The Legislature passed two major milestones this week: the release of the updated state revenue
forecast and the cutoff for non-budget policy bills to pass out of their house of origin. With so many bills
introduced and moving this session, hundreds of bills were pronounced dead at 5:00 on Wednesday,
narrowing the scope of issues for the legislature to consider this year.

The next cutoff is 2/23, when bills must be out of the opposite chamber's policy committees in order to
remain alive. Of course, there are exceptions to all cutoffs for bills that are necessary to implement the
budget. But given the healthy state of revenues, it is anticipated that lawmakers will be able to adjourn
on time on 3/8.

Nationstar

Nationstar negotiations continued this week as we moved closer to coming to a product to agree to. The
current draft of the proposal includes the following pieces:

e A mechanism through current nuisance abatement processes (city, county and town) where a
municipality may identify whether a property is abandoned. If determined, the municipality may
contact the financial institution to grant broad access to abate the nuisance and secure the
property. If the financial institution does not act, the municipality may go through current
abatement processes, and may take an unlimited priority lien on the property to recoup those
expenses.

e A mechanism where a financial institution can contact a municipality to request a determination
of abandonment in order to gain access. The municipality must respond to this request.

e A mechanism where municipalities may contact an institution that owns bank-owned property
and request abatement of a nuisance. If the financial institution does not act, the municipality
may go through current abatement processes, and may take an unlimited priority lien on the
property to recoup those expenses.

There was a public hearing on this substitute version in the Senate Financial Institutions & Insurance
Committee on 2/15. The committee is expected to pass the bill on 2/20.

Please take the time to review the most recent substitute bill:
https://app.leg.wa.gov/CMD/Handler.ashx?MethodName=getdocumentcontent&documentld=1Yg4QQ
R4Njs&att=false

Housing

Document Recording fee

The proposal to make the temporary $40 local homeless housing and assistance surcharge permanent
(HB 1570) passed out of the House on 2/7 with a vote of 51 to 47. The bill also includes provisions that:

e Allow counties to charge an additional $50 surcharge for homeless purposes and to pay off
general obligation bonds issued by the county for homeless housing and assistance;
e Allow certain cities to charge an additional $50 if the county does not impose the additional
surcharge;
The bill has been scheduled for a public hearing on 2/19 in the Senate Human Services & Corrections
Committee.

Preservation Tax Credit


https://app.leg.wa.gov/CMD/Handler.ashx?MethodName=getdocumentcontent&documentId=1Yg4QQR4Njs&att=false
https://app.leg.wa.gov/CMD/Handler.ashx?MethodName=getdocumentcontent&documentId=1Yg4QQR4Njs&att=false

SB 5182 which creates a preservation property tax credit for low income housing was placed on the
second reading calendar on 2/6, but never came up for a vote by the Senate body. This bill, which was
being pushed primarily by Sen. Fain, is likely dead for the session.

Source of Income Discrimination

The proposal to ban discrimination from landlords based on a person’s source of income (HB 2578) had
a public hearing in the Senate Financial Institutions & Insurance Committee on 2/15. The bill has been
scheduled for executive action on 2/20. The Senate bill has not been scheduled by the Judiciary
Committee to date. The chair indicated that she intended the House bill to be the final vehicle for
signature into law.

Budget & Fiscal Issues

Revenue Forecast Up $1.318 Billion Over Four Years

On 2/15, the Economic and Revenue Forecast Council (ERFC) updated its quarterly revenue forecasts.
The total general fund state (GF-S) forecast for the 2017-19 biennium was increased by $647 million,
and $671 million was added to the forecast for the 2019-21 biennium. This is a combined increase of
$1.318 billion over the four-year period. Overall, the state is seeing incredible growth in its budget.
Looking forward, total forecasted GF-S revenue:

e Forthe 2017-19 biennium is now $44.213 billion, which is an increase of 15.4% over the
previous biennium.

e Forthe 2019-21 biennium is now $48.253 billion, 9.1% higher than the updated forecast for the
current biennium.

e For the 2021-23 biennium is $51.932 billion, an increase of 7.6% over the 2019-21 projection.

Prior to release of this forecast, the state outlook was projecting total reserves of $2.354 billion for the
current biennium ($1.172 billion in the ending fund balance and $1.182 billion in the Budget
Stabilization Account, or rainy day fund). Both House and Senate Democratic leaders responded quickly
to the new forecast with promises of proposals to cut property taxes from last year's McCleary
compromise.

Both budgets anticipated early next week

This new revenue forecast will serve as the basis for House and Senate budget proposals, both of which
are scheduled for release early next week. The Senate is anticipated to release its budget on Monday,
and the House on Tuesday. Both will hold public hearings on the same day, which is a break from
tradition. Historically, one chamber presents its budget and the opposite chamber follows a week or so
later. This strategy appears to be an effort to expedite the timeline and begin negotiations earlier in
hopes of adjourning on time.

Immediately following the revenue forecast, Senator Rolfes released a public statement saying this
extraordinary revenue growth will allow the Legislature to meet the obligations of McCleary, mental
health, while also reducing recent property tax increases, all without new taxes. This affirmative
statement may ultimately reduce the pressure and likelihood for new taxes this session.

Progressive B&O



HB 2940, the proposal sponsored by the chair of the Finance Committee, Rep. Lytton, had a hearing on
1/30. The legislation would:

e Increase the small business deduction to $125,000;

e Create a new computation methodology for tax liability so that a business calculates its tax gross
margin to determine B&O liability. Gross margin thresholds are calculated by deducting cost of
goods sold and cost of labor from gross income:

o Ifthe margin is less than $250,000 the tax liability is zero;

o Ifthe margin is between $250,000 — $1 million, the tax liability remains the same;

o Ifthe margin is over $1 million, a six percent surcharge would be imposed on the
payable tax.

o Allow the Department of Revenue to adjust the surcharge by rule in order to ensure the act is
revenue neutral.

e C(Create a taskforce to review existing B&O tax preferences.

The bill passed out of the Finance committee on 2/5 and would be considered a bill necessary to
implement the budget.

Capital gains

The capital gains proposal (HB 2967) continues to be a tax proposal the House Democrats are pushing.
The bill is revenue neutral and would impose a seven percent capital gains tax on the sale or exchange
of long-term capital assets or other capital gains realized by a taxpayer. The proposal would use the
revenues to reduce the property tax liabilities.

The bill also has certain exclusions including:

e Primary residential dwellings;

e Assets in retirement savings accounts;

e Certain livestock held for more than 12 months;

e (Certain agricultural land;

e Property used in a trade or business if the property qualifies for an income tax deduction; and
e Timber, timberland, or gains derived from real estate investment trusts.

This proposal had a public hearing in the Finance Committee on 2/17 and is scheduled for executive
session on 2/19.

Carbon Emission Taxes

An amended version of Governor Inslee’s carbon tax proposal (SB 6203) was heard in Senate Ways and
Means on 2/15. The bill had a hearing on the substitute with the following provisions:

e Beginningin July, 2019, imposes a carbon pollution tax of $12 per metric ton of carbon
emissions on the sale or use of fossil fuels in the state;

e Increases the tax by $1.80 per metric ton beginning in 2021, until it reaches $30 per metric ton;

e Directs revenues to the Multimodal Transportation Account, with the remainder to be allocated
into four accounts to: reduce greenhouse gas emissions, provide assistance to vulnerable
communities in fossil fuel industries, increase climate resilience, and support rural economic
development.



e Also establishes a Clean Energy Investment Program for investor-owned utilities, and consumer-
owned utilities to allow an electric or gas utility to claim a credit up to 100% against the carbon
tax for approved investment projects that reduce or offset carbon emissions from utility.

A majority of the testimony was from supporters, which included several businesses that have begun to
support carbon reduction measures.

Education Issues:

Final McCleary obligation

The budget proposals next week will make clear how the two sides intend to approach the 2017
Supreme Court ruling that directed the Legislature to move up the timeline for school employee
compensation by one year. Complying with this ruling would require lawmakers to allocate
approximately $950 million in the supplemental budget to fund salaries during the 2018-19 school year.
House Democratic leaders have argued that school districts cannot phase in the compensation so
quickly and, because of that, a supplemental budget appropriation this year would not be an effective
use of resources. However, Senate Democratic leaders argue that the Legislature must respond to the
Court.

This week the Senate passed an amended version of their McCleary fix bill (SB 6362), which now
includes language requiring the state to fully comply with the Court and moves up full funding of school
employee compensation to the 2018-19 school year.
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