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Metropolitan King County Council
Budget and Fiscal Management Committee
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	Proposed No.:
	2016-0243
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	June 8, 2016




SUBJECT

A motion relating to partial payment of delinquent real property taxes, requesting the Executive to establish a pilot program.

SUMMARY

This is the second hearing for Proposed Motion 2016-0243. The motion requests the Executive to establish a 36-month pilot program to allow King County homeowners to submit partial payment of delinquent real property taxes as allowed by state law. The motion also requests two reports to inform the Council 1) of the plan for notifying eligible homeowners about the program (due by program commencement), and 2) about program participation, associated costs and program continuation beyond the pilot period (due twenty-four months after program commencement). This staff report also addresses questions asked at the last hearing on May 25, 2016.

BACKGROUND 

All property in Washington is subject to property tax each year based on its assessed value unless specifically exempted under state law. Property taxes are due on April 30th each year, with an option for eligible accounts to submit half the tax by April 30th, and the other half by October 31st. Tax payments not made on time are considered delinquent and subject to interest and penalties. Property for which taxes are three or more years delinquent become subject to foreclosure. Executive staff indicate that throughout any given tax roll year in King County there are between 15,000 and 25,000 current-year delinquent real properties, between 6,000 and 12,000 prior-year delinquent properties, and between 100 and 2,500 real properties subject to property tax foreclosure.

State law requires county treasurers to bill, collect and distribute property taxes. Legislation passed in 2014[footnoteRef:1] expanded the authority of county treasurers to allow for acceptance of partial tax payments for delinquent and current-year property taxes. Of note, taxpayers are required to pay their current-year property tax as a condition to submitting partial payments for prior-year delinquent taxes. Additionally, state law generally requires that interest continue to accrue even if a payment plan is established. [1:  Substitute House Bill 2309, which became Chapter 13, Laws of Washington 2014.] 


King County to date has not offered a partial payment option for delinquent real property taxes. 

At the end of March 2015, King County’s mainframe legacy system used for billing and collecting property taxes was migrated to a modern server-based platform to reduce system costs and risks/vulnerabilities. The updated system, like the old system, is set up to only allow for half or full-year tax payments.

There are, however, options for enabling acceptance of partial tax payments. Table 1 below describes two approaches for partial tax payment acceptance utilized by Pierce and Kitsap Counties. 

[bookmark: _GoBack]Table 1. Business Model Examples for Partial Property Tax Payments—Pierce and Kitsap Counties

	Participant County Information
	Business Model Highlights: Marketing approach, Plan Type(s) Offered, Eligibility, Payment Processing and Associated Fees.
	Potential King County Participation[footnoteRef:2] [2:  King County estimates are based on extrapolation using the parcel ratio between King County and the county of each respective program model.] 

	Considerations, As Identified by Executive Staff

	Pierce County:
1 year-old program,
76 accounts 

	· Low visibility, low level marketing; higher cost to participate; plans administered externally by vendor.
· Current year prepayment plans offered.
· Prior year(s) payment plans offered.
· Taxpayer cannot be late with current year tax to participate in a prior-year payment plan per state law.
· Payment plan set up manually by county staff.
· Vendor manages entire plan once established.
· Vendor retains payments until paid in full, then transmits funds to the County.
· $50 set-up fee (taxpayer pays).
· $10-$15 monthly fee (taxpayer pays).
	150-200 accounts

	· Lower administration cost.
· Allows taxpayers not in foreclosure to participate, but the program is not extensively advertised.
· Higher participation fees.

	Kitsap County:
2 year-old program,
458 accounts 
	· Higher visibility and marketed as an alternative way to pay taxes; plans administered internally by staff.
· Current year prepayment plans offered.
· Prior year(s) payment plans offered.
· Taxpayer cannot be late with current year tax to participate in a prior year payment plan per state law.
· Payment plan set up online or by county staff.
· Payments managed entirely by the county.
· $0-$2 participation fee (taxpayer pays).
	2,500-3,000 accounts 

	· Higher administration cost if staff administered.
· Allows taxpayers not in foreclosure to participate, and program is widely advertised.
· Lower participation fees.




ANALYSIS

Proposed Motion 2016-0243 would request the Executive to establish a 36-month pilot program allowing King County homeowners to submit partial payment of delinquent real property taxes as allowed by state law. Important to note, while Proposed Motion 2016-0243 does not require the Executive to execute this request, it prescribes program criteria, such as an October 3, 2016 commencement date, and requests program reporting related to program implementation, participation and administration. Executive staff have indicated an interest in program implementation.

As identified in Table 1, considerations when establishing a property tax partial payment program include:
· Set up and administrative costs, and the benefits or detriments of processing payments in-house or through an outside vendor. 
· Program marketing strategy, and the benefits or detriments of a passive versus active marketing approach.
· Program participation and accessibility with respect to impact(s) of user fees.

Program marketing - The proposed motion prescribes department discretion over program notification, but requests the Executive to notify Council of its plan for program marketing. Advantages of an active marketing approach include broad outreach to potential program participants through tools such as department website links, brochures and media releases. Advantages of a passive marketing approach include lower department administration costs and directed outreach to maintain a practical and appropriate pilot program size. FBOD indicates that it is feasible to finalize a program marketing approach before a prospective October 3, 2016 pilot program start date.

Payment processing - Executive staff indicate that due in part to the complex nature of programming the new software system to accept partial tax payments, this option could not be addressed until 2017 at the earliest. Costs related to such system programming are currently unknown and may not be cost-effective to the county for a small-scale pilot program. FBOD recommends that King County offer a vendor-managed partial payment program similar to Pierce County. Of note, this approach would include conducting risk assessment with regard to labor and legal considerations. Additionally, as noted in Table 1, this approach would likely yield lower department costs and higher participation costs compared to the processing of partial tax payments internally within the department. 

Program reporting – The proposed motion requests two reports from the Executive to Council. The first report, due to Council by October 3, 2016, is to inform the Council of the plan for notifying eligible homeowners about the pilot program (program marketing). The second report, due to Council twenty-four months after program commencement, is to provide information about program participation, associated costs and the Executive’s recommendation and, if applicable, decision on program continuation beyond the pilot period.

Of note, additional considerations may arise if the pilot program significantly increases in scale and/or beyond the pilot period. These considerations include special district impacts and potential cash flow impacts from partial tax payments. Executive staff indicate these impacts are anticipated to be minimal during the pilot based on the recommendation of a program model similar to Pierce County, which would likely yield a participation rate of between 150-200 tax accounts in King County. 

Questions from May 25, 2016 Hearing

Please indicate whether there are exclusions from adding further conditions to program participation, such as hardship criteria or limiting the program to residential real property?

Agency response: State law does not specify how a program is to be set up, meaning commercial property could be excluded from program participation, and income eligibility thresholds could be added. However, specifying an income threshold adds a layer of complexity to program administration. Moreover, of note, Treasury currently offers partial payment plans for personal property accounts for struggling businesses to become current on their taxes.

What impacts are there to penalties, fees or interest while an accountholder is participating in a partial payment program for delinquent real property taxes? 

Agency response: Penalties and interest still apply for taxpayers participating in a prior-year partial payment plan. If an amortization schedule were used, there would be a decrease in the total amount of interest paid.

What could happen if an accountholder were to become past due on their current taxes while participating in a delinquent real property tax partial payment program?

Agency response: In order for a tax payer to participate in a prior-year partial payment plan, the tax payer cannot fall behind in maintaining current year payments. If this situation occurred, the taxpayer has defaulted on the payment plan agreement and terms.
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