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Re: Real Property Tax Advisory Comm. Report : ‘

NO to P. 11, 5.2 Recommends Using State’s Transient Accomnmcfa‘ti@rﬂ'ﬁﬁi-@“- i

Returns as helpful in enforcing present tax clasngg@gﬂf_yU. HAWA

transient use...
THIS IS UNLAWFUL

1- This 5.2 Section (attached) claims it is presently authorized under HRS
Sect.237D-13(a}{10), (also attached) for the State to disclose to County
officials an individuals transient tax returns. This Is Incorrect!!!!

a) Under 13a(10), 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)

Yokt

Attachments: Real Property Tax Advisory Report, P. 11, Sect. 5.2
HRS Sect. 2370-13{a){10)
Dept. of Taxation Testimony of April 3, 2007
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“This bill requires the Department of Taxation {Department) to coordinate with the Hawaii
Tourism Aushority (HTA) and the various countics 10!

. Investigule into current nonresidential transient uses of residential property;
+ Report on various developmcents of transient accommodations tax collections; and
o Anpalyze the current transient accommuodations 1ax return forms.

The Senate Committee on Tounsm & Government Operations made various amendments to
the bill.

The Senate Committes on Economic Development & Taxation made vanous substantive
amendments to the bitl,

The Senate Commitice on Ways & Means made technical, nonsubstantive amendments to the

measure.
The Senate passed ihe measure on third reading.

The Joint House Commitice on Tourism & Culture and Economic Development & Business
Concerns amended the ili by climinating provisions requining the Dcpartment 1o share confidential
tax information and requiring HTA and the counties (o provide information 1o the Department]
requiring the Departmen 10 7¢port on tax statistics and investigation performance: and requinng the
counties o develop identification and permitting of vacation rentals.,

The Department of Taxation supports the amendments that climmate the Department’s
requirement 1o disclose confidential taxpayer miormation. However, the Depanment 9pposes this
measure as burdensome and nonegessary

The Department supports legislation that is aimed &t assuring optimum revenue collections,
especially from delinquent or unpad sources. Though the issue of illegal transient acconunodation
units has primanly been an issuc for the countics, the Department recognizes the shared nterest with
he counties 10 assure it transient accommodation providers are in full compliance with the vanous
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laws, including tax laws. However, the Department behicves this bill is the wrong vehicle.

The Department has the following comments and concerns—

AMENDING THE BILL TO MAINTAIN TAXPAYER CONFIDENTIALITY WAS
CRITICAL—The Department supports the recent amendments that eliminated the
requirement that the Department share confidential taxpayer information with the counties.
The Department holds taxpayer information in confidence as is required by law and to the betterment

of the scif-reponting tax system.

Prescrly, HRS § 237D-13 provides the Department with limited ability fo discuss taxpayer
information with third parties, inchuding other govemment entities. The Senate Commitiee on Ways
& Means pointed out this provision and asserted that it allows countics to access tax infonmation.
However, the Commitice did not take into account that in order to obtain specific 1axpayer
information, there must be a finding of 2 "material interest.” Since Deparnment personmel are
subject to criminai liability for improper disclosure, the determination of whether a material interest
exists shoutd not be made haphazardly. Morcover, tax informution can only be released for "tax
purposes only.” Again, with criminal liability at stake, the determination of a tax purpose cannot be
made haphazardly. With regard to illegal vacation units, the purposes for which counties are
seeking tax information is to en force zoning laws—uot tax laws. Thos, the counties have no
tegitimate (ax purpose for (axpayer information.

‘The Department will be unable to share information of taxpayers that rent property and who
do not currentiy pay transient accommodations 1ax. During the last audit project, information of
pon-reporiers was obtaioed from federal tux information. This information cannot be shared
with the counties under any circumstances. Any information on non-reporters cannot be shared
because the information can only be obtained from federal information; not any stalc retums.

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

abviously identifics the taxpayer.

The Depariment appreciates the amendment that allows the Department to aceept tips from
third parties; however, the Depanment notes that the ability to receive information from third pantics
exists under curreni law. Essentially, information regarding this legislation will only flow one
direction, from the counties 10 the Department.

INCREASED SCRUTINY MAY DRIVE TAXPAYERS UNDERGROUND--The
Departinent peints oul that after its last audit project with HTA, the Depantment conciuded that, in
general, ihose that rent transicnt accommodations arc tax compliant. The Depariment fears that any
increased scrutiny could potentially backfire and drive otherwise tax comphance individeals
“underground.” Taxpayers that are forced "underground” can have a direct impact on collections,
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THE NECESSITY OF THIS BILL 1S QUESTIONABLE-~The Department behieves that
this legisiation 1s URNECCSSATy. One issue that arose in prior COMMItCES Was the status of the
Department's eflons with the HTA regarding the audits of iransient accommodations providers,

including bed and break fasts.

The HTA employed 2 consultant 1o search the Intemnet for advertisements for bed and
breakfast operators and vacation cenials in Hawaii. HTA provided the results of this scareh to the
Deparntment. HTA'S consultant located 1,452 advertisements for bed and breakfast operators and
6,902 adverusements for vacalion rentals. Many advertisements were redundant because many
operators and renters advertise on more than one website.

After correlating HTA's information with the Department’s files and other information that
was available, the Department imtiated 123 audits on bed and breakfast operators that the
Department believed were nol property reporting Hawai taxes. The Department also imtiated 182

‘audits on vacation renters. .

Of the 305 combined cases. the Department has closed 68 audits and assessed $1,47321914n

delinquent taxcs.

THIS BILL CORRECTLY PLACES THE ONUS OF IDENTIFYING RENTALS ON
THE COUNTIES—The issuc of “illegal” ransient secommoxations is primarily a county issue,
The recent complaints received by ncighborhoods where transient accommodations are of
great concern relates to zoning viciationy—uool tax vinlptions. As stated above, the Depaniment
copchuded that, for the most part, transicnt accommodations providers afe fax compliant. Whether
the structure is Zoning compliant is another matter. Zoning laws arc strictly a matter for the county.
The Depaniment supports that this legislation shifts the onus of identifying and investigating the
location of the suspect rentals on the counties. The counties should not be using the tax system (o
police its zoning laws. Nonetheless, the Department 18 more (han willing to assist in onder to assure
maximum revenue.  Though, as slated above, the Committee must be cognizant that increased
scrutiny on these rentals may drive otherwise 1ax compliant taxpayers underground.

_ SPECIFIC AMULTI-AGENCY TASKFORCE, RESOQOURCES—Furthermore, if the
Committce is considerng the Depantment o dedicate resources to targeting the residential vacation
rental and transient accommedations tax enforcement, the Department woukd need additional
resources that can be used 1o focus on this one area of tax coliections with the assistance of other

entities. The Cennmities provided the Depaniment with an appropnation. The Depanment had

previousiy tequested an apprmpriation in the amount of approximately $930.000 n onder to staff an
investigative office, auditors, and other facilitics needs in order to comply with this legisiation. In
addition, the kil now requires the Depariment 1o preparc additional reports to the Legislature and

requests an appropriation to handle this request.

{{owever. as discussed, the Department questions whiether this tegislation is necessary. The

Department docs not believe there is substantial non-compliance with rax obligations

Hased upon the forcgomg, the Department opposes this bill and requests that it be held as
hurdensome and unnecessary.
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Thank you for the opportunity 1o testify.

- Mﬂ( '

KURT KAWAFUCHI
Director of Taxalion
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