Final Report concerning the recommendations of the Task Force


STATE OF CONNECTICUT

TASK FORCE TO STUDY MUNICIPAL TAX COLLECTION

SUMMARY OF TASK FORCE RECOMMENDATIONS

· General Assembly consider doing a comprehensive study of the issues associated with the taxation of motor vehicles and research any national trends that may have developed recently in this field.
· General Assembly consider Codifying Attorney General’s opinion that third party entities may only be used as an agent working under the supervision of the municipal collecting official.
· General Assembly consider requiring that any contractor wishing to market municipal tax collection services to Connecticut municipalities be first certified by OPM as to the content and form of its product and contract.

Background

In 1995 the Connecticut General Assembly authorized the passage of Public Act 95-228, which was subsequently amended by Public Act 96-217,Special Act 97-14, and Special Act 98-5.  This legislation created the Task Force to Study Municipal Tax Collection and provided the Task Force with the following goals:  

1. Recommend State statutory and administrative changes needed to improve the administration of municipal property tax collection functions.  These changes should consider increased coordination and sharing of information between state agencies and local governments.

2. Recommend the terms and conditions under which municipalities could be authorized to outsource/sell property tax collection functions /mechanisms.

3. Report on the latest in technology and innovations in municipal property tax collection administration, as well as on the latest collection techniques used in the private sector which may be of benefit in collecting municipal taxes.

4. Monitor the results of the pilot programs.

 The Task Force decided that it would pursue each goal separately by forming subcommittees whose work was concentrated on the legislative mandate.  In addition to the work of the Task Force Members, these subcommittees benefited greatly from the participation of many interested parties from state and municipal government as well as industry.  Below is a description of some of the Task Force’s accomplishments under the specific goal headings.  The Task Force hereby wishes to recognize the effort and thank all of those who participated in this endeavor.

Recommend State statutory and administrative changes

As was documented in the previous reports to the General Assembly the Task Force used this opportunity to bring together municipal tax collector and finance officers, state representatives from several agencies and interested parties whose businesses provide services to Connecticut municipalities.   These meetings provided a forum by which challenges to the collection of taxes were identified; they also allowed for the brainstorming of possible solutions to some of those identified hurdles.

One of the greatest contributions was made by representatives from the City of New Haven who were able to share the greatest challenges of collecting taxes in a big city, many of them shared by some of our smaller municipalities.  Once identified, many of those concerns were addressed through administrative changes or dissemination of educational materials.  Where the identified problem required legislative changes, legislation was sponsored either by the Office of Policy and Management and the Task Force or the City of New Haven itself.  Municipal collection issues identified as challenges addressed through Task Force efforts and General Assembly action include the following:

· Filing of tax liens on land records -  P.A. 97-91  An Act Concerning Municipal Tax Liens
· Redemption Period of Tax Sales -  P.A. 97-139  An Act Concerning The Redemption Period For Municipal Tax Sales
· Summary foreclosures -  P.A. 97-320  An Act Concerning Notice To Homeowner Of Protections From Foreclosure And Concerning Prevention Of Neighborhood Blight
· Tax Lien Sales/Assignments - P.A. 97-83  An Act Concerning The Municipal Suspense Tax Book

The Task Force also worked very closely with the Department of Motor Vehicles in identifying issues that prove problematic for municipalities when collecting motor vehicle taxes.  The motor vehicle tax is an issue that is of grave concern to every municipality.  Municipal tax collectors often identify the mobility of this asset as a problem.  The Department of Motor Vehicles has endeavored to be increasingly responsive to the needs of municipalities.  Recently challenges have occurred related to the assessment and taxation of leased motor vehicles; the laws governing those areas were written when ownership was the only option and leasing wasn’t available.  A significant amount of time was spent studying this issue and it is believed that many of the changes required may be accomplished through administrative rule.

The taxation of this property class, however, continues to be very work intensive and very challenging for the municipalities. The fact that these taxes for the most part represent a very small percentage of the taxable property but are made up of a very large number of accounts that must be administered has long been a subject of complaint by municipal collecting officials.  Task Force staff researched and studied models used by other states to address the issue of eliminating the taxation of motor vehicles but in the end it was decided that it was not in the purview of the Task Force to recommend the elimination of this tax.  

One of the greatest challenges to eliminating the motor vehicle tax would be the loss of income to the municipalities, especially the urban centers.  Although this property class is a small percentage of the taxable grand list, it does account for the collection of millions of dollars in revenue, and at least in the biggest cities, it may be the only property of a large segment of the population that is subject to local taxation.  Although it is understood that several Task Forces and Commissions have studied this issue in previous years, in our estimation it may once again be beneficial to have a comprehensive study of the taxation of motor vehicles. There should be emphasis on identifying any national trends that may have developed recently which could bring relief to this field.

Collaborative efforts were also undertaken with the Department of Revenue Services.  DRS was at the time studying its own use of technology, mainly the use of statewide databases, to increase its tax collection efforts.  Representatives from DRS attending Task Force meetings believed that their efforts in improved technology could also be of benefit to Connecticut municipalities.  In 1999 the General Assembly adopted legislation which allows municipalities to enter into a revenue sharing agreement with DRS.  A municipality who enters into the agreement would provide DRS with an electronically transmitted list of its delinquent taxpayers and DRS would be able to offset those delinquencies against any income tax reimbursement due to the taxpayer.

Recommend the terms and conditions under which municipalities could be authorized to outsource/sell property tax collection functions /mechanisms.

In 1992 the Attorney General’s Office issued an opinion, which we have attached, that essentially stated that whatever outsourcing model is used, the third party must always act under the supervision of the collecting official.  The work of the Task Force, and its observation of the pilot programs, corroborates this opinion; it is the Task Force’s belief that the statutory authority of taxation and collection resides with the Tax Collection Official.  Any outsourcing of property tax collection functions should bear this in mind and any contracting agreements should contain language that places the ultimate decision making authority with the municipal collecting official.  The Task Force would recommend the consideration of legislation which codifies this belief that third party entities may only be used as an agent working under the supervision of the municipal collecting official.

The Task Force’s research also indicated that whenever possible the deal should be structured so that the municipality remains the owner of any assets assigned to a collection agent.  The main factor, in the Task Force’s estimation, that caused some of the pilot programs not to be as financially beneficial to the municipalities as initially hoped was the fact that the sale of the asset also meant the loss of the 18% statutory interest associated with the delinquencies.   The Office of Policy and Management had the opportunity to review and approve all of the municipal agreements for the municipalities entering into a pilot program.  The knowledge in existence at the agency should be utilized by having the requirement that any contractor wishing to market to Connecticut municipalities be first certified by OPM  as to the content and form of its product and contract.

The Task Force understands that during its lifetime, Connecticut General Statutes 12-195h, which since 1993 had allowed municipalities to sell its tax liens, was enhanced to allow for the sale of municipal water and sewer liens.  Most of the agreements for the sale of these liens which  the Task Force had an opportunity to review allow for the recovery of incurred interest charges.  We heard from several municipalities and non-profit community development corporations who stated that they sometimes experience difficulties in identifying the holders of the liens when trying to purchase them back to meet a community need.  There are, however,  reports of several municipalities who have been able to hold very successful tax lien sales; and several also report that the advertisement of an upcoming tax sale may act as inducement to get delinquent tax payers to seek to address their delinquencies with a municipality rather than have their liens sold to a third party entity.  The Task Force finds that although there may be problems with the assignment of these liens, this legislation should stand and continue to provide Connecticut municipalities with an additional option to address their delinquencies which can be utilized as a local option.  

Report on the latest in technology and innovations in municipal property tax collection

The following chart documents the historical percentage of current tax collection percentage achieved by Connecticut municipalities from fiscal year 1994 to fiscal year ended June 30, 2001 as taken from “Fiscal Indicators” an OPM publication.

	Fiscal 
	Greater
	Between 
	Lower
	Total # of 

	Year
	than 95%
	94% & 95%
	than 94%
	Municipalities

	1994
	132
	21
	16
	169

	1995
	143
	15
	11
	169

	1996
	148
	10
	11
	169

	1997
	150
	9
	10
	169

	1998
	151
	9
	9
	169

	1999
	156
	6
	7
	169

	2000
	160
	5
	4
	169

	2001
	161
	4
	4
	169


Data on collections for fiscal year ended June 30, 2002 is not yet available since this information is culled from the municipality’s Audited Financial Statements, which material is not due at OPM until December 31, 2002 at the earliest.

Tax collection rates are cyclical and are closely tied to the state of the economy.  Collection data for 2001, 2002, and 2003 should prove very important in pointing out whether this steady increase in tax collections is sustainable.  Notwithstanding the favorable economic times of the past several years,  the Task Force believes that improvements and innovations in the technology available to collect taxes has been a very important factor in this equation.

Several improvements in this area since the Task Force’s inception have been:

· The taxpayer’s ability to use the internet to pay their taxes; West Hartford and Groton are among a group of municipalities now using this method;

· A municipality’s ability through an internet connection to access Department of Motor Vehicle databases to identify and locate statewide delinquencies;

· Innovations in the delivery of mail systems using bar codes to reduce wrong address returns, and;

· Improved ease of a municipality to file UCC-1 liens at the Secretary of State’s Office through electronic submittals. 

The credit for the dissemination of these technological and innovative improvements available in the area of collections is attributed to the Connecticut Tax Collector’s Association.  This organization is in charge of the educational needs of municipal collection officials and through its strong leadership and very active participation has been able to educate its membership often about any changes in their industry.   As in other industries, there are always other innovations being developed in the area of collections, it is almost always through these organization’s seminars and classes that a collector’s first encounter with a technological improvement occurs.       

In addition, the Government Finance Officers Association also deserves credit for its part in the education of municipal finance officers on some of these topics.  

Monitor the results of the pilot programs

This legislation created pilot programs for the privatization of Tax Collections in the Town of South Windsor and the City of New Haven.  Subsequent legislation authorized pilot programs in the Town of Seymour and the City of Waterbury; there was legal authorization for other municipalities to privatize but while several municipalities studied the opportunity none submitted an application for inclusion into the pilot program.

The programs in the Town of Seymour and the City of Waterbury were essentially a guarantee of 100% collection on the municipalities’ Adjusted Tax Levy; the contractor was paid a collection fee of .75%.  The contractor also took ownership of the municipalities’ real estate, personal property, and motor vehicles tax delinquencies and its statutory 18% annual interest rate.   

The second time the City of New Haven chose to participate in the pilot program it chose a different model.  The pilot program in the City of New Haven was different in that the contractor was a collection agent on the real estate delinquencies only, and since there was no transfer of ownership of the assets, the municipality did not lose the revenue associated with the 18% delinquent rate.  The Task Force is attaching its two previous reports, which provide greater detail on all the pilot programs.

Public Act 95-228 allowed for the establishment of pilot programs for the privatization in the Town of South Windsor and the City of New Haven.  Public Act 96-217 allowed for a pilot program in the town of Seymour and Special Act 97-14 allowed any other five municipalities that would apply to participate in the program.  The legislation on these pilot programs mandated that all procurement processes and contracts be reviewed and approved by the Office of Policy and Management.  OPM had fiscal and legal staff dedicated to this effort who reviewed each of the agreements with a view to ensure the municipality’s rights to the highest degree possible.  An analytical tool used to study the fiscal impact of the contracts on the municipalities was a model designed by the Task Force that used a ten-year historical municipal tax collection rate to forecast what the municipality might achieve for collections in several different scenarios.   

By default each participating municipality would have an ex-officio presence at the Task Force to Study Municipal Tax Collection and the Task Force would be empowered with the ability to monitor the pilot programs. The two previously issued reports contain historical information on those pilot programs in existence at that time.  Please refer to those attached reports for a historical perspective.   The following is an update.

Public Act 95-228

Town of South Windsor

Municipality assigned all of its delinquencies for a guarantee of 98.5% of its tax levy; this model included the loss of income from the 18% interest associated with the delinquencies.  South Windsor participated fully in the program for approximately 2 years.  In 1996, after doing his own financial study of the agreement, a newly hired Town Manager found the program not to be beneficial to the community.  An exit strategy was developed whereby the municipality bought back its liens and continued collections on its own by signing a closure agreement with the contractor.

City of New Haven

The City had designed and advertised a Request for Proposal for the purchase of the City’s current taxes, and received two responses to its proposal.  On its own the City was only collecting approximately 86.25% of current taxes billed.  These bid returns would have increased the City’s collection rate to 90.0% but this model also contemplated the loss of income from interest on delinquencies.  It was the City’s decision that neither of the proposals offered a positive long-term economic benefit for the city.  Under both proposals, the City would have lost money after the initial two years. At this point New Haven decided not to pursue the privatization of the entire tax collection procedure.

Public Act 96-217

Town of Seymour

The Town of Seymour was added to the Pilot program through Public Act 96-217.  The contract was awarded to Angram Business Services, Inc. (ABS): it was subsequently assigned to Capital Asset Research Corporation(CARC).  The contract was for the period of July 1, 1996 through June 30, 1998.  The contract provided for the town’s receipt of 100% of its current tax levy, subject to the terms and conditions of the Agreement, with the town being charged a .75% commission rate on the tax levy.  Additionally, the contractor would keep all interest and lien fees collected on the assigned taxes.

Previous Administration Town Officials, at a presentation to the Task Force, had stated that they were happy with the relationship between the municipality and the contractor, and viewed it as a mutually beneficial agreement.  There had been disagreement about whether the statute allowed Seymour to extend its pilot program for one more year.  Office of Policy and Management’s legal staff eventually opined that statutory language allowed the Town of Seymour to employ a third-party agent until June 30, 1999 and approved an extension to its contract for one more year.  Under then existing legislation, the Town of Seymour could only seek to amend its municipal revenue assurance agreement for one additional fiscal year to commence July 1, 1998 through June 30, 1999.  

Special Act 98-5, enacted in the 1998 Legislative Session enabled the Town of Seymour to operate a ten-year program, through 2006.  The contractor, however, filed for protection under Chapter 11 of the Bankruptcy Code during the third year of the contract, which expired as scheduled June 30, 1999.   

The Town of Seymour reports that disputes resulting from the bankruptcy action have been resolved.  The Town continues to collect delinquent taxes on behalf of the third party, which monies are then remitted to the contractor.  According to the municipality’s Tax Collector most of the delinquencies attributed to real estate have been cured.  The town will have to keep collecting and remitting to the vendor, until the fifteen-year life of the tax is expired, the amounts associated with motor vehicles and personal property delinquencies for those grand lists that were sold.  The Tax Collector also reported that this outstanding amount, which contractually belongs to the vendor, as of January 22, 2002 was worth $171,833.39 in total for all the grand lists and prior year liens that were sold.

Special Act 97-14

City Of Waterbury


As in the Seymour pilot, the City of Waterbury pursued a contract consisting of two parts, the sale of old real estate liens, and a guaranteed collection rate on new liens including motor vehicle and personal property delinquencies occurring in the current year.  The City issued a Request for Proposal delineating their specifications for the privatization of tax collections.  Waterbury received two responses; the respondents were Angram Business Services Inc. and Capital Asset Research Corporation. 

The City of Waterbury chose to pursue the bid proposed by Capital Asset.  The terms stated in the Capital Asset proposal were as follows:

· 100% of face value on remaining real estate tax liens on the 82 through 94 Grand Lists

· 102% of face value on remaining real estate tax liens on the 1995 Grand List

· Guaranteed 99.25% overall rate on the 1996 through 1998 Tax Levies 

As in previous privatization contracts, the contractor guarantees 100% collection of the adjusted tax levy, subject to the terms and conditions of the Agreement, and charges a .75% fee on the levy; it also owns the rights to the interest and lien fees associated with the delinquencies. 

Since the previous years’ real estate liens could be assigned under C.G.S. 12-195h, and that assignment is not subject to OPM’s approval, the City executed that contract separately on August 31, 1997.  City Officials negotiated with the contractor for the purchase of the 96-98 Tax Levies, and the motor vehicle and personal property delinquencies.  

The approved contract contemplated three payments by the contractor, one in August, which would provide the City with a collection equal to 55% of its adjusted tax levy, and one in February, which would bring the City’s collection rate up to 89% of its levy.  The last payment would come at a mutually agreed date between June 30th and July 31st and would be for an amount which would bring City collections to 99.25% of the adjusted tax levy including the supplemental levy on motor vehicle.  City Officials forwarded a contract signed by all parties on April 28, 1998.

Office of Policy and Management staff utilized the recommended long-term financial analysis model to determine what the impact of the contract would be on the City.  As in previous communities, the results of the model indicated that for budgetary purposes there was a loss of income if the contract was not renewed at the end of three years.  

The contractor eventually filed for bankruptcy and was unable to continue to make the scheduled payments to the City.  Long deliberation and negotiations ensued.  The final agreement named a third party entity that will continue to receive reimbursements from the City for any moneys collected on the 1998 and 1999 Grand Lists.  The 2000 Grand List was never transferred to the contractor and the City is able to keep all payments associated with that levy for its use.

City Of New Haven

After going trough the Request for Proposal process and choosing not to sell their liens, the City embarked in a thorough study of their Tax Collector’s Office and their collection procedures.  Many improvements were made, including the assignment of an attorney to the office to concentrate on legal issues regarding collection.  The City, however, continued to have a low collection rate and continued to pursue ways to improve this area.  New Haven, eventually, chose to enter into an outsourcing agreement with JER Revenue Services under the auspices of this legislation.

The New Haven model differed from previously seen models in that the City continued to own the asset and did not have to forego the added income from the statutory incurred interest.  JER, the entity awarded the contract, would service the liens assigned to them and continue through the entire collection process including foreclosure, taking of a property title for the City and any property management needed to return the property to the tax rolls.  The City of New Haven initially entered into a one year agreement in January of 1999 but has since renewed several times. 

The City has reported that it is very happy with the services being provided by the contractor and that its current tax collection rate has greatly improved.  The fiscal indicators book published by OPM reports that as June 30, 2001, the City of New Haven had collected 95.1% of its current tax levy; the same report indicates that in 1995 the City was collecting 86.3% of its current tax collections.  

Enclosures:

Exhibit B  - Membership Roster of Task Force
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