MEMORANDUM

AGENDA DATE: January 24, 2007

Memorandum Date: January 23, 2007

TO: LANE COUNTY BOARD OF COMMISSIONERS
PRESENTED BY: Bill Van Vactor, County Administrator

Teresa J. Wilson, County Counsel
David Garnick, Budget & Financial Planning Manager
AGENDA ITEM TITLE: Discussion/Income Tax Issues

There are several outstanding issues for consideration before we are able to finalize an income
tax ordinance to present to the voters. Several of these have implications with respect to other
topics. We recommend the Board proceed through each topic, arrive at a conclusion (call it a
“tentative approval” or TA), and then at the end, confirm these as the direction to staff to prepare
the documents for public hearing and appropriate ballot documents. In summary the broad
issues are:

Mix of Services—5 options

Retirement Deduction—2 options

Coverage date for the Tax —4 options

Property Tax and Renter Relief—2 options

Stabilize funding for Public Safety -2 options

Tax Rate- direction to staff
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There are several cdrﬁbdnénté for consideration in detemﬁinihg the mix of services to be funded
by the income tax, some of which also include sub-options.

Option 1: Replace Secure Rural Schools Funding (non-Road fund) with income tax? The

November measure assumed Secure Rural Schools Funding would continue. This amounted to
roughly $21.1 million (including Titles 1, 2 & 3) to the General and Special Revenue Fund,
supporting public safety and general county government. If this option is desired, these
revenues can be dedicated for Public Safety.

Option 2: Include generally the “new programs” in the November Measure? Attachment
A is the list of new programs that were to be funded by the November measure, in order to take

the first steps towards the goals described for 2012. They amounted to $23.13 million in FY 06-
07 dollars.

Option 3: Include Prevention Program Revisions? As requested by the Board, Alicia Hays,
Director of Children and Families, has met with members of the prevention community to
continue to refine what would be reasonable prevention programs enhancements as they relate
to public safety. While many other components of the Focused Program Budget address
aspects of prevention, the changes noted below reconfigure how $1.93 million of the budget
would better be spent to improve our communities’ public safety through focused preventative
techniques, without changing the bottom line total. These would replace the items listed on
Attachment A, as noted.
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Under “Goal-Reduce Family Violence”, replace the funding for Court Appointed Special

Advocates, Relief Nurseries and Domestic Violence Coordination with the following:

e $134,000 - Court Appointed Special Advocates

o $168,000 - Relief Nursery, Inc. (Eugene)

e $105,000 - Family Relief Nursery (Cottage Grove)

o $42,500 - Domestic Violence Council
This would change the total for the “Goal-Reduce Family Violence” from $2,880,000 to
$3,019,500.

Under “Goal-Provide Prevention Programs”, replace what is there entirely with the
following:

$370,000 - Healthy Start

$110,000 - Mentoring for Children of Incarcerated Parents
$150,000 - Family Support and Connections (Safety Net)
$337,500 - After-School Programs in Family Resource Centers
$130,000 - Supervised Visitation/Safe Exchange

$298,000 - Reconnecting Youth Drop-out Prevention

$85,000 - Community Mobilization

This would bring the total for that Goal to $1,480,500.

Option 4: Include Treatment Program Enhancements? Also as requested by the Board,
staff from the Sheriff, Health and Human Services and Youth Services have reviewed the
treatment program proposals as they relate to Public Safety. If the Board desires, the
reasonable next additions for treatment would be:

$400,000 — Secure Residential Drug Treatment for Juvenile Girl Offenders (7 beds)
$100,000 — Detox Sobering Beds (1000 bed days or 2.25 slots)

$100,000 — Mental Health Specialist at the Jail

$ 87,000 — Residential A&D Treatment for Adults (3 beds)

$287,000 — Outpatient A&D Treatment for Adults (66 slots, approx. 200 adults/yr)

$974,000 Total

Option 5: Include funding for Animal Regulation Authority? The Board requested that an
option be developed to provide additional support for LCARA. David Suchart, Management

Services Director, will discuss in more detail various components outlined below, and will
estimate the cost, depending on the pieces the Board wishes to address. These pieces are:

a. Replace the current General Fund transfer

b. Increase the hours LCARA is open to the public to 9-6:30, 6 days per week
c. Capital cost for 30 additional kennels
d
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. Staffing cost for 30 additional kennels
. Enforcement increases.
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Oregon state law prohibits the County from taxing PERS distributions. Federal law prohibits the
County from discriminating against federal retirees. These two laws combine to provide that the
County can not tax either PERS or federal retirement distributions. The County can, however,
tax other kinds of retirement income. What additional steps, if any, should the County take to



fairly treat persons of retirement age who have income that is neither from PERS or the federal
government?

Option 6: Deduct all qualified pension income?

Description: Grant an exemption from the Lane County personal income tax for other
federally recognized retirement pensions. Under this option, in addition to the personal
deductions of $7,500 (single)/$15,000 (joint), and the PERS/federal retirement benefit
deduction, there would be a deduction for taxpayers from their Oregon taxable income for any
qualified pension income they receive from other sources. “Qualified pension income” is income
received after retirement under a federally approved plan which permitted the contributions into
the plan to be nontaxable at the time made. This would be pension income that is taxable by
the federal government and Oregon, and is reported on line 16b of the IRS Form 1040 (2006).
(Any pension income not taxed by Oregon, such as Social Security, is also exempt under the
proposed County tax.)

Pro:
¢ Broadens the deduction to cover all qualified pension income, not just PERS or
federal retirees.
* Most similar to the state-law required PERS/federal retiree exclusion, as it only
applies to pension income.
e Less impact on the tax rate than Option 2.
Con:
» Does not address other forms of income which can be used by people (including
PERS and federal retirees) during their retirement, such as IRAs or other
investments.

At a 1% tax rate, the PERS/federal retiree required exemption reduces the yield on the County
income tax by about $2.69 million. This qualified pension deduction would reduce the yield by
an additional $2.14 million. Stated another way, under this option at a 1% rate, the total impact
on the income tax yield for retirement deductions would be $4.83 million.

Option 7: Deduct $27,515 for those over age 59?

Description:  Under this option, anyone over age 59 would be allowed to deduct
$27,515, regardless of the source of that income. The amount and age are equal to the
average age and benefit received according to the 2006 PERS Replacement Ratio Study. Any
PERS or federal retirement income a person receives would count against this deduction
amount, so that PERS and federal retirees would not get a greater deduction than other tax
filers unless their PERS or federal retirement payments exceeded $27,515. The amount could
be indexed to the CPI to preserve the purchasing power of this deduction. To avoid a “marriage
penalty” the deduction would be made available to each individual.

Pro:
* Provides all individuals who are older than what is a common retirement date to
a deduction that is financially comparable to the average retirement amount
received by PERS retirees, regardless of the source of their income.



Con:
e More costly, as compared to Option 2, and would result in a larger tax rate to
provide the same level of revenue stream for the proposed mix of services.
e May not address political issue in that the public employee pension income over
the identified amount is still statutorily exempt from local income tax.
e Decreases the base of those who pay the income tax, by shifting the burden to
those who are below the age limit.

At a 1% tax rate, this deduction would reduce the yield by an additional $11.35 million. Taking
into account the PERS and federal retirement income included within this deduction and the
amount above $27,515 that would still be exempt, the total impact on the income tax yield at 1%
for the retirement deductions would be $12.25 million reduction. Different ages or amounts
could be chosen; the impact on the yield (or the tax rate) would thus vary.

varage date for the tax

Choosing the beginning date for when income is subject to the tax and how to implement it also
affects the revenues to be received, and thus the ability to deliver service.

Option 8: Apply to all income earned in tax year beginning on or after 1/1/2007?

Description: Under this option, the tax would apply to all income earned in the tax filer's
tax year that begins on or after January 1, 2007.

Pro:

e Administratively, it is easier for taxpayers, accountants and
administration/collection to begin with the start of a tax year.

e Among the options for this issue, this raises the greatest revenue for the same
tax rate during the first year of operation, thus allowing for the greatest level of
service in the nearest timeframe.

Con:

e Retroactivity frequently causes angst, although it is not uncommon for either
Congress or the State to adopt tax law changes mid-year and apply them
retroactively.

e The amount withheld from paychecks will either be inadequate to cover the tax
due at the time of filing the first return, thus resulting in the taxpayer have to pay
significantly larger sums than expected; or there will need to be a much higher
withholding amount during the first year beginning July 1. This may make it
seem very expensive to the taxpayer, and could trigger election consequences.

Option 9. Apply to all income earned in the tax year that begins on or after 7/1/077?

Description: Under this option, the tax would apply to all income earned in the tax filer's
tax year that begins on or after July 1, 2007. This means that for the majority of people who file
a personal income tax return, the tax would not apply until 2008.

Pro:
¢ Avoids any charge of being retroactive.



Con:
[

Significantly postpones revenue stream. This would likely result in a
postponement of new services and potentially some reduction of current service
as there would be little revenue to sustain current levels during the first 6 months.
The tax would initially fall on a small number of businesses who start their fiscal
year during the period July through December, which is not common.

Option 10. Apply to all income earned on or after 7/1/077?

Description: Under this option, the tax would apply to income earned on or after July 1,
2007, and would not be tied to when the tax filer’s tax year runs.

Pro:

Con:

Avoids any charge of being retroactive.
Increases revenue stream over that in Option 4 and would likely permit the
maintenance of the current service level.

Significantly increases taxpayer costs and effort to identify and determine when
their income occurred. As proposed, the income tax was premised on taxpayers
figuring their state income tax and using that to calculate the County’s. This
option would require taxpayers recalculate their federal and state reportable
income to determine what is taxable by the County for the 6 month period. As
such, it does not meet the test of being simple to figure or to administer.

Also increases the potential for income manipulation to account for it before
7/1/07 in order to avoid the tax, thus reducing the revenue to the County. The
County could not rely on state and federal audits to help pick this up, but would
have to separately audit for this — thus increasing the County’s costs.

Option 11: Apply to all income earned in the tax year that begins on or after 1/1/07, but

for those whose tax year is on a calendar basis, at ¥ the tax rate; for others, it would be

proportionately reduced to have a similar effect of beginning in July?

Description: Under this option, the tax would apply to all income earned in the tax filer's
tax year that begins on or after January 1, 2007. If their tax year begins in January, the rate for
the first year would be %2 of what the Board is setting; for those whose tax year begins at some
other time, the rate would be based on the number of months in their tax year from 7/1 to the
end of the year. Withholding of wages would begin in July, at the full rate.

Pro:
[ J

This has the effect of reducing the retroactive perception, in a manner that does
not complicate how tax filers calculate or file their taxes.

Wage-earners would have a steady withholding from July 1 on, and their
withholding should be close to matching the tax owed, which would mean that,
unless they had significant other income, they would not have a large tax bill to
pay in April, 2008.

Begins a revenue stream for the County consistent with its fiscal year, potentially
allowing for at maintenance of existing programs. Lack of experience with
withholding makes it difficult to predict whether the revenue stream would be
sufficient to avoid reductions in those programs. If this option is chosen,
additional evaluation would need to occur.



Con:
o Still some risk of being perceived as retroactive
¢ Revenue stream from withholdings may not be sufficient to begin new programs
in July, so may have to delay those.

__Issue 4—Remove:Property Tax and Renter Relief

Option 12: Remove the Property Tax Credit? The November measure allowed taxpayers a
credit against their income tax for 74% of property tax they paid in the income tax year. Earlier
discussion with the Board provided direction to remove the Property Tax Credit. Is this still the
direction of the Board?

Option 13: Same treatment for the Renter Relief Credit? The November measure also
allowed residential property renters a $30 credit against their income tax, in an effort to provide

fairness. Does the Board want this treated the same as the Property Tax Credit?

Option 14: Dedicate % of property tax revenue for public safety? The Board has given
direction that the income tax should be dedicated for public safety. The November measure

was premised on putting the large public safety departments into a dedicated fund, where the
combination of Secure Rural Schools funding, income tax and an amount of property tax
revenue equal to the income tax credit would provide the stability necessary for sustained
County public safety. :

With the directions given above, does the Board still wish to provide that stabilization for public
safety, through a dedication of portion of the property tax revenues? The concept utilized with
the November measure provided that the transfer to the public safety fund still left sufficient
property tax revenues in the General Fund to stabilize the remaining County services. If the
Board wishes to provide similar direction, David Gamick will need to evaluate the present cost
of services and property tax revenue stream to make a reasonable recommendation regarding
the percent to be used.

Option 15: Dedicated Fund and Reserve? The November measure also required t there be a
dedicated fund to receive the income tax revenues, and that, beginning not later than two years
after enactment, it have a reserve of 10% of the annual income tax revenues to provide a
cushion against unforeseen events and economic downturns. Does the Board wish to have this
be a component of the income tax? If so, the reserve will need to be factored into the rate.

N

Question: Are you comfortable with the staff refining the financial implications of the
decisions reached today to determine the tax rate for the ordinance, set to a tenth of a

percent?

Attachment A: Mix of New Services for November, 2006 Measure



MIX OF NEW SERVICES FOR NOVEMBER, 2006 MEASURE
ATTACHMENT A

dget to Achieve Goalé».Thtouthf 012

Dealers,
15.28 million

Budget in $

Interagency Narcotics Enforcement Team (INET) 1,220,000 *
Resident Deputies 1,070,000
Detectives for Property and Violent Crimes 540,000
Prosecute Drug Producers, Dealers, Users & Property Criminals (more DAs) 1,100,000
Maximize Use of Existing Juvenile Detention Capacity (more detention beds) 3,600,000
Maximize Use of Existing Adult Jail Capacity (more jail beds) 4,500,000
Intensive Juvenile Offender Supervision 600,000
Adult Drug Offender Supervision 880,000
Sherman Center/DOMC Enhancement 270,000
Purchase additional jail beds 1,500,000
Subtotal 15,280,000
‘Reduce Family Violénce~$2.88 million
Family Violence Detectives 650,000
Domestic Violence Prosecution Team 890,000
Home-based Behaviorial Sys Family Therapy-Juveniles 170,000
Supervise Domestic Violence Offenders and Sex Offenders 540,000
Child Advocacy Center Staffing 320,000
Court Appointed Special Advocates Program 110,000
Relief Nurseries 160,000
Domestic Violence Coordination 40,000
Subtotal 2,880,000
| Goal: > Enhance Treatment Programs—$2.19 million
Intensive Supervision of Juveniles with A&D Problems 170,000
Intensive A&D Treatment Beds for Juveniles 520,000
Detox and Sobering Station 140,000
Intensive A&D Treatment - Adults 640,000
Mental Health Crisis Response - Adults 260,000
Sex Offender Treatment - Adults 120,000
Drug Court Treatment 110,000
Skill Building for Jail Inmates and P&P Offenders 180,000

Peer Courts in Six Communities

50,000




MIX OF NEW SERVICES FOR NOVEMBER, 2006 MEASURE
ATTACHMENT A

Subtotal 2,190,000

|.Goal: » Provide Prevention Programs~$1.62 million

Additions by Board of Commissioners 1,000,000

Healthy Start 190,000
Mentoring 80,000
Community Mobilization, Coalitions, and Advocacy 70,000
Support and Connections for Families 130,000
Family Resource Center Network 150,000

Subtotal 1,620,000

ther System Requirements-- $1.160million” "~

Court Facility Improvements 1,000,000
Admin Staff to Support Public Safety Enhancements 160,000
County Office Space Considerations Lapse**
Construct New Child Advocacy Center Lapse**
Property and Evidence Storage/Management Lapse***

Subtotal 1,160,000
Grand Total 23,130,000

* In three agencies

**Lapse means that the County will use salary savings derived from the delays in hiring all of
the employees immediately in order to finance these capital projects.

***Property tax relief revised from $1/1000 to $0.95/1000 in order to keep programs

solely dedicated to public safety purposes

Figures shown are estimates, based on 2006-07 costs, and reflect one year’s expenses.





