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review of state’s tax preferences

* Created a Citizen Commission for
Performance Measurement of Tax
Preferences

* Qutlined specific questions

e Public policy objective? Achieved? $ F
Estimate beneficiary (taxpayer) k.
savings?

* Required recommendation

ORMANC
ADIT £
et f/

(www.citizentaxpref.wa.gov/reports.htm)

July 29, 2015

2015 Tax Preference Performance Reviews
JLARC : !




226 preferences reviewed to-date: JLARC

staff follow similar process each year

In 2014, Citizen Commission determined 10-year W
Lreview schedule and preferences for 2015 reviews

July 2015: Staff present to JLARC Committee
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Today’s presentation: 8 of the 20 included in

report

Farm Machinery Replacement Parts (Sales and Use Tax)

Fuel Used on Farms (Sales and Use Tax)

Chicken Bedding Materials (Sales and Use Tax)

SV Gas Used to Heat Chicken Houses (Sales and Use Tax)

gradrify Grain and Unprocessed Milk Wholesaling (B&O Tax)
Motion Picture Program Contributions (B&O Tax)

Interest on Real Estate Loans (B&O Tax)

Warehouse Expansion (Sales and Use Tax)
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Report also includes 12 others

Aluminum Manufacturing (B&O Tax)
Aluminum Smelter Energy Purchases (B&O Tax)
Aluminum Smelter Purchases (Public Utility Tax)

. Aluminum Smelter Purchases (Sales and Use Tax)
gszlew Aluminum Smelter Property Taxes (B&O Tax)
Clarify Aluminum Smelter Use of Natural Gas (Use Tax)
Commercially Grown Fish or Shellfish (Food Fish Tax)
Farm Property (Estate Tax)
Livestock Medicine (Sales and Use Tax)
Public Facilities Districts (Leasehold Excise Tax)

Family-Owned Business Interests (Estate Tax)

Continue

Horticultural Services for Farmers (Sales and Use Tax)
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Agriculture Industry

Tax Preferences

Sales and Use Taxes, B&O Tax

Overview

JLARC sraff reviewed 20 rax preferences in 2015, These reviews were combined into 13
reparts linked balow. View a more derailed summary of all the preferences here.

The Citizen Commission for Performance Measurement of Tax Preferences also
considers preferences based on information provided by the Department of Revenue,
View the 2015 expedited preference report here (PDF).

Est Beneficiary | aditor nf(amm-mc‘-ngr
i Savln_gs. i i Octaber
2015-17 Biennium i

Agricultural Preference{{f’-\g{it.ultur;il Industry t'J\.rezr\.r're\.'.r}]

Commercially Graown $11.5 million Review/Clarify
Fish and Shellfish

‘\r Farm and £3.2 million Review/Clarify,




Farm Machinery

Replacement Parts
and Labor

Sales and Use Tax

Farm Machinery Replacement Parts and
Labor

Sales and use tax
exemption for
eligible farmers for 2015-17
replacement parts, Estimated
installation/repair  ESIEECNECIIES
labor for qualifying
farm machinery
and equipment

Legislative Auditor Recommends:
Review and Clarify
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Farm Machinery Replacement Parts and Labor

Public Policy Objectives Not Stated

Inferred Objective Objective Met?
2006 parts Help 2 Unclear
farmers at time of Conditions changed from 2006 - 13
stagnant crop prices * Crop prices are higher
and increasing farm * Farm input costs increased 38%
input prices * Operating profit margins are higher
® _;tj
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Farm Machinery Replacement Parts and Labor

Washington Farm Operating Profit Margin Positive

Since Preference Enacted

20%

10.3%
10%

5%
=
(o] =
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Farm Machinery Replacement Parts and Labor

Public Policy Objectives Not Stated

Inferred Objective Objective Met?
2006 parts Help 2) Unclear
farmers at time of Conditions changed from 2006 - 13
stagnant crop prices * Crop prices are higher
and increasing farm * Farm input costs increased 38%
input prices * Operating profit margins are higher
2007 labor Expand \?j Unclear
exemption due to Only 1/3 of eligible farmers applied
lower use/cost for exemption certificate 2007-2014
2014 eliminate 6 Yes .~
application Simplify Application eliminated, but no ="
farmers’ reporting detail available in future ®
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Farm Machinery Replacement Parts and Labor

Recommendation: Review and Clarify

Clarify Inform

Changes in prices and Add reporting
costs, relative to farm or other
profits, appropriate for accountability
continuing the preference requirements

. . . to provide better
The participation level information on use
of eligible farmers

The total fiscal impact
intended by Legislature ﬁ
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Fuel Used on

Sales and Use Tax

Farms

Fuel Used on Farms

Sales and use
tax exemption
for diesel,
biodiesel, and
aircraft fuel used
in agricultural
production

2015 Tax Preference Performance Reviews
JLARC

S53.2wm

2015-17
Estimated
Beneficiary Savings

Legislative Auditor Recommends:
Review and Clarify

July 29, 2015



Fuel Used on Farms

Public Policy Objectives Not Stated

Inferred Objective Objective Met?

2006 Provide a price 2} Unclear

break to farmers * Conditions may no longer exist
during a time when * Diesel prices have fluctuated

fuel costs had sharply above and below price paid before
increased preference enacted

Make Washington 0 Yes

consistent with other
states in taxing farm
fuel
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Fuel Used on Farms

Recommendation: Review and Clarify

Clarify

Provide a performance statement to specify the
public policy objective

Provide a metric to determine when the
preference is necessary (e.g., one based on the
price of diesel)
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Fuel and Bedding
Used for Chicken

Houses

Sales and Use Tax

Fuel and Bedding Used for Chicken Houses

Fuel Bedding

tax exemption S43I\/I SlOI\/I

for propane and 2015-17
natural gas to Estimated Beneficiary Savings
heat chicken
houses and for
bedding
materials

Sales and use

Legislative Auditor Recommends:

Review and Clarify
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Fuel and Bedding for Chicken Houses

Public Policy Objectives Not Stated

Inferred Objective Objective Met?
2001 Help WA 2, Unclear if still needed
agricultural industry * Propane prices up 50%

when it was struggling * WA poultry product sales up 82%
* Chicken meat and egg
commodity prices up

Make WA chicken © Yes
industry more

competitive by ‘
“leveling playing field”
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Fuel and Bedding for Chicken Houses

Recommendation: Review and Clarify

Clarify Inform

Inferred objectives lead to
different conclusions:

Add reporting

or other
If to help chicken farmers accountability
when ag struggled, consider requirements

if still needed in light of
increased sales and
commodity prices relative to
propane cost increases

to provide better
information on use

If to tax like other states,
achieved
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Grain and

Unprocessed Milk
Wholesaling

B&O Tax

Grain and Unprocessed Milk Wholesaling

B&O tax Unprocessed Dry Beans |Corn
exemption for Milk

non-farmer Wheat Lentils Rye
wholesale sales |Oats Triticale | Barley
of certain Dry Peas Canola
unprocessed

grains and milk

Legislative Auditor Recommends:

Review and Clarify
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Grain and Unprocessed Milk Wholesaling

B&O tax

non-farmer

of certain

J LARC 2015 Tax Preference Performance Reviews

exemption for

wholesale sales

$14.8wm

2015-17
Estimated

Beneficiary Savings

unprocessed
grains and milk

Legislative Auditor Recommends:
Review and Clarify

Grain and Unprocessed Milk Wholesaling

July 29, 2015

Public Policy Objectives Not Stated

J LARC 2015 Tax Preference Performance Reviews

1939 1941 - 1995 1998 2007
® @ ®
0.01% B&O rate Other grains, Changed to B&O Unprocessed
for non-farmer  commodities exemption milk added to
wfhol;:sa‘le satles adtded to 0.01% Inferred Objective exemption
of wheat, oats, rate
and barley Simplify reporting Infc.arre_d
for taxpayers Objective
Inferred Objective —— 5 Tax like
Unclear why rate (?bjectlve D grains
given to some grains 0 Yes .
but not others Objective
. .. Met?
Objective Met? -
o Yes
&) Unclear
July 29, 2016
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Grain and Unprocessed Milk Wholesaling

Recommendation: Review and Clarify

Clarify

Why the Legislature provides preferential
treatment to wholesale sales of certain
agricultural products but not to
others
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Miscellaneous Tax Preferences
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Motion Pictu

Competitiveness
Program

B&O Tax

Motion Picture Co

B&O credit for
businesses equal
to the amount they
contribute to the
MPCP

m

X

2015 Tax Preference Performance Reviews
JLARC

=

re

mpetitiveness Program

S7.0wm

2015-17

Estimated
Beneficiary Savings

Legislative Auditor Recommends:

Review and Clarify

July 29, 2015
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Motion Picture Competitiveness Program

m

Public Policy Objectives Were Stated

Objective Objective Met?

2006 To regain and 2/ Unclear

revitalize WA’s Employment concentration in the
competitive position film industry is below the national
average

2006 To provide family 2/ Unclear
wage jobs with health

and retirement

benefits

X

=
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Motion Picture Competitiveness Program

Public Policy Objectives: Regain and

Revitalize WA’s Competitive Position

WA’s employment concentration is lower than the
national average and lower than other western
states with similar programs

6

w

w »

Location Quotient
N

©

=

0 T
% 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 m
30
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Motion Picture Competitiveness Program

Public Policy Objectives: Provide Family

Wage Jobs

Job gains v. losses depend on how much qualified
spending is caused by the preference

Jobs Film Industry Spending
. Caused by the Preference
gained am =
fromfim 4%  e&_ T
industry .
Net Gain
spending 45%

+111 FTE Jobs

Break Even None

in Jobs
from reduced B
pUb”C -90 FTE Jobs
spending
=
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Motion Picture Competitiveness Program

Estimated Revenue Gain Does Not

Compensate for Initial Revenue Loss

For every ONe dollar
in tax credit

nay
.....
.
.
.

e Film spending generates
' six cents in new

revenue

= Return on Investment (ROI) estimates vary considerably
= Reviewed 18 studies from 12 other states

+ Average ROl estimated by state agencies: $0.14

+ Average ROl estimated by private consultants: $0.76

X
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Motion Picture Competitiveness Program

Recommendation: Review and Clarify

Clarify

Consider adding detail:

* On the target for WA's
film industry relative to
other states; and

* On desired employment
outcomes for jobs,
average hourly wages,
and benefits coverage

Inform

Add reporting
or other
accountability
requirements

to provide better
information on use

J LARC 2015 Tax Preference Performance Reviews

July 29, 2015

Interest on Real

Estate Loans

B&O Tax

17



Interest on Real Estate Loans

Depository Institutions Mortgage Companies

B&O deduction for

financial S455|\/| S42|\/I

businesses on the

. . 2015-17
interest received Estimated Beneficiary Savings
from loans for

residential

property

Legislative Auditor Recommends:

Review and Clarify
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Interest on Real Estate Loans

Public Policy Objectives Not Stated

Inferred Objective Objective Met?

1970 Stimulate WA’s (2, Unclear

residential housing Housing starts in WA follow the

market by reducing national trend

the cost of home

loans

2012 Legislature 2/ Unclear

sought to limit the Different criteria may focus the

preference to pool of qualifying institutions

“community banks” more narrowly
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Interest on Real Estate Loans

Public Policy Objectives: Limit to Community

Banks

= Alternative definitions would focus the pool of lenders
qualifying for the deduction

Different Definitions of Number of Banks | Number of Mortgage

Community Bank (2013) Companies (2013)

Current Statutory Criterion (10 204 48

states or fewer)

Federal Reserve Board 168 N/A

Regulatory Definition

Federal Depository Insurance 138 N/A

Corp. Research Definition

Portfolio Lenders Retaining at 89 2

Least 50 Percent of Their Loans

aags
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Interest on Real Estate Loans

Recommendation: Review and Clarify

Clarify

The original inferred objective of stimulating the
residential housing market may no longer apply given
changes in the lending industry.

Review the information on lenders that make qualified

loans and compare to other community bank

definitions.
2015 Tax Preference Performance Reviews July 29, 2015 38
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Warehouse and Grain

Elevator Construction
and Expansion

Sales and Use Tax

Warehouse and Grain Elevator Construction
and Expansion

Refund of sales

and use tax on SlOSI\/I

amounts spent for 2015-17
= Construction Estimated
and expansion Beneficiary Savings
= Equipment
= Applies to
warehouses and
grain elevators Legislative Auditor Recommends:

Review and Clarify

T, g

J LARC 2015 Tax Preference Performance Reviews July 29, 2015

20



Warehouse and Grain Elevator Construction

Public Policy Objectives Partly Stated

Objective Objective Met?

Stimulate interstate trade \?) Unclear
* Data inconsistent

* |nterstate vs. International

Create family wage jobs 2 Unclear
* Lacking target or data
collection mechanism
* Existing data shows mixed
results

T o
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Warehouse and Grain Elevator Construction

Data Results Were Mixed

Jobs % Job Jobs Added by Type of Facility

Project TyPe  rgded Growth b

: Elevator
Cogstruct!On 1,040 20% Cold A

or Expansion Storage

Equipment

only -372 -6% Warehouse

Wages by Type of Facility $85,299

$55,395
$52,800

WA Private  $31,899

Sector
W Average Cold Grain
Storage Elevator
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Warehouse and Grain Elevator Construction

Recommendation: Review and Clarify

Clarify Inform
More specificity about Provide data
what trades and what collection
kinds of jobs the mechanisms
Legislature has as its that can be used to
objectives assess performance
Measurable targets for
objectives

T
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Today’s presentation: 8 of the 20 included in

report

Farm Machinery Replacement Parts (Sales and Use Tax)

Fuel Used on Farms (Sales and Use Tax)

Chicken Bedding Materials (Sales and Use Tax)

SV Gas Used to Heat Chicken Houses (Sales and Use Tax)

gradrify Grain and Unprocessed Milk Wholesaling (B&O Tax)
Motion Picture Program Contributions (B&O Tax)

Interest on Real Estate Loans (B&O Tax)

Warehouse Expansion (Sales and Use Tax)
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Not Covered in Today’s Presentation, But

Detailed in the Web Report...

Aluminum Manufacturing (B&O Tax)
Aluminum Smelter Energy Purchases (B&O Tax)
Aluminum Smelter Purchases (Public Utility Tax)

. Aluminum Smelter Purchases (Sales and Use Tax)
gﬁ‘élew Aluminum Smelter Property Taxes (B&O Tax)
Clarify Aluminum Smelter Use of Natural Gas (Use Tax)
Commercially Grown Fish or Shellfish (Food Fish Tax)
Farm Property (Estate Tax)
Livestock Medicine (Sales and Use Tax)
Public Facilities Districts (Leasehold Excise Tax)

. Family-Owned Business Interests (Estate Tax)
Continue . .
Horticultural Services for Farmers (Sales and Use Tax)
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Contacts

Rachel Murata Dana Lynn
rachel.murata@leg.wa.gov dana.lynn@leg.wa.gov
360-786-5293 360-786-5177

Eric Whitaker

eric.whitaker@leg.wa.gov

360-786-5618

John Woolley, Project Supervisor
john.woolley@leg.wa.gov
360-786-5184




