SENATE BILL REPORT
E2SHB 2451

As of February 19, 2026
Title: An act relating to local tax increment financing.
Brief Description: Concerning local tax increment financing.

Sponsors: House Committee on Finance (originally sponsored by Representatives Duerr, Berg
and Parshley).

Brief History: Passed House: 2/13/26, 93-1.
Committee Activity: Local Government: 2/19/26.

Brief Summary of Bill

» Makes changes to the requirements and provisions for establishing a
local tax increment financing area.

* Requires the increment area ordinance set a certain sunset date and
impose certain deadlines by which construction must begin.

* Modifies the project analysis, including changes to the assessment of
impacts, that a local government must prepare and submit to the state
treasurer prior to establishing an increment area.

 Establishes a negotiation, mediation, and arbitration process that a local
government designating an increment area and any impacted taxing
district must engage when certain conditions are met.

SENATE COMMITTEE ON LOCAL GOVERNMENT

Staff: Karen Epps (786-7424)

Background: Tax Increment Financing. Tax increment financing (TIF) is a method of
allocating a portion of taxes to finance public improvements in designated areas. Typically,

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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under a TIF Program, a local government, such as a city, town, county, or port district,
issues bonds to finance public improvements. To repay its bondholders, the local
government is permitted to draw upon tax revenue from increases in assessed value inside a
special district surrounding the site of the public improvements. Allowable TIF investments
include infrastructure improvements such as infrastructure including roads, sidewalks,
water, and sewer, port and dock facilities, park and ride facilities or other transit facilities,
parks and community facilities, and electric, broadband, or rail services. Washington has
several TIF programs, including Community Revitalization Financing, Local Infrastructure
Financing, Local Revitalization Financing, and Loca Tax Increment Financing.

Local Tax Increment Financing. Local governments are authorized to designate an

increment area and use tax allocation revenues to pay public improvement costs if certain
conditions are met, including for example:

the local government adopts an increment area ordinance designating an increment
area, describing the proposed public improvements, and imposing a deadline by
which construction of the public improvements must begin of at least five years into
the future with good cause extensions available;

the increment area does not have an assessed valuation of $200 million or more than
20 percent of the sponsoring jurisdiction's total assessed value, whichever isless, with
certain exceptions,

the local government only creates two nonoverlapping increment areas at a time, with
certain exceptions,

the increment area sunsets 25 years after the first-year tax alocation revenues are
collected from the increment areg;

the local government indicates whether it intends to issue bonds or obligations from
tax allocation revenues and estimates the maximum amount of obligations
contemplated; and

the local government must make certain findings related to public improvements and
private devel opment.

In considering whether to designate an increment area, the local government must prepare a
project analysis that includes:

a statement of objectives, estimate of expected job creation, and duration of the
designated increment area;

identification of parcels, including property within the increment area that the local
government intends to acquire;

a description of the expected private development, public improvements, estimated
costs, and the estimated amount of bonds or obligations expected to be issued;

the assessed value of real property within the increment area and an estimate of the
increment value and tax allocation revenues expected to be generated;

an assessment of impacts on affordable and low-income housing, the local business
community, the local school districts, and the local fire service, public hospital
service, and emergency medical services,

an assessment of impacts, including necessary mitigation to local fire service, public
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hospital service, and emergency medical services,; and
* an assessment of any impacts to junior taxing districts.

Prior to adoption of an increment area ordinance, the project analysis must be submitted to
the Office of the State Treasurer for review. The local government must hold at least two
public briefings for the community regarding the tax increment project. The local
government may reimburse the county assessor and the county treasurer for its costs.

Public improvements financed through TIF may be undertaken and coordinated with other
programs or efforts undertaken by the local government and other taxing districts. Public
improvements that are constructed by a private devel oper must meet all applicable state and
local laws.

Prior to designating an increment area, a local government must provide written notice to
each taxing district at least 90 days before submitting the project analysis. Notice must be
published in a legal newspaper of general circulation at least two weeks before the
increment area ordinance is adopted. The local government must also deliver a certified
copy of the adopted ordinance to the county treasurer, county assessor, and each taxing
district within ten days of adoption of the ordinance.

The apportionment of taxes within the increment area are distributed as follows:
 each taxing district must receive the portion of its regular property taxes produced by
the rate of tax levied by, or for the taxing district on the tax allocation base value for
that increment area; and
 the local government that designated the increment area will receive an additional
amount equal to the amount derived from the regular property taxes levied for each
taxing district upon the increment within the increment area.

The apportionment of increases in assessed valuation in an increment area cease when the
taxing district certifies to the county assessor that allocation revenues are no longer needed
to pay the public improvement costs. Any excess tax allocation revenues must be returned
to the county treasurer and distributed to the taxing districts that imposed regular property
taxes.

A local government must negotiate a mitigation plan with a public hospital district, fire
protection district, or regional fire protection service authority if a project analysis indicates
that an increment area will impact at least 20 percent of the assessed value of the district or
authority, or the fire service agency's annual report demonstrates an increase in the level of
servicein an increment area. If parties cannot agree, they must proceed to arbitration.

Multifamily Property Tax Exemption. The multifamily property tax exemption (MFTE)
exempts real property associated with the construction, conversion, or rehabilitation of
qualified, multiple-unit residential structures. One of the tax exemptions includes a 20-year
exemption if the applicant commits to renting at least 20 percent of the dwelling units to
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low-income households for a term of 99 years, subject to certain population, high capacity
transit, and zoning requirements. A city must approve a 20-year MFTE for multifamily
residential housing within a station area that meets transit-oriented development (TOD)
affordability requirements, unless the city authorizes the current 20-year MFTE program for
rental multifamily residential housing. A county may approve a 20-year MFTE for
multifamily residential housing within a station area that meets the TOD development and
affordability requirements.

Community Revitalization Financing. Counties, cities, towns, and port districts may create
tax increment areas where community revitalization projects and programs are financed by
diverting a portion of the regular property taxes imposed by local governments within the
tax increment area. Public improvements include:
* infrastructure improvements such as:
1. street and road construction and maintenance, sidewalks, and streetlights,
2. park facilities and recreational areas; and
3. permanently affordable housing; and
» expenditures for providing environmental analysis, maintenance and security, and
historic preservation activities.

Summary of Bill: Local Tax Increment Financing. The increment area ordinance may not
include areas within an increment area that already have the necessary public improvements
required for the private development expected to be made in the increment area and may not
include areas within an increment area where a private building or structure is under
construction, that has an active application for construction, that has a valid permit for
construction, or is undergoing a project-level environmental review process under the State
Environmental Policy Act, unless the sponsoring jurisdiction can demonstrate that the
public improvements developed in the increment area are necessary for the private
development of projects that are seeking permit applications or under construction at the
time the increment area is approved. The limit on assessed valuation of $200 million for an
increment areais adjusted annually by the consumer price index.

The ordinance must set a sunset date of the earlier of 25 years after the first-year tax
allocation revenues are collected from the increment area or the date on which the
obligations issued in reliance on the tax alocation revenues to finance the public
improvements are no longer outstanding. The ordinance must impose a deadline by which
construction of the public improvements must begin which must be no more than five years
into the future with extensions for good cause not exceeding two years. The local
government must make a finding that proposed public improvements are necessary, rather
than expected, to encourage private development and increase the assessed value of real
property within the increment area.

The list of public improvements in the project analysis must include individual

improvements in priority order with each improvement’s nexus to encouraging private
development, an estimated completion date, proposed funding sources, and the estimated
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amount of bonds or other obligations that can reasonably be expected to be completed
within the first seven years of the project. The list should also reflect the capital plans and
related provisions.

The assessment of impacts in the project analysis must be done in consultation with any
impacted taxing district, rather than to local fire service, public hospital service, emergency
medical services, and any other junior taxing districts. The assessment must include an
estimate of the revenue impacts to each taxing district in the area, including tax allocation
revenues, levy rate adjustments, and other revenues including, but not limited to, impact
fees, fire benefit charges, sales tax, and utility tax, over the term of the increment area. The
assessment must also include any necessary mitigation to the taxing districts, rather than to
local fire service, public hospital service, emergency medical services.

For increment areas that take effect after June 1, 2026, the local government designating the
increment area and any impacted taxing district must begin negotiations to develop an
agreement if ataxing district indicates within 30 days of receiving the project analysis that:

* the increment area will create an increase in residential development of at least 50
units or impact at least 10 percent of the assessed value within the impacted taxing
district;

 the impacted taxing district can demonstrate an increase in the service demands
directly related to the increased devel opment;

 the project anaysis forecasts a loss of property tax revenue over the term of the
increment area; or

» ataxing district is subject to more than one tax increment area and the proposed
increment area will result in more than 20 percent of the taxing district's assessed
value being subject to tax increment areas.

If the parties cannot agree they must participate in mediation within 30 days of the end of
the notice and consultation period. If mediation does not result in agreement, the parties
must proceed to arbitration to determine a mitigation plan. The board of arbitrators must
consist of three arbitrators appointed in a specified manner. The arbitrators must take
various specified considerations when making a decision. The determination by the board
of arbitrators is binding on both the local government seeking to impose the increment area
and the impacted taxing district. The mitigation may include reductions or suspensions in
tax allocation revenues, the use of such allocations, and other mitigation provisions.
Mitigation may not include alowing a taxing district to opt out or be removed from
participation in the tax allocation and increment area.

Prior to adopting an increment area ordinance, the local government must submit the project
analysisto affected local governments and taxing districts at the same time it is submitted to
the state treasurer. A local government must reimburse the county assessor and county
treasurer for their costs. The state treasurer may receive comments from taxing districts.
The local government must hold at least two public hearings, rather than briefings, for the
community regarding the tax increment project.
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A private developer may construct public improvements and receive payment from tax
allocation revenues received by the local government as part of a reimbursement agreement
between parties. Any reimbursement paid to the developer must only be secured by tax
allocation revenues received by the local government.

Prior to designating an increment area, a local government must provide written notice to
each taxing district at least 180 days, rather than 90 days, before submitting the project
analysis. The local government must also offer to consult with affected taxing districts
within 30 days to discuss the proposed increment area and the development of the project
analysis. The local government must prepare an annual report on the status of the increment
area and make it available to residents of the impacted taxing jurisdictions.

If voters in the impacted taxing district approve a property tax levy lid lift, the impacted
taxing district and the local government designating the increment area must review the
agreement and address impacts related to the levy lid lift. Either party may initiate a review
of any agreement no more frequently than every five years. Subsequent revisions are not
subject to arbitration.

Apportionment of taxing receipts must not interfere with the calculation and
implementation of a taxing district's highest allowable levy limit. If a taxing district
subsequently passes a voter approved levy lid lift, the tax allocation base value must be
increased the following year by an amount equal to the incremental increase in the levy rate
approved by the voters, multiplied by the total assessed value within the district for that
year.

The provisions of this act do not modify or impact tax increment areas established prior to
June 2, 2026.

Multi-Family Property Tax Exemption. The 20-year MFTE for residentia and mixed-use
buildings constructed within one mile of certain high capacity transit or station areas does
not apply to tax increment financing areas in effect prior to June 2, 2026.

Community Revitalization Financing. Infrastructure improvements for community
revitalization financing projects include public safety facilities.

Appropriation: None.
Fiscal Note: Available. New fiscal note requested on February 17, 2026.
Creates Committee/Commission/Task Forcethat includes L egislative members: No.

Effective Date: The bill contains an emergency clause and takes effect on June 2, 2026.

Senate Bill Report -6- E2SHB 2451



Staff Summary of Public Testimony: PRO: Thishill isdesigned to address concerns from
junior taxing districts because there was no dispute resolution process in the original bill,
and it is needed because of the potential impacts to their tax income or revenue. The hill
includes improved taxpayer transparency, improves notice requirements, and adds
cooperation between the entities that are impacted. The negotiated participation framework
in the bill brings al the taxing districts to the table at the outset. The 2021 bill did not
address all of the concerns of our partners in local government, and this bill is designed to
address those concerns. The bill preserves the tool that is proving to be effective in terms of
funding the necessary infrastructure that will help with development and provides greater
assurance and partnership with those local government partners. Some counties have
numerous cities and port districts and each of these districtsis entitled to two tax increment
areas under this program and the cumulative impact could negatively affect the ability to
provide services.

Persons Testifying: PRO: Representative Davina Duerr, Prime Sponsor; Sean Eagan, The
Port of Tacoma; Dylan Doty, Washington Fire Chiefs Association; Candice Bock,
Association of Washington Cities, Travis Dutton, Washington State Association of
Counties/ Policy Coordinator.

Persons Signed In To Testify But Not Testifying: No one.

Senate Bill Report -7- E2SHB 2451



