2012 Tax Preference
Performance Reviews
Proposed Final Report

JLARC Staff
Dana Lynn
Mary Welsh
John Woolley

Joint Legislative Audit & Review Committee

2006 Legislative Mandate: Conduct
Performance Audits of Tax Preferences

Statute (Chapter 43.136 RCW):

= Created a Citizen Commission for
Performance Measurement of Tax Preferences
(Tax Preference Commission)

= Specified JLARC to review preferences
over 10 year cycle

= Qutlined specific questions
for JLARC auditors to answer
in reviews
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Statute Directs Audit Questions and Calls for

Audit Recommendations

= Questions include:
Current law and legal history?
Public policy objective(s)?
Achieving objective(s)?
Beneficiaries?
Beneficiary savings?
Effects on the economy (as applicable)?
= Types of recommendations:

¢+ Continue

¢+ Review/clarify

¢ Terminate
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Steps in Process Repeated Each Year

JLARC staff conducted audits
July 2012: Staff presented to JLARC
Aug: Staff presented to Citizen Commission
Sep: Commission took public testimony

Oct: Commission adopted comments

Feb 2013: JLARC hears final report;
joint hearing in Legislature
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158 Preferences Reviewed by JLARC Staff
Since 2007

Auditor
Recommendation to
Legislature

Number of Beneficiary
Preferences | Savings Est.

7 S 98.0 million
12 S 63.0 million
40 S 1.6 billion
99 S 57.4 billion

Information provided by DOR on other preferences
is also available.
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23 Preferences Reviewed by JLARC Staff
in 2012

Auditor
Recommendation to
Legislature

Number of Beneficiary
Preferences Savings Est.

S 0
12 S 223.0 million
10 S 1.9billion

Today we focus on reviews where the
Citizen Commission commented on or did not
concur with Auditor recommendations.
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Auditors Recommended that the

Legislature...

Review
and Clarify
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Auditors Recommended that the
Legislature...

Continue
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High Technology

Sales & Use Tax
Deferral/Waiver

B&O Tax Credit

High Technology (Sales and Use Tax
Deferral/Waiver and B&O Tax Credit)

Public Policy Objective?
Legislature stated intent to:
* Create “quality” job opportunities.

* Encourage expenditures in research
and development (R&D) as the sector
develops new technologies and
products.

Auditor Concludes
Number of Jobs 454

LN VAWV N E AL G- 25,000 per job
Tax Credit Taken 545,000 per job
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High Technology (Sales and Use Tax

Deferral/Waiver and B&O Tax Credit)

Auditor Recommendation
Review and Clarify
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High Technology (Sales and Use Tax

Deferral/Waiver and B&O Tax Credit)

Citizen Commission
Does Not Endorse and Recommends
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Biotechnology
Manufacturing

Sales & Use Tax
Deferral/Waiver

Biotechnology Manufacturing
(Sales & Use Tax Deferral/Waiver)

Public Policy Objective?
Legislature stated intent to:

* Encourage expenditures in
commercial biotechnology operations.

* Develop employment opportunities in
biotechnology manufacturing.

Audit Conclusion

JLARC staff is unable to isolate what impact, if
any, this tax preference had on investment.
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Biotechnology Manufacturing

(Sales & Use Tax Deferral/Waiver)

Auditor Recommendation
Review and Clarify
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JLARC

Biotechnology Manufacturing

(Sales & Use Tax Deferral/Waiver)

Citizen Commission
Does Not Endorse and Recommends
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Supplement to

High Technology and
Biotechnology Reviews

Enhancements Are Needed in the
Annual Taxpayer Survey and the
Washington Input-Output Model

» Indirect
Impact

Direct - -
; - Induced
a & Impact

Supplement to High Tech and
Biotech Reviews

Auditor Recommendations
The Department of Revenue Should

The Office of Financial Management Should

Both the Department of Revenue and OFM concur
with the recommendations.
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Insurance Producers,

Title Insurance Agents,
and Surplus Line Brokers

Preferential
B&O Tax Rate

Insurance Producers, Title Insurance Agents,
and Surplus Line Brokers (B&O Tax)

Public Policy Objective?

Legislature did not state. JLARC staff
infers the original objectives were to:

* Reduce the impact of B&O surtaxes on
insurance contractors because they
are unable to raise commissions to
cover tax increases in the short term.

* Provide some equity for insurance
businesses following the removal of
pyramiding for real estate businesses.

* Simplify the tax code by consolidating
B&O tax rates.
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Insurance Producers, Title Insurance Agents,

and Surplus Line Brokers (B&O Tax)

Auditor Recommendation
Review and Clarify Because

February 20, 2013 21
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JLARC

Insurance Producers, Title Insurance Agents,

and Surplus Line Brokers (B&O Tax)

Citizen Commission
Endorses and Adds
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Stevedoring and
International Charter/
Freight Brokers

Preferential
B&O Tax Rate

W s
il 14
E

rmvag g

Public Policy Objective?

Legislature did not state. JLARC staff
infers to keep WA’s ports and port-
related businesses competitive.

International Charter & Freight Brokers

Legislature did not state. JLARC staff
could not determine.

1998 Rate Reduction

Stated objective was to simplify the tax code by
consolidating B&O tax rates.
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Stevedoring and International Charter and

Freight Brokers (B&O Tax)

Auditor Recommendation
Review and Clarify Because
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Stevedoring and International Charter and
Freight Brokers (B&O Tax)

Citizen Commission
Does Not Endorse and Recommends
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Travel Agents and

Tour Operators

Preferential
B&O Tax Rate

Travel Agents and Tour Operators
(B&O Tax)

Public Policy Objective?

Legislature did not state. JLARC staff
infers to:

* Reduce the financial impact of DOR’s
1975 rule change on travel agents by
reducing their tax rate in proportion to
commissions earned from arranging
interstate air travel;

* Provide equitable tax treatment
between travel agents and air carriers;

* Achieve administrative simplicity by
taxing tour operators at the same rate
as travel agents.
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Travel Agents and Tour Operators

(B&O Tax)

Auditor Recommendation
Review and Clarify Because
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Travel Agents and Tour Operators
(B&O Tax)

Citizen Commission
Does Not Endorse and Recommends
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Commuting
Programs

B&O Tax or Public
Utility Tax Credit

Public Policy Objective?
Legislature did not state.

JLARC staff infers the objective is to
encourage businesses to provide
financial incentives to their employees
who participate in commute trip
reduction (CTR) programs that reduce
single occupancy vehicle travel.
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Commuting Programs (B&O Tax, PUT)

Auditor Recommendation
Review and Clarify Because
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Commuting Programs (B&O Tax, PUT)

Citizen Commission
Does Not Endorse and Recommends
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Ferry Boats

Sales and Use Tax
Exemption

Ferry Boats (Sales and Use Tax)

Public Policy Objective?
Legislature did not state.

JLARC staff infers the objective is to
support state and local governments

by reducing the cost of building and
repairing ferry vessels owned and
operated by state and local government
entities.
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Ferry Boats (Sales and Use Tax)

Auditor Recommendation
Continue Because
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Ferry Boats (Sales and Use Tax)

Citizen Commission
Does Not Endorse and Adds
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Commission Updated Comments to Three

2010 Tax Preference Reviews

= |n 2010, JLARC staff reviewed three public utility tax
preferences involving interstate commerce.

= Commission recommended Legislature direct OFM,
DOR, or Economic and Revenue Forecast Council to
conduct economic impact study by 12/31/2011 on
impacts if preferences were terminated.

Additional Comment (2012)
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Agency Comments on 2012 Reviews

Department of Revenue and Office of Financial
Management reviewed the preliminary 2012 Tax
Preference Performance Reviews and had no
comments.
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Contacts

Mary Welsh Peter Heineccius
Mary.Welsh@leg.wa.gov  Peter.Heineccius@leg.wa.gov
360-786-5193 360-786-5123

Dana Lynn John Woolley,
Dana.Lynn@leg.wa.gov Project Supervisor
360-786-5177 John.Woolley@leg.wa.gov

360-786-5184

Visit the Citizen’s Commission website at:
WWW.Citizentaxpref.wa.gov
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