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STAFF REPORT

SUBJECT:
A MOTION authorizing the Treasury Division to cancel $899,598.29 in outstanding personal property taxes found to be uncollectible.
SUMMARY:
The Treasury Division annually requests cancellation of outstanding uncollectible personal property taxes after due diligent attempts to collect the taxes have been made.  This allows the Treasury Division to remove uncollectible property taxes from the tax rolls, but the County does not relinquish its ability to collect on the debts.  The proposed motion would cancel 497 accounts for a total of $899,598.29.  The impact to the County would be 18 percent, or $161,928.  Of that amount, half, or $80,964, is the projected loss to the General Fund.
BACKGROUND:
King County’s Treasury Operations Section is responsible for collecting personal property taxes within the county.  Personal property refers to assets used in conducting a business; it includes machinery, equipment, furniture, supplies of businesses and farmers, and leasehold improvements.  Personal property taxes are assessed against businesses, utilities, airlines, timber, leasehold estates, mobile homes, floating homes and lease accounts.  Treasury's tax collection staff consists of one Business & Finance Officer, one Administrative Specialist, and one Customer Service Specialist.
When an account becomes delinquent, Treasury initiates procedures to obtain payment (see Attachment 5).  After Treasury performs diligent efforts to collect, state law (RCW 84.56.240 and RCW 84.56.260) requires Treasury to submit a list to the Council of those delinquent tax accounts found to be uncollectible.  The county’s Manager of Treasury Operations must also submit an affidavit stating that a diligent search for the delinquent taxpayers was conducted and unable to yield any property from which owed taxes could be collected.  The Council may then “cancel such taxes as they are satisfied cannot be collected.”  This procedure is required on an annual basis and the Council considers this type of legislation each year.
ANALYSIS:
This legislation would authorize the Manager of Treasury Operations to cancel 497 uncollectible personal property tax accounts, as listed in Attachment B to Proposed Motion 2010-0609.  These accounts total $899,598.29 and date from 2001 to 2010, as reported in the Executive's transmittal letter (Attachment 3) and shown below in Table 1.  

Table 1.  Uncollectible Taxes Proposed for Cancellation
	Year Billed
	Amount Unpaid

	2001
	$240,020.97

	2002
	226,720.30

	2003
	16,432.65

	2004
	17,883.81

	2005
	13,114.83

	2006
	32,839.03

	2007
	80,847.26

	2008
	118,419.95

	2009
	126,556.15

	2010
	26,763.34

	Total
	$ 899,598.29


The majority of personal property taxes are successfully collected within the first three years of billing.  The range of accounts proposed for write-off span ten years because over time the Treasury section determines that taxes are not collectible for various reasons.  Accounts have been included on the write-off list for the following reasons:

· Taxpayer has gone out of business, and the assets cannot be traced. 

· Taxpayer does not have real property to which the county can certify a personal property tax lien.

· Taxpayer has filed for bankruptcy protection.
· Taxpayer has disposed of or sold assets, and the county cannot locate the assets. 

· Taxpayer relocated the business and property out of state, taking it out of the county’s jurisdiction to pursue delinquent tax payments.

· Corporate Officers with no personal liability of defunct corporate debt.

· Assessments were made in error.

An explanation of the accounts in excess of $5,000 is attached to the proposed motion as Attachment B.
An affidavit from the Manager of Treasury Operations swearing to the county’s diligent effort and ultimate inability to collect these payments has been transmitted to the council as Attachment A to Proposed Motion 2010-0609.
The proposed motion would authorize the Manager of Treasury Operations to cancel $899,598.29 in tax billings from the tax rolls.  The accounts comprising the $899,598.29 are listed in Attachment B in the proposed amendment.  The encumbrances would no longer be carried forward.  Cancellation would not constitute a forgiveness of these debts.  Tax obligations would remain in force, and the County would retain the ability to pursue appropriate legal actions to collect the debt.  In reality, once accounts are cancelled then future collection is unlikely.  However, cancellation administratively helps to clear the tax rolls of those accounts that are truly unlikely to be collected.
Of the write-off, the County’s one-time potential revenue loss is $161,928, or 18 percent of the total.  Half of this figure, $80,964, is a projected loss to the General Fund.  The remaining loss would be incurred by a variety of taxing jurisdictions for which the County collects taxes.

The write-off represents a small fraction of total tax collections, and the General Fund financial plan is formulated to account for uncollectible and delinquent taxes, with estimated revenues based on historical collection rates.  According to the Executive’s transmittal letter (Attachment 3), King County collected $155,052,170, or 98.94 percent of the personal property taxes billed on the 2009 tax roll.  This is slightly lower than the 99.06 percent or $163,539,864 of billed personal property taxes collected in 2008.  Typically, by the end of the third delinquent year, 99.9 percent of billed taxes have been collected.
The proposed write-off is almost twice as large as the 2009 request of $455,838.  The main cause of this increase is the proposed write-off for Trans World Airlines of $438,155, which is the amount remaining after a TWA settlement agreement of $213,152.
AMENDMENT:    

There is a proposed amendment substituting Attachment B with a full list of accounts proposed for cancellation.  The original attachment only listed the largest accounts.

REASONABLENESS:    

Treasury Operations has made diligent collection efforts and, as required by state law, has submitted the annual list of delinquent tax accounts to the Council.  Approval of the proposed motion with the proposed amendment would be a reasonable policy and business decision. 

INVITED: 

Ken Guy, Director, Finance and Business Operations Division (FBOD)

Scott Matheson, Treasury Operations Manager, FBOD
Dwight Dively, Director, Office of Performance, Strategy and Budget

ATTACHMENTS:
1. Amendment (A1) to Proposed Motion 2010-0609 with new Attachment B
2. Proposed Motion 2010-0609, with Attachments A. Affidavit and B. Write-off List

3. Transmittal Letter

4. Fiscal Note

5. Treasury Operations Collections Procedures
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