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	John Arthur Wilson, Chief Deputy Assessor; Al Dams, Project Mgr, Assessments; Richard Watson, Div. Dir., Assessments


SUBJECT

Motion to approve response submitted by Assessments in response to proviso in the 2012 budget.
COMMITTEE ACTION:
At its December 4, 2012 meeting, the Government Accountability, Oversight and Financial Performance Committee approved a Do Pass Substitute recommendation for Proposed Motion 2012-0368. The committee amended the motion to conform the contents of the motion to proviso requirements. 

SUMMARY

PM 2012-0368 acknowledges receipt of the report required by Proviso P1, Section 41, in the 2012 budget, on the results of a pilot program for increasing compliance and equity of personal property tax collection, and authorizes the release of $100,000 in the Assessments budget.
BACKGROUND

As part of the 2012 budget, the Council placed a $100,000 proviso on the Assessor's budget.  The proviso required Assessments to report on the revenue collected for personal property and the effectiveness of the personal property tax audit pilot program.
In the 2012 budget, the Council approved the addition of two auditor appraiser positions in Assessments to support a new Personal Property Audit pilot program.  Personal property taxes are taxes that are paid in addition to taxes on real property; it includes things like major pieces of equipment in a business or other items of value.
A goal of the Assessments personal property audit pilot program is to increase fairness in the payment of personal property taxes, which is a self-reporting system in Washington State; the Assessor estimated that as many as half of the businesses in King County are not reporting personal property, which puts complying businesses at a competitive disadvantage.  

During the 2012 budget process, the Council wanted more information on the amount of revenue for King County that could be generated by the pilot. Assessments estimated that anywhere from $2.5 million to $25 million of back taxes might be collected, or $4.9 million to $14.8 million as a narrower working range, with the county receiving a portion of the revenue; Assessments estimated that at a minimum the program would be self-supporting and would likely generate new revenues in excess of the cost of the program.  A proviso was placed on Assessments to report back on the revenues generated by the program.
Proviso P1 of Section 41 of Ordinance 17232 for Assessments states:


P1 PROVIDED THAT:


Of this appropriation, $100,000 may not be expended or encumbered until the assessor transmits a report and a motion that acknowledges receipt of the report and references the proviso's ordinance, section and number and the motion is adopted by the council.  


The report shall include information on identified personal property tax revenues, the personal property tax revenues specifically identified for King County and the effects of the pilot program on increasing compliance and the equity of personal property tax collections.

The assessor must transmit the motion and report required by this proviso by August 31, 2012, in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff and the lead staff for the government accountability and oversight committee or its successor.

The proviso response was due by August 31, 2012 and was received on August 31, 2012.
ANALYSIS
The 2012 proviso requires a report on personal property tax revenues, including the portion of revenues for King County, and the effects of the pilot program on increasing compliance and equity of personal property tax collections.
Revenues

As of the end of August, the program reports discovering and processing nearly $62 million of omitted personal property value.  This is a back tax, generating new revenue not subject to the percent property tax limitation.  In addition, the program collected $72,000 in penalties. Unlike property taxes, King County keeps all penalty revenue and does not share it with other taxing districts.  
Between King County's share of personal property taxes and the penalties, the program generated $185,000 in revenue for King County through the date of the report.  The cost of the two appraisers for the program is about $144,000.  Therefore, the program was self-supporting in 2012.  For 2012, Assessments estimates that it will generate $800,000 in new revenue for King County and its taxing districts (about $200,000 for King County and $600,000 for taxing districts).
The program will continue to operate at the same staffing level of two audit appraisers in 2013.  Assessments expects to produce slightly lower new revenue in 2013 because it has focused its efforts on areas likely to return higher results, and those areas will decrease over time.  However, Assessments still expects to generate enough revenue to fully support the costs of the program.  For the 2014 budget, the Council may wish to continue to monitor the projected revenues of the pilot program, which are likely to decrease over time.
Effects on Compliance and Equity

The program has been successful in increasing compliance.  Through the pilot program, nearly 1,600 properties not previously listed have been discovered and added to the county's tax rolls.  It has also been successful in educating business owners about their personal property tax responsibilities.  Part of the education effort bringing business owners forward included use of a tax amnesty program that waived penalties, authorized by the state legislature in 2012 and created by the Council in early 2012.
The program has also been successful in promoting equity. In the context of this proviso, equity refers to the fair payment of personal property taxes by all, since those who do not pay have an unfair competitive advantage. 
There are also equity considerations of the potential impact on small businesses. The audit program will bring on many more small businesses than big businesses.  This is in part due to the fact that they represent a larger percentage of the total number of businesses.  Also, most big businesses are already reporting so there are fewer noncompliant big businesses found.  The auditing program appears to be equitable in its application – the auditors inspect all businesses within a targeted geographic area that appear to meet a $7,500 threshold in personal property value.
Because Assessments submitted the report with the required contents by the deadline of August 31, 2012, it would be reasonable to approve Proposed Motion 2012-0368 and authorize the release of $100,000 in expenditure authority to Assessments.
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