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MEMORANDUM
To: Kurt Triplett, City Manager
From: Michael Olson, Director of Finance & Administration
Sri Krishnan, Deputy Director of Finance & Administration
Chip Corder, Temporary 2021-2022 Budget Development Staff
Date: November 3, 2020
Subject: FINDING OF SUBSTANTIAL NEED FOR 2021 PROPERTY TAX LEVY
RECOMMENDATION:

City Council adopt the attached resolution (R-5451) making a finding of “substantial need” for
setting the limit factor at 101% for the 2021 property tax levy, which is assumed in the financial
plan for the 2021-2022 Preliminary Budget.

BACKGROUND DISCUSSION:

For taxing districts with a population of 10,000 or more, the optional levy increase, which must
be approved by the governing body, is the lesser of 1% or the rate of inflation as measured by
the Implicit Price Deflator. According to the Washington State Department of Revenue, the
Implicit Price Deflator for the 2021 regular levy is 0.602% (see Attachment 1). Therefore, the
2021 optional levy increase is limited to 0.602%, which corresponds to a limit factor of
100.602%. However, under state law taxing districts with a population of 10,000 or more can
adopt a resolution of “substantial need,” if the governing body believes a 1% increase is
warranted. It should be noted that the resolution must be approved by a “supermajority” vote
of the governing body (i.e., a majority plus one).

The 2021-2022 Preliminary Budget assumes a 1.0% optional levy increase in 2021, which
equates to $313,330. The justification for a 1.0% optional increase in 2021 is tied to the
following:

e The City has an underlying structural imbalance between revenue growth and the
increasing cost of providing services, requiring the use of available one-time cash from
prior year General Fund surpluses to balance the General Fund “base” budget in 2021-
2022.

e The City faces short and long-term revenue losses as a result of the negative economic
impact of COVID-19 in 2020-2021 and the expiration of the Annexation Sales Tax Credit
in mid-2021 ($4.94 million per year).
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If the City Council does not approve a resolution of “substantial need,” the property tax levy for
2021 would be reduced by $124,705, which is the difference between a 0.602% increase and a
1.0% increase. Use of available General Fund cash or expenditure reductions would be
required to rebalance the budget.



Attachment 1

Department of @
Revenue

Washington State
September 25, 2020

Dear County Assessors:

What is the rate of inflation (IPD rate) for 2021?
The rate of inflation (IPD rate) for property taxes due in 2021 is 0.602 percent.

What is the limit factor for 2021 provided the taxing district adopts a resolution/ ordinance
authorizing an increase over the prior year’s levy?

For the state and taxing districts with populations of 10,000 or greater, the limit factor for property
taxes due in 2021 is 100.602 percent. The limit factor for these districts is defined as 100 percent
plus the lesser of the rate of inflation or one percent.

For taxing districts with populations under 10,000, the limit factor for property taxes due in 2021 is
101 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 by the Bureau of Economic Analysis by September 25,

The most recent publication available on September 25™ was the August publication. For this reason,
we used the quarterly values to calculate the percent change in implicit price deflator for personal
consumption for taxes due in 2021.

We calculate the percent change by dividing the Quarter 2 2020 number by the Quarter 2 2019
number, subtracting one, and then multiplying by 100. We used the following values in the
calculation this year:

Quarter 2 2019 109.722
Quarter 2 2020 110.382

If you have any questions, please contact me.
Sincerely,

Mark Studer

Tax Policy Specialist

Research & Fiscal Analysis

Department of Revenue

cc: County Treasurers

Research & Fiscal Analysis Division 1
P O Box 47459 Tumwater, WA 98504-7459
Phone (360) 534-1507 e Fax (360) 534-1526 ¢ Mark St@dor.wa.gov
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RESOLUTION R-5451

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 2021.

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” as published on August 27, 2020 is
0.602 percent, and the limit factor is 100.602 percent; 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 preliminary 2021 budget assumes 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 2021 would be reduced by $124,705;

WHEREAS, the City has an underlying structural imbalance
between revenue growth and the increasing cost of providing
services;

WHEREAS, the City faces short and long-term revenue
losses as a result of the negative economic impact of COVID-19
in 2020-2021 and the expiration of the Annexation Sales Tax
Credit in 2021.

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 2021, due to the need to maintain the City’s
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R-5451

budgeted level of revenues in 2021, recognizing the short-term
revenue loss resulting from COVID-19 and the long-term revenue
loss resulting from the expiration of the Annexation Sales Tax
Credit in 2021.

Passed by majority vote of the Kirkland City Council plus

one in open meeting this day of , 2020.
Signed in authentication thereof this day of
, 2020.

Penny Sweet, Mayor

Attest:

Kathi Anderson, City Clerk
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