A Report to the Galveston
City Council

Mayor
Lewis Rosen

Council Members
Cornelia Banks
Rusty Legg
Elizabeth Beeton
Norman Pappous
Terrilyn Tarlton
Marie Robb

Office of the City Auditor

City Auditor
Glenn Bulgherini
CPA

Auditor

Carrie Sumrall

Revenue Ge'h_era"cing Audit Report

Airport Sales Tax Liaison

September 9, 2013

Report Summary
The City Auditor: forwarded a list of N°Numbers for aircrafts located at
the Galveston Airport to the Audit Division of Aircrafts and Water Vessels
with'the Texas'State Comptroiler: City Council granted the'City Auditor,
permissionitorgiveithe N:Number List to theTexas State Comptroller. As
a result, two sales:tax audits are presently being conducted to collect
sales tax on aircrafts located at the Galveston airport.  The City Auditor.

will keep city council.updated on the outcome of these aircraft sales tax

audits..
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The purpose of this report is to seek the approval from the Mayor and City
Council of Galveston to submit a list of aircraft owners to the Enforcement
Division of the Texas State Comptroller Department to ensure sales and use tax
has been properly paid on all aircrafts located at the Galveston Airport. The
Texas Sales and Use Tax laws on aircrafts are very complicated and often
misconstrued by aircraft owners. Aircrafts purchased outside the State of Texas
and brought into the State of Texas are subject to an 8.25% use tax rate less any
applicable sales tax paid to other states. This law is not applicable if the
taxpayers meets and documents the “occasional sales and use tax exemption”.
Sales and Use Tax on Aircrafts is subject to leases on aircrafts as well. The
complicated sales and use tax laws and the hardship placed on the audit division
of the Texas State Comptroller to identify aircrafts located in the State of Texas
creates an inherent risk of not collecting all the sales and use tax due on
aircrafts. The large amounts of dollars involved with sales and a lease of aircrafts
suggests that any sales or use tax due may be of a material nature.

Scope
The scope of my procedures included interviews with:

¢ The Director of Enforcement with the Texas State Comptroller.

e The Director of Audits for Aircrafts and Water Vessels with the Texas
State Comptrolier.

¢ The Department Head of the Galveston Airport.

Fieldwork Performed

The City Auditor obtained a list from the Airport Director of the N numbers (N
Numbers are used to identify aircrafts) located at the Galveston Airport from the
Department Head of the Galveston Airport. The City Auditor analyzed this list and
counted one hundred and seventy (170) aircrafts reported to be located at the
Galveston Airport.

Summary of Results

Information concerning sales and use tax payments of the aircrafts on this list
obtained from the Department Head of the Galveston Airport is not public
information. Therefore, verification of sales and use tax paid on aircrafts on this
list provided by the Galveston Airport will have to be performed by the Audit
Division of Aircrafts and Water Vessels with the Texas State Comptroller. The
City of Galveston will receive its appropriate allocation of sales and use tax from
the State of Texas if there are any findings that sales and use tax has not been
properly paid for any aircrafts reported on this list obtained from the Galveston
airport. The City Auditor has requested that the City of Galveston be kept
informed of the audit results through the audit division and not be required to go
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through the open records process to learn of any audit results. This request was
granted by the audit division and open records division of the Texas State
Comptroller. The City of Galveston will be able to request information concerning
the aircraft audits directly from the audit division of the Texas State Comptroller
beginning in August 2013.

City Auditors Recommendation

The City Auditor recommends that the Mayor and City Council give permission to
the City Auditor to forward the list of N Numbers for aircrafts located at the
Galveston Airport to the Audit Division of Aircrafts and Water Vessels with the
Texas State Comptroller. The City Auditor also requests permission from City
Council to request from the Texas State Comptroller a similar arrangement for
water vessels located in the City of Galveston. The Texas State Comptroller has
paid a Finder's Fee for this type of information in the past for large material audit
findings. This Finder's Fee is based on a percentage of the dollar amount
collected in connection with the audit process. The Texas State Comptroller will
not disclose to the City Auditor the percentage amount. The City Auditor
requests permission from City Council to ask the Texas State Comptroller for a
Finder's Fee to be paid to the City of Galveston if any of our information proves
to be of assistance to the Texas Comptroller's audit division.

City Managers Response

| suggest the Council allow the Auditor to turn over his work to the State. An
expansion into boating related taxes can be discussed in the context of the
overall audit plan, though | would support any added efforts for revenue
collection if the leads are good. | would recommend Council discuss and allow
the Auditor to report these types of tax and revenue collection issues to the
proper authorities without requiring prior Council approval. Such reporting could
be limited to revenue audits regarding problematically low property appraisals,
issues with possible sales tax fraud or misinterpretation, and other financial
issues having a forecasted, estimated, or direct measurable impact on the City.

Subsequent Events

City Council granted the City Auditor permission to give the N Number List to the
Texas State Comptroller. As a result, two sales tax audits are presently being
conducted to collect sales tax on aircrafts located at the Galveston airport. The
City Auditor will keep city council updated on the outcome of these aircraft sales
tax audits.
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