HOUSE BILL REPORT
HB 1532

As Reported by House Committee On:
Finance

Title: An act relating to authorizing funding tools to mitigate the impact of sales tax sourcing
and enhance community vitality in certain cities that host industrial and warehousing
industries that are vital to the statewide economy.

Brief Description: Authorizing funding tools to mitigate the impact of salestax sourcingin
certain cities that host industrial and warehousing industries.

Sponsors:. Representatives Stearns, Entenman, Obras, Gregerson and Bergquist.
Brief History:

Committee Activity:
Finance: 2/6/25, 2/25/25 [DPS].

Brief Summary of Substitute Bill

» Allows authorized cities to impose alocal option sales and use tax.

HOUSE COMMITTEE ON FINANCE

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 10 members: Representatives Berg, Chair; Street, Vice Chair; Mena, Parshley,
Penner, Ramel, Scott, Springer, Walen and Wylie.

Minority Report: Do not pass. Signed by 4 members. Representatives Orcutt, Ranking
Minority Member; Jacobsen, Assistant Ranking Minority Member; Abell and Chase.

Minority Report: Without recommendation. Signed by 1 member: Representative
Santos.

Staff: Tracey Taylor (786-7152).

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Background:

Retail Sales and Use Tax.

Retail salestaxes areimposed on retail sales of most articles of tangible personal property,
digital products, and some services. A retail saleisasaleto the final consumer or end user
of the property, digital product, or service. If retail sales taxes are not collected when the
user acquires the property, digital product, or service, then use tax applies to the value of
property, digital product, or service when used in this state. The state, all counties, and all
citieslevy retail sales and use taxes. The state sales and use tax rate is 6.5 percent; local
sales and use tax rates vary from 0.5 percent to 4.1 percent, depending on the location.

Local Salesand Use Taxes.

Counties, cities, and towns were first granted the authority to impose alocal sales and use
tax in 1970. Thereisabasic 0.5 percent sales and use tax and an optional 0.5 percent sales
and usetax. The revenues from these two sales and use taxes are unrestricted and may be
used for any lawful government purpose.

When both the city and the county impose the basic sales and use tax, the county must
credit back the full amount of the city's basic sales and use tax so that the combined rate
does not exceed 0.5 percent. However, the first 15 percent of the basic sales and use tax
collected within the city must be distributed to the county. Thisis also the case with the
optional sales and use tax.

There are other optional sales and use taxes that may be imposed; however, the revenues
from these sales and use taxes are restricted to specific purposes. For example, the Cultural
Access Program sales and use tax of 0.1 percent must be used to benefit or expand accessto
nonprofit cultural organizations. Many of the optional local sales and use taxes require
voter approval.

Streamlined Sales and Use Tax Agreement.

In 2007 legislation was enacted fully adopting the Streamlined Sales and Use Tax
Agreement (SSUTA). The SSUTA includes provisions for determining where asaleis
deemed to occur, for local sales and use tax purposes. As part of the legislation, local
streamlined sales tax mitigation payments were authorized to mitigate the negative impact
on local jurisdictions caused by the change in sourcing rules. Each July 1, the State
Treasurer transferred an amount determined by the Department of Revenue (DOR) to fully
mitigate negatively impacted local jurisdictions. The DOR determined each local
jurisdiction's annual losses. Distributions were made quarterly representing one-fourth of a
jurisdiction's annual 1osses less voluntary compliance revenue from the previous quarter.

In 2017 the Legislature repealed local mitigation payments, effective October 1, 2019. The
payments were adjusted to reflect the impact of marketplace fairness on local tax revenues
and were made only to cities, counties, and public facilities districts. Selected jurisdictions
may have qualified for mitigation payments under the 2019-2021 Omnibus Operating
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Budget.

In 2021 the L egislature enacted Engrossed Substitute House Bill 1521 which provided that
qualified local taxing districts negatively impacted by the SSUTA may receive annual
mitigation payments each July 1. To qualify, alocal taxing district must be a city and have
received a quarterly streamlined sales tax mitigation payment of at least $60,000 on June
30, 2020.

The quarterly mitigation payment is equal to the payment that was provided to that taxing
district on June 30, 2020. The amount of the quarterly mitigation paymentsis reduced
annually by 20 percent from the previous year's payment that same quarter for each
qualified local taxing district. Paymentswill end July 1, 2026.

Summary of Substitute Bill:

The legidative body of an authorized city may impose an additional sales and use tax of up
to 0.3 percent of the selling price or value of the article used. The revenues from this tax
may be used for any purpose that improves the vitality of the community in the same
manner that general fund revenues may be used.

An authorized city means a city that has a population of greater than 120,000 in a county
with a population of 1.5 million or greater and has at least 25 percent of itstotal property
assessed value derived from industrial and warehousing industries. The ordinance or
resolution to impose the tax must include the attestation that the city meets these
requirements.

An authorized city that imposes this tax must comply with three public process
requirements as part of its biennial budget process. Cities must:

» hold aminimum of three town halls to explain the budget process, in different
geographical locations and at different times of day, and provide opportunities for
community membersto dialogue;

 provide awebpage that outlines the budget devel opment process, dates for budget
hearings, and directions to find budget information; and

* conduct a survey to solicit input on budget priorities.

Substitute Bill Compared to Original Bill:
The substitute bill includes a requirement that the ordinance or resolution to impose the tax

include an attestation that the city meets all the requirements of the act. In addition, the
substitute bill removes the emergency clause and adds an effective date of January 1, 2026.
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Appropriation: None.

Fiscal Note: Available.

Effective Date of Substitute Bill: The bill takes effect on January 1, 2026.
Staff Summary of Public Testimony:

(In support) The City of Kent was the community harmed the most by SSUTA asit has
more commercia and industrial land than the surrounding area combined. The loss of
revenues makes it challenging to maintain the quality of life and meet the community's
needs. Theindustrial valley benefits all of Puget Sound by warehousing the goods that get
delivered to other cities and generate sales tax revenues for those jurisdictions. It alsois
home to several manufacturing businesses that take advantage of the access to highways
and rail.

Asindustrial land near the Puget Sound ports is converted to other uses, it is critical that
Kent has the tax revenues to maintain their part in the supply chain. Thishill allows Kent to
have atool that will ensure this.

There is aneed to continue to invest in the infrastructure that alows Kent to be this hub for
Puget Sound. The city has tightened its fiscal belt, but still isfalling short on the necessary
fundsto solve this legislatively created problem.

(Opposed) The City of Kent has a combined sales tax of ailmost 11 percent and this bill
would only add to this extremely high rate. Sales taxes are regressive taxes and any effort
to raise the sales tax rate should go to avote of the people.

(Other) There are administrative concerns with the proposal. First, it isdifficult to
determine if the city meets the assessed value threshold contained in the bill. Itis
recommended that an attestation requirement be included. Moreover, due to the changes
necessary to implement alocal sales and use tax rate the emergency clause should be
removed.

Persons Testifying: (In support) Representative Chris Stearns, prime sponsor; Nick
Streuli, Port of Seattle; Dana Ralph, Mayor, City of Kent; Satwinder Kaur, Council
President, City of Kent; Bill Boyce, Councilmember, City of Kent; TahminaMartelly;
Charlie Brown, Fred Meyer; Sean Eagan, The Northwest Seaport Alliance; and Michael
Transue, City of Fife.

(Opposed) Scott Hazlegrove, WA State Auto Deal ers Association.

(Other) Steve Ewing, Dept. of Revenue.

Persons Signed In To Testify But Not Testifying: None.

House Bill Report -4- HB 1532



