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SUBJECT

A briefing on the Executive’s proposal to restore the conservation futures tax (CFT) to its statutory maximum, transmitted through Proposed Ordinance (PO) 2022-0199.

SUMMARY

PO 2022-0199 would place a proposition on the November 8, 2022 ballot that, if approved by voters, would raise the conservation futures tax (CFT) property tax rate for 2023 to the statutory maximum of 6.25 cents per $1,000 AV, with that amount being used to calculate the CFT levy in subsequent years. The proposed ordinance was referred to the Budget and Fiscal Management Committee.

The CFT is a dedicated portion of the property tax that is authorized by state law[footnoteRef:1] to acquire property rights to conserve open space lands. It has been collected in King County since 1982.[footnoteRef:2] Open space lands are defined in King County Code (K.C.C.) 26.12.003 and RCW 84.34.020 to include open space, agricultural lands, and timber lands. CFT proceeds can be used to protect, preserve, maintain, improve, restore, limit the future use of, or other otherwise conserve open space lands. [1:  Conservation futures are established in RCW 84.34.200 through .240.]  [2:  Initially authorized by Ordinance 6120.] 


According to projections from the King County Office of Economic and Financial Analysis (OEFA), this single-year permanent levy lid lift would result in $50.4 million in CFT revenue in 2023, more than double that expected without the levy lid lift. In total, the lifted levy rate would raise an estimated additional $269.8 million for conservation futures purposes between 2023 and 2031, for a total of $494.9 million over that period. For the owner of a median-AV home in King County, the levy would add roughly $28-$32 to each year's tax bill during that period.[footnoteRef:3] [3:  Calculated using projections through 2031 provided by the King County Office of Economic and Financial Analysis (OEFA). ] 


The PO would not change policy as to how CFT revenues are spent. All CFT money would continue to be allocated according to the requirements of K.C.C. 26.12 and the guidance in Motion 15513.

To be placed on the November 8th ballot, the Elections Division must receive the effective ordinance no later than August 2, 2022. The last regular Council meeting to pass the ordinance and make this deadline with maximum processing time is July 5, 2022. The last regular Council meeting to pass the ordinance and make this deadline with minimum processing time is July 19, 2022. The last regular Council meeting to pass the ordinance as an emergency and make this deadline is July 26, 2022.
BACKGROUND 

Conservation Futures Program. The CFT is a dedicated portion of the property tax that is authorized by state law[footnoteRef:4] to acquire property rights to conserve open space lands. It has been collected in King County since 1982.[footnoteRef:5] Open space lands are defined in K.C.C. 26.12.003 and RCW 84.34.020 to include open space, agricultural lands, and timber lands. CFT proceeds can be used to protect, preserve, maintain, improve, restore, limit the future use of, or other otherwise conserve open space lands. According to Executive staff, approximately $135.9 million in CFT proceeds have been used over the last ten years to purchase 7,700 acres of open space lands.[footnoteRef:6] [4:  Conservation futures are established in RCW 84.34.200 through .240.]  [5:  Initially authorized by Ordinance 6120.]  [6:  $59.6 million of this total went to city/external partner projects, which comprised roughly 1,100 acres of acquisition.] 


The regulations governing King County's CFT program are established by K.C.C. 26.12. Through the program, the County accepts annual applications from King County cities, towns, park districts, nonprofits, and the County itself for acquisition of open space lands. These applications are reviewed by a sixteen-person advisory committee,[footnoteRef:7] which makes recommendations for project funding based on the criteria in K.C.C 26.12 and the CFT program's Application Evaluation Criteria document.[footnoteRef:8] The Executive transmits these recommendations by July 21st of each year, and final project and funding approval is decided by the Council in a subsequent biennial budget or supplemental budget.  [7:  Established by K.C.C. 2.36.070.]  [8:  Adopted through Motion 15513.] 


In 2018 and 2019, the Council adopted changes to both the CFT program's code requirements and guidance. In 2018, the Council passed Ordinance 18774, which adopted changes to the CFT program in accordance with recommendations from the Land Conservation Advisory Group, which was convened in 2016 to advise the Council on ways to preserve remaining high-value conservation lands within a generation. The two major changes to the CFT program were an increase to the bond cap from 50% to 80% of anticipated annual conservation futures tax levy funds for debt service, and removal of the requirement that a project receive equal or greater funding from another source in order to receive a CFT grant, if the project is in an equity area. Currently, roughly 50% of proceeds are being used for debt service.

In 2019, the Council passed Ordinance 18981 and Motion 15513, which revised the conservation futures code and project eligibility criteria, respectively. The ordinance renamed "equity areas" to "opportunity areas" and made modifications to the criteria for qualification. The legislation also added a condition that any project seeking exemption from the funding-match requirement through the opportunity areas provisions must demonstrate engagement and collaboration with community-based organizations or with members of the community in which the project is located. Lastly, Ordinance 18981 expanded the CFT program to make non-profits eligible for funding, whereas previously only local governments could receive funding.

CFT Revenue. State law sets the maximum rate for the CFT at 6.25 cents per $1,000 AV. King County’s CFT rate was originally set at that level, but due to a state-imposed limit on annual property tax growth, the tax rate has eroded over time and in 2022 is being collected at approximately 3.12 cents per $1,000.[footnoteRef:9] [9:  According to Executive staff.] 


The King County Office of Economic and Financial Analysis (OEFA) forecast projects collections through 2031 to be as shown in Table 1 below.[footnoteRef:10] Table 1 also shows the annual CFT rate and the anticipated annual CFT amount to be paid by the owner of a median-AV home, as calculated using data from OEFA. [10:  Throughout this staff report, projected numbers are provided through the year 2031. It should be noted that 2031 is not an end date for the CFT levy, but rather the last year for which OEFA currently has projected numbers. ] 


Table 1.
Projected Revenue, Tax Rate, and Impact to Median-AV Homeowner by Year 
Without CFT Levy Lid Lift[footnoteRef:11] [11:  This table was calculated using multiple forecasted values and therefore may not reflect the actual cost when assessments are made in future years. It should also be noted that these numbers are not adjusted for inflation.] 


	Year
	Total CFT Revenue
	CFT Tax Rate (per $1,000 AV)
	Cost Impact to Median-AV Homeowner

	2023
	$22,929,465 
	2.84₵
	$23.29

	2024
	$23,440,737 
	2.72₵
	$23.94

	2025
	$23,953,012 
	2.64₵
	$24.55

	2026
	$24,472,719 
	2.56₵
	$25.09

	2027
	$24,996,323 
	2.48₵
	$25.30

	2028
	$25,520,443 
	2.40₵
	$25.92

	2029
	$26,052,313 
	2.33₵
	$26.33

	2030
	$26,583,205 
	2.25₵
	$26.78

	2031
	$27,125,860 
	2.18₵
	$27.03

	Total
	$225,074,077 
	n/a
	$228.22



Tax Levies and Levy Lid Lifts in Washington. State law limits a taxing district (e.g., King County) to a 1% increase in regular property taxes per year plus inflation ("the limit factor.")[footnoteRef:12] It is this limit that has caused the CFT's levy rate to decline over the years, as discussed above. However, state law provides a mechanism by which taxing districts can exceed this limit – a majority of voters must approve such an increase through a proposition placed on a general or special election ballot. There are four kinds of levy lid lifts for regular property tax levies, as discussed below. [footnoteRef:13]  [12:  RCW 84.55.010. The limit also allows an additional dollar amount for AV resulting from new construction and other exceptional cases. ]  [13:  The following discussion is based on RCW 84.55.050, WAC 458-19-045, and guidance from the Municipal Research and Services Center found at https://mrsc.org/Home/Explore-Topics/Finance/Revenues/Levy-Lid-Lift.aspx. In all cases described, levies are subject to statutory maximums as prescribed by state law.] 


· Single-Year Temporary Levy Lid Lift. The levy rate is increased by more than 1% in the first year, and is subject to the limit factor in subsequent years. Once the number of years specified in the levy proposition have elapsed, the levy rate returns to what it would have been had the lift never been approved.
· Single-Year Permanent Levy Lid Lift. The levy rate is increased by more than 1% in the first year, and is subject to the limit factor in all subsequent years.
· Multi-Year Temporary Levy Lid Lift. The levy rate is increased by more than 1% in each of two to six years, and is subject to the limit factor in subsequent years. Once the number of years specified in the levy proposition have elapsed, the levy rate returns to what it would have been had the lift never been approved.
· Multi-Year Permanent Levy Lid Lift. The levy rate is increased by more than 1% in each of two to six years, and is subject to the limit factor in all subsequent years.

Rate Limits and Pro-rationing. RCW 84.52.043 establishes a maximum aggregate property tax rate of $5.90 per $1,000 AV for counties, cities, fire districts, library districts, and certain other junior taxing districts. Under state law, if a taxing district reaches its statutory rate limitation, that district can only collect the amount of tax revenue that would be produced by that statutory maximum levy rate. In other words, the tax district’s levies must be reduced in order to comply with the state limitation. Reductions are made in accordance with a district hierarchy established under RCW 84.52.010.

State law also mandates an overall tax limit of 1% AV for all combined taxing districts in the state, which translates to a maximum of $10 per $1,000 AV.[footnoteRef:14] [14:  RCW 84.52.050] 


ANALYSIS

Anticipated Revenue. The PO would place a proposition on the November 8, 2022 ballot that, if approved by voters, would raise the conservation futures property tax rate for 2023 to the statutory maximum of 6.25 cents per $1,000 AV, with that amount being used to calculate the CFT levy in subsequent years. This means that the proposal would be a single-year, permanent lift to the levy rate, as described in the section above. According to projections from OEFA, the levy lid lift would result in $50.4 million in CFT revenue in 2023, more than double that expected without the levy lid lift. In total, the lifted levy rate would be anticipated to raise an additional $269.8 million for conservation futures purposes between 2023 and 2031, for a total of $494.9 million over that period.[footnoteRef:15] These projections are further detailed in Table 2 below. As with all tables in this staff report, is important to note that these are projections only and not a guarantee of future revenue. [15:  These numbers differ from those found in the Fiscal Note transmitted by the Executive (Attachment 3). Executive staff have provided a Revised Fiscal Note, which is Attachment 4 to this staff report. ] 


Table 2.
CFT Revenue Comparison[footnoteRef:16],[footnoteRef:17] [16:  The numbers in Table 2 and associated discussion do not take into account undercollection (typically estimated at 1%) or the effect of tax exemptions (estimated at roughly 0.5%).]  [17:  Data provided by OEFA.] 


	Year
	CFT Revenue w/o Lift
	CFT Revenue w/ Lift
	Incremental Revenue Gained Through Lift

	2023
	$22,929,465 
	$50,393,341 
	$27,463,876 

	2024
	$23,440,737 
	$51,550,587 
	$28,109,850 

	2025
	$23,953,012 
	$52,675,203 
	$28,722,191 

	2026
	$24,472,719 
	$53,812,602 
	$29,339,883 

	2027
	$24,996,323 
	$54,963,175 
	$29,966,852 

	2028
	$25,520,443 
	$56,118,916 
	$30,598,474 

	2029
	$26,052,313 
	$57,282,323 
	$31,230,010 

	2030
	$26,583,205 
	$58,458,805 
	$31,875,601 

	2031
	$27,125,860 
	$59,644,585 
	$32,518,725 

	Total
	$225,074,077 
	$494,899,538 
	$269,825,461



Table 3 below shows the projected levy rate per $1,000 AV through 2031, if the PO were to pass and the proposition were to be approved by voters.

Table 3.
CFT Rate Comparison[footnoteRef:18] [18:  Data provided by OEFA.] 


	Year
	CFT Rate w/o Lift 
(per $1,000 AV)
	CFT Rate w/ Lift 
(per $1,000 AV)

	2023
	2.84₵
	6.25₵

	2024
	2.72₵
	5.97₵

	2025
	2.64₵
	5.80₵

	2026
	2.56₵
	5.62₵

	2027
	2.48₵
	5.46₵

	2028
	2.40₵
	5.28₵

	2029
	2.33₵
	5.11₵

	2030
	2.25₵
	4.95₵

	2031
	2.18₵
	4.80₵



The median AV used for tax purposes for a home in King County in 2023 is expected to be approximately $820,000.[footnoteRef:19] The owner of such a home would pay an estimated $27.96 in additional property tax in 2023 under this proposal and would pay an average of $30.39 in additional CFT per year through 2031.[footnoteRef:20] Table 4 below shows the total CFT collected on a median-AV home in each year through 2031 both with and without the levy lid lift, and also shows the difference between the two scenarios. [19:  The AV for a given year is used to calculate taxes for the following year. Thus $820,000 is the estimated median AV of King County homes in 2022, but is used to calculate taxes for 2023.]  [20:  These numbers differ from those cited in the Transmittal Letter transmitted by the Executive (Attachment 2). Executive staff used a different calculation method, using the 2021 Median Residence Value, rather than projected AVs through 2031.] 


Table 4.
CFT Cost Impact to Median-AV Home, by Year[footnoteRef:21]  [21:  Calculated using data provided by OEFA. This table was calculated using multiple forecasted values and therefore may not reflect the actual cost when assessments are made in future years. It should also be noted that these numbers are not adjusted for inflation. ] 


	Tax Year
	Projected Value of Median-AV Home
	Total CFT Cost to Median-AV Homeowner w/o Lift
	Total CFT Cost to Median-AV Homeowner w/ Lift
	Incremental Cost to Median-AV Homeowner w/ Lift

	2023
	$820,000
	$23.29
	$51.25
	$27.96

	2024
	$880,000
	$23.94
	$52.54
	$28.60

	2025
	$930,000
	$24.55
	$53.94
	$29.39

	2026
	$980,000
	$25.09
	$55.08
	$29.99

	2027
	$1,020,000
	$25.30
	$55.69
	$30.40

	2028
	$1,080,000
	$25.92
	$57.02
	$31.10

	2029
	$1,130,000
	$26.33
	$57.74
	$31.41

	2030
	$1,190,000
	$26.78
	$58.91
	$32.13

	2031
	$1,240,000
	$27.03
	$59.52
	$32.49



Exemption. Section 8 of the PO allows certain people to be exempted from the conservation futures tax, as allowed by state law.[footnoteRef:22] This exemption applies to seniors and veterans meeting certain criteria in state law and allows them to apply for exemption from some or all of the CFT. The exemption is not granted currently for the conservation futures tax, as the tax was in place prior to the provision being added to state law but would be allowed if the PO were to be adopted and the proposition subsequently approved by voters. Executive staff anticipate that allowing the exemption as proposed would reduce the total revenue through 2031 by somewhere in the vicinity of $2.5 million (0.5%). [22:  RCW 84.36.381] 


Pro-rationing. As discussed above, state law establishes a maximum aggregate property tax rate of $5.90 per $1,000 of AV for counties, cities, fire districts, library districts, and certain other junior taxing districts. However, RCW 84.34.230 specifically exempts conservation futures taxes from consideration when calculating property taxes for pro-rationing purposes, so there are no pro-rationing concerns relating to the $5.90 cap that would stem from this levy. 

CFT is subject to the state's overall tax limit of 1% AV for all combined taxing districts in the state, but Executive staff have stated that they do not anticipate a risk of exceeding the 1% limit with this proposal.

Implementation. The PO would not change policy as to how CFT revenues are spent. All CFT money would continue to be allocated according to the requirements of K.C.C. 26.12 and the guidance in Motion 15513. The existing Conservation Futures Advisory Committee would continue to make recommendations to the Executive and Council using the same criteria and process as now.

INVITED

· Christie True, Director, Department of Natural Resources and Parks

ATTACHMENTS

1. Proposed Ordinance 2022-0199
2. Transmittal Letter
3. Fiscal Note
4. Revised Fiscal Note
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