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STAFF REPORT
SUBJECT:  A BRIEFING on potential county fiscal impacts of the proposed state initiatives.
SUMMARY:  Six initiatives, one referendum and two bills will be on the November 2, 2010 ballot.  
The measures with the greatest potential financial impact to the county are the privatization of liquor sales initiatives and the ballot measures pertaining to candy, soda, and bottled water taxes.  If the two-thirds legislative majority initiative passes, it will make it more difficult for the state legislature to pass new taxes, which could affect the long-term financial impact of these initiatives.  There is also a state income tax initiative which has important implications for the county's citizens, although the measure does not impose costs on or generate revenue directly to the county.

An initiative regarding worker's compensation and two measures proposed by the legislature regarding state bonds and bail have little or no county impact.  This staff report covers these measures first and then discusses the measures with greater impact in more detail.  The ballot measures are as follows:


Little or No Direct County Impact
· Initiative Measure 1082 Industrial Insurance (Worker's Compensation) 
This measure would authorize employers to purchase private industrial insurance beginning July 1, 2012; direct the legislature to enact conforming legislation by March 1, 2012; and eliminate the worker-paid share of medical-benefit premiums. 
Impact:  No county impact.

· Senate Joint Resolution 8225 State Bonds
This amendment would require the state to reduce the interest accounted for in calculating the constitutional debt limit, by the amount of federal payments scheduled to be received to offset that interest.  
Impact:  No county impact.

· Engrossed Substitute House Joint Resolution 4220 Denying Bail 
This amendment would authorize courts to deny bail for offenses punishable by the possibility of life in prison, on clear and convincing evidence of a propensity for violence that would likely endanger persons. ("Lakewood Police Officers Memorial Act")
Impact:  Likely no county impact.

Potentially Significant County Impact
· Initiative Measure 1098 State Income Tax 
This measure would tax “adjusted gross income” above $200,000 (individuals) and $400,000 (joint-filers), reduce state property tax levies, reduce certain business and occupation taxes, and direct any increased revenues to education and health.
Impact:  No direct impact on county.  Indirect benefits from education programs and health services, property tax breaks for citizens, and B&O tax credit for small business.    Direct costs to county residents paying income tax.

· Initiative Measure 1100 Privatization of Liquor (No distributor requirement) 
This measure would close state liquor stores; authorize sale, distribution, and importation of spirits by private parties; and repeal certain requirements that govern the business operations of beer and wine distributers and producers.
Impact: Decreased liquor revenue is likely. 

· Initiative Measure 1105 Privatization of Liquor (Retains distributor requirement) 
This measure would close all state liquor stores and license private parties to sell or distribute spirits. It would revise laws concerning regulation, taxation and government revenues from distribution and sale of spirits.
Impact: Decreased liquor revenue is likely. 

· Initiative Measure 1053 Two-thirds Legislative Majority for Tax/Fee Increases
This measure would restate existing statutory requirements that legislative actions raising taxes must be approved by two-thirds legislative majorities or receive voter approval, and that new or increased fees require majority legislative approval.
Impact: If I-1105 passes, I-1053 would make passing new liquor taxes difficult.

· Initiative Measure 1107 Repeal Candy/soda/bottled water taxes
This measure would end sales tax on candy; end temporary sales tax on some bottled water; end temporary excise taxes on carbonated beverages; and reduce tax rates for certain food processors.
Impact:  Decreased revenue from sales tax.

· Referendum Bill 52 Bonds for energy efficiency projects in schools funded by continuation of bottled water tax
This bill would authorize bonds to finance construction and repair projects increasing energy efficiency in public schools and higher education buildings, and continue the sales tax on bottled water otherwise expiring in 2013.
Impact:  Prevents the decrease of sales tax revenue.

Measures with Little or No County Impact
I-1082 Industrial Insurance
Workers' compensation provides no-fault industrial insurance coverage for most employers and workers in Washington State. It pays for medical services due to workplace injuries and compensation for time lost from work for illness, disability or death from employment-related injuries.  L&I manages claims and pays benefits out of an insurance pool.  The fund is financed by premiums paid by employers and employees.
Under current law, every employer covered by the industrial insurance laws must either participate in the state-run L&I program or qualify as a self-insured employer.  Either way, L&I reviews and decides all employee claims subject to appeals.  King County is a self-insured employer.

Proposed Measure
This initiative would establish a third option for employers beyond either participating in the state industrial insurance fund or qualifying as self-insurers.  Starting July 1, 2012, employers could purchase industrial insurance from qualified private industrial insurance insurers, licensed and regulated by the state insurance commissioner.  
Private industrial insurers would have the same rights and responsibilities under the industrial insurance laws as the Department of Labor & Industries, and claim decisions by private industrial insurers could be appealed in the same manner as claim decisions by the Department.
The initiative would create an industrial insurance administrative fund to pay the expenses of the state insurance commissioner and the board of industrial insurance appeals in performing their responsibilities.  The initiative would also establish a joint legislative task force with members representing the legislature, employers, industrial insurers, and employees to develop proposed legislation to conform current statutes to the provisions of this initiative.  
The initiative would also repeal language authorizing employers to assess their employees for one-half of the amount the employer is required to pay for the medical benefit portion of the premium.  The entire premium for the medical benefit would be paid by the employer.
County Impact

According to the county Safety & Claims section, since King County is self insured, the initiative does not directly affect the county.  Under the original legislative compromise between labor and employers almost 40 years ago, the employees of self insured employers do not pay into the medical aid fund. Therefore there will not be indirect budgetary pressure from that part of the initiative either.  
One aspect of this initiative noted by Executive staff is that private insurers under this initiative report to the Insurance Commissioner instead of the Department of Labor and Industries.  All self-insured employers presently go through L&I.  This process would likely give private insurers significant administrative savings and claims cost savings due to faster decision-making.  It is a benefit that self-insured employers would like to have as well.

SJR 8225 State General Obligation Bonds
The state constitution, Article VIII, Section 1, authorizes the state to borrow money by issuing bonds, notes, and other such types of indebtedness, to be repaid over time with interest. The constitution also sets a limit on the total debt the state can assume.  The payments of principal and interest on the aggregate debt cannot exceed nine percent of the average "general state revenues" for the past three fiscal years.  

Proposed Amendment
The proposed amendment would not change the constitutional debt limit.  It would, however, modify the annual calculation used to determine whether the state’s debt is within the constitutional limit.  Specifically, the amendment would require the state, in annually calculating the amount required for payment of interest on its general obligation debt, to subtract scheduled federal interest payments that are received each year for bonds, notes, or other types of state indebtedness. 
Since the debt the state may issue is limited by the total amount of the state’s annual principal plus interest payments, reducing what is computed to be the interest amount could affect the amount of aggregate debt that the state may incur.

County Impact
There is no county impact.  How the state handles its state general obligation bonds does not impact the county.

ESHJR 4220 Denying Bail for Violent Persons

The state constitution currently requires bail for all offenses except certain capital offenses “when the proof is evident or the presumption is great.”  Capital offenses would be those for which the death penalty can be imposed, i.e., aggravated murder (RCW 9.94A.515).  

“Bail” is money or property pledged by a person charged with a criminal offense. When the charged person posts sufficient bail, he or she is released from custody pending a trial.
The legislature has proposed a constitutional amendment that would authorize courts to deny bail for offenses punishable by the possibility of life in prison, on clear and convincing evidence of a propensity for violence that would likely endanger persons.
Proposed Amendment
The proposed constitutional amendment would authorize courts to deny bail in an additional class of cases: offenses punishable by the possibility of life in prison where there is a showing by clear and convincing evidence of a propensity for violence that creates a substantial likelihood of danger to the community or any persons. 
County Impact
There should be little to no impact to the county.  If this amendment resulted in more people being held in county jail pre-trial, it would add jail costs.  However, according to the Prosecutor's Office, the reality is that the cases for which bail would be denied under this amendment are the cases where the court was already likely to set an extremely high bail amount.  The number of people sitting in jail awaiting trial is not likely to increase.
Measures with Significant County Impact

I-1098 State Income Tax
Washington State is one of seven states that do not have a state individual income tax.  Two additional states have a state income tax that is limited to dividends and interest income only.  

Washington State has a long history of considering a state income tax.  Voters adopted a graduated state income tax by initiative in 1932 that was struck down by the Washington State Supreme Court as unconstitutional in 1933.  Voters have subsequently rejected the idea of a state personal or corporate income tax nine times, most recently voting down a personal income tax in 1973 and a corporate income tax in 1983.  

If this initiative passes, its constitutionality would be decided by the courts. If it were ruled unconstitutional, then it would require a constitutional amendment to proceed.  Constitutional amendments require two-thirds approval in the legislature and ratification by the voters of the state.

Proposed Measure
If approved, this measure would do three things:

1) Individual incomes would be taxed beginning in 2012 as follows:

For married filing jointly
· $0 for taxable income $0-$400,000

· $5% for the amount above $400,000 ($400,001-$1,000,000)

· $30,000 plus 9% for the amount above $1M ($1,000,001 and above)

Half of the above amounts for individuals filing singly

· $0 for taxable income $0-$200,000

· $5% for the amount above $200,000 ($200,001-$500,000)

· $15,000 plus 9% for the amount above $500k ($500,001 and above)

2) Increase the state business and occupation (B&O) tax credit to $4,800 a year (The maximum credit for most business that file an annual tax return is currently $420) 

3) Reduce the state property tax levy (state school levy) by 20 percent
The revenue generated by the income tax would first be used to replace the loss to the state general fund resulting from the increase in the B&O tax credit and the reduction of the state property tax levy.  Of the remainder, 70 percent would go towards education (student achievement, access to higher education, and other educational improvement efforts) and 30 percent would go towards health services (basic health plan, state and local public health services, state long-term care services for seniors and people with disabilities, and other health services).  

The state estimates that this measure will generate revenues of $11.16 billion over five years, with income starting to be taxed in 2012 resulting in funds available for expenditure starting in 2013.  The estimates for 2012 are as follows:


Income tax

$2.213B




B&O tax credit
($250M)


Property tax relief 
($383M)


Net to Trust Fund
$1.58B ($1.106B education, $474M health)

It is estimated that the smallest 81 percent of businesses in Washington would no longer pay any B&O taxes.  It is estimated that 38,400 (1.2%) of Washington citizens filing taxes would be assessed the state income tax.  Over half, or roughly 21,000, would probably be King County residents.
  State property taxes are about 50% of the total property tax, so households should see their property tax bill go down by about 10%.  

County Impacts

The state property tax reduction should not affect the collection of county property taxes. The 20 percent reduction in the state property tax levy will create additional property tax capacity within the one percent overall constitutional limit, which will allow some local property tax district that are prorating under that limit to expand.  However, prorating is not occurring in King County.  

There are not expected to be significant administrative costs to update the county's payroll systems; the new Accountable Business Transformation (ABT) system would also need to incorporate the income tax change.  The only individuals affected in the payroll system would be those county employees who make in excess of $200k individually or $400k jointly per year.  
The initiative states that health services funded by this income tax can include providing for "costs of state and local public health services."  It is unknown at this time how much money from this revenue source might go to King County and its agencies.  King County would benefit indirectly from any increased education and health services for its citizens, plus any jobs those services would create.  Small businesses would benefit from the B&O tax credit.    

It is beyond the scope of this staff report to analyze the broader economic implications of imposing a state income tax on some residents.  Note that a greater percentage of citizens in King County would be paying the state income tax to fund these services compared to the rest of the state, and it is unknown whether the state distribution of education and health services would match the distribution of citizens paying the  income tax.
I-1100 Privatized Liquor Sales
This initiative would require the state to stop distributing and selling liquor, and would authorize private parties to manufacture, import, distribute, or sell spirits. Spirits include hard liquor, any beverage containing distilled alcohol (except flavored malt beverages), and wines exceeding twenty-four percent alcohol by volume.   
King County is one of 18 states plus two jurisdictions in Maryland that control liquor with a state monopoly on sales ("control states").  Washington's closest neighbors Oregon, Idaho and Montana are also control states.  Spirits manufacturers, distillers, and suppliers may sell spirits within the state only to the Washington State Liquor Control Board.  The Board purchases the spirits and sends them to its distribution center in south Seattle.  From there, the state delivers the spirits to liquor stores and authorized purchasers such as restaurants.
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WA Liquor Control Board,
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Retail spirits are sold by state liquor stores and contract liquor stores (which are businesses selling liquor on behalf of the state through a contract with the state). 
The Liquor Control Board sets prices for spirits based on wholesale cost, a markup by the Board, and taxes (a liquor excise tax, not the retail sales tax). King County gets a portion of the markup and a portion of the liquor tax.  The price components of a liter of liquor in 2009 according to the Liquor Control Board were as follows:






$13.65 bottle


Distillery price
27%
$3.71

Federal taxes
16%
$2.14


State markup

23%
$3.13

State tax

34%
$4.67 
Of this total 18.8% is distributed to cities and counties.  Counties receive 10% of the markup and 7% of the state tax.  In 2009, this translated into $1.7M for King County.
Currently, licensed private parties can sell and distribute beer and wine not exceeding twenty-four percent alcohol by volume under a “three-tier system”. Under the three-tier system, there are separate licenses for (1) manufacturing, (2) distributing, and (3) retail sales of beer and wine.  

Licensed Beer/
(
Licensed
(
Licensed

Wine manufacturer

Distributor

Retailer

Retailers are allowed to purchase beer and wine only from licensed distributors, with certain exceptions, and licensed distributors are allowed to purchase only from licensed manufacturers, with certain exceptions. The licensed distributors and manufacturers are required to offer uniform pricing to all customers on a statewide basis (no individual special discounts). 

Proposed Measure
Initiative 1100 would direct the Liquor Control Board to shut down its distribution operation and close all state liquor stores and terminate contracts with private contract liquor stores by December 31, 2011.  The Board would no longer distribute spirits, manage liquor stores, or set spirit prices.  The Board would regulate licensing, taxation, and the prevention of alcohol abuse and underage drinking.

I-1100 would eliminate the state markup but keep the state liquor excise tax.  Essentially, private parties would be determining what kind of profit markup they would place on liquor, and the profit would go to the private party as opposed to the state, cities and counties, but taxes would continue to go to state and local government.  Private parties would be able to get an annual license to manufacture or import spirits, sell as distributors, or sell as retailers.  The licensing fees would be used for the costs of administration, for enforcement of licensing laws, and to reduce alcohol abuse and underage drinking.   

Under Initiative 1100, any person who meets the requirements and pays a fee could get licenses for the manufacture, import, distribution, or retail sale of spirits, beer, and wine.  Initiative 1100 would eliminate the current 3-tier system, so, for example, a licensed distillery or manufacturer could act as both distributor and retailer.  It would also repeal the uniform pricing requirement that requires each manufacturer to offer beer or wine at a uniform price to all distributors and requires each distributor to offer beer and wine at a uniform price to all retailers.  
County Impact
The fiscal impact of privatizing liquor sales will depend upon how the private market prices alcohol and how privatization affects the volume of sales.  King County receives approximately $1.1M per year from the state markup (Liquor Control Board profits) and $600,000 per year from the liquor excise tax.  These moneys are deposited in the general fund, with at least two percent required to be spent in support of drug and alcohol addiction programs.  
Under this initiative, King County would lose approximately $1.1M per year from the state markup, with the full effect being felt in 2012 (the state has until December 31, 2011 to stop its liquor sale operations).  There would be some decrease in 2011 as the state winds down its business, with an estimated impact of roughly $200,000.  
The impact of this initiative on the liquor excise tax depends on how the market would react.  Taxes are applied to the marked up taxable base, including both a percentage tax and a per-liter tax.  If the mark-up by private retailers is less than the state, the percentage tax will decrease but the per-liter portion will remain the same.  However, any increase in consumption will help offset that decrease.  The state estimates a five percent growth in retail liquor liter sales from increased access to liquor.  There are currently 161 state stores in high-population areas and 155 contract stores serving mostly rural areas.  The state estimates that 3,357 retailers would sell spirits if most grocery, convenience, drug and club retailers decided to purchase licenses.  

It would take a three-fold increase in liquor excise tax revenues in order to fully offset the revenue loss to the county from the state markup.  

Increased alcohol consumption would likely lead to other county costs such as law enforcement.  The social impacts of this initiative are beyond the scope of this staff report.

I-1105 Privatized Liquor Sales – Three-tier system
Like Initiative 1100, Initiative 1105 would direct the Liquor Control Board to close all state liquor stores, shut down the state’s spirits distribution operation, and direct the state to stop selling spirits.  It would allow licensed private parties to sell spirits as retailers or distributors. As with I-1100, privatizing the sale of spirits would eliminate the net proceeds from the Board’s markup on sales of spirits at state liquor stores and contract liquor stores, which are distributed to the state, cities, and counties.
I-1105 would require the state to close liquor stores by April 1, 2012, which is three months longer than the timeframe given by I-1100.  Licensed private retailers could begin selling spirits November 1, 2011.  Licensed distributors could begin operation October 1, 2011.  
Unlike I-1100, Initiative 1105 would establish a three-tier system for the spirits industry and require price uniformity.  Like today's beer and wine three-tier system, the I-1105 three-tier system would separate manufacturing, distributing, and retailing of spirits. Under the three-tier system, licensed spirits retailers would be allowed to purchase spirits only from licensed spirits distributors, with certain limited exceptions. Spirits manufacturers and distillers, and licensed spirits retailers, would not be permitted to have any interest in a spirits distributor license or in any entity that has a spirits distributor license.  
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Each licensed spirits distributor, and each manufacturer, distiller, and importer, would be required to offer uniform pricing to all customers on a statewide basis. Quantity discounts on spirits would be allowed.  

I-1105 has significant financial differences from I-1100.  Because of privatization, both initiatives do away with the state markup on spirits.  However, Initiative 1105 also repeals existing taxes on retail spirit sales.  It would direct the Liquor Control Board to recommend to the legislature a new tax that would be paid by licensed spirits distributors on all spirits they purchase. The recommended tax rate would be a rate projected to generate, in combination with other spirits-related revenues, at least the same annual revenue for state and local governments as the current system, plus at least an additional one hundred million dollars net over the five-year period beginning November 1, 2011.  
Due to the repeal of the retail tax, beginning April 1, 2012, liquor sales would be subject to state and local retail sales tax.  In King County, the local option tax is 1.0 percent of the 9.50 sales tax rate, which includes 15 percent of the 1.0 percent within cities and 100 percent of the 1.0 percent in unincorporated areas.  
The measure would also generate new proceeds by requiring private spirits retailers to pay six percent of their gross annual spirit sales for five years, and distributors to pay the state one percentage of their gross sales for five years, to be deposited in the state general fund. 
County Impact
As with Initiative 1100, King County would lose approximately $1.1M per year from the state markup starting in 2012, although I-1105 would not have the state completely out of the liquor business until April 1, 2012 so the revenue loss would be postponed longer.

The impact of elimination of the liquor excise tax is more difficult to assess, as it would be offset by retail sales tax revenue, and any remaining deficit could be recovered if the state legislature were to pass new taxes to offset losses as recommended by the initiative.

In the absence of additional legislative action to pass new taxes, the retail sales tax would likely not be sufficient to bring in tax revenues equivalent to what the county is currently receiving through the liquor excise tax, unless a significantly greater amount of alcohol is sold.  If there had been a local option sales tax on liquor in 2009, the estimated revenue would have been approximately $200,000, compared to $600,000 in liquor excise tax revenue received.  

Therefore, under I-1105, in the absence of additional state legislation creating new taxes, the revenue from taxes is even less likely to offset the loss of state markup revenue compared to I-1100.  If Initiative 1053 passes requiring a two-thirds legislative majority to pass new taxes, the likelihood of the state legislature passing new taxes to make up for shortfalls created by I-1105 would be decreased.

I-1053 Two-thirds Majority or Voter Approval for Tax Increases
In 2007, Initiative 960 passed, requiring that in order for the Washington State Legislature to raise taxes, the legislature would have to approve any tax increases with a two-thirds supermajority vote or submit tax increase proposals to a vote of the people.
Under our state constitution, after two years a simple majority is required to change or repeal an initiative.  I-960 now passed the two-year threshold and the 2010 legislature suspended the effects of I-960 until July 1, 2011.

Initiative 1053 would reverse the actions of the state legislature by again requiring a two-thirds supermajority requirement for raising taxes, in both the house of representatives and the senate.  The measure would also rephrase the language relating to increases in state fees, providing that a fee may only be imposed or increased in any fiscal year if approved with majority legislative approval in both the house of representatives and the senate.
There are 49 state senators and 98 state representatives.  A two-thirds majority would be 33-16 and 66-32 votes, respectively.  
County Impact

There is no direct county impact, as this initiative only affects the state legislative process.  However, I-1105 pertaining to the privatization of liquor sales repeals the state liquor excise tax and directs the Liquor Control Board to recommend new taxes to the state legislature to make up for revenues lost by the initiative.  This initiative would make it more difficult for the state to create a new liquor excise tax.
I-1107 Repeal Candy/Soda/Bottled Water Tax
There is a sales tax imposed on retail sales in the state.  Some sales, including food and food ingredients, are exempt from sales tax.  Effective June 1, candy and bottled water became subject to sales tax (by removal of it from the exemption for food).  Candy is defined as a preparation of sugar, honey, or other sweeteners in combination with chocolate, fruits, nuts, or other ingredients or flavorings in the form of bars, drops, or pieces. Candy does not include products that contain flour or require refrigeration.  

The tax on bottled water is time limited, effective June 1, 2010 and expiring July 1, 2013.  The state legislature has also placed Referendum 52 on the November ballot (discussed below), which would continue the tax on bottled water for the purpose of funding bonds for school energy capital projects.
In 2010, the legislature also enacted an excise tax on the sale of certain carbonated beverages (nonalcoholic carbonated beverages that contain caffeine, extracts, fruit juice, herbs, sweeteners, or syrup). The tax took effect July 1, 2010, and expires on July 1, 2013. The tax is calculated at the rate of two cents per twelve ounces, and is applied once, either at the wholesale or retail level. The tax does not apply to the first ten million dollars of carbonated beverages sold in the state by any bottler.
There is also a business and occupation (B&O tax) imposed on various business activities in the state, such as manufacturing, selling, or providing services. The rate of the tax varies, depending upon the type of activity in which the business engages.  In 2010 the legislature applied a lower B&O tax rate to perishable meat products.  The legislature also applied a lower B&O tax rate to the manufacture of fruit and vegetable products, but not other products that contain fruits or vegetables as ingredients.  
Proposed Measure 
Initiative 1107 would repeal the candy, bottled water, and soda taxes described above.  The measure also would repeal 2010 laws that limit some lower B&O tax rates to perishable meats, fruits and vegetables.
County Impact
The King County Office of Economic and Financial Analysis has been asked to report on the impact of Initiative 1107.  As reported by that office to the Forecast Council on September 7, 2010, they estimate the impact to the Local Option sales tax to be a decrease of $665,793, of which $635,167 would be General Fund revenue.
Referendum 52 Energy Efficiency Projects in Schools & Bottled Water Tax
Referendum 52 would authorize $505 million in state general obligation bonds to finance construction and repair projects to increase energy efficiency in public schools and higher education buildings.  This referendum would also continue the sales tax on bottled water otherwise expiring on July 1, 2013, for the purpose of repaying the debt.
The money would be used to make competitive grants to public school districts, public higher education institutions, and other state agencies for energy saving capital projects.  
County Impact

There is no direct county impact in 2011. The county's citizens would benefit from projects within the county's borders that receive financial grants for the energy projects.  Construction work for county citizens would increase.  Ref. 52 proponents say 30,000 jobs will be created statewide by spending $505 million for school improvements. Opponents claim that only 5,700 short-term construction jobs will be created

If the bottled water tax were continued past July 1, 2013, the county would have a continued revenue source from this tax that would otherwise be discontinued.  The King County Office of Economic and Financial Analysis estimated a $635k impact to the general fund from a repeal of candy, soda, and bottled water taxes.  As a rough estimate, the state estimates that candy and bottled water sales are about 50/50, so the likely general fund impact of having a bottled water tax is the continuation of approximately $300,000 in revenue per year starting with the second half of 2013.  
It is unknown how passage of this Referendum, which continues the bottled water tax, would be reconciled with Initiative 1107 if that also passes, which discontinues the bottled water tax.  The state could end up with general obligation bonds to pay for the energy capital projects and no revenue from bottled water taxes to help pay for it.
INVITED:
· Dwight Dively, Director, Office of Management and Budget (OMB)
� Based on U.S. Census data, 56% of households making over $200,000 reside in King County.  King County's population represents approximately 30% of the state.
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