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transient use...

THIS IS UNLAWFUL

1- This 5.2 Section attached claims it is presently authorized under HRS
Sect.237D-13a10, also attached for the State to disclose to County
officials an individuals transient tax returns. This Is Incorrect!!!!

a Under 13a10, The County Is Not a Duly Accredited Tax Official of the US
IRS, nor of the State. That is plain and simple.

b Nor does the County have a “material” interest in the return. This has
been confirmed by Hawaii Dept of Taxation in their testimony of April 3,
2007; attached.

c Dept of Taxation also found they do not believe there is any substantial
non-compliance with tax obligations and that the County should not be using
the tax system to police its zoning laws...

d This same request for the State to disclose confidential taxpayer
information was denied and eliminated in 2007. See testimony attached

Attachments: Real Property Tax Advisory Report, P. 11, Sect. 5.2
HRS Sect. 2370-13a 10
Dept. of Taxation Testimony of April 3, 2007
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This bill requires the Department of Ta.~ation Deparinieniflo coordinate with the Hawaii
Tourism Authority HTA and the various counties to:

• Investigate into current nonresidential transient uses of residcrntial proptttc
• Reporl on various developments of transient accommodations taX colleciions; and
• Analyze the current transient accommodations tax return forms.

The Senate Committee ~n Tourism & Government Operations made various amendments to
the bill.

The Senate Committee on Economic Development & Taxation made vanous substantive
amendments to the bill.

The ScnatcCOmm1t1~0n Ways & Means made technical. nonsubstantive amendments to the
measure.

The Senate passed the measure on third reading.

The Joint [louse Committee on Tourism & Culture and Economic Development & Business
Concerns amended the hit I by eliminating provisions requiring the Department tO share confidential
tax information and requiring JITA and the countieS to provide information to the Departmcm;
rcquinflg the Department 10 report on tax statistics and investigation performance: and requiring the
counties to develop idcntiflcaliori and pernuuirtg of vacation rentals

The Dep~m11EePt of Taxation supports the amendments that climniate :lit fl~1,aflrncntS
rcquircmcflt to disclose canfldential taxpayer informatton However, the Department 211p~ses this
measu~rep~ pur4t~ns&mt and uflfleCCS~afl

The Department supports legislation that is aimed at assunng optimum revcnuccollections.
especially from delinquent or unpaId sources. Though the issue ofillegat ttans~enl accommodation
units has pnmarily been an issue for the counties, the Department reco~iizes the shared interest with
the counties to asswc that transient accommodation providers arc in full compliance with the various
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laws, including tax laws. However, the Department believes this bill is the wrong vehicle.

The Department has the following comments and concerns—

AMENDING THE BILL TO MAINTAIN TAXPAYER C0NnOENTIALIrY WAS
CRITICAL_The Department supports thc recent amendments that eliminated the
requirement that the Department share confidential twtpayer information with the counties.
mc Department holds taxpayer information in confidence as is required by law and to the bettennent
of the sclf.repofliflg tax system.

Presently. FIRS § 237D- L 3 provides the Department with limited ability to discuss taxpayer
information with third parties, including other government entities. The Senate Committee oqi Ways
& Means pointed out this provision and asserted that it allows counties to access tax infonnation.
However, the Committee did not take into account that in order to obtain specific taxpayer
information, there must be a finding 012 “nuittrlsl interest” Since Department personnel are
subject to criminal liability for improper disclosure, thc determinatiOn ofwhcther a material interest
exists should riot be made haphazardly. Moreover, tax Information can only be released for “tax
purposfl only.” Again, with criminal liability at stake, the determination ofa tax pwposc cannot be
made haphazardlY. With rc&wd to illegal vacation units, the purpo~ts for which counties are
seeking lax information is to enforce zoning laws—not tax laws. Thus, the counties have no
legitimate tax purpose for taxpayer information.

The Departtflent still be unable to share infonriation oftaxpayers that rent property and who
do not Currently pay Inlisient accommodations tax. During the last audit project. information of
non-reporters was obtained from federal tat information. This information cannot he shared
with the countieS under any circumstances. Any infonnation on non.reporlets cannot be shared
because the information can only be obtained from federal information; not any state returns.

The Department’s ability to release taxpayer information, such as specific addresses or
locations, is very limited because releasing the address, as was required in prior drafts of this bill,
obviously identifies the taxpayer.

The Department appreciates the amendment that allows the Department to accept tips from
third parties; hoWCYCt, the Department notes that the ability to receive information from third panics
exists under current law. Essentially. information regarding this legislation will only flow one
direction, from the counties to the Department.

INCREASED SCRUTINY ~IAY DRIVE TAXPAYERS UNDERGROUND—The
Departmnellt points out that after its last audit project with [TA, the Department concluded that, in
general. those that rent transient accommodations arc tax compliant. The Department fears that any
increased sen,ilinv could potentially backfire and drive otherwise tax compliance individuals
underground.” Taxpayers that are forced “tuidergrotind” can have a direct impact on collections.

sl3i~.Sfl3jIPI AN~’~~L”07 I iN k.
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THE NECESSIIY OFTH1S BILL 15 QUESTIONABLEl~ De~nwnt believes that
this legislation I& uflflecc55~Y. One issue that arose in prior committees was the status of the
Department’s efforts with the FITA regarding the audits of transient accommodations providers.
j~c1uding bed and breakfasts.

The I-IT A employed a consultant to search the Internet for advetlisements for bed and
breakfast operators ~tid vacation renttils in Hawaii- HTA pro~’tdtd thc results of this search to the
Depanmetit. IITA’S consultant located I ~452 adveflisement5 for bed and breakfast operators and
6.902 adveflisemC~~tS for vacation rentals. Many advertiscinefl’-~ were redundant because many
operators and renters advertise on more than one website.

~ftcrcoflehitiflg 1ffA’s inrormation with the Department’s files and other information that

was available, the Dcparlinettt initiated 123 audits on bed and breakfast operators thai the
Department believed were not properly reporting Hawaii taxes. The Department also initiated 182

• audits on vacation renters.

Of the 305 combined cases, the Department has closed 68 audits and assessed SI ,473,21 9 in
delinquent taxeS.

THIS BILL CORRECI’LY PLACES THE ONUS OF IDENTWYING RENTAlS ON
THE COUNTIE&_tbe issue of TMillcgar transient accommodations is primarily a county issue.

• The recent coniplaints received by neighborhoods where transient accommodations arc of
great concern relates to zoning violations—not tax V14lZtdOflS, As stated a~ve, the Department
concluded that, for the most part, transient accornTnodatiW~ providers are tax compliant. Whether
the structure is zoning compliant is another matter. Zoning laws are strictly a matter for the county.
The lcpaflflieflt supports that this legislation shifts the onus of idcnti~ing and investigating the
location of the suspect rentals on the counties. The counties should not be using the tax system to
police its zoning laws-. Nonetheless, the Department is more than willing to assist in order to assure
maximum revenUt. Ihough. as stated above, the Committee must be cognizant that tncreased
scrntiily on these rentals may drive otherwise tax compliant ta.xpayerS underground.

SPECIFiC MULTi-AGENCY TASKEORCE, RESOURCES_F~~flh~0Te. if the
Committee is considering the Department to dedicate resources to brgCliD8 the residential vacation
rental and transient accoinmodatiois tax enforcement, the Department would need additional
resources that can be used to focus on this one area of tax collections with the assistance of ether
entities. The Committee provided the Department with art appropriation. The Department had
previouslY requested an appropriation in the amount oIapproxitnateIY 5980.000 in order to staff an
investigaii%’e office, auditors, and other facilities need-s in order to comply wtth this legislatIon. In
addition, the bill now requires the Department tO prepare additional reports to the Legislature and
requests an appropriation to handle this request.

I lowe~~# as discussed, the Department questions whether tins legiSlat~OiI is necessary. The. Lepaflmenh does not believe there is substantial non_compliance nith ray ohkqafion’

Hased upon the foregoing, the Department opposes this bill and requests that it beheld as
burdensome and unnecessary

~It~ .~
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Thank you for the oppofluflLty ~o testily.
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