished to also broaden the potential uses by the County.

The Office of Performance, Strategy and Budget estimates revenues for King County at $4 million for 2019-2020 and $7 million for 2021-2022, though the exact revenues will depend on whether cities choose to impose the sales tax credit and qualifying tax levies.  The proposed ordinance does not specify how the revenues would be used and it acknowledges in the preamble that the Council passed Motion 15445 accepting a Housing Engagement Plan that calls for the Executive to work with a taskforce of councilmembers on how to allocate new housing and homelessness funds.

Like Proposed Ordinance 2019-0354, Proposed Ordinance 2019-0355 would declare an emergency and that "this ordinance is necessary for the immediate preservation of public peace, health or safety or for the support of county government and its existing public institutions."

TIMING

SHB 1406 sets a maximum amount that cities and counties can collect annually based on taxable retail sales in state fiscal year 2019 multiplied by the tax rate imposed.  For counties, the maximum calculation is reduced by the amount of taxable retail sales in any city that imposes the tax authorized by SHB 1406 before the county.  On August 12, the Seattle City Council passed legislation to impose the tax effective on October 1, 2019.  

To effectuate legislation prior to Seattle's legislation taking effect, which would reduce the maximum amount the County could receive, both proposed ordinances include emergency clauses and would need to be passed by August 30th so that PSB can provide the required 30 days' notification to the state Department of Revenue before the department will start implementing the tax credit at the beginning of the next month and only on the 1st day of that month, the soonest being October 1.

Accordingly, contingent on Budget and Fiscal Management Committee action on August 27th, the Chair has requested the Clerk to list both ordinances on the agenda for full Council on August 28th.

AMENDMENT TO PROPOSED ORDINANCE 2019-0355

Staff is drafting an amendment to change the expiration date of the sales tax credit and make other clarifications.  
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· Leo Flor, Director, Department of Community and Human Services
· Dwight Dively, Director, Office of Performance, Strategy and Budget

ATTACHMENTS

1. Proposed Ordinance 2019-0354
2. Proposed Ordinance 2019-0355
3. Transmittal Letters
4. Fiscal Note
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