Proposed Final Report:

2018 Tax Preference Performance Reviews

Aircraft for Air Ambulances

Legislative Auditor’s Conclusion:

The Legislature should clarify whether the preferences
are intended solely for tax relief. If so, the Legislature
should remove the expiration dates.

December 2018

Tax exemptions for nonprofits that own aircraft
used exclusively for emergency medical
transportation

An aircraft excise tax exemption and a property tax exemption are provided for nonprofit
501(c)(3) organizations that own aircraft used exclusively for emergency medical transportation.

The preferences are scheduled to expire January 1, 2020.

Estimated Biennial Beneficiary Savings

$0

Tax Type
Aircraft Excise Tax, Property Tax
RCW 82.48.100(8), 84.36.575

Applicable Statutes
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Inferred public policy objective met

The Legislature did not state a public policy objective for either preference when they were
passed in 2010. JLARC staff infer an objective based on testimony to the Legislature.

Obijective (inferred) Results

Provide tax relief to nonprofit Met. The preferences provided tax relief to a nonprofit

organizations that own aircraft air ambulance service provider for six years. No

used exclusively for emergency organizations currently qualify for the preferences, but

medical transportation. they could provide tax relief to qualifying nonprofits in
the future.

Legislative Auditor's Recommendation: Continue and clarify
(structural purpose)

The Legislature should clarify the two preferences to add performance statements, specify
public policy objectives, and eliminate expiration dates.

More information is available on the Recommendations Tab.

Commissioners' Recommendation

The Commission endorses the Legislative Auditor’'s recommendation without comment.

REVIEW DETAILS

1. What are the preferences?

Nonprofit air ambulance service providers are exempt from aircraft excise
tax and property tax

JLARC staff infer the public policy objective for these
preferences is to provide tax relief
The Legislature did not state a public policy objective for either of the preferences. The

preferences were passed before the Legislature required a performance statement for new
preferences.
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Based on testimony to the Legislature, JLARC staff infer the preferences were enacted to
provide tax relief to nonprofit organizations that own aircraft used exclusively to provide
emergency medical transportation services.

Nonprofit air ambulance service providers qualify

Nonprofit 501(c)(3) exempt organizations that own aircraft used exclusively for emergency
medical transportation are exempt from the aircraft excise tax and property tax. These air
ambulances are specially equipped to provide emergency medical services before and during
transport.

The property tax exemption must benefit the nonprofit organization that owns the aircraft.
Qualifying nonprofits must:

e Report use of the aircraft excise tax exemption annually to the Washington State
Department of Transportation's Aviation Division.
e Apply annually to the Department of Revenue for the property tax exemption.

Preferences scheduled to expire January 1, 2020

Both preferences took effect July 13, 2010, and are scheduled to expire January 1, 2020.
REVIEW DETAILS

2. Other relevant background

Aircraft used in Washington generally subject to either aircraft excise tax
or property tax

Most aircraft owners are required to register with the Washington State Department of
Transportation's (WSDOT) Aviation Division each calendar year an aircraft operates or is
based in the state.

Aircraft are subject annually to either aircraft excise tax or property tax, but not both.

Aircraft excise tax

Owners of general aviation aircraft must register with WSDOT's Aviation Division and pay
aircraft excise tax. General aviation aircraft do not include any aircraft owned by the
government or by commercial airlines. If aircraft excise tax is paid, the aircraft is exempt
from property tax.
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The aircraft excise tax is collected annually by WSDOT and the amount due is determined by
the aircraft type.

Exhibit 2.1: Aircraft excise tax registration fees determined by aircraft type

Type of Aircraft Fee
Home built $20
Lighter than air $20
Sailplane $ 20
Single engine fixed wing $ 50
Small multi-engine fixed wing $ 65
Helicopter $75
Large multi-engine fixed wing $80
Turboprop multi-engine fixed wing | $100
Turbojet multi-engine fixed wing $125

Source: JLARC staff analysis of RCW 82.48.030(1)(a).

Property tax

To be subject to property tax, aircraft must be:

o Exempt from aircraft excise tax.

e Operated by an airplane company that transports people or property for
compensation.

Property tax rates are expressed in dollars per $1,000 of assessed value and vary depending
on the locality. Local county assessors set the levy rate based on the taxing district’s budget
request, the total assessed value of the taxing district, and any applicable levy limits. The tax
rates for personal property and real property are the same in each taxing district.
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Five air ambulance service providers currently operate in
Washington, but none qualify for the preferences

The Department of Health certifies and licenses air ambulance service providers in
Washington. As of January 2018, there were five licensed providers in the state. None of the
current providers qualify for the preferences because they are not nonprofit organizations.
Current providers include:

Airlift Northwest

e Island Air Ambulance

o Life Flight Network

e MedFlight One

o REACH Air Medical Services
REVIEW DETAILS

3. Inferred objective met, but preferences not currently used

Preferences provided tax relief until 2016, but no current beneficiaries or
revenue impacts.

The Legislature did not state a public policy objective for either preference. The preferences
were enacted before the Legislature required a performance statement for new preferences.

Inferred objective: provide tax relief to nonprofit air ambulance
service providers

JLARC staff infer the objective for both preferences was to provide tax relief to nonprofit
organizations that own aircraft used exclusively for emergency medical transportation.

The prime sponsor of the preferences testified that the aircraft excise tax and property tax
exemptions addressed a specific situation with a nonprofit air ambulance provider. In 2007,
the Department of Revenue began assessing property tax on aircraft owned by Inland
Northwest Medical Services (INHS) and its subsidiary, Northwest Medstar. This nonprofit
emergency air ambulance provider had not previously been assessed property tax.
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JLARC staff infer that the objective of the preferences was to provide immediate aircraft
excise and property tax relief for nonprofits that owned aircraft used exclusively for medical
transport, and to continue to provide tax relief for any similar situations in the future.

Inferred objective met, but preferences not currently used

The preferences achieve the inferred objective by eliminating aircraft excise and property
taxation for nonprofits that own aircraft used exclusively for emergency medical
transportation.

INHS/Northwest Medstar is the only nonprofit organization to apply for the property tax
exemption since the preferences were established in 2010.

According to the Washington State Department of Transportation's Aviation Division, no
nonprofit has reported using the aircraft excise tax exemption.

In March 2016, INHS/Northwest Medstar was acquired by Life Flight Network, a for-profit
business. Neither preference has been used since then. However, the preferences continue
to provide the potential for tax relief if a qualifying nonprofit air ambulance service provider
begins operating in Washington.

No beneficiaries or revenue impacts for preferences

There are currently no qualifying nonprofit air ambulance service providers licensed in
Washington. The preferences have no revenue impact at this time.

REVIEW DETAILS

4. No similar preferences in neighboring states

Idaho and Oregon do not have similar aircraft tax preferences

JLARC staff reviewed laws in Idaho and Oregon to determine if similar tax preferences are
provided in neighboring states.

Idaho

In Idaho, aircraft owners must register annually with the Idaho Transportation Department
Division of Aeronautics. The registration fees are assessed at a rate of 3 cents per pound of
maximum certified weight. Fees range from $20 to $600.
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Aircraft owners who do not pay the registration fee are subject to personal property tax in
lieu of the fee. There are no exemptions for aircraft used for medical transportation in
general, or specifically for nonprofits that own aircraft used for emergency medical
transportation.

Oregon

In Oregon, aircraft owners must register annually with the Oregon Department of Aviation.
Similar to Washington, the registration fee is fixed and based on the type of aircraft. Fees
range from $55 to $700. There is no exemption for nonprofits that own aircraft used for
emergency medical transportation.

Oregon does not impose property tax on aircraft.

REVIEW DETAILS

5. Applicable statutes
RCW 82.48.100, RCW 84.36.575

Aircraft Excise Tax
RCW 82.48.100

Exempt aircraft. (Effective until January 1, 2020.)

This chapter does not apply to:

(1) Aircraft owned by and used exclusively in the service of any government or any political
subdivision thereof, including the government of the United States, any state, territory, or
possession of the United States, or the District of Columbia, which are not engaged in
carrying persons or property for commercial purposes;

(2) Aircraft registered under the laws of a foreign country;

(3) Aircraft that are owned by a nonresident and registered in another state, if the aircraft
remains in this state or is based in this state, or both, for a period less than ninety days;

(4)(a) Aircraft engaged principally in commercial flying that constitutes interstate or foreign
commerce, except as provided in (b) of this subsection.
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(b) The exemption provided by (a) of this subsection does not apply to aircraft engaged
principally in commercial flying that constitutes interstate or foreign commerce when such
aircraft will be in this state exclusively for the purpose of continual storage of not less than
one full calendar year;

(5) Aircraft owned by the manufacturer thereof while being operated for test or
experimental purposes, or for the purpose of training crews for purchasers of the aircraft;

(6) Aircraft being held for sale, exchange, delivery, test, or demonstration purposes solely as
stock in trade of an aircraft dealer licensed under Title RCW;

(7) Aircraft owned by a nonresident of this state if the aircraft is kept at an airport in this
state and that airport is jointly owned or operated by a municipal corporation or other
governmental entity of this state and a municipal corporation or other governmental entity
of another state, and the owner or operator of the aircraft provides the department with
proof that the owner or operator has paid all taxes, license fees, and registration fees
required by the state in which the owner or operator resides; and

(8) Aircraft that are: (a) Owned by a nonprofit organization that is exempt from federal
income taxation under 26 U.S.C. Sec. 501(c)(3) of the federal internal revenue code; and (b)
exclusively used to provide emergency medical transportation services.

Property tax
RCW 84.36.575

Nonprofit organizations - Aircraft. (Expires January 1, 2020.)

An aircraft is exempt from taxation, if:

(1) The aircraft is owned by a nonprofit organization that is exempt from federal income
taxation under 26 U.S.C. Sec. 501(c)(3);

(2) The aircraft is used to provide emergency medical transportation services; and

(3) The exemption inures to the benefit of the nonprofit organization that owns the aircraft.
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RECOMMENDATIONS & AGENCY RESPONSE

Legislative Auditor's Recommendation

Legislative Auditor recommends continuing and clarifying the two
preferences (structural purpose)

The Legislature should continue and clarify the two preferences to:

« Add performance statements that specify public policy objectives. The preferences
were passed before the Legislature required a performance statement for new
preferences. JLARC staff infer the preferences were intended to provide tax relief to
nonprofit air ambulance service providers.

o Eliminate expiration dates. Consider exempting the preferences from the statutory
requirement for an expiration date. While no air ambulance service providers
currently qualify to use the preferences, they continue to provide the potential for
tax relief if qualifying nonprofit air ambulance service providers begin operating in
Washington.

Legislation Required: Yes.

Fiscal Impact: None.
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State of Washington Citizen Commission for Performance Measurement
of Tax Preferences

Dr. Grant D. Forsyth, Chair Dr. Justin Marlowe NON-VOTING MEMBERS:
Avista Corp Evans School of Public Policy and
Governance, University of Washington

Representative Derek Stanford
Ronald Bueing, Vice Chair Chair, Joint Legislative Audit
PricewaterhouseCoopers Andi Nofziger-Meadows and Review Committee
Edmonds Education Association

Diane Lourdes Dick Pat McCarthy
Seattle University School of Law State Auditor
E-mail: JLARC@leg.wa.gov
www.citizentaxpref.wa.gov
October 18,2018
The Honorable Representative Kristine Lytton The Honorable Representative Bruce Chandler
The Honorable Representative Ed Orcutt The Honorable Senator Christine Rolfes
The Honorable Representative Timm Ormsby The Honorable Senator John Braun

Re: 2018 Tax Preference Reviews

I am pleased to forward to you the comments that the Citizen Commission for Performance Measurement
of Tax Preferences unanimously adopted for this year’s review of tax preferences.

We adopted the same position as the Legislative Auditor for all seven recommendations issued this year.
The full text of our comments, as well as summaries of the JLARC staff’s analysis and recommendations
are linked here.

Tax preference reviews provide valuable information as the Legislature considers whether specific
preferences are meeting the Legislature’s policy objectives. With this year’s report, there are now 12 years
of tax preference evaluations available to the Legislature, comprising over 270 individual reviews.

I urge you to consider this year’s and previous years’ recommendations and comments on tax preference
statutes in the upcoming legislative session.

The Commission is operating on a multi-year review schedule that goes through 2026. Next year’s reviews
will have an emphasis on the aerospace industry, but also include preferences for multi-family housing
and wood waste (hog fuel) used to generate energy. More details on the reviews planned for 2019 are
linked here.

As Chair of the Citizen Commission, I would be pleased to discuss the Commission’s position and
comments with you and any interested legislators. Please feel free to contact me at
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Citizen Commission for Performance Measurement
of Tax Preferences

October 18,2018
Page 2

rant.forsyth@leg.wa.gov or the Legislative Auditor, Keenan Konopaski at keenan.konopaski@leg.wa.gov
or 360-786-5187.

Sincerely,

I

Aok D Fersdle

Grant D. Forsyth, Chair
Citizen Commission for Performance Measurement of Tax Preferences

Cc: Members of Washington State Legislature
David Schumacher, Office of Financial Management
Marc Baldwin, Office of Financial Management
Jim Schmidt, Office of Financial Management
Randy Simmons, Washington State Department of Revenue
Gil Brewer, Washington State Department of Revenue
Kathy Oline, Washington State Department of Revenue
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RECOMMENDATIONS & AGENCY RESPONSE

Commissioners' Recommendation

The Commission endorses the Legislative Auditor’'s recommendation without comment.
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STATE OF WASHINGTON

October 1, 2018

TO: Keenan Konopaski, Legislative Auditor
Joint Legislative Audit and Review Committee

FROM: David Schumacher, Director DD :Q E—Qr‘\
Office of Financial Management

Randy Simmons, Acting Director . > Q\*‘
oA 7 NN
Department of Revenue 7

SUBJECT: JLARC PRELIMINARY REPORT ON 2018 TAX PREFERENCE
PERFORMANCE REVIEWS

The Office of Financial Management and the Department of Revenue have reviewed the Joint
Legislative Audit and Review Committee’s (JLARC) preliminary report on the 2018 tax
preference performance reviews.

We appreciate JLARC’s thorough analysis and the detailed assessment provided by the Citizen
Commission for Performance Measurement of Tax Preferences. A system that provides for a
continuous review of state tax preferences is critical to ensure that the state of Washington
maintains a fair and equitable tax system.

While we have no specific comments on the 2018 preliminary report, we continue to support
JLARC’s recommendations for the inclusion of performance statements and specific public
policy objectives for all tax preferences where they do not exist in statute today.

Thank you for the opportunity to provide comments on this material and the recommendations
made by JLARC.
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Washington Joint Legislative Audit and Review Committee
106 11th Avenue SW, Suite 2500
PO Box 40910

Olympia, WA 98504-0910

Phone: 360-786-5171
Fax: 360-786-5180

Email: JLARC®@leg.wa.gov
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