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REFERENCE: Draft Initiative as provided to the Office of Revenue Analysis on August
26,2021

Conclusion

Funds are sufficient in the fiscal year 2022 through fiscal year 2025 budget and financial plan to
implement the proposed initiative.

Background

In 2016, the District increased both the standard minimum wage and the tipped minimum wage.!
The law set graduated increases through July, 1 2020, providing for a standard minimum wage of $15
per hour and a tipped minimum wage of $5 per hour. The law provides for mandated inflationary
adjustments? of both minimum wages and as of July 1, 2021, these wages are $15.20 and $5.05,
respectively.3

1 Fair Shot Minimum Wage Amendment Act of 2016, effective August 19, 2016 (D.C. Law 21-144; D.C. Official
Code § 32-1003).

2 The rate is adjusted annually in proportion to increases in the Consumer Price Index for All Urban
Consumers in the Washington Metropolitan Statistical Area.

31n 2018, District voters approved Initiative 77 that set periodic increases to the tipped minimum wage until
it was equal to the standard minimum wage by July 1, 2026. The Council repealed the initiative later that year
(Tipped Wage Workers Fairness Amendment Act of 2018, effective December 13,2018 (D.C. Law 22-196; D.C.
Official Code § 32-1003)).
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Employers can choose to pay their employees the lower tipped minimum wage if those employees
also receive gratuities. This is known as receiving a tip credit against the full minimum wage
obligation. Despite the lower minimum wage paid by the employer, the employer must ensure that
these employees’ tips are at least equal to the difference between the tipped minimum wage and the
standard minimum wage.* [f the tips do not at least equal this difference, then the employer must pay
the employee additional base wages to ensure that the employee receives an amount equal to the
standard minimum wage. When the Council repealed Initiative 77,5 they imposed new requirements
on employers of tipped employees that required employers taking a tip credit to use a third-party
payroll company to submit their quarterly wage reports for employees receiving gratuities to the
Department of Employment Services (DOES). Employers submit information through the DOES
Employer Self-Service Portal or through paper submissions. If an employer fails to submit
information, DOES sends a compliance letter and could initiate an audit or investigation.

The proposed initiative would periodically increase the minimum wage for tipped workers over a
six-year period until the tipped minimum wage is equal to the standard minimum wage on July 1,
2027. The following chart reflects the initiative’s proposed schedule for increasing the tipped
minimum wage from the current $5.05:

Date of Rate Adjustment Rate per Hour

July 1,2022 $5.05 plus the mandated inflationary adjustment

January 1, 2023 $6.00

July 1,2023 $8.00

July 1, 2024 $10.00

July 1, 2025 $12.00

July 1, 2026 $14.00

July 1,2027 Hourly rate equal to the prevailing standard minimum wage

The initiative exempts District of Columbia government employees and contractors from this tipped
minimum wage increase. The initiative states that it shall not prevent the Council from implementing
tipped minimum wage increases in excess of what is proposed, nor shall it prevent an employer from
implementing a tip sharing arrangement.

The initiative establishes that if any section of the act or the act’s application to any circumstance or
person proposed to be covered by the act’s changes is deemed invalid by a District court ruling, the
act’s remaining sections or its application to other circumstances and persons will not be affected.

Financial Plan Impact

Funds are sufficient in the fiscal year 2022 through fiscal year 2025 budget and financial plan to
implement the initiative.

4D.C. Code § 32-1003(f)(1).
5 Initiative No. 77 - Minimum Wage Amendment Act of 2018, effective October 11, 2018 (D.C. Law 22-163;
D.C. Official Code § 32-1003).
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Today, employers must ensure that tipped employees earn the standard minimum wage, on average,
including earnings from their employer-paid wages and tips. If the employee’s tips plus the
employer-paid tipped minimum wage do not equal the standard minimum wage, then the employer
must pay the difference. The Office of Wage-Hour at DOES currently enforces the tipped wage
quarterly reporting requirement and the other elements of tipped wage laws, including the
requirement that employers pay at least the $5.05 tipped wage minimum and that with tips
employees receive at least the standard $15.20 wage. DOES also provides education and outreach to
employers on how to comply with the law. The initiative’s periodic increases to the tipped minimum
wage do not impose any new requirements on DOES. Because the initiative shifts more of the
employee wage cost burden to the employer, DOES may have additional enforcement activities such
as complaints, audits, and investigations if non-compliance increases as the tipped minimum wage
increases. However, DOES dataé shows that the average employer using the tipped credit already
paid an hourly rate higher than the legal minimum and, since 2019, higher than the 2023 increases
included in the initiative.” Given this data, the initiative’s increased minimum wages cannot be
assumed to lead to increased non-compliance. Additionally, since these activities are already
performed by DOES and the first increase imposed by the proposed initiative is January 1, 2023,
DOES has sufficient time and resources to implement the proposed initiative.

ORA last performed an in-depth analysis of minimum wage increases after the Council approved the
2016 minimum wage increases.8 As noted in the fiscal impact statement issued on May 31, 2016,° a
minimum wage increase was likely to increase incomes for low-wage workers, cause businesses to
recoup some additional costs from consumers through higher prices, and cause businesses to lower
some costs through reduced employment.

ORA does not forecast any significant revenue impacts from the proposed initiative. Business and
labor responses to increased minimum wages may include several counter-acting effects.
Additionally, if tipped employees continue to receive tips on top of the higher minimum wage, then
there could be some positive impacts on incomes and spending in the District. The reality that the
average tipped worker receives more than the tipped minimum wage should delay any price and
labor effects until later in the financial plan period.

6 https://lims.dccouncil.us/downloads/LIMS /45427 /Introduction/RC23-0200-Introduction.pdf,

https://lims.dccouncil.us/downloads/LIMS /45395 /Introduction/RC23-0198-Introduction.pdf, and
https://lims.dccouncil.us/downloads/LIMS /47014 /Introduction/RC24-0041-Introduction.pdf.

7 From October 1, 2017 through December 31, 2018, employers paid an hourly rate based on quarterly
averages ranging from $6.10 to $6.57. DOES did not report average base wages from January 1, 2019 through
March 31, 2020, but did report an average employer-paid hourly service rate that ranged from $8.44 to
$14.28 each quarter. The service rate includes all employer-paid wages including ensuring employees are
making the standard minimum wage when tips are low and overtime wages. The service rate ranges from
$6.85 to $7.50 from October 1, 2017 through December 31, 2018.

8 https://ora-
cfo.dc.gov/sites/default/files /dc/sites/ocfo/publication/attachments/Min%20Wage ORA Website 1%2003

9 http://app.cfo.dc.gov/services/fiscal impact/pdf/spring09/FIS-Fair-Shot-Minimum-Wage-Amendment-




