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Executive Summary

Senate Joint Resolution 127 required our office to review the extent to which owners received tax
relief under the Persona Property Tax Relief Act of 1998 for unquaified vehicles. The 1998 Genera
Assembly enacted the Personal Property Tax Relief Act (the Act), which provides tax relief on personal
property taxes paid on the first $20,000 of value for qualifying vehicles. The Act includes provisions for the
phase out of the tax on qualified vehicles over 5 years. The Act aso defines qudifying vehicles and requires
that the vehicles use be for non-business use.

FINDING

We have determined that local Commissioners of the Revenue cannot enforce the provisions of the
Act for determining if a vehicle' s business use exceeds the levels set by statute. The current process does not
provide Commissioners of the Revenue information on vehicles used for business purposes that do not qudify
for tax relief under the Act.

Also, the current process does not adequately inform the public of how they should report their
vehicle use to comply with the laws of the Act.

RECOMMENDATION

If the Genera Assembly wishes to have the Commissioners of Revenue enforce the provisions of the
Personal Property Tax Relief Act of 1998 concerning ungualified vehicles used for business purposes, the
General Assembly will need to have the following done.

1. The Department of Taxation must provide the Commissioner more information about who is claiming
a deduction or expense and information about the vehicles.

2. The Commissioner must provide taxpayers information about the provisions of the Personal Property
Tax Reief Act of 1998 concerning unqualified vehicles used for business purposes both when the
taxpayer initidly registers the vehicle and during the billing cycle. Commissioners and Treasurers
must require taxpayers to certify the vehicle use at registration and billing.

3. The Department of Motor Vehicles must require vehicle dealers and leasing companies to certify use
of vehicle at registration and provide this information to Commissioners.

4. The Generd Assembly may wish to provide some incentive to the Commissioners for enforcing this
provision and defraying the cost of the information.
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Auditor of Public Accounts
P.O. Box 1295
Walter J. Kucharski, Auditor Richmond, Virginia 23218

December 1, 2000

The Honorable James S. Gilmore, 11
Governor of Virginia

State Capitol

Richmond, Virginia

Members of the Virginia Generd Assembly
Generd Assembly Building
Richmond, Virginia

We have completed our study of the Persona Property Tax Relief Act of 1998 (the Act) as directed
by Senate Joint Resolution 127 of the 2000 General Assembly and are pleased to submit our report entitled
“A Study to Determine the Extent that Owners Recelve Tax Relief for Unqualified Vehicles under the
Personal Property Tax Relief Act of 1998.”

Scope

In conducting this review, we researched the roles and responsibilities of state agencies, loca
governments, leasing companies and others involved in administering the Act. We reviewed the processes
that local governments use to determine if vehicles qudify for tax relief under the Act. We obtained
information regarding these processes through use of a survey sent to loca Commissioners of the Revenue
and through interviews with state and loca officials.

Results

We have determined that the current process does not provide enough information for loca
Commissioners of the Revenue to enforce the provisions of the Act. Also, the process does not adequately
inform the public of how they should comply with the laws of the Act.

We have recommended several measures to help Commissioners enforce the provisions of the Act
and to educate the public about the law. We provide these recommendations within this report.

We discussed this report with agency directors from the Departments of Motor Vehicles and Taxation
and the President of the Local Commissioners of the Revenue Association, and include their response to this
study in Appendix C of this report.

AUDITOR OF PUBLIC ACCOUNTS



Purpose of Study

Senate Joint Resolution 127 (2000) requested the Auditor of Public Accounts to review the extent to
which owners received tax relief under the Personal Property Tax Relief Act of 1998 for unqualified vehicles.

Background Information

The 1998 General Assembly enacted the Persona Property Tax Relief Act (the Act), which provides
tax relief on persona property taxes paid on the first $20,000 of value for qudifying vehicles. The Act
includes provisions for the phase out of the tax on qudified vehicles over 5 years. The Act aso defines
qualifying vehicles and requires that the vehicle use be for non-business use.

Qualifying vehicles are privately owned or leased cars, panel and pick-up trucks (less than 7,501
pounds) and motorcycles.

Non-business means that the preponderance of a vehicle's use is for other than business purposes.
The Act further defines “preponderance of use for other than business purposes’ shall be deemed not to be
satisfied if: (i) the motor vehicle is expensed on the taxpayer's federal income tax return pursuant to Interna
Revenue Code § 179; (ii) more than fifty percent of the basis for depreciation of the motor vehicle is
depreciated for federa income tax purposes; or (iii) the allowable expense of total annua mileage in excess of
fifty percent is deductible for federal income tax purposes or reimbursed pursuant to an arrangement between
an employer and employee.

The chart below provides the percentage of taxes eliminated over a five-year period, for vehicles
valued at more than $1,000 and less than $20,000.

Per centage of the Car Tax Bill Eliminated

1998 [7]12.5%
1999 27.5%
2000 47.5%
2001 70%
2002 | 100%
T T T T T T T T 1
10 20 30 40 50 60 70 80 0 100

For tax year 1998, taxpayers paid 100 percent of their tax bill and subsequently received a check from
the Commonwedth of Virginia for the 12.5 percent tax reduction. Beginning in tax year 1999, localities
reduced tax hillings based on the percentage rates outlined in the chart above. Locdlities then receive
payments from the state for the full amount of the reduced tax collections by submitting a reimbursement
request to the Department of Accounts (Accounts). For the fisca year ended June 30, 2000, the
Commonwedlth paid $338,790,000 to locdlities for tax relief granted to citizens.



M ethodology

In conducting this review, we researched the roles and responsibilities of state agencies, loca
governments, leasing companies, and other parties involved in administering the Act. We reviewed the
processes that local governments use to determine if vehicles qualify for tax relief under the Act. We
obtained information regarding these processes through use of a survey sent to local Commissioners of the
Revenue and through interviews with state and local officias.

Primary Study |ssues
We have identified two primary study issues in determining whether owners using vehicles for
business use have inappropriately received tax relief under the Act. These study issues involve the processes
used by localities to determine avehicle's use as either primarily for personal or business. The study issues

follow.

> How do locdlities identify vehicles reported as personal use but used primarily for
business purposes, at the time of purchase or lease?

» How do locdities identify changes in a vehicle' s use from year to year?

Purchase or Lease of a Vehicle

Commercia Vehicles

Under the Act, the vehicle deder or leasing company does the initia determination of whether a
vehicle will be subject to tax relief. Vehicle deders and leasing companies know to report that al vehicles
purchased in a company name, receiving a commercial license, or being over the weight limit do not qudify
for tax relief. The Department of Motor Vehicles (DMV) receives the information, and the vehicle dealer
data goes into the registration system, and the lease information goes into a separate |eased vehicle database.
After processing, DMV provides the information to the loca Commissioner of Revenue (Commissioner).

Personal Vehicles

When an individual purchases or leases a vehicle, the vehicle dealer or leasing company could as part
of this purchase inquire about the vehicle's use. This inquiry is especialy important during the leasing
process if a company leases a vehicle, but puts the vehicle in an individud’s name. Based on the information
obtained during the purchase or lease, this data goes from the vehicle dealer or leasing company to DMV and
then to the local Commissioner.

Unless, the vehicle registration has a company name or identification or exceeds the weight limit,
DMV does not have a mechanism to challenge the correctness of the information. Most Commissioners rely
on the information from DMV to bill for either the city or county decal and prorated persona property taxes.

During this initid registration for a county or city deca, some Commissoners do have printed
materials that ask the owner to indicate the use of the vehicle. These forms do not always explain what
conditutes primarily persona use or business use, so the individua may not understand the reporting
requirement. A few localities do have signed declaration of vehicle use, however, most localities do not have
procedures requiring any declaration of vehicle use. Again, unless the Commissioners or their staff has some
reason to challenge the taxpayer, they rely on the information provided.



DMV has noted the responsihilities that vehicle dealers and leasing companies play in this process
may be unclear. To clarify and inform these groups, DMV has developed a pamphlet and training session
explaining their respongbilities.

Issues with the Registration Process

The current registration process does not inform taxpayers of the restriction related to qualifying a
vehicle for tax relief under the Act. The assumption in the processis that an individua is either purchasing or
leasing a vehicle for personal use, unless the individua informs someone to contrary. In those circumstances
where a Commissioner does attempt to obtain information about the use of the vehicle, many of the formswe
saw did not explain the reason for asking the question about “persona use or business use” In some
circumstance, the form appears to ask the question, who will drive the vehicle rather than how the owner will
use the vehicle.

Currently, DMV does not have the information to improve this process. In order to assst
Commissioner in obtaining information, DMV could dter the registration form and require vehicle deders
and leasing companies to provide information. Otherwise, DMV can only continue its educational process to
keep vehicle deders and leasing companies informed of their duty under the Act. Additiondly, if the
Commissioners do not take a more active role of informing individuas of the restriction related to business
use, then the opportunity to gather this data does not exigt.

Qualifying a vehicle for tax reief under the Act relies on the taxpayer voluntarily providing
information about the business use of a vehicle. The current process assumes the taxpayer understands that
al persond vehicles may not qudify for tax relief and will honestly inform the vehicle deder, leasing
company, DMV or the Commissioner of the vehicle's intended use. Based on our survey and discussions
with others, we do not believe that the average person understands that business use of a vehicle would
disqualify it for tax relief under the Act.

Additionally, there are only financia disincentives for any one in the registration process to
aggressively seek this information.  Obvioudy, vehicle deders or leasing companies could potentialy lose
sdes, and taxpayer ignorance works to their advantage. Commissioners reduce the cost to locality and
improve collection rates with personal use vehicles rather than having to internally bill and cdlect on business
use vehicles. And neither the Commissioners nor DMV receive funding to collect additiona information and
educate the public about the business use of vehicles.

Identifying changes in a vehicle’s use

When an individua purchases or leases a vehicle, it may not be their intent to use the vehicle for
business. However, they may change jobs or circumstances and begin using their vehicle for work.

If these individuals use their vehicles in their business endeavors, they may receive a mileage
reimbursement or claim atax deduction for the use of the vehicle on their income tax returns. The Act does
not give tax relief if the taxpayer does any of the following (i) the motor vehicle is expensed on the taxpayer's
federal income tax return pursuant to Internal Revenue Code § 179; (ii) more than fifty percent of the basis for
depreciation of the motor vehicle is depreciated for federal income tax purposes; or (iii) the allowable expense
of total annual mileage in excess of fifty percent is deductible for federal income tax purposes or reimbursed
pursuant to an arrangement between an employer and employee.



If the amount of the deduction exceeds the percentages noted above, the individual should not receive
tax relief. With some individuas the amount of usage and the amount of the deduction claimed varies from
year to year.

We examined methods available to Commissioners within the current reporting structure to determine
if they had the information to evauate the level of business use. We aso examined whether taxpayers
received information that would alow them to voluntarily report changes in the persona versus business use
of vehicles.

Taxpayers claiming vehicle expenses for business purposes, enter this information on their federal tax
return on Schedule C. The Department of Taxation no longer requires taxpayers to file this schedule with
their state returns. If the Department of Taxation did continue to require taxpayers to file this schedule, the
schedule lacks sufficient information for the Commissioners to identify a specific vehicle since they do not
contain a vehicle identification number or license plate number and, in many instances, do not contain even a
description of the vehicle.

The Department of Taxation could obtain information from this schedule from the Interna Revenue
Service information when a taxpayer files their return electronically. However, the quality of this information
would be the same as on the physical Schedule C.

Additionally, we did not find any Commissioners or Treasurers that provide taxpayers with any
information concerning the business use of vehicles and the potential loss of tax relief during the persona
property tax billing process. Commissioners who used the federal tax schedule when the Department of
Taxation provided them, stated that this was an extremely labor-intensive process and required significant
verification before they could begin questioning a taxpayer about the business use of a vehicle.

Findings and Recommendations

The current process does not inform the taxpayers of the restrictions on tax relief when they use their
vehicles for business use. As originally enacted, the business use provisions of the Act relied on voluntary
compliance by the taxpayer. However, without knowledge of the business use restriction, taxpayers are
unaware of the provision and, therefore, do not know to comply.

We found no evidence of any on-going effort to inform taxpayers of the business use restrictions in
the Act, except when originaly registering a vehicle with a Commissioner in a few localities. For the most
part, the current initid purchasing or leasing process of personal vehicles does not attempt to obtain
information about potential business use or inform the purchaser or leaser of the business use restriction.

The persona property tax billing process aso does not provide taxpayers with information
concerning the restriction on tax relief. We found no localities that provided taxpayers with any information
on the business use redtrictions after the initia registration of the vehicle.

The current lack of information on business use makes enforcement of this provison amost
impossible. Commissioners and their staff must rely amost solely on observation or limited loca information
of anindividua’s business activities.



ESTIMATING IMPACT OF NON-COMPLIANCE

We could not find any actua information on the number of vehicles, amount of deductions, or other
tax information that would provide either an actua or datistical projection of the non-compliance with the
Personal Property Tax Relief Act of 1998 for unqualified vehicles.

In order to provide the General Assembly with some basis to evauate the potential impact of this
issue, we attempted to estimate the number of vehicles and the amount of improper tax relief the
Commonwealth incurs. For this computation, we limited our analysis to only Schedule C filers. We believe
that there are potentiadly individuals who file partnership returns and farming business returns (Schedule P
that also may claim atax deduction that would disqualify them from receiving the personal property tax relief.

We obtained through the Internal Revenue Service the number of returns filed in Virginia with
Schedule C for the tax year 1998. We discussed these provisions of the persona property tax act with local,
state and federal tax officials and obtained a joint consensus that between 10 to 20 percent of the individuals
filing the Schedule C returns would have vehicle expenses that meet the personal property tax act provisions.
In appendix B, we have computed the potentia payment for vehicles that do not qudify for the personal
property tax relief at approximately $7.4 million.

POTENTIAL COMPLIANCE MEASURES

To ensure compliance with the business use restrictions of the personal property tax act will require a
twofold approach. The first item is the need to inform the public of the restriction and how they should
comply with the law. The second item is providing Commissioners with information that will allow them to
enforce the restriction.

The information campaign on the restriction needs to start with the purchase of the vehicle and follow
through to the annua persona property tax billing. DMV and the Commissioners need to develop an
information campaign that informs vehicle dealers and leasing companies of their importance in this process
of identifying business use of vehicles or at least the need to inform buyers or lessees of the restriction. The
next phase for Commissioners is providing clearer information about the restriction to vehicle owner at the
time they receive their decd. And finally, annua tax billings or other notifications should inform the
taxpayers of the restriction and give them the opportunity to indicate the use of their vehicle.

The enforcement phase of compliance will require that Commissioners have better information to
alow them to begin the enforcement process. To provide Commissioners with this information, we are
recommending that Taxation begin collecting vehicle regigtration and information for anyone claming a
deduction for automotive expenses on Schedule C. Taxation plans to collect dectronicaly the information
from the Internal Revenue Service and vehicle registration and license tag information would supplement this

information they aready plan to gather. Taxation estimates that to develop a new form and collect the
information will cost $275,000 annualy.

While Taxation’s estimate did not include funding for compliance enforcement, when individuals do
not provide the information, we believe that the Commissioners have the responsbility to request information
when a filer does not provide information. This information provides the Commissioners with at least the
basic information to enforce the provisions of the business use restriction.



COMPLIANCE COSTING AND FUNDING

While we were able to obtain an estimate for the cost of new data collection forms at Taxation, we
could not obtain any information on modifying existing Commissioner’s tax forms ether for the initial
registration or annua billing. Several Commissioners indicated that determining the cost of the change would
depend on the amount of information provided about the business use restrictions.  All Commissioners
indicated that they do not have the funding to make the change and provide for an enforcement effort. The
Commissioners aso stated that they would incur additional costs to review the forms and meet with the
taxpayers to resolve vehicles in question.

RECOMMENDATION

If the General Assembly wishesto havethe Commissioner sof Revenueenfor cethe provisionsof
the Personal Property Tax Relief Act of 1998 concer ning unqualified vehiclesused for business
purposes, the General Assembly will need to have the following done.

1.

The Department of Taxation must provide the Commissioner mor e information
about who is claiming a deduction or expense and information about the vehicles.

The Commissionersand Treasurersmust provide taxpayer sinformation about the
provisions of the Personal Property Tax Relief Act of 1998 concer ning unqualified
vehicles used for business purposes both when the taxpayer initially registersthe
vehicle and during the billing cycle. Commissionersand Treasurers must require
taxpayersto certify the vehicle use at registration and billing.

The Department of Motor Vehicles must require vehicle dealers and leasing
companies to certify use of vehicle at registration and provide thisinformation to
Commissioners.

The General Assembly may wish to provide someincentiveto the Commissioners
for enforcing this provision and defraying the cost of the information.



APPENDIX A: Senate Joint Resolution No. 127

Directing the Auditor of Public Accounts to examine the extent to which tax relief granted under the Personal
Property Tax Relief Act of 1998 is accruing to or being received by businessesindligible for such tax relief
under the provisions of the Act.
Agreed to by the Senate, February 15, 2000
Agreed to by the House of Delegates, March 8, 2000

WHEREAS, the Persona Property Tax Relief Act of 1998 (8 58.1-3523 et seq. of the Code of Virginia) was
passed during the 1998 Session of the Generad Assembly; and

WHEREAS, the Act grants persond property tax relief to private citizens of Virginia owning or leasing
certain enumerated motor vehicles and using such vehicles for nonbusiness purposes; and

WHEREAS, the amount of such persona property tax relief appears as a credit or a reduction of the tax due
on the personal property tax bills of Virginids citizens; and

WHEREAS, the full amount of such persona property tax relief is being funded by the Commonwesdlth of
Virginia through reimbursement payments to loca governments to reimburse such governments for any
decreases in revenue attributable to the Act; and

WHEREAS, the persona property tax relief for tax year 2000, as provided in the Act, is, in generd, 47.5
percent of the persona property tax assessed on such motor vehicles; and

WHEREAS, there is credible evidence that personal property tax relief under the Act, which is funded or paid
for by the Commonweslth, is being granted to or received by businesses; and

WHEREAS, such businesses are indligible to receive tax relief under the provisions of the Act; and

WHEREAS, the cost of persona property tax relief to the Commonwealth will increase if such businesses
continue to receive persona property tax relief at the expense of the Commonwealth; and

WHEREAS, the Auditor of Public Accounts is required by § 2.1-155 to incorporate into his audit procedures
and processes a review process to ensure that the Commonwealth's payments for qualifying vehicles, as
defined in § 58.1-3523, are consistent with the provisions of 88 58.1-3525 and 58.1-3526; and

WHEREAS, it isin the best interests of the Commonwesdlth to ensure that its appropriations and expenses are
limited to that required by law and no more; now, therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That the Auditor of Public Accounts be
directed to examine the extent to which tax relief granted under the Persona Property Tax Relief Act of 1998
is accruing to or being received by businesses indigible for such tax relief under the provisions of the Act.
The Commissioner shall recommend a course of action to ensure that the Commonwealth's payments for
qudifying vehicles, as defined in § 58.1-3523, are consistent with the provisions of the Act.

The Department of Motor Vehicles, the Department of Taxation, and localities shall provide technical
assistance to the Auditor of Public Accounts in the conduct of this study. All agencies of the Commonweglth
shdll provide assistance to the Auditor of Public Accounts, upon request.

The Auditor of Public Accounts shal complete his work in time to submit his findings and recommendations
by December 1, 2000, to the Governor and the 2001 Session of the General Assembly as provided in the
procedures of the Division of Legidative Automated Systems for the processing of |egidative documents.



APPENDIX B: Estimated Tax Payments on Business Use Vehicles;
Cost Estimate for Additional State Tax Form

The current process does not provide information to determine the exact amount of tax relief paid for
business use vehicles. However, we used the following information to estimate an amount the
Commonwedlth may have paid for these vehicles. All datarelates to the 1998 tax year.

Average assessed value for vehiclesin Virginia $7,250
(Source: Department of Motor Vehicles)

Median persond property tax rate for al localities $2.60 per $100 assessed
(Source: Weldon Coopers Center for Public Service, UVA)

Federa Schedule C'sfiled by Virginia taxpayers 395,066 filings
(Source: IRS, Statistics on Income website)

Taxpayers file Schedule C to report business income and expense, including expenses for use of
business vehicles.

Estimated loss to Commonwealth for payments on business use vehicles

We assumed one vehicle per each Schedule C filed and multiplied this amount by the average
assessed value per vehicle to obtain the total assessment of vehicles reported on Schedule C.

395,066 (vehicles per Schedule C)
X $7,250 (avg. assessed value per vehicle)
$28billion  (total assessment of vehicles reported on Schedule C)

Applying the median tax rate of $2.60 to this total assessed value provides the tota amount d tax
relief possibly received for these business use vehicles.

$28hillion  (total assessment of vehicles reported on Schedule C)
X $2.60 (median tax rate per $100 assessment)
$744 million  (total amount of business use vehicles receiving tax
relief)

In discussions with federal, state, and loca officias, a reasonable assumption would be that 1 in 10
Schedule C filers do not qualify for tax relief under the Act. Using this assumption, the amount of tax paid on
business use vehicles totals approximately $7.4 million. These calculations, however, do not include vehicles
reported on Schedule F (Farm Businesses) and Partnership filings, which may aso include business use
vehicles. Also, as mentioned above, we have assumed only one vehicle reported on each Schedule C.

Estimated cost to obtain additional information from tax filers

Identifying vehicles claimed as expense deductions on federa tax returns would provide a mechanism
for verifying vehicle use. Identifying these vehicles would equire capturing additiona information from
taxpayers such as vehicle identification numbers. The State Department of Taxation has provided a cost
estimate that includes developing and distributing an additional state tax form that captures the additional
information. Taxation estimates the total cost at $275,000 annudly. This cost, however, does not include a
compliance program that ensures taxpayers file the required form. Also, locaities would incur additional
costs to review the forms and meet with taxpayers to resolve vehiclesin question.



APPENDIX C: Agency Responses

State agencies and local government officias involved in our study have had the opportunity to
review and comment on an exposure draft of the report. This appendix contains responses from the
Departments of Motor Vehicles and Taxation, and the President of the Commissioners of the Revenue
Association. Technical corrections have resulted from the written comments made to us in this version of the
report. As a result, some response comments and page numbers do not correspond to this revision of the
report.

The tables below present certain issues included in the agency responses that we believe require

further clarification.

Department of Taxation Concer ngComments

APA Response

1. The auditor's recommendation to develop an
additiona tax form would require Taxation to
identify dl Schedule C filers within the
Commonwedth.  Taxpayers are no longer
required to file Federal Schedule C with their
Virginialndividua Income Tax Returns.

The IRS redtricts the use forms or returns by
date tax agencies to date tax administration
purposes only. The Virginia vehicle tax is a
local tax.

Although Taxaion will not require filing of
Schedule C's with individua returns, Taxation can
dill request that Schedule C filers provide the
additiona information on the proposed State return.
Tax does receive IRS information that will alow
Commissioners to determine who files a Schedule
C.

The audit recommendation provides for an
additional state tax form that gathers vehicle
information to assist Commissioners in determining
vehicle use. As noted above, Taxation can require
all Schedule C filers to submit the new state form.
Commissoner will receive only information from
the additiond state form. We do not plan to use
Federd Schedule C athough Taxation plans to
provide this information €eectronicaly to
Commissioners for other purposes.

2. Taxpayers could certify vehicle use as a
function of filing the local annua persona
property tax return or Virginia Form 762 at the
locd level.

While the Form 762 would provide information that
we are recommending in the recommendation
related to the billing and registration process, it il
does not provide information for enforcement.

3. Locdlities or DMV could cross check
information obtained from vehicle owners
regarding the use of vehicles, to insurance
coverage records maintained by the owner's
insurer.

There is no existing requirement to report insurance
information to either DMV or the Commissioners.
Implementing this proposal would  require
legidation and other extensve administrative
changes.
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Department of Motor Vehicles
ConcernssfComments

APA Responses

The APA appears to assume that 100 percent of
business vehicle owners are ingppropriately
reimbursed for their business vehicles. The $7.4
million estimate of the cost of improper
reimbursement for business vehicles may be too
high.

The auditor’s caculation in appendix B assumed
only 10 percent of the Schedule C filers would have
a vehicle that would meet the busness use
disgudification. The estimate aso assumes only
one vehicle claimed for each Schedule C and the
value is the statewide average assessment. In
addition, our caculations do not include vehicles
reported on Schedule F (Farm Businesses) and
Partnership filings that may aso include business
use vehicles.

APA dates that DMV should alter its
registration form and require vehicle deders and
leasing companies to provide information on
vehicle use.  This is not included in their
findings and recommendations.

Recommendation number 3 was added to the fina
report and states that “The Department of Motor
Vehicles must require vehicle dedlers and leasing
companies to certify use of vehicles at registration
and provide this information to Commissioners.”

DMV would be reluctant to alter our current
vehicle registration form to capture any
information from vehicle owners, deders, and
leasing companies regarding vehicle use. DMV
Stes the lack of statutory requirements that
would require citizens to provide DMV with
data on vehicle use.

We are aware that current statutes do not require
DMV to capture information on vehicle use.
However, capturing this information would assist
Commissioners in determining vehicle use, as DMV
dready provides the Commissoners with
registration information.  Our recommendations
include General Assembly consideration of new
satutes that require DMV to obtain additiona
vehicle information for use by Commissioners when
determining vehicle use.

DMV began including new information about
the Personal Property Tax Relief Program on its
Vehicle Regigtration Application Renewa Form
in October 2000.

DMV has included new information about the
Personal Property Tax Relief Program on the
renewd form, however, this information does not
provide an explanation of what congtitutes persona
use versus business use vehicles. Without specific
information, taxpayers generaly do not know what
congtitutes business use.

If DMV started to maintain qualification data on
our records, we would be usurping the duties
and respongbilities set  forth for the
Commissioners of the Revenue.

DMV would only provide Commissoners with
additiond information to assst the Commissioner in
determining a vehicle’s use.  The Commissioners,
not DMV, would continue to determine the vehicle
use.

11




COMMONWEALTH of VIRGINIA

Department of Taxation

December 11, 2000

Mr. Glenn Loehr

Audit Director

Office of the Auditor of Public Accounts
P.O. Box 1295

Richmond, Virginia 23218

Dear Mr. Lochr:

In connection with your request that the Department of Taxation provide comments
regarding the pending study to be issued by your office addressing the Personal Property
Tax Relief Act of 1998, as directed by Senate Joint Resolution 127 of the 2000 General
Assembly, I offer the following.

As stated in Mr. John Huston’s memorandum to you dated December 6, 2000, the
Department of Taxation does not believe that it should have a role in the administration
of the car tax program. This conclusion has been reaffirmed in light of suggestions that
the Department made to you in connection with Mr. Huston’s memorandum dated
December 6 that have been incorporated within the final report. Namely, the final report
includes additional actions (Recommendation 2) that Commissioners and Treasurers must
take to obtain certifications of vehicle use during initial registration and each billing
cycle.

In addition, this report includes a new suggested recommendation, Number 3, that
necessitates certain actions on the part of the Department of Motor Vehicles (DMV)
requiring vehicle dealers and leasing companies to certify use of vehicles at registration.
While Mr. Huston went further in his memorandum to suggest that certifications might
also be obtained annually/biennially through DMV ’s vehicle registration renewal process,
at this point, given your changes to Recommendation 2, DMV’s role seems relevant and
appropriate.

Through the expanded Recommendation 2 and Recommendation 3 in this report, it
appears the needed actions to ensure greater compliance with the business/personal use
aspects of the Personal Property Tax Relief Act of 1998, if adopted by the General
Assembly, will be in place.



Mr. Glenn Loehr
December 11, 2000
Page Two

While your report continues to imply that the Department of Taxation can some how use
information it receives from the Internal Revenue Service (IRS) to identify taxpayers who
claim automobile expenses on Schedule C but fail to report properly to the Local
Commissioners and Treasurers, a recent letter received from the IRS in connection with
your review seems to indicate otherwise. I have attached a copy of the IRS letter for your
reference. In addition, as you are probably aware, the Department of Taxation no longer
requires taxpayers to provide a copy of Schedule C with the Virginia Individual Income
Tax Return. As a result, I request, as Mr. Huston did in his December 6 memorandum,
that you reconsider the role of the Department of Taxation and the attendant
Recommendation Number 1, in this report.

I thank you for the opportunity to provide this response, and please let me know if there
are further questions.

Sincerely,

Al

Danny M. Payne
Tax Commissioner
Attachment

c: John H. Huston
Director of Internal Audit

David E. Jordan
Disclosure Officer
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Internal Revenue Service

A - .

Disclosure Office A oS

Communications & Liaison Division ~
LN

Mr. David E. Jordan
Disclosure Officer
Department of Taxation

P. O. Box 1830

Richmond, VA 23218-1880

Dear Mr. Jordan:

- Department of the TisakEw

P. O. Box 10107
Richmond, VA 23240

Person to Contact:

Edwin R. Ward, Jr.

Badge No: 5+4-CC572

Phone Number: -~
(8C4) 916-8385

Refer Reply To:
54-2001-00155

Date:

November 28, 2CC0

This letter is in response to your request dated November 20m, 2CCO, for assistance in

obtaining approval for the release of summary statistics using

the rerurn informartion

provided to your agency under the provisions of Section 6103(d) of the Internal Revenue

Code.

The issue of the use of IRS computer media by state tax agencies to provide statistical
summary data to other governmental agencies was the subject of discussion at our recent
meeting in Dallas, TX, during the week of November 13, 2CCC.

The use of IRS returns or rerurn informartion by state tax agencies under Section

6103(d) is restricted to state tax administration purposes only.
Virginia is not a state tax, the Department of Taxation
IRS dara to generate the requested statistical summary

Accounts.

I spoke to the state auditor today and

understand that he has found some useful informatio

Since the vehicle tax in

is precluded by law from using the
for the Virginia Auditor for Public

informed him of our determination. 1
n on the IRS Statistics of Income

Division website. He may be able to use chis information, in conjunction with information
from the Department of Motor Vehicles, to estimate the impact of the revenue loss due to the

business use by individuals exempted from the vehicle tax.
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Mr. David E. Jordan

2-

If you have any questions concerning this matter please call me at the number shown

above.

ccC:

Mary Beth Hawn, Governmental Liaison

15
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Sincerely yours,

Sz AT

Edwin R. Ward, Jr:
Disclosure Officer




COMMONWEALTH of VIRGINIA
Department of Taxation
Office of the Commissioner
Internal Audit Department

DATE: December 6, 2000

TO: Glenn Loehr, u(hkl)ﬁéétm‘, Office of the Auditor of Public Accounts

L

FROM: John HustMﬂike Dorris/David Morrison/Glenn Thacker

SUBJECT: APA Draft Report in Response to Senate Joint Resolution 127 (2000)

MESSAGE:
Glenn —

We appreciate the opportunity to review the above-mentioned report. As we discussed on the
telephone, TAX does not believe that it should have a role in the administration of the car tax
program. For this reason, including the alternatives outlined below which APA may not have fully
considered while developing this report, TAX respectfully requests you eliminate the first
recommendation from the report.

Instead, as we discussed, other alternatives should be considered including;:

¢ Having taxpayers indicate/certify as a function of filing the locality annual personal property
tax return or on Virginia Form 762, which TAX produces, whether vehicles owned/leased are
used for personal or business purposes. As your report indicates, this will require changes on
the part of some localities, such as, including a box to check on the personal property tax form,
definitions of what is personal versus business use, and language (legal reference) that would
indicate to the taxpayer the repercussions of providing false statements.

¢ Having the Department of Motor Vehicles (DMV) include a box for vehicle owners to check
on the annual/biennial vehicle registration form. In addition to indicating the vehicle status
(business/personal), material should also be included as part of the vehicle registration packet
that defines what constitutes personal versus business uses. Also, as in the case where
localities would obtain such information as described above, language (legal reference) should
be included that would indicate to the taxpayer the repercussions of providing false statements
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Glenn Loehr
December 6, 2000
Page Two

on the vehicle registration statement, similar to what I believe is currently done regarding
required vehicle insurance. DMV could forward this information to the localities.

¢ Having localities or DMV cross check information obtained from vehicle owners regarding the
use of the vehicle (business/personal) to insurance coverage records maintained by the owner’s
insurer. I have found insurers that [ have dealt with to be very diligent when classifying a
vehicle for insurance purposes because of the risk involved.

All things considered, because of the existing role localities and DMV have in the car tax program,

the alternatives above seem more relevant, practical and economical to explore than that suggested

in the first recommendation in the above-mentioned report.

If you have questions, please contact me at (804) 786-3453.

Thank you.

c¢: Danny M. Payne
Tax Commissioner
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COMMONWEALTH of VIRGINIA

D Holcom Department of Motor Vehicles pos Ofice Box 7613
Richard D. Holcom Richmond, VA 23269-0001
Commissioner 2300 West Broad Street Richmond, VA

December 11, 2000

MEMORANDUM

TO: Glenn Loehr
Auditor

FROM: Jack Christiay//%
Controller

SUBJECT:  Draft Report on PPTRA (SJR 127)

As you requested, the Department of Motor Vehicles and the Department of
Taxation have reviewed the draft report on the qualification of business vehicles for
personal property tax relief that you plan to provide in response to Senate Joint
Resolution 127 from the 2000 General Assembly session.

Enclosed are the responses from both agencies on this draft. Please feel free to
contact me at 367-6943 if you have any questions on these responses.

JCCl/kec

¢: The Honorable Danny Payne
Department of Taxation

Enclosures

FAX: (804) 367-6631 TDD: 1-800-272-9268 E-MAIL: commish@dmv.state.va.us WEB SITE: www.dmv.state.va.us
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RESPONSE OF
THE DEPARTMENT OF MOTOR VEHICLES
EXECUTIVE SUMMARY
Auditor of Public Accounts’ Personal Property Tax Relief Study

Purpose of Study: SIR 127 (2000) requested the AFA to review the extent to which non-qualifying vehicle
owners received relief pursuant to the PPTRA.

Study Methodology: The APA used a survey instrument for local governments and interviews with state
agencies to gain an understanding of the existing process.

Study Issues: The APA identified two “study issues:”

*  How do localities identify vehicles reported as personal use but used primarily for business use. at the
time of initial lease or purchase; and

e« How do localities identify changes in vehicles® use (between personal and business) from year 1o year.

Pertinent APA Findings: Using some rather broad and unsupported assumptions, the APA estimates that
the cost of providing relief jo owners of non-qualifying business vehicles is 7.4 MM annually. The APA
appears to assume that 100% of business vehicle owners are inappropriately reimbursed for their business
vehicles.

The APA found “no evidence of any on-going effort to inform taxpayers of the business use restrictions in
the Act, except when originally registering a vehicle with a Commissioner in a few localities.”

“For the most part, the current initial purchasing or leasing process of personal vehicles does not attempt to
obtain information about potential business use or inform the purchaser or leaser (sic) of the business use
restriction.”™

“The personal property tax billing process also does not provide taxpayers with information concerning the
restriction on tax relief”™

“The current lack of information on business use makes enfercement of this provision almest impossible.
Commissioners and their staff must rely almost solely on observation or limited local information of an
individual's business activities.”

Proposed Solutions to Findings: The APA offers the following solutions to the issues they identified:

APA proposes a two-fold solution: ({a) inform the public about the business use pro vision and how
individuals should comply with the law; and (b} provide Commissioners {local officials) with information
that will allow them to enforce the resiriction.

DMWY and Commissioners need to develop an information campaign that informs vehicle dealers and
leasing companies of the need to inform buyers or lessees of the business restriction provisions.
Commissioners should provide clearer guidance at the time of decal sale as well as at the time of annual
billings or other notifications.

APA recomimends that TAX begin collecting vehicle registration and information for anyone claiming a

deduction for automotive expenses on Schedule C. The APA recommendation would place enforcement
powers for obtaining this information with the Commissioners (local officers),
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APA recommends that DMY “alter the registration form and require vehicle dealers and leasing companies
to provide information.” (See Page 3 of the AFA report — this is not included in their findings and
recomimendations section).

Cost Computation

Using some rather broad and unsupported assumptions, the APA estimates that the cost of providing relief
to owners of non-gualifying business vehicles is $7.4 MM annually. The APA appears to assume that
100% of business vehicle owners are inappropriately reimbursed for their business vehicles. The 57.4 MM
estimate of the cost of improper reimbursement for business vehicles may be too high.

Organization of the Report

Although the report has a “Findings and Recommendations™ section, the report has finding in other places
in the report. Suggest that the report conselidate all findings and recommendations in one section,

Overriding 1ssues

Under the PPTRA, the local Commissioners are responsible for assessing tax on all vehicles, and for
making the final determination of whether vehicles qualify under the plan. The APA suggestions would
spread the responsibility For information gathering from the local-elected officials 1o DMV and TAX,
Specifically, DMV would be required to change its registration process to capture and more fully explain
business vs, personal use, and TAX would be required to create a new form, administer it, and remit the
information received 1o local-glected officials.

Given that local-clected officials are responsible for qualifying vehicles, and could more fully discharge
these duties by changes (o the annual return that all vehicle owners file with their locality, it appears that
with the DMV and TAX suggestions, the APA is ereating two new bureancracies that may be unnecessary,
TAX is gaining a significant new responsibility for a form and sending paper information (in and of itself
inefficient and not in keeping with the Governor's e-business emphasis. since localities would have to have
the manpower to key in information from these forms in order for it to be of any use to them). One could
argue that this is a significant departure from TAX's core business function, the administration and
collection of general fund revenue sources. One could also argue that this is a significant new burden on
taxpayers, who would likely not welcome yet another tax form 1o fill out annually.

Since DMV has a significant number of two-year registrations, the registration process is also not the most
accurate method of capturing this information. Also, information to DMV, like all other lax information
reported in this state, is on a self-reporting basis, and is likely not subject to any maore (or less) honesty than
reporting is currently,

Recommendation o ereate an informational campaign:
« DMV already has several initiatives cither in place or in progress that address this recommendation:

« DMV began including new information about the Personal Property Tax Relief Program on its
Vehicle Registration Renewal Application Form in October, 2000:

“Your vehicle may qualify for tax relief, up to the first $20,000 of value under Governor Jim Gilmore's
historic Personal Property Tax Relief Act, enacted by the General Assembly. Qualifying vehicles include
passenger vehicles, motoreyeles, and pickup and panel trucks with a gross weight of less than 7,501 pounds
used for personal use (emphasis added). Tax reliel is 100% for vehicles valued $1,000 or less. For
vehicles valued over $1,004, tax relief is 70% in 2000 and 100% in 2002 on the first 820,000 in assessed
value. Contact your local Commissioner of the Revenue to determing if your vehicle qualifies.”

»  The information includes a brief recap about the tax relief program and advises the vehicle’s
owner to contact their local Commissioner of the Revenue to determine if their vehicle qualifies.



The language makes it clear that the way a vehiele is used factors into a qualifying decision related
to tax relief. It also instructs the vehicle owner to contact their lecal Commissioner of the
Revenue if they have questions regarding the qualification of their vehicle.

Since 1998, DMV has carried a “Mo Car Tax * banner on our website (dmv.state. va.us), Anyone
visiting DMV s site can click on this banner and be taken to information regarding the tax relief
program, how it is administered, and the vehicle use criteria that determine whether a vehicle
qualifies:

“In general, a qualifying vehicle (Va. Code Section 58.1-3323 and 3525} is determined by the
Commissioner of the Revenue (COR) of the county, city, or town where the vehicle is garaged. In
order to gualify for the tax relief, the motor vehicle must be owned or leased by a natural person
and be used for nonbusiness purposes.” (Sowrce, DMV Web Page).

DMV believes that any additional educational efforts should be implemented by the
Commissioners of the Revenue Association and/or individual Commissioners of the Revenue
since that PPTR A statute clearly gives them the ultimate authority in making qualification
decisions.

Recommendation to alter the DMV vehicle registration form

DMV would be reluctant to alter our current vehicle registration form to capture any information from
vehicle owners, dealers, and leasing companies regarding vehicle use for the following reasons:

Leasing companies by statute are already required to provide DMV information on which leased
wehicles potentially qualify for tux reliel because they are used predominantly for personal use.
This data is made available to the Commissioners of the Revenue on a monthly basis to assist
them in their qualifying decisions.

The PPTRA statute does not require dealers to submit any information related to vehicle use for
purposes of qualification for personal property tax relief,

All data collected as part of a vehicle titling and registration process (cither done at DMV or at an
on-line dealer location) is self reported by the vehicle owner. If the application was modified to
collect a salf-report of vehicle use, there is no way to verily that the information is accurate.

Under PPTRA, there is no statutory requirement for a citizen lo report any information to any
governmental entity in order to comply with the Act. There are no statutes which require citizens
to provide DMV with data on vehicle use or to notify DMV if vehicle use changes during the
registration period.

Wehicle registrations can cover a two-year period. Thus, if DAY did collect and store vehicle use
data eollected at the time of registration, it might not be accurate for both of the tax years covered
by the registration period.

If DMV started to maintain qualification data on our records, we would be usurping the duties and
responsibilitics set forth for the Commissioners of the Revenue under Va. Code §58.1-3526.

If DMV were to add qualification data on our records provided to us by the Commissioners of the
Revenue, the data would be one vear old before it was ever posted to our vehicle records.
Currently, localities submit data on individual vehicles qualifying for tax reliel by March of each
year and that data is for the preceding tax year.
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COMMISSIONERS OF THE REVENUE ASSOCIATION

BRENDA B. RICKMAN VICE PRESIDENTS

PRESIDENT e
i DEIMER WILSON, JR.
RAYMOND A. HUNLEY

GERALD H. GWALTNEY

TREASURER

CHARLES D. CROWSON,JR.
SALLY W. PEARSON “Elected To Serve” . MAR VITA L. FLINT
SECRETARY P.O. Box 389 ROSS W. D'URSO

Franklin, VA 23851

December 7, 2000

Mr. Glenn Loehr
Commonwealth of Virginia
Auditor of Public Accounts
P. O. Box 1295

Richmond, Virginia 23218

Dear Mr. Loehr:

In response to the draft copy of the study dealing with the Personal Property Tax
Relief Act of 1998, I find it to be an honest and fair attempt to report your findings. I trust
the Commissioners of the Revenue statewide were helpful in responding to the survey
regarding the processes that our offices use to capture information for PPTRA.

My concern is the added cost that could be associated with obtaining the
necessary information requested in the report for the Commissioners of the Revenue. I
feel that for PPTRA to be uniform statewide, every taxpayer would have to be contacted
by phone, mail or in person to ensure equity. It would also require most localities to
change their personal property forms and bills to capture the necessary information
required.

The Commissioners of the Revenue will do whatever it takes to get this
accomplished not only for our localities to receive their fair share but to ensure that
vehicles are taxed in a uniform manner in accordance to the Personal Property Tax Relief
Act. However, it will cost funds that I am sure most localities would not be able to
incur.

If T can be of further assistance, please let me know.

Very truly yours,

Brenda B. Rickman
President
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