BUDGET AND FINANCE COMMITTEE MEETING FEBRUARY 23, 2011

Iltem 2 Department:
File 11-0051 Treasurer/Tax Collector

Legislative Objective

e The proposed resolution would authorize the Treasurer/Tax Collector to sell 117 tax-defaulted
properties located in the City at a public auction, from April 23, 2011 through April 26, 2011.

Key Points

e The Treasurer/Tax Collector has identified 117 properties in which the property owners have
defaulted on their Property Tax obligations to the City. Notifications were sent on May 27, 2010 by
certified mail to the delinquent property owners advising such owners that their properties are in
default and will be sold unless full payment of the Property Taxes is received by the City.

e The 117 properties proposed for sale at a public auction include 96 timeshare units, 5
condominiums, 1 vacant lot, 8 single family homes, 1 commercial retail store, 2 duplexes, 3
apartment buildings, and 1 hotel. The Treasurer/Tax Collector has set a minimum bid amount for
each property, as shown in the Attachment, as provided by the Treasurer/Tax Collector.

Fiscal Impact

e The proposed sale at public auction of all 117 properties at the minimum bid amounts, as shown in
the Attachment to this report, would generate total sale proceeds of $1,129,671, including $781,928
to the City’s General Fund.

e If any of the subject properties are sold for more than the minimum bid, the amount that exceeds
the minimum bid would be paid to the property owner or to any person who has a legal right to
claim excess proceeds from the sale of the properties.

Policy Consideration

e Because the Treasurer/Tax Collector (1) anticipates difficulty selling 51 of the 96 timeshare
properties, which have six years of delinquent Property Taxes and accrued interest, and (2) may
lower the minimum bid amounts on the remaining 45 timeshares (96 total timeshares offered less
51 timeshares with six years of default) if those remaining 45 timeshares cannot be sold at their
minimum bid amounts, the Treasurer/Tax Collector requests an amendment to the proposed
resolution to authorize the Treasurer/Tax Collector to sell all 96 timeshare properties below the
minimum bid if such timeshares cannot be first sold at the minimum bid amounts.

e If the proposed amendment is approved, the principal amount on the delinquent Property Taxes,
late penalties, and associated fees and costs would remain unaffected. However the interest on the
delinquent Property Taxes would be lowered to determine the reduced minimum bid amounts on
the 96 timeshare properties. If such timeshare properties still cannot be sold at the reduced
minimum bid amount, then the Treasurer/Tax Collector will continue to hold such properties until
the next public sale, with Property Taxes and interest continuing to accrue. Mr. Nguyen states that
the proposed amendment would (1) facilitate the sale of these tax-defaulted timeshares, (2) expedite
the collection of delinquent Property Taxes, and (3) return the tax-defaulted timeshares such that
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the City would be able to collect Property Taxes from the new owners.
Recommendations
Approve the proposed resolution.

Because (a) the number of tax-defaulted timeshare properties that would be affected by the
requested amendment is unknown until the proposed sales are conducted and (b) the reductions in
the minimum bid amounts would decrease the revenue which accrues to the City’s General Fund by
an unknown amount until the proposed sales are conducted, approval of the proposed amendment
to authorize the Treasurer/Tax Collector to sell tax-defaulted timeshares at below the minimum bid
amount, if these timeshares cannot be first sold at their minimum bid amounts at the proposed
public auction, is a policy matter for the Board of Supervisors.
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MANDATE STATEMENT / BACKGROUND

Mandate Statement

In accordance with California Revenue and Taxation Code, Division I, Part 6, Section 3694, the
sale of tax-defaulted property by local Treasurer/Tax Collectors can take place only with the
approval by the Board of Supervisors.

Background

According to California State law, a property owner is considered to be in default if the property
owner does not pay Property Taxes in any one year. The property owner then has five years to
either (a) repay the defaulted Property Tax amount in full or (b) apply to the Treasurer/Tax
Collector for an installment payment plan to pay the defaulted Property Tax amount over a five-
year period. State law authorizes the local Treasurer/Tax Collector to sell the defaulted property
through a public auction either (i) if the defaulted Property Taxes are not repaid in full within
five years from the date that the Property Taxes were determined to be in default, (ii) if the
property owner has not initiated an installment plan with the Treasurer/Tax Collector, or (iii) if
the property owner has subsequently defaulted on an installment plan.

According to Mr. Francis Nguyen, Director of Property Tax and Licensing for the Treasurer/Tax
Collector, if the Board of Supervisors approves the proposed resolution, in accordance with
State law, the State Controller’s Office must also authorize the proposed public auction.
Subsequent to receiving approval from the State Controller’s Office and prior to the sale date,
the Treasurer/Tax Collector must (1) attempt to locate all lien holders® or parties of interest, (2)
mail notices to each party’s last known address by registered or certified mail, (3) for most
properties?, attempt to contact the owner in person, in addition to mailing notices, to notify him
or her that the property is in default and will be sold at a public auction if full payment of the
delinquent Property Taxes is not received, (4) notify the Federal Internal Revenue Service (IRS)
if any of the properties for public auction has an IRS lien on it, and (5) advertise in the City’s
official newspaper once a week for three consecutive weeks. The advertisements in the City’s
official newspaper would contain the time and date of the auction, instructions on how to obtain
the list of the properties to be auctioned, and each property’s minimum bid.

Mr. Nguyen states that the minimum bid for each property is set based on the sum of: (a) a fee
of $135 per property paid by the Treasurer/Tax Collector to advertise the public auction and the
vendor (www.Bid4Assets.com) conducting the public auction, (b) a fee of $1.50 per property
paid to the State for technical consultation®, (c) a fee of $150 per property paid to the City
which covers the Treasurer/Tax Collector’s cost to administer the public auction, (d) a fee of
$165 per property paid by the Treasurer/Tax Collector to (1) conduct a title search to locate lien

! Lien holders are persons who have a legal claim on the property in order to assure payment of a debt owed to the
lien holder.

2 Mr. Nguyen states that the Treasurer/Tax Collector staff does not make site visits to owners of timeshares because
most are out-of-state owners.

3 Mr. Nguyen states that the Treasurer/Tax Collector pays a fee of $1.50 per property to the State Controller’s Office for the
Treasurer/Tax Collector to consult with an analyst from the State Controller’s Office on issues related to the public auction sale.
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holders and property owners, and (2) cover the costs of publishing a legal notice in the
newspaper for three consecutive weeks, () a fee of $35 paid by the Treasurer/Tax Collector to
notify lien holders and property owners (1) of their right to repay delinquent Property Taxes,
including all associated fees and costs, until the day prior to the impending sale and (2) the date,
time, and location of the impending sale, by certified mail, (f) the amount of delinquent taxes
owed on the property, (g) delinquent penalty fees on unpaid Property Taxes at a rate of ten
percent of the total amount of Property Taxes due, (h) interest accrued since the property
defaulted at a rate of 18 percent per year, and (i) a $15 per property redemption fee of which $5
is paid to the State and $10 paid to the City to remove the lien on the defaulted property.

DETAILS OF PROPOSED LEGISLATION

The proposed resolution would authorize the Treasurer/Tax Collector to sell 117 tax-defaulted
properties located in the City through a public auction from April 23, 2011 through April 26,
2011. The Treasurer/Tax Collector has listed the minimum bid amounts, as shown in the
Attachment provided by the Treasurer/Tax Collector to this report, for each of the 117
properties, totaling $1,129,671. The total minimum bid amounts for all of the 117 tax-defaulted
properties is $1,129,671.

The proposed sale will take place over the Internet* at www.Bid4Assets.com, which also
conducted the last public sale of tax-defaulted properties in San Francisco from April 25, 2009
through April 28, 2009. In accordance with State law, the properties must be sold to the highest
bidder.

Mr. Nguyen advises that notices were sent by certified mail to the delinquent property owners
on May 27, 2010, notifying such property owners of the public auction. As shown in the
Attachment, the 117 properties proposed for sale include 96 timeshare units, 5 condominiums, 1
vacant lot, 8 single family homes, 1 commercial retail store, 2 duplexes, 3 apartment buildings,
and 1 hotel.

Mr. Nguyen reports that property owners may repay their delinquent Property Taxes to the City
in full, including Treasurer/Tax Collector’s costs, fees, and any penalties and interest, up to the
close of business on the day prior to the date of the proposed public auction. Any property whose
delinquent Property Taxes are paid in full prior to the close of business on the day prior to the
proposed public auction would not be subject to sale under the proposed auction. Therefore, the
number of properties actually subject to sale at the proposed public auction may be less than the
117 properties listed in the Attachment.

* Mr. Nguyen advises that some of the benefits of conducting a public auction over the Internet include: (1) reduced
staff time spent on conducting property sales, (2) more effective marketing that attracts potential buyers from
outside California, (3) increased revenues by returning a greater number of tax-defaulted properties to tax generating
status, (4) a greater incentive for delinquent property owners to pay their Property Taxes, and (5) greater government
transparency and accessibility.
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FISCAL IMPACT

FEBRUARY 23, 2011

The proposed sale of all 117 properties at public auction at the minimum bid amounts, as listed
in the Attachment, would generate a total of $1,129,671. Table 1 below details how the sale
proceeds would be distributed to the City’s General Fund, various tax districts, and the State.

Table 1: Distribution of the Total Sale Proceeds from the
Last Public Sale and the Proposed Public Sale of Tax-Defaulted Properties

Actual Distributions of the Total
Sale Proceeds from the Last
Public Auction Sale, April 25,
2009 through April 28, 2009

Estimated Distributions of the Total
Sale Proceeds from the Proposed
Public Auction Sale, April 23, 2011
through April 26, 2011

City's General Fund* $ 424,095 $ 781,928
San Francisco Community College District** 33,100 58,495
San Francisco Unified School District** 138,610 243,827
Bay Area Air Quality Management District** 911 1,617
Bay Area Rapid Transit District** 6,489 9,017
Special Assessment Districts 19,296 34,041
State Controller's Office*** 216 746
Total Sale Proceeds $ 622,717 $ 1,129,671

* The amount which accrues to the City’s General Fund includes (1) a portion of the delinquent Property Taxes, (2) the Treasurer/Tax
Collector’s publication, administration, notice, and advertisement costs for the proposed sale, (3) interest accrued on the delinquent
Property Taxes, and (4) penalties assessed on the tax-defaulted property.
** Mr. Roberto Mercado, Principal Administrative Analyst at the Controller's Office, states that the Controller’s Office uses the prior
year’s Property Tax rates to determine the distributions of the delinquent Property Taxes to the City's General Fund and to the tax

districts, listed in Table 1 above.

*** Mr. Nguyen states that the Treasurer/Tax Collector pays a total of $6.50 per property to the State Controller’s Office (a) for the
Treasurer/Tax Collector to consult with an analyst from the State Controller’s Office on an issue related to the public auction sale and (b)
for the State Controller’s Office to remove the lien on the defaulted property.

As shown in Table 1 above, an estimated $781,928 would accrue to the City’s General Fund, if
all 117 properties are sold at the minimum bid amounts at the proposed public auction sales. Mr.
Nguyen states that if any of the subject properties are sold for more than the minimum bid
amount, the amount that exceeds the minimum bid would be paid to the property owner or to any
person who has a legal right to claim excess proceeds from the sale.

The Treasurer/Tax Collector conducted the last public sale in San Francisco from April 25, 2009
through April 28, 2009, which was previously approved by the Board of Supervisors on February
10, 2009 (File 09-0042). Mr. Nguyen states that of the 56 tax-defaulted properties offered at that
public sale, 1 property was sold, 34 properties were paid off before the sale, 9 properties were
removed due to bankruptcies or probate®, and 12 properties were not sold. As shown in Table 1
above, the last public auction sales generated total sale proceeds of $622,717°, of which

® Probate is the process by which the property of a deceased owner changes ownership.

® Mr. Nguyen states that the Treasurer/Tax Collector includes all delinquent Property Taxes paid in full prior to the
sale in determining the total sale proceeds.
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$424,095 accrued to the City’s General Fund, $198,406 accrued to various tax districts, and $216
was paid to the State Controller’s Office.

The Treasurer/Tax Collector’s publication, notice, official advertising, and administration
expenditures for the proposed sale were previously appropriated by the Board of Supervisors in
the Treasurer/Tax Collector’s FY 2010-2011 budget.

POLICY CONSIDERATION

Mr. Nguyen states that of the 96 timeshare properties offered at the proposed sale, 51 timeshare
properties are delinquent in their Property Taxes owed to the City for six years’. Mr. Nguyen
advises that these 51 timeshare properties, with six years of delinquent Property Taxes and
accrued interest at 18 percent per year, have a higher minimum bid amount than the other
timeshare properties with only five years of delinquent Property Taxes and accrued interest. As a
result, the Treasurer/Tax Collector anticipates having greater difficulty selling these 51 timeshare
properties.

In addition, Mr. Nguyen advises that the Treasurer/Tax Collector may consider reducing the
minimum bid amounts on the remaining 45 timeshares (96 total timeshares offered less 51
timeshares with six years of default) if some of those 45 timeshares cannot be first sold at the
minimum bid amounts. Therefore, Mr. Nguyen states that in order to (1) facilitate the sale of tax-
defaulted timeshare properties, (2) expedite the collection of delinquent Property Taxes, and (3)
return the tax-defaulted timeshare properties such that the City would be able to collect Property
Taxes from the new owners, the Treasurer/Tax Collector requests an amendment to the proposed
resolution to authorize the Treasurer/Tax Collector to sell all 96 timeshare properties below the
minimum bid amount, if such timeshare properties cannot be first sold at the minimum bid
amount at the proposed sale.

The Budget and Legislative Analyst notes that if the proposed amendment is approved, the
Treasurer/Tax Collector would, for the first time, have the authority to sell timeshare properties
below the minimum bid amount. In previous public sales, the Treasurer/Tax Collector held on to
any unsold properties until the next public sale, with such properties accruing interest and
delinquent Property Taxes.

According to Mr. Nguyen, the Treasurer/Tax Collector, in consultation with local escrow
companies, determines the market price of comparable timeshares in the area over the past six
months and then lowers only the interest on the delinquent Property Taxes to determine the
reduced minimum bid amount. Mr. Nguyen states that the principal amount on the delinquent
Property Taxes, late penalties, and associated fees and costs would remain unaffected. If the
reduced minimum bid amount has been reduced such that no interest is included and the property
still cannot be sold, then the Treasurer/Tax Collector will continue to hold such property until the
next public sale, with Property Taxes and interest continuing to accrue.

" Mr. Nguyen states that a public sale was not conducted in 2010 because the Treasurer/Tax Collector had
insufficient staff to prepare and conduct the public sale. Therefore, tax-defaulted properties that would have been
offered for public sale in 2010 are being offered in the proposed sale.
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However, because (1) the number of tax-defaulted timeshares that would be affected by the
proposed amendment is unknown until the proposed sale is conducted and (2) the reductions in
the minimum bid amounts would decrease the revenue deposited in the City’s General Fund by
an amount unknown until the proposed sale is conducted, the Budget and Legislative Analyst
considers the amendment to the proposed resolution now being reported by the Treasurer/Tax
Collector to be a policy matter for the Board of Supervisors.

RECOMMENDATIONS

1. Approve the proposed resolution.

2. Because (a) the number of tax-defaulted timeshare properties that would be affected by
the requested amendment is unknown until the proposed sales are conducted and (b) the
reductions in the minimum bid amounts would decrease the revenue which accrues to the
City’s General Fund by an unknown amount until the proposed sales are conducted,
approval of the proposed amendment to authorize the Treasurer/Tax Collector to sell tax-
defaulted timeshares at below the minimum bid amount, if these timeshares cannot be
first sold at their minimum bid amounts at the proposed public auction, is a policy matter
for the Board of Supervisors.
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