Initiative Measure 1098

Ballot Title 

Full Text 

Initiative Measure No. 1098 concerns establishing a state income tax and reducing other taxes.


This measure would tax “adjusted gross income” above $200,000 (individuals) and $400,000 (joint-filers), reduce state property tax levies, reduce certain business and occupation taxes, and direct any increased revenues to education and health.


Should this measure be enacted into law?
[  ]  Yes
[  ]  No

 

The Official Ballot Title and the Explanatory Statement were written by the Attorney General as required by law. The Fiscal Impact Statement was written by the Office of Financial Management as required by law. The Secretary of State is not responsible for the content of arguments or statements (WAC 434-381-180).


Fiscal Impact
Beginning calendar year 2012, the income tax and tax relief are estimated to generate a net increase in state revenue of $11.16 billion over five calendar years to be used exclusively for education and health services. The 20 percent state property tax levy reduction will allow some local property tax districts to levy an increased amount; this revenue impact is expected to be minimal. State implementation costs are estimated at $39.3 million over five fiscal years; one-time computer programming costs are estimated at $50,000 for the state and each university and local government with employees subject to the income tax.

State Revenues
State revenues are estimated to increase by $11.16 billion over five calendar years, as described below.  



State Revenue Increase
	Calendar Year
	2012
	2013
	2014
	2015
	2016

	Income Tax 
	$2,213,000,000
	$2,937,000,000
	$3,025,000,000
	$3,116,000,000
	$3,209,000,000

	Business & Occupation Tax Credit
	($250,000,000)
	($259,000,000)
	($261,000,000)
	($271,000,000)
	($281,000,000)

	Property Tax Relief
	($383,000,000)
	($393,000,000)
	($403,000,000)
	($414,000,000)
	($425,000,000)

	Total Net Revenue to Trust Fund
	$1,580,000,000
	$2,285,000,000
	$2,361,000,000
	$2,431,000,000
	$2,503,000,000


State Income Tax Assumptions

         The tax will be based on the 2012 federal tax year and first imposed January 1, 2012. Therefore, employer withholding of tax and quarterly estimated tax payments begins in 2012. The first tax return will be due April 15, 2013.

         Since 2005, the Washington State Department of Revenue has maintained an income tax model to estimate the revenue impacts of proposed legislation. This estimate is based on that model, which was most recently used during the 2010 legislative session to estimate the revenue impacts of Senate Bill 6250.

         The model contains data for 2006 income for the 2007 federal tax year from 3.2 million state tax returns. Adjustments are made in the model for the June 2010 Washington State Economic and Revenue Forecast for personal income average growth of 3.6 percent, wages and salaries average growth of 3.44 percent and the United States implicit deflator.  Adjustments are also made to the model for IHS Global Insight’s national forecast for dividends and interest income average growth of 7.8 percent, and proprietors income average growth of 7.4 percent.

         It is estimated that the tax will be paid on an estimated 38,400 Washington state tax returns — 12,400 individual tax returns and 26,000 married joint, head of household and widower returns. 

         Growth in the tax is assumed to be 3 percent each year.  

         Compliance with the income tax is assumed at 90 percent for the first tax year.

State Property Tax Assumptions

         The state property tax levy reduction begins with the 2011 state levy, which is collected in 2012.

         The state property tax levy reduction occurs after the levy is calculated each year, and does not affect the base levy amount.

         Calendar years 2012 and 2013 state property tax levies are based on the June 2010 Washington State Economic and Revenue Forecast. For calendar years 2014–2016, the levies are estimated to increase, assuming that property market values and new construction grow at 6 percent per year, and state assessed properties grow at 3 percent per year.

State Business and Occupation Tax Credit for Small Business

         The increase in the tax credit begins with tax returns filed after January 1, 2012. For annual taxpayers, this includes the 2011 tax return; for quarterly taxpayers, this includes the fourth quarter tax return; and for monthly taxpayers, this includes the December 2011 tax return.

         Using Washington State Department of Revenue excise tax return data for fiscal year (FY) 2009, the estimate assumes that the increased tax credit will exempt an estimated additional 118,000 taxpayers from all state business and occupation (B&O) taxes, and an additional 39,000 taxpayers will have a portion of their B&O tax liability reduced.

         Growth in the tax credit is assumed to be 3.75 percent each year.

         The amount of tax relief from the tax credit to be replaced in the State General Fund is the difference between current tax credit and the increased tax credit in the initiative.


Local Reveneus
The state Constitution limits the amount of property taxes that may be imposed on an individual parcel of real or personal property without voter approval to 1 percent of its true and fair value.  When the 1 percent constitutional limit is exceeded, junior taxing district levies are prorated (reduced) as provided in RCW 84.52.010. The 20 percent reduction in the state property tax levy will create additional property tax capacity and allow some local property tax districts to levy an increased amount. This impact is expected to be minimal because few taxing districts are currently prorating due to the 1 percent constitutional limit. Additionally, this estimate assumes no local revenue impact from the state income tax or increased state B&O tax credit for small business.

State Expenditures

Seventy percent of net revenue received by the Trust Fund must be deposited into the Education Legacy Trust Account to be used exclusively for education purposes described in RCW 83.100.230. Thirty percent of net revenues received by the Trust Fund are to be used exclusively for health services.

Before computing or spending net revenue in the Trust Fund, the State Treasurer must certify each year the revenue that would have been deposited into the State General Fund but for the state property tax levy reduction and the increased B&O tax credit for small business. The State Treasurer must then make deposits from the Trust Fund to the State General Fund as necessary to replace this revenue. Using these assumptions, the following are estimates of the additional amounts that are available for state expenditure. Estimates are described using the state’s fiscal year (July 1, 2011, through June 30, 2012, is the fiscal year 2012).

         The Washington State Department of Revenue will calculate the state property tax levy reduction in the normal levy process, which is completed by January 15 of each year. Therefore, it is assumed that the State Treasurer will certify and deposit to the State General Fund those amounts necessary to replace this revenue on February 1, 2012, and each February 1 thereafter.  

         Using filed excise tax returns, the Washington State Department of Revenue will calculate every six months the reduced revenue from the increased B&O tax credit for small business.  Assuming the Washington State Department of Revenue supplies this information to the State Treasurer on August 15 and March 15 of each year, the State Treasurer will certify and make deposits to the State General Fund to replace this revenue on September 1, 2012, and April 1, 2013, and each September 1 and April 1 thereafter. 

         The timing of deposits affects available funds, but does not generate new revenue to the State General Fund.

         Assuming all deposits into the State General Fund must be completed before net revenues can be spent, the estimate assumes that net spending from the Trust Fund begins in FY 2013.

Additional Funds Available for State Expenditure

	Fiscal Year
	2012
	2013
	2014
	2015
	2016

	Education Legacy Account
	$0
	$1,106,000,000
	$1,599,500,000
	$1,652,700,000
	$1,701,700,000

	Net Revenue in Trust Fund for Health Services 
	$0
	$474,000,000
	$685,500,000
	$708,300,000
	$729,300,000

	Total Revenue Available for Spending 
	$0
	$1,580,000,000
	$2,285,000,000
	$2,361,000,000
	$2,431,000,000


State and Local Cost Estimate – Assumption
The Washington State Department of Revenue will incur additional costs to administer the income tax. The largest cost will occur in FY 2012 from the purchase of computer hardware and off-the-shelf computer software to collect the tax, accept and audit tax returns, and process tax refunds and assessments. Costs also include additional staff, rule-making and policy activities, taxpayer mailings and workshops, supplies and materials. The increased state B&O tax credit for small business will result in cost savings from 41,000 taxpayers no longer being required to file excise tax returns who will be placed on active non-reporting status.  

The Board of Tax Appeals will have jurisdiction over appeals related to income tax. Using appeal statistics from boards in other states with a state income tax to determine workload and staffing requirements, the board assumes 300 appeals each fiscal year. Costs are for additional staff, information technology upgrades, training, supplies and materials.

The following are net costs to the state, excluding costs for payroll system changes:

State Net Costs

	Fiscal Year
	2012
	2013
	2014
	2015
	2016

	Department of Revenue
	$16,723,700
	$6,709,700
	$4,995,900
	$4,994,400
	$5,026,900

	Board of Tax Appeals
	$0
	$41,000
	$260,000
	$257,000
	$259,000

	Total State Costs
	$16,723,700
	$6,750,700
	$5,255,900
	$5,251,400
	$5,285,900


Based on the Washington State Office of Financial Management’s 2009 Personnel Detail Report and information from the Washington State Department of Personnel, University of Washington, Washington State University, Washington State Association of Counties and Association of Washington Cities, costs are estimated up to $50,000 total for computer programming changes to each payroll system for each jurisdiction with employees who are subject to tax. No costs are associated with the Washington State Department of Retirement Systems, assuming that the initiative does not require withholding of tax from public employee pensions.
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Explanatory Statement

The Law as it Presently Exists

The state of Washington does not currently impose an income tax or an excise tax on the receipt of income. The state does impose a business and occupation (B&O) tax on the privilege of engaging in various business activities in the state such as manufacturing, selling, or providing services. Although there are some limited deductions, the tax is generally imposed on the gross income of the business. The law authorizes a credit against the tax that is taken on the tax return filed by the business. The credit reduces the amount of tax owed by the business.  For most businesses, the credit is $35 times the number of months covered by the tax return.  For a business that files a tax return once a year, covering twelve months, the maximum credit is $420 ($35 x 12).  For some businesses that provide services to their customers, the credit is $70 times the number of months covered by the tax return.  For such a business that files a tax return every month, the maximum credit that can be taken on the monthly return is $70.  If the tax exceeds the amount of the credit, the credit is reduced.  If the tax owed is more than twice the amount of the credit, the credit is eliminated.  The B&O tax is deposited in the state general fund.

The state, cities, counties, and other local jurisdictions are authorized to impose a property tax in varying amounts. The property tax is a tax based on the value of an owner’s taxable property. The state is authorized to impose a property tax for the support of the common schools. The state property tax is one component of the total property tax bill received by a property owner, which also includes property taxes levied by other authorized jurisdictions. The procedure for imposing the tax begins when the state levies the tax. The levy is the total amount of tax the state is authorized to collect. The levy is calculated based on certain constitutional and statutory requirements and limitations. Once the total amount of the state school levy is determined, it is divided by the value of all of the taxable property in the state to determine the rate of the tax. The rate of the property tax is also subject to certain constitutional and statutory requirements. The amount of state property tax a property owner pays is determined by multiplying the tax rate by the value of his or her taxable property. The state property tax is deposited in the state general fund and the student achievement fund for later distribution to the school districts.

The Effect of the Proposed Measure if Approved
If approved, this measure would impose an excise tax on the receipt of taxable income beginning in 2012. For a married individual filing a joint return with his or her spouse and for every surviving spouse, the tax would be as follows:

	Taxable Income

$0-$400,000

$400,001-$1,000,000

$1,000,001 and above


	Tax

$0

5% of the amount above $400,000

$30,000 plus 9% of the amount above  $1,000,000


For every individual, other than a surviving spouse, who is not married, and for a married individual who does not file a joint return with his or her spouse, the tax would be as follows:

	Taxable Income

$0-$200,000

$200,001-$500,000

$500,001 and above


	Tax

$0

5% of the amount above $200,000

$15,000 plus 9% of the amount above  $500,000


This measure would also increase the credit against the B&O tax to $4,800 a year. If the tax exceeds the amount of the credit, the credit would continue to be reduced. If the tax owed is more than twice the amount of the credit, the credit would continue to be eliminated.


This measure would also reduce the state property tax levy. The state levy would be calculated in the way it currently is, and that figure would be reduced by twenty percent. The reduced levy would be divided by the value of all of the taxable property in the state to determine the rate of the tax. The amount of state property tax a property owner pays would continue to be determined by multiplying the tax rate by the value of his or her taxable property. The twenty percent levy reduction would not apply to property taxes imposed by other jurisdictions.

Before spending the revenue generated by the tax imposed by this measure, the state treasurer would be required to calculate the loss to the general fund resulting from the increase in the B&O tax credit and the reduction of the state property tax levy, and deposit the revenue generated by the new tax into the state general fund to replace the lost revenue.

After the state treasurer has made the deposit to the general fund to replace the lost revenue, the additional revenue generated by the tax imposed by this measure would be deposited in a dedicated account in the state treasury. Seventy percent of the revenue deposited in this dedicated account would be deposited in the education legacy trust account.  Funds in the education legacy trust account may be used to enhance student achievement in grades K-12 by, for example, reducing class size, establishing special tutoring programs, or providing professional development for educators.  The funds may also be used to expand access to higher education. Thirty percent of the funds deposited in the dedicated account would be used to supplement the state’s basic health plan, provide for state and local public health services, provide long-term care services for seniors and people with disabilities, and for other health services.  

The tax imposed by this measure would apply differently to residents and nonresidents of Washington. The tax is imposed on all of the taxable income of a resident. For a nonresident, the tax would be imposed on all the taxable income derived from sources within Washington. A resident of Washington would include an individual who lives in the state all year or claims Washington as his or her home for federal income tax purposes. It would also include an individual who considers Washington his or her residence, unless the individual does not maintain a permanent residence in Washington or any other place, and does not spend more than thirty days in Washington during the tax year. An individual who does not consider Washington his or her residence, but maintains a permanent residence in Washington and spends one hundred eighty-three (183) days in the state would be considered a resident unless the individual satisfies the Department of Revenue that he or she is only in Washington for temporary or transitory purposes. 

The tax imposed by this measure would apply to taxable income. Taxable income is adjusted gross income, as determined under the federal internal revenue code, less two adjustments set out in the measure. First, taxable income would not include income that is exempt from state income tax under federal law. Second, because a nonresident’s adjusted gross income may include income derived from sources outside of Washington, the measure sets out requirements to calculate a nonresident’s taxable income that is derived from sources within Washington.

Employers would be required to withhold estimated tax and pay it to the Department of Revenue.  The amount withheld would be a credit against any tax due during the taxable year. An employer who collected the estimated tax and failed to pay it to the Department would be personally liable to the state for the amount of the tax, plus interest and a penalty. An employer who fails to collect the estimated tax would be personally liable to the state for the amount of the tax, unless the failure was due to a reasonable cause and not willful neglect. It would be a gross misdemeanor for an employer to appropriate or convert the estimated taxes withheld. An individual, who is required to make estimated tax payments under the internal revenue code, must also make estimated payments to the Department.

Only married couples filing a joint return or a surviving spouse with taxable income in excess of $400,000 or an individual with taxable income in excess of $200,000 would be required to file a state tax return. If a married couple files a joint federal income tax return, they would be required to file a joint state tax return, unless one spouse is a Washington resident and the other is not. The date for filing the state tax return is the due date for the federal income tax return. The Department of Revenue would use the taxpayer’s federal tax return as the main source of taxpayer information.  Individuals subject to the tax imposed by this measure would be required to keep records, and the Department of Revenue would be authorized to inspect those records.

The Department of Revenue would be required to refund all taxes improperly paid or collected. State law governing the administration of other state taxes would also apply to the tax imposed by this measure. The Board of Tax Appeals would have jurisdiction over appeals relating to the taxes imposed by this measure. 

The provisions of the internal revenue code would apply unless they are inconsistent with this measure. The internal revenue code is the United States Internal Revenue Code of 1986, and the amendments in effect on January 1, 2010. The Department of Revenue is authorized to adopt rules under the Administrative Procedure Act. The rules should be consistent with the internal revenue code, to the extent possible without being inconsistent with this measure.

The measure would provide that the tax imposed may not be increased for any income level without a majority vote of the legislature and approval of the voters in an election.
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Statements For and Against

	Statement For 
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	Statement Against 

	For years, Bill Gates Sr. called on Olympia to reform our tax code to lower taxes for the middle class and small businesses, but his pleas were ignored. That’s why Gates Sr. and civic leaders proposed I-1098, which reduces taxes for the middle class and small businesses while raising dedicated funding to restore deep cuts to education and health care.

Middle Class Tax Cuts
1098 will cut taxes for the middle class and help our economy: cut the state property tax on homeowners and businesses by $357 million; eliminates B&O tax for small businesses: smallest 81 percent of businesses in Washington will no longer pay any B&O;

income tax limited to the richest 3 percent -- by law, there will not be one penny of income tax on income under $400,000 a year for couples ($200,000 for individuals).

Implements regular audits, requires a public vote for any change to the income tax.

 

Levels the Playing Field
Washington ranks dead last -- 50th of 50 states -- in tax fairness. Middle class families pay four times the tax rate of the rich. 1098 restores fairness.

Funding for Education, Health
Education and health care have been slashed -- 3,000 teachers were laid off, 40,000 people lost basic health. With the wealthy paying their fair share, 1098 will net $1 billion annually dedicated to funding K-12, college tuition, the Basic Health Plan and long-term care for seniors. 

I-1098 benefits the middle class and small businesses -- vote yes.
	
	Without your vote against Initiative 1098, Olympia will expand an income tax to everyone.

Don’t trust Olympia with a state income tax. Vote no on 1098 or a simple majority of the legislature will extend this income tax to everyone in just two years. Once in place, income tax rates will go up just like the sales tax.

Passing 1098 will impose new income taxes of almost $2 billion in the first year alone. Earlier this year, the legislature already increased taxes by $800 million per year. When our state economy desperately needs new jobs to recover from the recession, we don’t need massive new tax increases.

Politicians in Olympia need to prioritize spending, not increase taxes.

Income tax revenues will be spent as the legislature pleases.

Supporters of 1098 claim the revenue will be used for education and health programs, but the truth is the money can be spent by the legislature on anything it wishes. Olympia raids “trust accounts” in the budget all the time. The modest business and property tax cuts in 1098 can be swept away in just two years, as well.

A new state income tax will result in fewer new jobs.

In urging voters to defeat 1098, The Seattle Times wrote, “I-1098 also takes away the most important tax-based advantage Washington has in attracting business and jobs here: our lack of a state income tax. This state needs that advantage…”

Vote no on a state income tax.

Visit defeat1098.com for the full story.

	Rebuttal of Statement Against 
	
	Rebuttal of Statement For 

	A small group of very rich people who benefit from the status quo are using fear tactics to attack 1098. The truth is 1098 slashes the state property tax 20 percent, eliminates the B&O tax for small businesses and boosts the economy. By law, the legislature is prevented from extending the tax on the rich to others or increasing it — any attempt would face a statewide vote. The people will have the final say.
	
	1098 opens the door to a state income tax on everyone. Our state constitution allows a simple majority in Olympia to amend any initiative after two years. Every initiative passed in the last 20 years providing dedicated fund programs has been changed in Olympia.

The legislature has raided billions of dollars out of 74 dedicated budget accounts in recent years, including those for education and health programs. 

Stop the largest tax increase in state history.  

	Statement Prepared By 
	
	Statement Prepared By 

	Bill Gates, Sr., tax reform advocate; Janine Vaughn, owner, Revival Lighting (Spokane), board, Main Street Alliance; Sonya Langford, 7th Grade teacher, Board member, Washington Education Association; Walt Bowen, President, Washington State Senior Citizens Lobby; Linnea Hirst, President, League of Women Voters of Washington; Clair Ervin, Tacoma small business owner, C. Ervin Construction LLC.


For more information:

(206) 225-4610

info@Yeson1098.com 
www.Yeson1098.com
	
	Steve Appel, President of the Washington Farm Bureau; Don Brunell, President of the Association of Washington Business; John Drescher, Executive Director of TechNet Northwest; Steve Mullin, President of the Washington Roundtable; Mike Sotelo, President, King County Hispanic Chamber of Commerce; Joseph Zarelli, State Senator.

For more information:
info@defeat1098.com 
www.defeat1098.com/ 


