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MEMORANDUM 
 
To: David Ramsay, City Manager 
 
From: Tracey Dunlap, Director of Finance and Administration 
 Robin Jenkinson, City Attorney 
 
Date: October 16, 2009 
 
Subject: Property Tax Levy Finding of Substantial Need 
 
 
 
RECOMMENDATION:   
Council adopt the attached resolution establishing a finding of substantial need to allow the 
property tax levy to increase 1% consistent with the adopted 2010 budget.  
 
 
BACKGROUND DISCUSSION:   
On September 22, 2009 the Department of Revenue released the rate of inflation for property 
taxes due in 2010 (Attachment 1). The implicit price deflator used to determine the property tax 
limit factor is negative 0.848 percent (-0.848%). 
 
Anticipating a negative IPD, the Department of Revenue released a special notice in April of this 
year answering questions about the impact of deflation (or negative "inflation") on local 
property taxes (Attachment 2). For taxing districts with a population of 10,000 or more the limit 
factor is the lesser of 101% or 100% plus inflation. However, with a finding of substantial need 
and supermajority council approval, larger taxing districts can adopt a limit factor up to a 
maximum of 101%.  In order to increase the limit factor to 101%, a resolution or ordinance 
must be adopted by the district’s governing body.  Because the City Council is a legislative 
authority comprised of more than 4 members, the ordinance or resolution must be approved by 
a majority plus one. The limit factor authorized by the ordinance or resolution is for one year 
only. 
 
The adopted 2010 budget assumed that the City would implement the optional levy increase of 
1%.  To carry out this increase, the City Council will need to adopt the resolution establishing a 
finding of substantial need.  If no finding of substantial need is adopted, the property tax 
revenues for 2010 would be reduced by $275,415 (the 1% increased assumed of $149,034 plus 
the IPD decrease of -0.848% or $126,381), increasing the projected deficiency in 2010. 
 

Council Meeting:   11/02/2009 
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STATE OF WASHINGTON 

DEPARTMENT OF REVENUE 
 

Research Division 
 P O Box 47459 ♦ Olympia, Washington  98504-7459 ♦ (360) 570-6084 ♦ Fax (360) 664-0972 

E-mail Address: ValerieT@dor.wa.gov 
 

September 22, 2009 
 
 
Dear County Assessors: 
 
What is the rate of inflation (IPD rate) for 2010? 
The rate of inflation (IPD rate) for property taxes due in 2010 is a negative 0.848 percent (–0.848%). 
 
What is the limit factor for 2010? 
The limit factor for property taxes due in 2010 is negative 0.848 percent (–0.848%) for the state and 
taxing districts with populations over 10,000.  The limit factor for these districts is defined as the 
smaller of the rate of inflation or 1 percent. 
 
For taxing districts with populations under 10,000, the limit factor for property taxes due in 2010  
is 1 percent. 
 
How is the rate of inflation (IPD rate) calculated? 
The rate of inflation is the percent change in the implicit price deflator for personal consumption as 
published in the Bureau of Economic Analysis’ September Survey of Current Business.  
 
However, this year the September Survey of Current Business did not include the implicit price 
deflator for personal consumption due to space constraints from the publication of the 2009 
Comprehensive Revision statistics.  Therefore, the Department of Revenue contacted the Bureau of 
Economic Analysis and received the implicit price deflator for personal consumption from the 2009 
Comprehensive Revision statistics. The Bureau of Economic Analysis indicated the implicit price 
deflator will be published in the October Survey of Current Business.   
 
The percent change is calculated by dividing the July 2009 number by the July 2008 number, 
subtracting one, and then multiplying by 100.  These numbers were updated as part of the Bureau of 
Economic Analysis’ 2009 Comprehensive Revision to a base year of 2005. The values used in the 
calculation this year were as follows: 
 
July 2008 110.205 
July 2009 109.270 
 
If you have any questions, please contact me. 
 
Sincerely, 
 
Valerie L. Torres 
Tax Policy Specialist 

Attachment 1
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April 22, 2009 
 

Determining the Limit Factor for Increases in Property Tax Levies 
 
 
Question:  What is the limit factor for local taxing districts’ levy increases if deflation (negative “inflation”) occurs? 
 
Answer:  The limit factor for some local taxing districts may be less than 100%. 
 
Discussion:  Under ch. 84.55 RCW, the growth of regular property tax levies is limited.  For taxing districts with a 
population of less than 10,000, the limit factor is 101%.  The limit factor for local taxing districts with a population of 10,000 
or more is the lesser of 101% or 100% plus inflation.  With a finding of substantial need, these larger taxing districts can 
adopt a limit factor that exceeds 100% plus the rate of inflation up to a maximum of 101%.  RCW 84.55.005 defines 
“inflation” as the percentage change in the implicit price deflator (IPD) for personal consumption.  The statute requires the 
use of data published in September of the year before the tax will be due in determining inflation.   
 
Because the limit factor for local taxing districts with a population of 10,000 or more is the lesser of 101% and 100% plus 
inflation, and inflation is defined as the percentage change in the IPD, a negative change in the IPD would result in a limit 
factor of less than 100%.  For example, if the percentage change in the IPD were, say, -1.0%, the limit factor would be 
100% - 1.0%, or 99%. 
 
What does this mean for local taxing districts? 
For taxing districts with a population of less than 10,000, the limit factor is 101%, regardless of inflation or deflation.  
These smaller districts may continue to increase their regular property tax levies by 1% annually. 
 
For local taxing districts with a population of 10,000 or more, the limit factor would dip below 100% and property tax 
levies would not grow

1
.  These larger districts could increase the limit factor to a maximum of 101% with a finding of 

substantial need.  In order to increase the limit factor to 101%, a resolution or ordinance must be adopted by the district’s 
governing body.  In districts with legislative authorities comprised of 4 or less members, two-thirds of the members must 
approve the ordinance or resolution.   In districts with legislative authorities comprised of more than 4 members, the 
ordinance or resolution must be approved by a majority plus one.  The limit factor authorized by the ordinance or 
resolution is for one year only. 
 
Taxing districts of any size may also exceed the limit factor with the approval of a majority of the voters residing in the 
district.  RCW 84.55.050 authorizes taxing districts to “lift the lid” and increase regular property tax levies by more than 
would be otherwise allowed.  A lid lift allows a taxing district to exceed the limit factor for up to six consecutive years.  The 
ballot measure must include the levy rate to be imposed in the first year following approval of the lid lift.  If the lid lift allows 
the district to exceed the limit factor for more than one year, the ballot measure must also include the limit factor or a 
specified index to be used in determining the limit factor for each succeeding year. 

 
Questions:  If you have questions or need additional information, please contact Diann Locke at (360) 570-5885 or 
DiannL@dor.wa.gov. 

                                                 
1
 Taxing districts would still be entitled to levy additional amounts based on new construction, improvements to property, increases in state-assessed 

property, and the value of wind turbines as authorized in RCW 84.55.010. 
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RESOLUTION R-4782 
 
 
A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF KIRKLAND 
MAKING A DECLARATION OF SUBSTANTIAL NEED FOR PURPOSES OF 
SETTING THE LIMIT FACTOR FOR THE PROPERTY TAX LEVY FOR 
2010 . 
 
 WHEREAS, RCW 84.55.010 provides that a taxing jurisdiction 
may levy taxes in an amount no more than the limit factor multiplied 
by the highest levy of the most recent three years plus additional 
amounts resulting from new construction and improvements to 
property; and  
 
 WHEREAS, under RCW 84.55.005(2)(c), the limit factor for a 
taxing jurisdiction with a population of 10,000 or over is the lesser of 
101 percent or 100 percent plus inflation; and 
 
 WHEREAS, RCW 84.55.005(1) defines “inflation” as the 
percentage of change in the implicit price deflator for personal 
consumption expenditures for the United States as published for the 
most recent 12-month period by the Bureau of Economic Analysis of 
the federal Department of Commerce in September of the year before 
the taxes are payable; and 
 
 WHEREAS, “inflation” for July 2009 is -0.848 percent and the 
limit factor is 99.152 percent, meaning the taxes levied in the City of 
Kirkland in 2009 for collection in 2010 will decrease except for the 
amounts resulting from new construction and improvements to 
property; and 
 
 WHEREAS, RCW 84.55.0101 provides for use of a limit factor of  
up to 101 percent with a finding of substantial need by a majority  of 
the Council Members plus one; and 
 
 WHEREAS, the adopted 2010 budget assumed that the City 
would implement the optional levy increase of one percent; and 
 
 WHEREAS, if no finding of substantial need is adopted, the 
property tax revenues for 2010 would be reduced by $275,415, 
increasing the projected deficiency in 2010; and  
 
 NOW, THEREFORE, be it resolved by the City Council of the 
City of Kirkland as follows: 
 
 Section 1.  A finding is made of substantial need under RCW 
84.55.0101, which authorizes a limit factor of 101 percent for the 
property tax levy for 2010, due to the need to maintain public safety 
services and City streets. 
  
 Passed by majority vote of the Kirkland City Council plus one in 
open meeting this _____ day of __________, 2009. 
 

Council Meeting:   11/02/2009 
Agenda:  New Business 
Item #:   11. a. 



  R-4782 
 

 
 

 
 Signed in authentication thereof this ____ day of __________, 
2009.  
 
 
 
             ____________________________ 
             MAYOR 
 
Attest: 
 
 
______________________ 
City Clerk 
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