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The Ways:
The Washington
State Budget



Just a Reminder of How Big The
General Fund isand How it IS

Spent

Washington State
1999-01 General Fund-State Expenditures

Higher
Human Services Education
30% 12%

Special
Appropriations
/Other
8%
Governmental
Operations
3%
Natural
Resour ces
1%
Public Schools
46%
1999-01 Genera Fund-State Expenditures
(Dollarsin Billions)

Public Schools $9.4
Human Services 6.2
Higher Education 25
Special Appropriations/Other 17
Governmental Operations 0.6
Natural Resources 0.3
Total $20.9

Source: Legidative Budget Notes 1999-2001 Biennium 2000 Supplemental.
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And Remember, the Total Fund
Budget isMore Than Doublethe
General Fund

Washington State
1999-01 All Budgeted Expenditures

Higher
Education Transportation
15% 8%

Gover nmental

Operations
%

Natural

Resour ces

Public Schools 4%
24% Special
Appropriations/
Other
6%
Human Services
36%
1999-01 All Budgeted Expenditures
(Dollarsin Billions)

Human Services $15.8
Public Schools 10.8
Higher Education 6.6
Transportation 3.6
Governmental Operations 32
Natural Resources 16
Specia Appropriations/Other 25
Tota $44.0

Source: Legidative Budget Notes 1999-2001 Biennium 2000 Supplemental.
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The“Hidden Budget” or
“Funds, Funds, Funds’

All Funds are authorized in statute.
Thereare:

e 190 Appropriated Funds

An appropriated fund isafund that is held in the state
treasury.

* 66 Non-Appropriated, Budgeted Funds

A non-appropriated budgeted fund is a fund outside the
state treasury whose expenditures are subject to
allotment. An alotment isan agency’s plan of
estimated expenditures and revenues for each month of
the biennium.

« 81 Non-Budgeted Funds

A non-budgeted fund is afund whose expenditures are

not subject to appropriation or allotment control. These
include:

— trust funds (eg. Pension Investment Accounts)

— business enterprise funds (eg. Higher Ed Bookstore
Accounts)

— working capital funds (eg. The Local Government
Distribution Fund)
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Most State Spending isfor Grants,
Benefits and Client Services

Washington State 2000 Total Budgeted Expenditures

Capital
Outlays
6%

Goods and
Services

Salaries and
Benefits
24%

Other
4%

Includes:

- Direct grantsto clients

- Direct Paymentsto Providers

- Distributions to gover nment and school districts

Source: LEAP office, FTE/Object/Fund History Total Budgeted 1990-2000
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Over theLast 10 Yearsthe Portion of the
Budget Spent on Grants, Benefitsand Client
Services has Grown Faster Than the Budget

asaWhole.

Washington State 1990-2000 Total Budgeted Expenditure

Capital Outlays

All Other

Salaries and
Benefits

]
Objects e |
I

Goods and
Services

Grants, Benefits

& Services T

Annual
Expenditures
Growth 7%

0% 2% 4% 6% 8%

Source: LEAP office, FTE/Object/Fund History Total Budgeted 1990-2000
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Human Services and Debt Service
Have Grown Faster Than the Total
Budget asa Whole

Other Education
Natur al Resour ces
Judicial

Legislative

|11

K-12
/ Statewide Total
Transpor tation \]7 Budgeted isat 7%
Higher Ed

Gover nmental Oper ations

DSHS

Specia Appropriations
(Including Debt Service)

Other Human Ser vices
(Including Corrections)

it

0% 2% 4% 6% 8% 10% 12%
Source: LEAP Office, Expenditure History — Op & Cap Total Budgeted FY 1999 — FY 2000
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...And the State General Fund asa
Whole

Natur al Resour ces i

Transportation

Judicia

Legislative

Statewide
Total is at 6%

T

Other Education

Higher Ed

K-12

Other Human Services
(Including Corrections)

Gover nmental Oper ations

Specia Appropriations
(Including Debt Service)

|

[ T T T T T T 1
4% 2% 0% 2% 4% 6% 8% 10% 12%
Source: LEAP Office, Expenditure History — Op & Cap GF-S FY 1999 — FY 2000
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Where are All Those
FTE’s and Why are There
Over 100,000 of Them?



TheUW & DSHSarethe Largest
State Employers

(The 9 agencies below represent 80% of the total
number of FTE’S)
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Source: OFM 1999-01 Biennium FTE Total and Thruston County FTEs by Agency
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21% of State Employees Work
In Thurston County

1999-01 Biennium FTE Totals

Source: OFM 1999-01 Biennium FTE Total and Thurston County FTEs by Agency
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Aside From DSHS, the Large
Thurston County Agenciesare
Mainly Non GF-S Agencies

1999-01 Biennium FTE Totals
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Source: OFM 1999-01 Biennium FTE Tota and Thurston County FTES by Agency
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The Governor’s 2001-03 Budget Proposal
Would Add 3,412 FTE’'s—Mostly in Higher
Education, Transportation and Corrections

1999-01 Biennium FTE totals
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Source: OFM 1999-01 Biennium FTE Tota and Thurston County FTEs by Agency
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ThisFTE Increase is Consistent
With the Last Two Biennia

4.000 - 3,795
3,500 A
3,000 H

3,362 3,412
2,500 -
1,997

2,000 A
1,500 1 1,288
1,000 -
500 A
0 - | | .

1993-95 199597 1997-99 1999-01 2001-03

Statewide Total FTE Staff Added

Source: OFM 1999-01 Biennium FTE Total and Thurston County FTES by Agency
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State Employment Growth Rates as

a Whole has Been Generally Slower

han the Overall Growth Ratein
the State Population

18% -

16% A

14% ~

12% -

10% ~

8% A

6% -

4% A

2% A

0%

1993-95 1995-97 1997-99 1999-01 2001-03
- \Washington State Population —&— Statewide Total FTE Staff
Source: OFM 1999-01 Biennium FTE Tota and Thurston County FTES by Agency
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However Correctionsand Higher
Education FTE’s have Been Growing
Faster Than State Population Growth

Over thelLast 10 Years

56.4%

50%

25%

Cumulative Percent Change

18.5%

151%  14.49%

11.7%

8.2% 7.4%
I 2o

DOC Higher Ed State Transpo Other Govt Ops DSHS Natural
Population Human Resources
Services

Source: OFM 1999-01 Biennium FTE Total and Thurston County FTES by Agency
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The Means:
Major Taxes in
Washington State



Most State Revenue Comes
from Taxes

(Dollarsin Billions)

Borrow ing
4.6%

Licenses, Permits, &
Charges for Services
17.7%

All Taxes*
53.9%
Federal Grants
23.8%
All Taxes* $24.1
Federal Grants $10.7
Licenses, Permits, & Charges for Services $7.9
Borrowing $2.1
Tota $44.8

* Includes non-general fund taxes
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The State General Fund isHeavily
Dependent on the Sales & Use Tax

(Dollarsin Billions)

All Other Taxes
5.8%
Non-Tax Sources*
Public Utility 2.6%
2.1%

Real Estate Excise
3.8%

Property (schools)
12.5%

Sales & Use
~ 55.4%
Business & Occupation
17.7%
Sdes & Use $11.7
Business & Occupation $3.7
Property (schools) $2.7
Real Estate Excise $0.8
Public Utility $0.5
All Other Taxes $1.2
Non-Tax Sources* $0.5
TOTAL $21.2

* Includes licenses, permits, fees, liquor profits, earnings on investments, and lottery
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Major State Tax Revenue
Sour ces

« Washington has 3 major tax sources.

— Sales & Use Tax
— Business and Occupation Tax
— Property Tax

e Washington has no personal or
corporate net income tax

e These taxes constitute 86% of
Genera Fund revenues
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Sales and Use Taxes

e $11.7 billion for 1999-01
e 5500 of General Fund

e Tax Base

— Sales Tax: Retail sales of goods and some
services

— Use Tax: Items acquired without payment of
sales tax (e.g, out-of-state purchases)

 Tax Rate: 6.5% of selling price

— Pluslocal option taxes

— Combined state & local rate varies from 7.0 to
8.6%

— 6" highest combined rate nationally

e Magor exemptions:

— Food, gasoline, prescription drugs, many
services

February 8, 2001 Senate Ways and Means Committee
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Business and Occupation
Tax

e $3.7 billion for 1999-01
e 18% of General Fund
e Base: Business gross receipts
— No deductions for the cost of doing

business
e Principal rates.
— Wholesaling 0.484%
— Retailing 0.471%
— Services 1.5%
e Pyramiding
— Tax imposed at each level of
activity

— Multiple activities tax credit
 Maor Exemptions:

— Agriculture, investment income,
real estate rental, small business
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Property Tax

$2.7 billion for 1999-01

13% of General Fund

Base: Assessed value (AV) of property
Rate: Varies each year

— Total state & local average rate for
2000 s $13.39

Constitutiona 1% Limit

— Taxes limited to $10 per $1,000 AV
without voter approval

Statutory Rate Limits

— State: $3.60 per $1,000 AV

— Most Others: $5.90 per $1,000 AV
Statutory Revenue Limit

— Total tax levy increase of each
district limited to inflation (6% in
certain cases)

February 8, 2001 Senate Ways and Means Committee

24



Property Tax Exemptions

 Maor Exemptions
— Public property
— Intangible property
— Business inventories
— Motor vehicles
— Household goods
— Senior citizens
e Exemptionsresult in tax shifts/losses
— Taxable value decreases

— Tax rates increase to compensate

o Taxing district loses revenue to the
extent the district cannot increase
rate because of statutory rate limit

« Higher taxes for other taxpayers
because of higher rates
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Major Changes in
Taxes since 1993

e 1993 General Fund and Health
Services Account Tax Increases

 Tax Reductions since 1993.

e 2000 Initiatives
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1993 Tax Increases

 |Increase B& O taxes on service
businesses- $330 M

 Temporary B& O surtax on all
businesses - $106 M

 Added some servicesto theretal
salestax - $80 M

* |nsurance Prepayments tax on
HMOs- $90 M

e |ncreased “sin taxes’ for the Health
Services Account — $249 M
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Major Tax Reductions

since 1993

Biennium
Session General Fund Taxes Amount
1994 Session Hi Tech tax incentives $ (68.4)
Distressed Area exemption $ (34.7)
Temporary B& O Surtax Reduction  $ (40.1)
Small Business Tax Reduction $ (39.9)
1995 Session Manufacturing Tax Exemption $ (148.5)
Onetime Property Tax relief $ (54.4)
1996 Session B& O Rate Decrease on Services $ (200.9)
Repair and Replacement $ (40.1)
R& D Equipment $ (25.5)
1997 Session Property Tax Reduction (Ref. 47) $ (195.0)
Continue 4.7% cut (HB1417) $ (26.4)
B& O Rollback $ (94.3)
1998 Session MVET tax cut only (Ref. 49) $ (257.0)

February 8, 2001
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2000 Revenue Initiatives

e [nitiative 722
— Rolled back tax increases
— Limited property tax value growth
— Limited property tax levy growth
— $40 M state revenue impact
— $150 M local revenue impact

e |nitiative 728
— Dedicated a portion of the state
property tax to the student achievement
account-$265 M
— Dedicated the remainder of the lottery
for education purposes-$204 M
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Historical Growth in
General Fund Taxes



From 1992 thru the current for ecast of
2003 the three major taxes have each
grown by roughly 5% per year, revenues
from the" other sources' have declined.

8%

6% | 5.11%

0
c 106 5.63%

4% -

2%

0%

2%

-1.11%

4%
Retail Sales and Use
Tax

February 8, 2001

Businessand  State Property Tax All Other
Occupation
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Since 1992 the share of the Gener al
Fund from " Other Sources' has
declined significantly.

100% 0
10.9% 121% |4 State Property Tax
16.8% 0 Business and Occupation
750 - s Tax p
0 -
a0k 5110
56.6% Retall Sales and Use Tax
‘_
25% 1
212% 0
’ 0% | « OtherSoureces
0 I
1992 2003
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General Fund growth has aver aged
5.2% per year since 1992.

0%

1%

2%

% 4%

% 6%

1%

8%

1993

3.7%

19%

5.9%

1995

6.7%

19% | {0.3%

5.9%

1997

1998

199

3.9%

2000

2001

2.9%

2002
2003

4.5%

L.7%
4.4%

6.5%
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B& O tax growth hasfluctuated
greatly year to year, primarily dueto
changesin tax rates.

-4% -2% 0% 2% 4% 6% 8% 10% 12% 14% 16%

1993 4.1%

1994 14.2%

1995 7.9%

1996 2.4%

1997 4.7%

1998 7.6%

1999 -1.6%

2000 1.4%

2001 7.0%

2002 4.7%

2003 5.0%
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The state property tax hasgrown
much mor e slowly since the passage

1993

1994
1995

1996
1997

1998

1999
2000

2001

2002
2003

February 8, 2001

of Referendum 47
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Salestax revenue growth has been
steady (except for effect of the M& E
exemption in 1996.)

12%

W W W W 1%
1993 ‘ ‘ 5.8% ‘ ‘
1o | 570
19% 7 0.0%

e[ |10%

109 | 53

103 610

19 | 5%

0 | 04
2001 7 3.0%

202 3%
2003 4.4%
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Revenue growth from other sources
has been erratic, lately in large part
duetotheremoval of MVET and
L ottery revenues from the GF.

-15% -10% -5% 0% 5% 10%

1993 -4.9%

1994 -2.0%

1995 6.8%

1996 -7.2%

1997 6.8%

1998 6.8%

1999 1.8%

2000 -7.3%

2001 -3.0%

2002 | -12.1%
2003 4.3%
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The State Budget &
Accounting Act:
Rumors, Myths, & Facts



Must the state have a balanced
budget?

* Neither state law nor the state
Constitution requires a balanced
budget.

« Art. 8 of the state Constitution
allows the state to incur debt for
periods up to 30 years. The
Constitution does not distinguisnh
between capital and operating
PUIPOSES.

e The Budget & Accounting Act
requires the Governor to submit to
the Legislature a budget proposal
within existing revenues.
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What are“unanticipated
recelpts’ ?

« OFM may approve agency
expenditures, outside of the
appropriation process, for revenue
that “was not anticipated in the
budget approved by the Legidature.”

 Unanticipated recelpts consist
primarily of federal revenues and
private grants.

* The unanticipated receipt process
does not apply to moneys in the state
treasury.

February 8, 2001 Senate Ways and Means Committee
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he State spent $60 million in
Unanticipated Recelptsin FY
2000

$3 million
Private/L ocal
Sour ces

S.P.I. $21 million
Federal Sources

All Other Agencies
$23 million Feder al
Sour ces

D.S.H.S. $14 million
Federal Sources
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Can the Governor Make
*across-the-board
reductions’ ?

* The Governor isrequired to make
*across-the-board reductions’ Iin
expenditures to prevent a cash deficit
In any fund or account.

» Across-the-board reductions cannot
be made to appropriations that are
contractually obligated (pensions,
debt service) or constitutionally
required (basic education).

e The “separation of powers’ doctrine
prevents the Governor from making
reductions that vary from program to
program. (Talmadge v. Washington,
1982)

February 8, 2001 Senate Ways and Means Committee
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Can the stateinvest in the
stock market?

Article 12 of the state
Constitution prohibits the state
from being “interested in the
stock of any company.”

The Constitution was amended
to allow stock Investments with
public pension funds (1967),
Industrial 1nsurance trust funds
(1985), and the developmental
disability endowment (2000).

February 8, 2001 Senate Ways and Means Committee
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How has | nitiative 601
changed?

* The State Expenditure Limit allows
state General Fund expendituresto
grow by the “fiscal growth factor” —
the average rate of state population
Increase and inflation for the

orevious three fiscal years. For next

piennium, the growth factor 1s5.9
nercent.

 All General Fund revenue in excess
of the spending limit is placed in the
Emergency Reserve Fund.
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Six I-601 amendmentswere
enacted during 2000

v The spending limit is adopted annually by
the State Expenditure Limit Committee.

v The spending limit is adjusted upward if
program costs or moneys are transferred
Into the General Fund from other accounts.

v The Emergency Reserve Fund cannot
exceed 5 percent of annual General Fund
revenues.

v' 75 percent of excess revenuesin the
Emergency Reserve Fund are deposited to
the Student Achievement Fund (Initiative
728).

v $35 million from interest earnings of the
Emergency Reserve Fund are transferred
annually to the Multimodal Transportation
Account.

v' After January 2000, any new local taxes
that are credited against state taxes will
result in adownward adjustment of the
state spending limit.
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How Does
Washington State
Rank Nationally?



Thingsto Keep in Mind
when comparing states

o Statesdiffer widely on the division of state
and local responsibility

e Some services are state services in one
state and private services in another. For
example,

— Liquor Stores
— Public Utilities
— Workers Compensation

o Statediffer in geography and in
demographics. For example,

— Washington is 41% in the percentage of the
population over 65

— 20" in overall size

February 8, 2001 Senate Ways and Means Committee
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| nter state Comparisons have
to Include Both State and
Local Data

Washington ranking among states
for per pupil education spending
1996-97

S
S
sy
s
s

s
s
Sotatetetatetorate’
s

—

State Sources Total Sources Federal L ocal Sour ces
Sour ces

*1997 US Census bureau, Public Education Finances, Volume 4, Government Finances
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WhereWeare*“Fiscally” asa
State

(Congressional Quarterly's “ State Fact Finder 2000”)

Ranking Per Capita* Source
Tax Revenue | 10 1996 Census of
Government
General 10 1996 Census of
Spending Government
Education 12 1996 Census of
Spending Government
Higher 16 1996 Census of
Education Government
Medicaid 46 HCFA Special Computer
Run
Welfare 29 1996 Census of
Spending Government

*Per capita ranking includes revenue collected or spent by state and local government.
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Washington’s Combined L ocal

and State Gover nments Spend

6% More Than the Averagein
Other State’'s Expenditures

$ Millions

Expenditures for all local

and state governmentsin 34.581.0
Washington in 1996

Difference from the national | +2,212.0
average

Based on data from: State and Local Government Finance Estimates,
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/0% of the Differenceis
Capital Expenditures

$ Millions

Capital outlays 1,556

Other direct general expenditures 656
Capital spending above the national

average

K-12 construction 488

Highways 364

Parks and recreation 248

Based on data from:

February 8, 2001

State and Local Government Finance Estimates, by State: 1995 - 1996
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Operating Budget
Expenditures Compared to the
National Average

Spending on
Public Health  corrections,
Higher and social and
Education K-12 Environment health services
$500 -
O $375
$300 -
$200 A
$95
n» $100 1
S
S w0
£
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5
(@]
($200) -
($300) -
($400) -
($500) - ($482)
($600) -
Based on data from: State and Local Government Finance Estimates, by State: 1995 - 1996
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Washington vs. The
Other 49 States:
Top Ten and Bottom
Ten Comparisons.



