Budget Suggestions for 2002

Initiatives Update

Initiative 747

On July 6, the supporters of Permanent Offense completed turning in their petitionsfor Initiative 747. Tim
Eyman said he had 280,000 signatures, and he only needs 197,734 to get the initiative on the November
ballot. Historically, approximately ten to fifteen percent of signatures gathered are found to be invalid.
Although the Secretary of State may not have completed the review of the signatures by the time we go to
press, it appears that Initiative 747 will be found to have enough valid signatures to be on the ballot.

Thisinitiative isfairly simple compared to Initiative 695 and Initiative 722. And, as such, it isless likely
to have constitutional problems.

It has three provisions:
e It putsalimit of one percent on increasesin regular property tax levies of taxing districts.
* |t amends RCW 84.55.0101, the “ substantial need” statute.

« It alows higher property tax increases if approved by the voters. This provision is currently in the
statutes.

Changes in the “limit factor.”

Section 2 of the initiative amends the definition of “limit factor” in RCW 84.55.005 — the amount by which
ataxing jurisdiction can increase the amount of itsregular property tax levy. Currently, the limit factor for
jurisdictions with a popul ation under 10,000 is six percent.* Under Initiative 747, the limit factor for these
jurisdictions would fall to one percent.

For taxing districtswith apopulation of 10,000 or over, the“limit factor” iscurrently thelesser of six percent
or theincreasein the implicit price deflator for personal consumption expenditures (IPD) for the 12-month
period ending in July of each year as published in the September issue of the Survey of Current Business by
the Bureau of Economic Analysis. Under the provisions of Initiative 747, the limit factor for these
jurisdictions would fall to the lesser or the IPD or one percent.

Changes in “substantial need” statute.

Section 3 of Initiative 747 amends RCW 84.55.0101, the “ substantial need” statute. Currently, thosetaxing
districtswith apopulation of 10,000 or more can authorize aregular property levy increase of more than the
growth in the IPD up to an amount of six percent by afinding of “substantial need” by a supermajority vote
of the council or two out of three commissioners. Under the provisions of Initiative 747, they could levy an
increase of more than the IPD, up to a maximum of one percent, upon a finding of substantial need.

bwait aminute! Shouldn't this read two percent, rather than six? That's how theinitiative reads.” Here is the explanation.
Whilelnitiative 747 readsasif Initiative 722 werein effect, implementation of Initiative 722 is stayed pending final Washington State
Supreme Court review. Initiative 722 has never been implemented due to apreliminary injunction placed on the initiative before it
went into effect.
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However, sincethe IPD islikely to be higher than one percent most of the time, this statute would no longer
be that useful if the initiative passed.

Provision for voter-approved property tax increases.

Section 3 aso adds language providing that tax increases higher than one percent can be approved by the
voters at an election held according to RCW 84.55.050. That statute already provides for levy lid lifts by
voter approval, so Section 3 does not add anything to current law.

Hereishow alevy lid lift works.

Taxing jurisdictions that are levying property taxes at arate lower than their statutory maximums can ask
thevoterstolift thelevy lid so they can increasetheir levy by morethan six percent. A simplemajority vote
isrequired. For example, assumethat acity'sstatutory maximumrateis$3.375 per thousand dol | ars assessed
valuation and that the rate next year under the 106 percent lid will be $3.00. Thecity can placeaproposition
before the votersto raise thelevy by al or part of the remaining $0.375 capacity. The proposition can limit
the period for which thelevy ismade, but it need not do so. And, it can limit the purpose for which thefunds
will be spent, but thisisalso not arequirement. Of course, voters may be more likely to vote affirmatively
if the period of timeislimited and the purpose stated.

If Initiative 747 is passed, this statute woul d have to be used for any levy increases of morethan one percent.
What should local governments be doing now?

» Informyourself onwhat local government officialscan and cannot do to oppose or support aballot issue.
We have some articles on this subject on our Initiative 747 Web page at
http://www.mrsc.org/747/i 747 .htm.

e Cadlculate what the impact would be on your budget for 2002 and the future, assuming that the voters
would not want to increase taxes. The effect is cumulative, so the potential losses get bigger as time
passes.

The Department of Revenue has made some preliminary estimates of the aggregate losses to all taxing
districts. Their staff isnow going to be doing an estimate for each taxing district in the state. They will
have to make some assumptions. Cities and counties are probably in a better position to know what
assumptions to make for their jurisdictions and should make their own estimates.

» Put your budget together, knowing that the initiative could possibly pass. If it does, it will affect
property taxes for 2002. And, of course, it will be too late to ask the voters for an increase for next
year.

Initiative 722

On June 12, the Washington State Supreme Court heard oral argumentson Initiative 722. Thisinitiative had
previously been found unconstitutional by Judge Christine Pomeroy of the Thurston County Superior Court
in March. (You can listen to the arguments at the TVW Web site at:
http://www.tvw.org/search/eventResults.cfm?Evnt Type=D& Date=2001& CFID=372401& CFTOK EN=93
765689.)
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As a short reminder (a more complete discussion can be found at
http://www.mrsc.org/722/i-722.pdf), some of the provisions of the initiative were:

* Declaring tax and fee increases adopted between July 2,1999 and December 31,
1999 null and void and requiring refunds.

* Using a property tax exemption to limit the increase in taxabl e assessed valuation
tothevalue of the property in 1999 plus new construction and, plusthe lesser of the
increase in the IPD or two percent. (In many cases, this valuation would be less
than market value.)

e Limiting property levies to the lesser of the increasein the IPD or two percent.

* Repealing the statute that allows municipalities to "bank" (save) unused levy
capacity that they choose not to use in one year for potential usein afuture year.

Most of time was spent on the "single subject rule" argument. Article 2, section 19 of our state constitution
requireslegidativenbills, includinginitiatives, to have asingle subject so that voters do not havethe dilemma
of having to vote for or against an entire initiative when they support only one part. Opponents of the
initiative argued that Initiative 722 has at least two subjects: 1) nullifying tax and fee increases and 2)
l[imiting property taxes. Thisis a very important issue, because if the court finds that the single subject
provision was violated, the entire initiative will be found unconstitutional .

If the court does not find that the single subject rule was violated, it is possible that it may find only some
sections of the initiative unconstitutional. (The most likely ones are sections 3 and 4, which would allow
assessmentsat |essthan market value. Thiswould violatetheuniformity provision of the constitution, which
requires that taxes be the same for any class of property.) So, it is possible that the could leave the
requirement the tax and feerefund requirement will betheonly section to emergeunscathed. However, most
attorneysthink it very unlikely that the court would uphold this section, because prior courts have found that
refunding taxes that were validly levied and collected would be an unconstitutional "gift of public funds.”
However, as one attorney said, "Y ou never know what a court will do."

The decision is expected in late summer or early autumn.
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