s

L
o

L




ANALYSIS OF POLICIES TO HELP LOW-~INCOME PROPERTY
OWNERS COPE WITH RISING TAXES RESULTING FROM‘

HIGHER ASSESSMENTS

Pennsylvania Economy League (Eastern Division)
215 South Broad Street, Philadelphia, Pa. 19107

eport No. 431




PREFACE

he Pennsylvania Economy League has long advocated a professional

- of real estate tax assessment, whereby assessments would be kept

6 date with changes in market value, on a uniform and equitable basis.
Economy League is therefore gratified to note that an agreement was
1ed. in the Spring of 1981 which should move Philadelphia toward such

ﬁbwever, the solution to the problem of inequitable, lagging assess-
:5might very well bring to the fore another problem~—the plight of

wners who could not cope with rising taxes resulting from higher assess-
L Thus, the Economy League decided that this situation merited re-

h'attention, and sought and obtained a grant from the Thomas Skelton
rison Foundation to prepare this study.
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TABLES : ' . INTRODUCTION——A DISCUSSION OF THE NEED FOR PROPERTY TAX RELIEF
Page FOR SOME CLASSES OF PHILADELPHIA HOMEOWNERS

Real estate tax bill as percentage of income for Philadelphia

homeowner (befor i : :
circuit b ( © appllca?ion of the Pennsylvania property tax The real property tax was once the mainstay of local government revenue.
cuit breaker) at four income levels and various property

valuations: 1982 : n5Philadelphia, the real property tax has decreased in relative importance
¢e the wage tax came on the scene in the late 1930's. But the real pro-
fty tax is still an important source of revenue for the city government
accounting for 237 of local tax revenues in fiscal 1981) and the primary
source of tax revenues for the schoel district (accounting for 73% of local
ax% revenues in fiscal 1981).

Approximate distribution of Philadelphia households by average

real.estate taxes as percentage of income, for owner—-occupied
housing units: 1975 ‘

Rebates and dividend s ot $ : .
vidends under Pennsylvania's circuit breaker: 1982 The administration of the tax in Philadelphia--as well as in many places

jughout the nation--has come under growing criticism. A 1980 PEL report
ts to the wide variation in assessment ratics--relationship between as-
ssed value for taxation and sales price.* Among Philadelphia's 66 wards,
he average ratlo of assessment to sales price ranged from a low of 17% to a

igh of 88% for residential proverties (1978 data),

Real ?state tax bill as percentage of income for elderly Phila-
delphia homeowner--before and after the application of the

Pennsylvania property tax circuit breaker, three income levels
and four property valuations: 1982

Circuit breaker progr i H \
programs in 30 states: 1978 - A major recommendation of the PEL report was that a reassessment of all

Real estate tax bill as a percentage of household income for ea;'property should be intriated fmmediately.

homeowner with $60,000 market value home, at three income levels,

Ezi?rgeggglvama and other states' circuit breakers (gross | ~ In the Spring of 1981, the City of Philadelphia and City Council settled
B arious court suits by agreeing that all properties in the City will be sub-

Principal ) éct to reassessment in order to reach level assessments over a six year

L oeipal state and local homestead exemptions programs in eriod commencing in 1981 and that in any given year no reassessment shall
23 states: 1976 wceed the lesser of (a) 5% of that property's 1981 fair market value, or
Net (b) maximum yearly percentage increases between 0% and 15% of the t?en ?urf

©> property taxes for elderly owner of $60,000 home and gross -ont assessment as necessary to reach the existing common level ratio within
tax bill of $1,200 as percentage of income at three levels, . ‘he  number of years remaining in the six year period.¥#% :

unde? the Pennsylvania circuit breaker and several combinations
of eircuit breaker and homestead exemption or credit: 1982 ' The PEL realizes that a reassessment program annually maintained might
K £ : tesent hardship to some homeowners if personal Income does not keep pace
€y Teatures of state and local property tax deferral pPrograms ith rising home values.

and.the use of deferral in conjunction with other property tax
relief programs: 1980

4

T1lustration of Property Tax Impact

Financial characteristics of state and local property tax i Real estate tax liability is determined by three variables: the market
deferral programs: 1979 _ Jue of property, the ratio of assessment to market valuve (assessment ratio),
Tlustration of 'ﬁd,the tax rate. 1In Philadelphia, t@e average property tax appears to b?
property tax deferral for elderly to supplement ahout 2% of market value for residential property. Of course, with the wide
the Pennsylvania circuit breaker: 1982 ) riation in assessment ratios, there is a large variation around the average.

*The Problems With Philadelphia Real Property Assessment Practices and
Solutions (Report No., 417}, August 1980.

.+ *%0fficial Statement, City of Philadelphia $60.5 Million General Obli-
ation Bonds, 1981 Series A, Dated August 15, 1981, p. 19.

-1-




The average figure was obtained by multiplying the 1982 tax rate of

6.75% of assessed value (the school rate is 3.275% and the city rate is

3.475%) by an assumed dverage assessment ratio of ,2963, which was the ave
This report
illustrations as the average residential tga
even though there may hay
average assessment ratic since 1978 (the latest avail-
Based on 2% of market value, here is the annual proper
in the $20,000 to $1G0,000 market value range:

age figure reported for residential property sales in 1978,
uses 2% of market value in its
liability in Philadelphia because of simplicity,
been changes in the
able report data).

tax bill for houses

Value

$20,000
$40,000
$60, 000

$80,000
$10C,000

Tax
$ 400
$ 800
$1,200
$1,600
- $2,000

The property owner's income does not affect the tax liability. Persons
of different income have the same liability if their properties have the same
assessed value. This isg illustrated in Table 1, which shows the tax liabili=
ties as a percentage of income for homeowners in the income range of $4,000
to $24,000, Thus, the tax burden becomes a substantial portion of income,
even for hLomeowners at the higher end of the income range shown, when the :
market value ig at the upper reaches ($60,000 and up) indicated in the table,
At the relatively lower levels of market value of $20,000 to $40,000 shown in
the table, the real estate tax equals a 'substantial portion of income at the'
lower end of the income scale.

Some may question the probability of persons with income in the $4,000:
to $12,000 range owning homes with market values of $40,000 to $100G,000. '
Certainly, the economics of home buying are such that persons in the income
ranges shown could not obtain mortgages in order to purchase houses valued
at $40,000 or more. Thus, the wide disparity between income and home value
must be attributable to drastic changes in income or home value, or both,
since the home was acquired.

The combination of high property wvalue and low income is mosgt likely
to occur in the case of a retired homeowner. Two factors could be involved.
The first is that retirement income may be only a small fraction of house-
hold income during the previcus working years of the homeowner (or the
homeowner's spouse, in case of a widow or a widower). The second factor is

- that housing values may have escalated since retirement, through a combina-
tion of general inflation and a sharp increase in the attractiveness of a
particular neighborhood.

drastic income reductions may
or unemployment of the Principal breadwinne

For the homeowner below retirement age,
be the result of illness, death,

Current statistics are not available on the number of Philadelphia home
owners whose incomes are disproportionately low in relation to home wvalues,
The most recent data on housing value and income are from the 1975 sample
survey of housing.*

*U.8. Bureau of the Census,
Pa., ~NJ...Series H~170-75-33 {(issued

Annual Housing Survey; 1975, Philadelphia
August 1977),p. C-35,

Real estate tax bill as percentage of income for Philadelphia
homeowner (before application of .the Pennsylvania property tax
circuit breaker) at four income levels and various property

valuations: 1982

Real estate tax as percentage of income
$20,000 market 540,000 market 560,000 market
value home value home value home

$100,000 market
value home

(8400 tax) ($800 tax) (51,200 tax) {82,000 tax)
10.0 20.0 3G6.0 50.0
6.7 13.3 20.0 33.3
3.3 6.7 lO.O= 16.7
1.7 3.3 5.0 8.3

. ’ | L
Assumptions as to tax rate in relation to market value: Phlladelph}a sf
67.50 mills, applied to assessed value based on an assessment ratio o

Note: At the end of May 1982, City Council raised real estate taxes,
ffective for Fiscal 1983 (July 1, 1982 through June 30, 1983).




The survey showed that Philadelphia had 342,700 owner-occupied one~
family homes. About 14%--49,300 homeowners--lived in homes with values four
or more times the income of the homeowner. If real estate taxes equal 27 of
market value, the tax bill would be at least 8% of income for such homeowner

*b'e'2 Approximate distribution of Philadelphia households by average
e real estate taxes as percentage of income, for owner-occupied
housing units: 1975

Additionally, the survey showed average real estate taxes in relation
to home values, as well as home values by income class. Based on the data,
the PEL has prepared Table 2, showing the approximate distribution of house-
holds by tax burden as percentage of income in 1975. About 30,000 homeowner
paid taxes equalling 10% or more of income. Most of these were concentrated

in the lowest income group, those with reported income of under $3,000 in
1975,

Number of households (000's)

te: taxes Income Income Income Income Income Income
3 under 53,000 85,000 $7,000 $10,000 $15,000 Total
$3,000 to to to to or

$4,999 $6,999 $9,999 514,999 more Number y

- - 13.8 30.5 75.6 - 126.5 246.4  71.9%
The data may not be entirely accurate,

whether the income reported by the lowest inc

because some economists questio

ome group includes all transfer - 19.7 7.7 7'3‘ 2.9 l-; 8.7 1.3
payments., Also, there may be changes since 1975. 1In any event, the 1975 su 6 1.4 8 - 18.6 5.4%
vey figures do indicate that there are a considerable number of homeowners 2.0 8.8 5. . .
(although a small proportion of total homeowners) who pay a high proportion 3 _ - 8.6 2.5%
of income in real estate taxes. The majority of low income homeowners were 4.5 1.7 2.1 . | .
65 and over, and the fact that 80% of those with incomes under $5,000 6 _ _ - 30.4 8.9%
owned their homes free and clear would indicate that most are aged who have 26.4 3.4 -
paid off thelr mortgages. 12.9 33.6 29.8 19.5 79.3 127.6 342.7 100.0%

Another indication of the number of aged homeowners with incomes under.
$9,000 is given by data on Philadelphia's experience under the Pennsylvania
circuit breaker program (Chapter II). For 1978, 47,000 senior citizen home-—

owners received benefits; they reported ‘tax payments (before rebates) averag-
ing 7% of total income. :

Real estate tax payments were calculated based on average taxes per %l,OOO.

e of housing, and then related to the mid-point of each income group. ?hls
1ogy gives an approximate distribution of average tax payments in relétlon
.mé; but not a precise distribution, since actual tax payments may deviate

e average.

The report of the Pennsylvania Tax Study Commission (March 1981) up-
dated figures from the U.S. Bureau of the Census housing surveys and found
that average tax payments represented a high percentage (e.g., 24.7% in the
under $3,000 income group) for low-income Pennsylvanians, s

-Computed by PEL, from U.S. Bureau of the Census, Annual Housing Survey:
Eiladelphia Pa.-NJ, Series H-170-75-33 (issued August 1977}, p. C-35 and

How High is Too High?

Opinions differ as to when a property tax represents too high a per-
centage of income, and becomes so burdensome that paying the tax would force-
excessive cutbacks in other parts of the budget (e.g., for food, fuel, utili-
ties, medical expenses). However, there are some rough standards available. |

.The Advisory Commission . on Intergovernmental Relations (ACIR), in model
property tax rellef measures proposed in 1975, suggested that when property
taxes exceed between 4% to 6% of income, some relief should be granted.** The
standard of 4% was suggested as perhaps applicable to the lower income house—
hold while a standard of 6% would apply to higher income levels,

*Final Report of the Pennsylvania Tax Commission (Richard M. Cyert,
Chairman), March 1981, p. 24.

*%ACIR, Property Tax Circuit Breakers: Current Status and Policy Issues
(Washington, D.C., 1975)?p.32.




Another rough measure of “how high is too high' may be provided by data
on average real estate tax payments in relation to income as shown in recent
PEL comparative tax studies. TFor a "model" $20,000 family (family with an
income of $20,000 owning a home with market value of $40,000), the PEL calcu-
lated real estate taxes as 4.3% of income in Philadelphia in 1978; in other
l?rge cities, the range was 2.2% to over 10%. 1In the comparisons with muni
cipalities in Southeastern Pennsylvania, the PEL model shoied that the real
estate tax for the $20,000 family equaled between 3.5% and 5% of income in
the Pennsylvania suburban counties, and 5.5% to 7% in the New Jersey

‘Census Bureau figures show that approximately one out of seven elderly
ns have annual incomes that are below the poverty level, and that a
ificant number have incomes that hover just above the poverty level.
¢ for Philadelphia, 25% to. 30% of the elderly are at or close to the
‘ty level. Data on how many of these elderly are homeowners are not

wother indication of the possible income levels for use as illustra-

ons of taxes in relation to income is provided by the U.S. Bureau of

or Statisties presentation of the "Three Budgets for a Retired Couple,

tuma 1979." For Philadelphia the lowest of the three budgets was pegged
5,870; the intermediate at $8,891 and the high at $13,174.

countiesg.*

The real estate tax burden in Philadelphia in these studies was aver-—
age; however, the total local tax burden, taking into account the Philadel-
phia wage tax, was the highest in the study. This illustrates the fact that
it would be improper to evaluate the real estate tax burden in isolation.

A real estate tax burden equalling 5% of income may be excessive,
bined with other local taxes, such as income or sales taxes, but may be aver

age or below average if there are no other local taxes which the homeowner
has to pay.

As to Problem

if com- s it a problem to own a property with value far greater than can be

orted by current income? Some might say that the problem, if there is
is readily solved, since the homeowner can sell the property, cash in
e appreciated value, and move to a neighborhood more in keeping with
ncome. Others, however, would respond that sale is not a solution; that a
time homeowmer should not be forced out of a neighborhood because of
lity to afford rising property taxes; and that some devices should be
ailable to pnrovide property tax relief, so that the long-term homeowner

live out the remainder of his or her years in the old meighborhoed, if
his is desired. .

In any event, for this study, it is assumed that when the real estate
tax equals more than 10% of income there may well be a problem of excess

burden, and that a real estate tax burden in the range of 6% to 9% may also
raise guestions of excess burden.

Elderly Income

This study is concerned with the question of the property tax burden
of those with fixed or low income, particulary the elderly. Data are not
currently available on the income of elderly in Philadelphia, but national
data would provide some approximation of typical levels,

To recapitulate, the possibility of property tax relief for two classes

meowners with fixed or limited income merits analysis: the owner living

i area of continuously escalating home values and assessments; and the

Wil :whose assessment is suddenly increased dramatically because of a reas-
ssment progranm.

For elderly homeowners living alone in central cities in 1978, the
mean income was $6,279; for the same group, the median was $4,838.%%

urpose and Outline of Remainder of Report

It should be noted that the average income of elderly households appear
to increase substantially when two or more persons occupy a household. In

1979, the median family income when the principal owner or occupant was 65
or over was $11,316, nationwide.®#%*

The purpose of this report is to review and analyze various property tax
ief mechanisms in order to determine to what extent the relief mechanisms
Ip: solve the problems mentioned above. The study turns first to an exam—
ation of Pennsylvania's "property tax circuit breaker"” for aged and dis-
ed, to ascertain to what extent the circuit breaker meets the problem.
eport then reviews property tax relief measures in other jurisdictions

1d-their relationship to the problems. Next, the repert reviews recent
roposals in Philadelphia and elsewhere, The final chapter presents a summary
nd-advantages and limitations of the various programs.

Many of the illustrations of this report will deal with three income
levels: $4,000 and $6,000, as representative of two levels of those elderly

living alone, and $12,000 as representative of the level of the elderly hom
owner with a family of two or more. '

*Pennsyivania Economy League, Taxes in Philadelphia Compared to Nearby
Municipalities—-1979-80 (Report No. 413, March 1980).

*¥*%U.S. Bureau of the Census, Current Population Reports, Series P-60,
No. 123, "Money Income of Persons and Families in the U.s., 1978," p. 77.

***U,S. Bureau of the Census, Current Population Reports, Series P-60,
No. 12%, "Money Income and Poverty Status of Families and Persons in the U.S.
(Advance Report)," October 1880, 'p. 16.




IT. THE PENNSYLVANTA CIRCUIT BREAKER: ADVANTAGES
AND LIMITATIONS FOR MEETING THE PROBLEM

aﬁénded in 1982,% the circuit breaker provides benefits to eligible
Since 1971, Pennsylvania has had a "circuit breaker" to provide property d renters if 12come falls 2810? $12,000. The schedule.ls showg n
tax relief for the elderly 65 and over. The term "circuit breaker" was coined .EFor example, homeowners with tncome under $?’OOO recelve a re ?te
to describe programs designed to protect homeowners from a tax overload, just ‘ og_properﬁy Joxes, up to the maximun rebate o $5Oogomiiwi:§oﬂitﬁniiiases’
as the electrical circuit breaker provides protection against an electrical ent of propert{‘éaxes rebated @icreases, S0 that a nly 107 of
overload by interrupting a circuit under abnormal conditions. gz_owed to qualify ($11,999) will receive a rebate of only 10% o
XeB.
The first circuit breaker property tax relief program in the United Stateé ' . . - . .
was instituted by Wisconsin in 1964. Since 1964, at least 28 other states j The circuit breaker applies also to renters (except those on public assist-
plus the District of Columbia have Followed suit . * For renters, it is assumed that 20% of the gross rent is, in effect, used
. ' roperty taxes. For example, for income under 55,000, while a homeowner
The assumption underlying all circuit breakers is that residential pro- ve a rebate of 1094 of pfoperty taxes, a Ienter will recetve a_re?ate
. . . 0207 of rent--that is, 100% of the amount calculated as being paid in
perty tax relief should be geared to the income levels of the taxpayers. i . . o
Chapter IIT describes programs in other states : .x - taxes. At the $11,999 income level, a renter receives a rebate of 27
- : : hat is, 1O% of the figure (20% of rent) calculated as equivalent to
axes.
Constitutional Basis for Pennsylvania's Circuit Breaker

-maximum amount for property tax or rent rebate payable is $500.
Pennsylvania's circuit breaker was made possible by 1968 amendments to S . .

the state constitution. Pennsylvania's constitution (dating back to 1873) _ ow?verfdlg ?ddiﬁ%ozlto.progngg tgx Sr ;ﬁntlgzgates,da 1979 iTengment tﬁ
has a requirement that all taxes shall be uniform upon the same classes of , :x9v1_e for 1?253t;0n ;Vl en_sﬂ b eh 1d ‘amen me?tlca ih or$§u800)
subjects. The 1968 amendments retained this requirement, but also provided ' ..::Fangtn% $§§m080 i (for E OS;)Wlt ouseho rneome of less an ’

that the General Assembly may permit special tax exemptions or provisions for . cre \a ? neome Level). .

citizens in need because of "age, disability, infirmity or poverty." The . ;
amendment further specifies that the General Asgembly shall notgrant any : '--.t?: mgzl§nggiZ$§nts Eniir the act range up to $625. Rebates are paid
exemption for any tax on real property unless the General Assembly also pro- oviden er o ¢ year.
vides for th imbur f local by or thr S X . ,
losges, &% ¢ refmbursement o ocal govermment by ough the state for The Inflation dividend is intended to meet inflation expenses which "inelude

S t limited to the additional cost of medical prescriptions, energy needs,
; G, s { "k
Circuit Breaker Law ‘ | . tation and food and clothing essentials.,

The 1971 Pennsylvania circult breaker law is entitled the "Senior Come from t@e Pen?sylvania circuit b?eaker is defined a? ?11 income from
Citizens Property Tax Assistance Act" (March 11, 1971, P.L. 104, No.3).#%% ' .gources, 1n?lud1ng wages and salarles? interest and d1v1dends: 59c1a% .
The purpose, according to the legislative declaration of policy, was to : .:(excePt Medlcare)z ?upplementa% Security Incoue, and Veterams ?1i?blllty
provide property tax rebates to elderly homeowners "who are without adequate - ’_Sensiogs Oi,ann9lt1es° Al;o 1n838§edlis ¥§port?ble ;ncome are: lfi
means of support to enable them to remain in peaceable possession of their e deat epellls in excess © $3, i as glits of cash or p?operty when
homes and relieving them of their economic burden." The declaration also -l value exceeds 5300 (except between members of a household); and the full

f : + 4 . . . . o .
states that the law reflects "the mandate of the Constitu any realized capital gains Income is further defined as the combined

io i : ,
of 1968." tional Convgntlon dncome of claimant and.spouse.

The law has since been amended to extend eligibility. Originally limited
to persons age 65 or older, the law now applies also to widows/widowers age 50

or older, and to permanently disabled persons of any age. While originally Act 56 of 1982,

72 P.S. Sec. 4751-3 (9).

#Steven D. Gold, Property Tax Relief (Lexington, Mass.: Lexington Books,
1979), p. 56. _ _ :
**Penpsylvania Constitution, Artiecle VIIT, Section 2, (b) (ii), as amended
1968. The text is reproduced in Appendix A.
*%*%P.S, Sec. 4751-1.




Table 3. Rebates and dividends under Pennsylvania's circuit breaker: 1982

Household

income Inflation

dividend

Rebate percentage factor
Owmers* "~ Renters%*

0- $4,999 1007 ;
$ 5,000~ 5,999 80 fgé #125
6,000- 6,999 60 1o 100
7,000~ 7,999 40 8 75
8,000~ 8,999 20 ) 60
9,000~11,999 10 9 43
12,000 and over 0 0 38

Maximum rebate is $500

Examples: Computing the rebate, using the claim form, property owner:
Line 10 Total income of claimant and spouse in 1981 "$6,000
11 Amount of 1981 property taxes $ ’800#

12 Rebate percentage factor (from table) 60%
13  Property tax rebate in 1982 § 480##

Computing the rebate, using the claim form, renter:

10 Total income of claimant and spouse in 1981 $6,000
11 Amount of rent paid $2’400
12 Rebate percentage factor (from table) ’ 12%
13 Rent rebate $ 288##

* Percentage times property tax

*% Percentage times rent
# Assuming $40,000 market value of property
## Plus inflation dividend of $75.

ing of the Act

yments (rebates) and administrative expenses are financed from the
mnsylvania State Lottery Fund (Act of August 26, 1971, P.L. 351, No. 91).

a2ims for payments, appeals, and other administrative matters are
d by the Pennsylvania Department of Revenue.*

‘he. deadline for filing claims is June 30 of the year immediately fol-
g the year the tax was paid. However, claims filed between June 30 and
ber 31 will be paid, if sufficient funds are available for late filers.
he amount required for timely claims and administrative expenses exceeds
smount in the fund, then the amount allowed as claims must be propor-

ately reduced.

s Related to Income and Property Values

. Penmsylvania circuit breaker rebates a percentage (up to a maximum) of
'y taxes, depending on the homeowner's income. Within a given income
“the homeowner with the highest gross property taxes will receive the
. rebate, but still pay a larger percentage of income than another home-
ith lower property taxes (except when 100% of the tax is rebated for

eholds of income under §5,000).

his same relatiomship helds true for market values when the assessment

ind tax rate are held constant. Within a given income range, the higher
arket value, the higher the tax bill, the larger the rebate, and the higher
rdperty taxes will be as a percent of income. This is illustrated in

4.

or instance, with $6,000 income, the owner of a $40,000 home recelves a

te of $480. The owner of a $20,000 home receives a $240 rebate. Thus,

ijte recelving the larger rebate, the owner of the $40,000 home has a net tax
f $320, 5.3% of his income; the owner of the $20,000 home pays a net

{11 of $160, or 2.7% of income.

For 1979, 58,497 homeowners were granted rebates in Philadelphia County.
wners reported that tax payments before rebates equalled 7% of income. By
sory, the claimants were distributed as follows:

Age 65 or over, 45,667 homeowners

Widow/widower age 50 or over 7,799
Permanently disabled 4,761

Claimants' eligibility
terminated ‘ 270
58,497

commonwealth of Pennsylvania, Department of Revenue, "Statistical

ource:
for 1979,"

, ‘Property Tax or Rent Rebates . . .
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L equals propert
100% of tax to max

ble to real e
i
60% of tax to maximum o
Not el

.
.
-

6.7%
3.32
ica

10.0%
dends are not

$20,000 m.v. home
ivi

before
C.B.
$400
s$400
$400

lstante Act of 1971, as amended.
d to assessed value based on

and four property valuations)

C.B. stands for eircu

Tax Ass

Assumptions as to tax rate in
applie

May 1982, appl

4

1ncome

income
Circuit breaker benef

income

At $4,000 income
At $6,000 income
At 512,000 income
Inflation d

Tax dollars

7z of

Tax dollars
4 of

Tax dollars
% of

Table 4,
income
$4,000
$6,000
§1.2,000
Notes

-Household

inﬁ of the Circuit Breaker

| ajor limitation of the Pennsylvania circuit breaker.is that sgme hg?e—
h? gespite receiving a rebate, will continue to pay a high perce: age
'!for property taxes. A major factor is the ceiling on rebates.
ome

i is illustrated in Table 4, Where the tax bill is $800 or mor? (mirket
:h¥? ;40 000 or more), there is no guarantee that property ta*es will be-
'ofordaéle even though the taxpaver receives a rebate. For ;?§§a2§e§800)
64,000 income level, a homeowne;ogith a i4S;OgOS?OZ§ igizme? T the hona
S equa . 5%

i neg6ga§60aft§i E??it§f°§1?zooi, the property tax would equal 17.5%
o t?At tﬁe 54,000 income level, the circuit breaker pays 100% of the

come.
11, to the maximum $500 rebate.)

he $6,000 level, Table h also illustrates that the net tax bill can be

| | i in
is obvious that the homeowners in the low to moderate 1ncomihr32§;2 o
ustration could not have purchased their houses unless, at e

The disparity between income and home value.in the illuitratlziztgg;ld
éen occasioned by a drop in income (after retirement) or by esc

ing values, or a combination of the two.

i i i es
other possible limitation of the circuit breaker program 1shthatm;t 22“
.'é'into account household size. At a given income levelﬁ ide 3§th Ewo
rebate is offered to one-person households as to households

ore persons.

Flnéily of course, the circuit breaker is designe@ to meet Shﬁ 2eig§ zz}y
ee.:éin ;laSSes of persons--elderly, widowed, and-dlsabledi the o hien
" dberty owners who are not aged, widowed, or disabled also may pay

v taxes in relation to current income.

; : i y/ id for 1978 were the then
1d is, about 15% of claims paid :
e obore . totd] The 1982 ceiling is §$500.

maximum rebate. Ibid., pp. 4-6.




I1T. REVIEW AND ANALYSIS OF PROPERTY TAX EELIEF POLICIES B k
uit Breaker

ADOPTED IN OTHER STATES jonale for Circ

(ACIR) is one of

ACIR notes that 'the property tax
a family's financial resources
or unem-

reventing fiscal
dvantages' of state-

The Advisory Commission on Intergovernmental Relations

chief proponents of circuit breakers.

1 quickly create a disproportionate claim on
e Fetirement, the death or physical disability of the breadwinner,

ment reduces sharply the flow of income." As a means of P
pirdens, the ACIR points to the following "unique a

ced circult breakers:

Th i
perty t:xpzizzo?i ;hapter ?as shown the shortcomings of the Pennsylvania pro--
 he focus O;lth‘reaker in mgetlng completely the property tax problem Ehi h
the elderly or fixzz ?eport:Pﬁlih property taxes in relation to the income 0;1
_ =income iladelphi P . 5
ing property values. phia homeowner livimg In an area of escalg

tate funds, it neither

This cha s
hapter reviews and analyzes property tax relief programs in other
vy with the local assess—

states and their applicability to the problem.

ause this tax relief program is financed from s
the local tax base nor interferes in any wa

r rate-setting process.

‘Bec
rodes
ment O

T _ ) ) _
mechanzs:2818tlana%YS1S, tbe discussion will provide illustrations of how such
in Philadelggzad gtﬁ a Eamlly discussed earlier: the aged homeowner living ¢
; ? with a home valued at $60,00 :

income in the range of $4,000 to $12,000. 0, a tax bill of 51,200, but an

o low-income

e the amount of aid extended t

‘It can be designed to maximiz
nue.

homeownersaﬂd renters while minimizing loss of reve

s between high

ernmental fiscal disparitie
s between high

Tt operates to reduce intergov
well as reducing disparitie

apnd low~income communities as
and low—income persons.®

Sever . .
perty tai iilEXEellent publications are available on different aspects of pro-
N 2lief programs throughout the mnation. The analysis in this ch :

elies heavily on these sources: ' ts chapter

mulas

(1) Steven Gold, Property Tax Relief (Lexington, Mass: Lexington Books
3

1979).
benefits——the sliding

‘There are two basic approaches Lo circuit breaker

ale and the threshold formula.

‘The essence of a sliding scale formula is that the percentagé of tax
te varies with income. Pennsylvania's progran embodies the sliding-—

¢ approach. Next to the threshold approach (discussed below), the
ing scale was the most common formula in use among the states in 1978.

Table 5. _

2 ; ‘s

the péiici32152§§ C9mmi?51°n on Tntergovernmental Relations (ACIR). ACIR is
anization mnationally that compiles inf i |
tax relief programs b , P information on property
y state. Particularly useful’ .
Break . - v eful are Property Tax Circui
StZiuzrzf Egzreqt Status_and Pgllcy Issues (1975), and the update onltiglt
The same repoitliigiea?ersi9721gnificant Features of Fiscal Federalism, 1978-79
: e for - i ; - ’

credits and exemptions. 77 provides a detailed review of homestead '

s for the amount of property taxes
tape of income, The threshold may

¢h exceed a

tie same for all income levels; more typically, the threshold rises with

me. For example, under the Vermont threshold formula, persons with incomes
_h&er $4,000 receive a rebate of taxes in excess of 4% of income; persons

th incomes exceeding 516,000 receive a rebate of taxes in exXcess of 67 of in-

The threshold formula provides rebate
ihreshold"--a certain percen

3 .
— ass 1 Apri 75).
Housing and Urban,Development. 5). Prepared for the U.S. Department of

4y P : sy
Propeit; T:te; i: Fls?er, A Critique of the Raticnales for Circuit=-Breaker
(Towa City XI i %ef with an Emphasis on Fiscal Equalization Objectives
. y, Towa® The Institute of Urban and Regionmal Research, January 1980)

e two other distribution formuias which are variants of the glidin
edit (a flat dollar amount) which decreases a8 in-

There ar
ariable reduction in assessed value, with the reduc~

One is the variable cr
increases; the other, a Vv
-gjdecreasing as income increases.

The Circuit Breaker Elsewhere

In N - Y a )
1980, state financed circuit breakers operated in 29 states and in

the Di i ;
_ istrict of Columbia. Of the 30 programs, no two were identical.
d reviews of the advantages and disadvantages

1iding scale formulas.®%

Both ACIR and Gold have detaile

All ci i ;
circuit breakers are intended to provide property-tax relief when the
he threshold as compared to the s

ropert i ; -
grizr Ciatix is deemed exge?51ve in relation to income. But as noted in the
e Philageir%‘P?nnsylv§nla s circuit breaker is not effective in this regard
This Chapterpl;aks low income homeowners with homes valued at $40,000 and above.
oks at the circuit breakers in other :

. state
some do better in meeting this problem. s to determine whether

*ACIR, Property Tax Circuit Breakers, p.27.

#%Thid., p. 9-10; Cold, p. 63-65.




- Tablé.'5,

Circuit breaker programs in 30.states: 1978 L

© - Maximum Avera i
Coverage (2 . ‘ ge Maximum ‘
. g _( ) benefit benefit (3) .income Type of relief f
Elderly ‘ ) B
Homeowners
Arkaﬁsas 500
5 $76 $8,000 Variable threshold (percentagé
- - available)
231 7,500 Variable credit ($75-400)
North Dakota BAV
120 8,000 Variable reduction inp assesse
($800-4,000)
Ohio
BAV
135 10,000 Variable reduction in assessed:
. ($2,000-5,000) ”
Oklahoma 200
86 6,000 Simple thresholgd (credit for ta
exceeding 1% of income) .
South Dakota
NA 99 4,625(s) S1liding scale
7,375(m)  (19-55% of tax rebated)
Elderly homeowners
and elderly renters
Arizona. 225
. 200 3,750¢( i
s s) Variable credit -
3 500 ($25-225)
California NA 266 20,000(gross)
12,000 (net) S8liding scale (4% to 6% of tax
Colorado 410 J
187 7,300(s) Maximum credit of $410 is reduc
8,300(m) 10% of income when income exceed
: $3,000(s) and $4,300(m)
Connecticut 400 244

Illinois

Indiana
Towa

Kansas
Maine

Missouri

700

500
600

400

400

500

250 -

29
115

140

209

125

6,000 Simple threshold with s

‘ 10,000 Simple threshold (credit for ta
ceeding 4% of income) '

5,000 Sliding scale (10-75% of tax rega
9,000 Sliding scale (25-100% of tax re
8,150 Variable threshold (credit for f

that exceed 0%-13% of income)

5,000(s) Variable credit

(credit f :
6,000(m) up to $400) th tor tan

7,500 Variable threshold

. ; {credit for t
that exceed 0-4% o :

f income)

rcuit breaker programs in 30 states: 1978 {continued)

Maximum
benefit

Average
benefit (3)

Maximum
income

$300

250

400

150

500

400

750

1,200

800

200

655

$128 $11,000

38 16,000

142 7,500

52 5,000

95 7,000

14 5,000

100 10,000

285 20,000

223 none

157 none

NA 12,000

148 15,999

Type of relief formula (4)
Sliding scale (10-90%Z of tax rebated)

Maximum property tax'liability in dol-
lars for various income classes

Sliding scale (10-100% of tax rebated)

Variable threshold (Credit equals taxes
that exceed 3%-7% of income)

Sliding scale (20-95% of tax rebated)

Variable threshold with co-insurance
feature. (CGredit equals 30-75% of

taxes exceeding 0.5%-4.5% of income,
plus other adjustments)

For non~elderly homeowners:

Variable threshold with co-insurance
feature. (Credit equals 807%-95% of
taxes exceeding 2%-47 of income.)

For elderly homeowners: Variable thres-

hold. (Credit equals taxes that ex-
ceed 1%-2.5% of income.)

For non-elderly homeowners: Simple

threshold with co-~insurance feature.
(Credit equals 60% of taxes that ex-—
ceed 3.5% of income.)

For elderly Thomeowners: Variable thres-

hold. (eredit equals taxes that ex-
ceed various percentages of income.)

Variable threshold with sliding maxi-
mum credit. (Credit equals taxes
that exceed 0.5%-47%7 of income. Maxi-
mum credit ranges from 3475 with in-
come below 53,000 to $325 with income
of $100,000 or mere. Additional ad-
justments for senior and non~senior
Homeowners with total refund not to
exceed $800.)

Variable threshold with co-insurance
feature and sliding maximum credit.
(Credit equals 50% of taxes that ex-
ceed 4-7% of income. Maximum credit
ranges from $10 to $200.)

'Variable credit




S e et BUIE DYeaker programs i in 30 states: 1978'(c0ntinuéd) S

"Maximum Average
Coverage (2) "benefir benefit (3)

Maximum
income  Type of relief formula (4)

All homeowners
and renters
{cont'd)

Iﬁ brief, the threshold approach would seem to be the most direct way of

ng the objective of providing relief when property taxes are excessive'
fation to income. For example, a program can be designed to meet precisely
tever the goal may be, such as rebating property taxes in excess of 5% of

e ‘ i 000 income would pay
Vermont me at the $6,000 level. Thus, two homeowners with $6, C :
Tt $500 $210 None Variable threshold. (Credit : actly the same percentage of income for property taxes (5%, or $300) even if
éxceeding 4%-6% of income, ) had a tax bill of $400 and the other, a tax bill of §700.
Wisconsin ' : R
640 206 9,300 Variable threshold with co-in ~ However, the proponents of the sliding scale approach believe that the thres-
feature. C(Credit for 80% of ¢ approach is inequitable, and prefer their formula whereby each homeowner in

income is under $400; 1if ing hove example receives a uniform percentage rebate, for example, 50% of taxes
over $4,000, credit for 80% F “In this way, the $6,000 income homeowner with higher gross taxes, and
exceeding 157 of income. ' ably the more valuable home, would still pay higher taxes after the re-

s summarized below.

All homeowners

Maryland Gross tax ____Rocbate : Net tax
700 248 5% . 50% 5% 50%

Threshold Rebate Threshold Rebate

none Variable threshold. {Credit f
exceeding 1,5% to 9% of incom

$400 . 8300 $200 $100 5200

Legend:

(s) single homeowner,except in South Dakota,

(m) married homeowner,

$700 $300 $350 $400 $350

single-member household.

except in South Dakota, multi-member housechold.

nother advantage claimed for the sliding scale approach is that the tax-
r always pays a percentage of the tax ("coinsurance') when taxes go up,
under the threshold formula, the homeowner is immune to tax increases,
ever, some threshold formulas rebate only a percentage (e.g. 80%) of the tax
eéss of the threshold, and thereby incorporate the coinsurance feature.

NA Data not avallable.
BAV Based on assessed wvalue.

Notes:

(1) ACIR identified 31 s um Benefits

provided benefits only to ren

tates with circuit breaker programs in 1978.

: : However,
ters and is not included in the above table,

All circuit breaker formulas ;ut a ceiling on benefits. According to Gold,

"Under most circuit breaker formulas only a small number of recip-
ients are affected by the maximum benefit level. But a maximum
is important to prevent large payments in unusual cases.'#

verage to one or more of the fol
dren under 18, and disabled wvet

may be estimates, able 5 lists the maximum benefits of state circuit breaker programs in

't in 1978, The range was $125 to $1,200. Typically, the maximum was in
$400 to $600 range. This is not enough to provide substantial relief for
Philadelphia taxpayer in our model in Chapter II-~the homeowner in the
000.to $6,000 income range with a gross tax bill of $800 to $1,200.

- {(4) In four states, relief is provided b
relief takes form of tax credit or rebate.

vy reducing tax bill directly; in all ot

Source: ACIR, Significant Features of Fiscal Federalism,

1978-79 Edition,p. 63-~68. ibility Criteria

ligibility criteria for circuit breakers of other states may also be com-
0 the Pennsylvania plan. As to age, Pemnsylvania's circuit breaker is
tally available only to those age 65 or over, except for the disabled of any
ind for widows and widowers over age 50. Of the 29 states, 22 also set age
ments for participation.

The most common reason cited for having the program only for elderly or

Gold, p. 65.




disabled is that such persons may permanently have low incomes in relation to
housing values, because of reduction of income after retirement, and therefor
have permanent need for relief. Younger persons may temporarily be unable to
pay property taxes, because of unemployment or illness, but would generally no
have a permanent reduction in income. Also, programs limited to the elderly
less costly than programs without such limits.

Pennsylvania®s circuit breaker limits benefits to those with incomes unde
$§12,000, -In 1978, the maximum income range in other states was $3,750 to 520,0
with the median $8,000. TFour states did not have a maximum income limit., Th
had variable threshold formulas, and gave benefits for taxes in excess of the
threshold regardless of income, but subject to a maximum benefit ranging up
$1,200.

The great majority of the .30 states with circuit breakers give benefits ¢
renters as well as to homeowners. In most formulas, some percentage of the r
is considered equal to the property tax paid by homeowners and is used to cal
culate a tenant's circuit breaker benefit. 1In 1978, the percentage of rent
considered equal to the property tax varied from 6% of gross rent in New Mexi

to 25% of rent in several states. ({(Penmsylvania uses 20% as the figure.)

Tax bill as % of income for ownef bf

Comparisons of Application to the Model Aged Homeowner

Table 6 compares how Pennsylvania's circuit breaker program .and the pro
grams of some other states would aid the family discussed earlier: the home
owner with gross tax bill (before relief) of $1,200 and income in the range of
$4,000 to $12,000. In addltlon to Pennsylvania's slidlng scale circuit breake
the table shows Orgeon's 'variable credit", Ohio’s 'variable reduction in ass
value", California's "sliding scale", and "variable threshold" programs of Mar
land and Michigan.

Maximuam
benefit

At the $4,000 income level, the lowest met tax bill is still more than
11% of income, with a range of 11.3% to 21.5%. At the $6,000 level, the net "
tax bill would range from 7.5% of income to 17.8% of income.

N

The greatest relief in each case is provided under the Maryland variable
threshold program; this is followed by the Michigan program. Theoretically, a
variable threshold program could be designed so that taxes do not exceed a tar
get percentage of income. In practice, there is a benefit ceiling.

To provide substantial relief to homeowners with very high property taxes
relation to income as in our illustration, variable threshold circuit breakers
such as those of Maryland and Michigan would require higher maximum benefits-—-
which would make the programs more costly. Michigan sets its percentage-of-
income threshold at a lower level than does Maryland. But since Maryland's

maximum benefit is higher, its formula provides more relief in our illustra-
tion. Tt should be néted that Michigan keeps its costs down by using a dual
formula that provides non-— elderly homeowners with lower benefits than elderly
homeowners. Maryland's program applies equally to all homeowners. -

$ 60,000 iome

State

"Type of formnla (1)

$12,000

56,000

$4,000

income
16.0%

income

income

11.7%

$500 17.5%

Pennsylvania

Sliding scale

15.4 9.2

21.0

$490 (2)

Oregon

Variable credit

Variable Yeduction (3)
in assessed value

10.0

16.6

21.5

Maximum reduc-—

Ohio

AV,
lesser of 55,000
or 70%

in

4

tiom

is

10.0

17.8

21.1

(3)

Maximum A.V.

§liding Scale

@
= O
5O
=~ 1N
2 n
O M~
o
O--
R
o
o
@
0
3w

California

Variable threshold

5.8

11.7

$500 17.5

Michigan (4)

5.0

11.3 7.5

§750

Maryland

Pennsylvania formula is

(1) Formulas are derived from literature search and are not necessarily current.

Michigan,

1976.

1974, and Maryland,

.
3

1976

19743 California,

1976; Ohio,

current through 1982; Oregon,

(2) Under variable credit circuit breakers, relief is stated in dollars.

lowest income level,

Maximum applies only to the

(3) This table assumes an assessment ratio of 29.63%, the average for residential property in Phila-

As noted in the text, assuming a single assessment ratio for all property owners is an un—

delphia in 1978.

formulas that

tions,

dic

juris

.

Effective assessment ratios vary both within and among

realistic assumption.

ies.

t

inequi

base relief on assessed values are likely to foster

plied here is the one

The formula ap

{4) Michigan uses a dual formula for the elderly and-non-elderly.

applicable to the elderly, the more genercus of the two.




; i : 1976
Principal state and local homestead exemption programs in25 states 97

Homestead Exemptions and Homestead Credits

Maximum income Assessed value reduction
Homestead exemption or homestead credit programs are even more prevalent
than circuit breaker programs. In 1979, 38 states and the District of Columb _
had homestead exemption or homestead credit programs—-at least 15 of thesge ' $5,000 or nomne 100% or $5,000 (state ad volorem) (3)
states also had circuit breakers. : ' none N.A.
$3,000 $5,000
A homestead exemption excludes a portion of a pProperty's assessed rel none 510,000
value from taxation. The exemption is normally financed (that 1is, : $4 000 54,000
lost revenues are made up) at the local level of government. A few ’
state governments reimburse their local governments for the lost none : $24,000-$30,000
revenues. none $1,500 (max.)
. - 86,000 $1,000
A homestead credit is a reimbursement or credit for all or part : : ' none $6,500 {chever is greater)
of the real estate tax. The credit is almost always financed by , Yo $7,000 (m) $4,000 (or $3,500jwh1c ev
the state. The credit may be computed as (a) a flat amount, (b) §250 max.
the tax on a stated amount of assessed value, or (c¢) a percentage : $3,550 (m) 90% first 15,000 of av.,
of the tax. A homestead credit differs from a circuit breaker Ka . $6,000 (m) $5,000 (max.)
benefit, in that the homestead credits do not vary with income, : 3 . 86,000 (0) 22%000
' L 500 >
A brief summary of the homestead exemption programs is shown in Table 7 i e 2Z:OOO N.A.
The majority of states with homestead exemptions either limit the program to ' - none . $10,000
elderly, or give the elderly preferential treatment. Many of the states also ; AL
place a maximum income limit--ranging from $3,000 to $7,500--for participation S $4,000 (m) $1,000
in the program. The amount of assessed value exemption ranges from 51,000 to: 5 ey none $3,000
$30,000. But as Gold notes, "there is no sense in comparing the amounts of _ : - 84,000 $5,000
assessed value which are exempted, because assessment practices vary widely.' i s none $5,000
, 5 $6,000 (m) 51,000
The homestead credit,like the circpit breaker, is a form of tax relief th :
designed to enable states to assume the -financial burden of property tax reli
But many credits closely resemble homstead exemptions in that credlt or rebaté . d Togen) (3)
equals the tax on some portion of assessed valuation. For example, Tennes— none $2,000 (state ad valore
see's homestead credit was equal to a reduction in assessed valuation of $5,00 = ; none §1,750 ) Lot
(and was applicable to elderly homeowners with a maximum income of $4,800), : none 35,888 (school district)
. N e ' 2,
Another type of homestead credit is a flat dollar amount. This eliminate & ‘ Egze $12,000
the inequities that often result when tax relief is based on assessed valuatic - none $2,000
which often vary widely in and among jurisdictions. In New Jersey, for instan .
a senior citizen with an annual income of $5,000 or less (excluding social : none $5,000
security) is provided with a $160 deduction on the.tax on his residence.®% none N.A.
' . none 51,000
In the 1970's, the percentage credit was introduced by Minnesota. Until ' T
1979 when the formula was revised, this credit paid 45 percent of the home- o income shown is for married homeowners; single homeowne;g u;z lﬁ:eiaﬁizémto
owners' tax bill up to a maximum of 3325. In the same year, similar programs : HWY k. the state-mandated income ceiling i1s5.53,000, dbut this y
‘Were enacted by Utah, Oregon, Wisconsin and Indiana,#®%* Og:birlgcality- ‘ ]
: : i 1 : . i : meowners
Property tax relief formulas under homestead exemptions or credits do po Ggﬂilzii?b%EQeowners hetween ages 65 and 69 receive $24,000 exemptlon; ho
i i i i i a ories as do circuit brea S p fon. _
PEIE 9 preciee vargeting of reltef o dmeene e .. 2iéov§ioEingvEegigigognzxzigziinhave separate programs for elderly and non
iy are shown twice in above table. {+h paximum income of
*Gold, p. 84. . . o ztigi to total exemption from property taxes for EIdirlzegzidless of income, with
**Commerce Clearing House, Inc., 1979 Guidebook to New Jersey Taxes 00, Alabama provides all elderly homeowners 65 and over, under age 65 receive a
(Chicago, 1979), p. 202. 5 000 exemption from state ad valorem taxes.  Homeowners
ek | g . orem taxes. . .
reRGold, p-82. gggrifimzi;;gtizzmizt;Zidziezoéor state or county property taxes, but optional for
cipal property taxes. ~116.
Aé;R,I;i;;ificant Features of Fiscal Federalism, 1976-77, pp- 109=110

iy

E
]




formulas. Also,

homestead exemptions and credits provide benefits to all wh
qualify (by age or income) and thus are more costly than circuit breaker pro=
grams limited to those with excessive property taxes in relation to income.

ts under the credit or exemption are available to all homeowners, re-

55 of age or income. According to Gold, such an approach ena?les the
- to "provide some benefits to everyone while giving extra relief to

tes

in targeted groups of taxpayers.”*

Ritionale for Exemﬁtions and Credits

 The following are some of the reasons cited for

the use of homestead ex
emptions and credits,

8. shows the impact upon our model homeowner, with a $6O,000Avalﬁswio?i,
afax 51,200, and income in the range of $4,000 to $12,000. s s o

. 1, before any property tax relief, the tax burden ranges from 4
tzéﬁie’at the $12,000 income level to 30% of income at the $4,000

Reduce regressivity of the property tax: A major criticism of the pro-
perty tax is that the tax is regressive, that is, the tax equals a higher per
centage of income for poor persons than for wealthy persons, (Some argue tha
the property tax is not regressive, but is proportional or even progressive..
See Appendix B. In any event, a homestead exemption or credit is a flar amo
and thus the relief is a higher percentage of low income than of high income
The exemption or credit would therefore make the tax less regressive or more :
progressive, according to one school of thought). The progressivity of a hom

stead credit or exemption can be increased 1f the benefits are limited to lo
income elderly, '

T'ﬁle 8 compares the benefits available under Pennsylvania's circuit
.r with the following:

1) combination of Pennsylvania circuit breaker and a $3,000 homestead
exemption for elderly,

combination of Pennsylvania circuit breaker and a $6,000 homestead
exemption for elderly, '

Shift burden of property taxation: By excluding some portions of reside
tial assessments from taxation, govermment must look to the non~-residential .
property owners to pay a higher proportion of tax revenues. OFf course, othe
would oppose exemptions for the very reason that they are a roundabout way

of achieving a "classified" property tax, with higher taxation of business an
industry than residences. :

combination of Pennsylvania circuit breaker and a homestead credit,
equaliing 457% of the gross tax.

The table is fairly easy to read. Line 1 shows that the Pennsylvania
ult hreaker would reduce the tax burden to 17.5% at t?e $4,000 income
1 and to 11.77 at the $6,000 level-—both still much higher than most
”.consider acceptable.

At the $4,000 income level, line 2 shows that attaching a $3,000 exemption
es the tax burden to 12.5% of income; and line 3 shows, with a $6,000 exenp--—

reduction to 7.4% of income. The model credit shown in line 4 would reduce
burden to 9.4%. :

However,

critics point out that actually a homestead exemption program
may shift the tax burden to homeowners with higher property
because the loss of revenue will norma
tax rate for all homeowners.

of the exemption would more th

values, This is:
11y be made up by raising the property
For those with low property values, the amount:

an offset the increase in the tax rate, but as
property values go up, the exemption becomes a smaller portion of the total
value,_and the increased tax rate will at some point exceed the value of the
exemp tion.

At the $6,000 income level and the $12,000 incom? lev?l, the exemptions
ed: would reduce the tax burden to the 4.9% to §.37%7 of income range.

0f course, if the exemptions were higher, the relief would be even
er.

Do not require cost dccounting procedures: Homestead exemptions are, in
effect, "tax expenditures” and as such do not require the budgeting and accou
ing procedures of regular expenditures. While many would find this a disadvd
gomé argue that this makes homestead exemptions politically more acceptable

than forms of government assistance which require direct budgeting of expend
itures. ; )

Thus, the table indicates that substantial p¥operFy téx rellif fordlow
ome: homeowners could be achieved by a combination c1;cu1t brié ei'i% for
,euption program. But it would be a costly way to ach?eve suc f?e i 0
-sons with low income and high property values, since benefits WOE
rovided under the exemption to many who did not need”them. Thus, the ]
stead exemption or credit has been called a_”sh?tgun approach, compare
HE fine tuﬁing which can be achieved by a c1rcu?t breéker. %oiiov?r,

re may be other possible remedies which are reviewed in the following

Application to the Model Problem

As noted above,
ation of a circuir br

some 15 states provide property tax relief by a combin-
eaker and an exemption or credit. In all of these states




"Property Tax Deferral

Table 8, Net pro :
perty taxes for eild ;
erly owner of $60,000 home and gross iiereas the property tax relief mechanisms discussed previously in this

ntage of in s s e
eakgr and Sgsme at thr?e levels, Mforgive" all or part of a homeowner's tax liability, deferral programs
ad exemption eral Co?blnations of de a mechanism that enables eligible homeowners to "postpone" payment

or credit: 1982 hroperty taxes until some later date.

The govermment jurisdiction granting the deferral protects its interest
- he deferred taxes by placing a lien on the home of the participant. The

$4,000 $12,000 ﬁred taxes may then be legally collected when the property is later sold,

_Income Inéome ' ¢ by the participant or his estate.

Net 7% of

Net e
tax i . s . .
Pennsylvania cireuit breaker $700 ni7 s tax The first tax deferral program was enacted by Oregon in 1965 as part of

31,7200 ' : verall "relief' package that included a homestead exemption. By 1980, ten
’ tes plus the District of Columbia had deferral programs.* (See Table ,9.)

1.

Pennsylvania circuit breaker
plus $3,000 homestead exempt-

ion on assessed value 498 12.5 ionale for Deferral

ome analysts argue that traditional property tax relief mechanisms, part-
rly the circuit breaker, measure only one aspect of a homeowner's wealth:
at income. It is not unusual, however, for a homeowner to have a low

fent income but a relatively high net worth. The elderly, in particular,

to fall into this category.®*

Pennsylvania circuir breaker
Plus $6,000 homestead exempt-
ion on assessed value

Pennsylvania circuit breaker

Plus a homestead credit equal

FD 45% of gross tax with a max-—

imum homestead credit of $325 375 9,4

hen wealth consists primarily of assets, - as opposed to current income,
re or imputed income is "locked in" to the value of the asset. Unlocking
future income requires that the asset be sold or that a loan be made on
yalue of the asset. The loan could be repaid at some future date when
rent income increases or when the asset is sold.

This type of thinking is traditionmally employved by businesses facing a
h:flbw problem; however, few property owners think of their homes jn such
economic termsg. Nothing that has taken place in the past decade and a half
ggests that the following statement has lost its relevance:

The table assumes 3
(Philadelphia's tax of 67?2 iif
The assessed value under these
BEOSS tax would be $1,200.
forlthe Fiscal 1983 year.

ective tax rate of 2.0% of market value
ls and an assessment ratio of .2963)
assumptions would be $17,778, and the

Tax rates were raised in May 1982, effective

This plan (deferral) would, however, require a fundamental
reexamination of the role of a home as an asset which may
be liquidated to produce current income for purposes such
as taxes, living expenses, medical care, gifts and travel.
The institutions necessary for thils type of financial op-
eration--both private and government organizations in the
housing market--are already in existence. If private en-
terprise can and will provide this service, no government
participation will be needed. T1If private enterprise cannct
or will not do it alome, the government may offer guaranteeing
functions. 1f private enterprise will not engage in such

- an operation, however, the role .of government may be one
of direct lending.#%%

v ' \

" -

*A summary of tax‘deferral programs 1s found in Steven D. Gold, "Homeowner

perty Taxes, Inflation and Property Tax Relief," National Tax Journal

ol. XXIV, No. 2, June 1981), p. 180-181.

= **?ung—?ing Chen, "Property Tax Concession to the Ageds'in Property Taxation

USA, Llnholm,Ed.(MadisoniUniversity of Wisconsift Press, 1964), pp. 230-231.
**%Tbid, p. 232. ~27-




Table 9,

the elderly

Homestead
exemption

4

Other Property tax
relief programs for

Income
limit

inimum
age for

M

State mandated
or optional for

Date of

Circuit
breaker

Tax
freeze

1lon

+

icipat

overnment part

loecal

inception

$30,700(b)

mandatory(a)

‘California

mandatory

Colorado

- Dist of col.-

mandatory

mandatory
mandatory(a)

Massachusetts

optional

Tennessee

no '
(school dist.)

yes
ional)

(opt

mandatory

ves
(optional)

ves

O-si
O—mé?%%gd

7,50
8,00
Varies

optional
optional

15,000-18,000

12,320(b)

ngton

Washin

Bovernment for revenues

gon reimburse local

+

(a) California and Ore

paid to the state.

deferred taxes are

(b) Indexed to Consumer Price Index.

Stephen D. Gold
and Stephen D.

3
ional Tax Journal,

lona

1979), p. 57, 83, 85 and 86
Relief," Nat

Lexington Books,
and Property Tax

Inflation
also, Telephone

(Lexington, Mass.

ty Taxes,

» "Homeowner Proper

June 1981),

ia

» Property Tax Relief
Gold

- XXIV, No. 2,

Sources

S Research League,’

ion,

from Texa

information
agsachusetts Taxpayers Foun

s
inance,

p- 180-181

(Vol

*

dat

i and M

Department of F

trict of Columb

Dis

fact that deferra
roment——is fundamen

*-

l--whether financed by private financial Institutions
tally a loan secured by deed or title to a person's
ould suggest that deferral has certain built-in restrictions basic to

oan process. For instance, deferral of taxes as a means of providing

erty tax relief would obviously not work well in situations where there
tle prospect that the loan would be repaid in a reasonable number of

of Tax Deferral Programs

nterest rate:
ferred taxes.

'harge.

the Massachusetts program has an 87 interest charge;

If no interest is charged,

that a homeowner who could
taxes and make a profit by investing the money at higher interest rates.

Relationship to home equity:

ome of the issues in the design of tax.deferral programs are reviewed
Characteristics of various programs are shown in Table 10.

One key issue is the interest rate, if any, to be charged
Some programs have no interest charges, others do.

For ex-
the Oregon program,

or the interest rate is-too low, it is conceiv-
aiford to pay taxes currently might decide to

The relationship of total deferred taxes to

ty in the property.

'Financing revenue loss:

e equity in the home would have t

~does not exceed the owner's equity.
t the total deferral taxes plus interest may not exceed 50% of the owner's

" such limits,
,000 in Virginia.

Age limits:

#Ibid. p.232.

local governments are likely to have revenue losses.

Most deferral programs are limited to the aged.
advocates of deferral believe that programs should be available for
specially for those who suffer temporary declines in income.
clieves that the eligibility for deferral should be extended t
whose property taxzes exceeded some predetermined percentage of
strict of Columbia program is available for all ages.

**Henry J. Aaron, Who Pays the Property Tax, A New View

0 be ascertained, if it is desired that the
The Massachusetts program provides

For some years after a deferral program is started,
Eventually, the pay-

properties is likely to equal losses

California and Oregon provided for state financing of the lost

Massachusetts gave local
nds to finance program start—up costs.

governments the option of issuing 3 vear

Income limits: Some étate programs have no income limits, while others
Examples are $20,000 in Massachusetts, $4,000 in Utah, and

However,
all ages,
For example, Aaron
o all homeowners
income, %% The

(Washington D.C.:

the Brookings Institution, I975), p. 79.




state and loeal property rax deferral programs: 1979

Financial characteristics of

Table 10,

taxes deferred

Average

taxes deferred

$3,200,000

ants

artici

Interest rate

Amount of tax deferable

California
Colorado

Less than

Less than
721,000
2,600,000

"rarely used"

ious vear

in prev
ments of state pension
annual plus one-

Avg. yield of invest-
fund

Avg. Treasury bil]

rate
6%

income

A1l
increasge

10% due to reassessment
after age 65

Tax in excess of(a)

Increased taxes over
5% of

Up to 50%
of assessed value

Tax

Dist., of Col.
Massachusetts
Oregon
Tennessee

|
1]
7

time 8% penalty

very few

8%

Local option

Up to 100%

inia

Virg

(local option)

10,000 200
{approx.)

(approx.)

50
(approx.)

Up to 80% of
owner's equity

Washington

% of assessed valuye.

(a) Total amount of deferral ‘may not exceed 85

Gold, "Homeowner Propert

ief," National Tax Journal

Inflation and PropertyTax Rel

v Taxes,

Stephen D.
(Vol. XXIX, No.

Source

. p. 180-181.

2, June 1981),

rticipation

Agglication to the Model

.programs reviewed.

ecreased over time, ) . - e e
. Table 11 gives illustrations of the amounts which might be involve
a

i range,
ferral programs for model homeowners in the $4,000 to $12,000 income g

“wi lued at $40,000 or $60,000. o deterr
d:ggtheZigestEZ Zicumulated amounts deferred would be less than half o
L Yy s C )
ome's value in the 1llusFrat10n. i ; ¢
he portion of the tax which exceeded 5% of incom ,Thus’ e e were

: ller fraction of house value. e
;ddbz iz igezrsﬁz yiars, it is unlikely that the accumulated taxes would ex
ende

éed the home value.

#See Table 10.
. issi : Chapter 59,
**Memorandum to Edward J. Collins, Jr., Deputy Commissioner, Re P

1 iti nd towns.
éction 5, recapitulating exemptions granted by cities a

Available data suggest that participat%on in most'deferrgltp;ogzamgsigd
emely low.* Tax administrators inteFv1ewed by Abt ASSO?l? iormaiion
major reasons: reluctance to assume indebtedness, ?nd mlsin ne asé o
Ppérently, many elderly. are unwilling to encumber their estates, P

iancial obligations to their heirs.

'fhe Massachusetts tax deferral program had 353 exemp?ions granted i: 1979
and 21 in 1980; tax dollars abated were about $700,000 in both years.
and

.The prior sections have provided illustrations as to how circuit br?akers
d.homestead exemptions would aid the family used as model to tg;t var;oui
. grams' the Philadelphia homeowner with a home valued at $60,000, a gros

I L] 12 OOOQ
ax f $1,200 but income in the range of $4,0000t0 $_ ’
taxozilith ihé tax bill would still be more than 10% of income under many of

It was point-

A tax deferral program could be devised to permit_el%gib%e taxpiyeri to-
'ér either all of the tax liability in excess of the circuit br;a'er ene
fits, or tax liability which exceeded some threshold percentage of income,
oy

or example, 5% of income. .
- izf piogéam is that 1t prevents hardship to elderly but does not permanently

educe governmental revenue, since there is a very high probability that the
g.ﬁérnment will be able to recoup the deferred taxes.

The advantage of a tax deferral as a property tax

It is assumed that the elderly homeowner who applies for tax deferrii)
the home free and clear (as is the case with most elderly homeowne
i i i he home.
t least has a substantial equity in t
an; years, it is possible that the deferred taxes could exceed the Yaluelzz
the: home, but that would appear to be very unlikely, unless the home's wva

If deferral continued for

Fven if total taxes were deferred

lies only to
if the deferral program app
sy the accumulated deferral




Table ll»Ilustratio?s of property tax deferral for elder]
Pennsylvania "circuit breaker': 1982

Tax Freeze for Elderly

The tax freeze is a relatively simple concept, under which taxes for

: 1w are "frozen" at a base year level enerally the vear in which the
Annual income Circuit Total deferment--a5 erly a A y s & v y
Gross  breaker Net taxes deferred fo; owner tu .
_Tax " benefit* tax 15 yoarst® - '

nly a few states utilize this approach. According to Gold, as of 1979
~cticut had a state-administered freeze; Rhode Island and Virginia permitted
government to have tax freezes; and Arkansas enacted ene in 1979 {not
jfied as to state or local administered). Formerly, Minnesota had a

freeze for elderly, but this was eliminated in 1977.%

All net Net taxes
taxes cess of 'j
deferred come defe

A, $40,000 home

$ 4,000 ' :
$ 800 $625. $175 $2,625 none ere are some variations in the programs as to income limits and which
$ 6,000 f government finances the program.
’ 800 555 - 245 3,675 none :
$12,000 "onnecticut's program has a $6,000 income limit; Minnesota's program (term-—
800 none 800 12,000 n 1977) had noc income limit. The local option programs in Rhode Island

467,000 maximum income limit; Virginia's guidelines for its local option

B. $60,000 home gra@s include a $10,000 maximum income Ilimit.

As. to financing, under the Connecticut.program, the state reimburses each

$ 4,000 . .
' 1,200 $625 575 8,625 5,625 ality for taxes foregone as a result of the freeze. Under Minnesota's program,
$. 6,000 aimant had to pay his property tax in full, and then received a credit on

1,200 555 645 9,675 5,175: te income tax for the difference between the base year tax and the current

$ 12,000 1,200 none

onale for Tax Freeze

The main argument for g tax freeze for elderly is that it protects home-
5. from rising real estate taxes after retirement. The presumption is that
o6f the problem of high property taxes In relation to income is caused by
retirement tax increases., It is assumed that during his working years the
meowner has anticipated a fairly stable property tax level in planning for
rement, and will be able "to make it" financially if not faced with rising
erty taxes.

*Including "inflation dividend.™

dod i
Assumes interest on deferred amount ig

not required.

It is also argued that a tax freeze 1s relatively simple to administer, and
it is less costly than some alternative property tax relief measures.

There are also arguments agalnst the tax freeze. One is that a tax freeze
not provide sufficient relief for a homeowner whose problem is occasioned

by an increase In taxes, but by a drastic cut in income upon retirement

nd an even greater cut income if the spouse's pension is terminated upon death).
eover, a tax freeze may not target relief to those who really have excessive

*Gold, Property Tax Relief, p. 85, A more extensive description of the
nnecticut and Minnesota programs, and of the optional guidelines applying
Rhode Island and Virgina, is in Abt Associates, Compendium Repq£5 p. 95-103.

|
|
|
j
|
]
|



?roperty.téxes in ?e%ation to income; it may be used by all elderly within th
;ncome 11m1£s specified. Also, some of the elderly who are eligible for a ta
reeze are "property rich" but "income poor." It would be desirable to meet

their prob
p lem by a tax deferral program, rather than by a tax freeze which
Causes permanent loss of revenue to government.

Coordination with Circuit Breaker

?f a'state also has a circuit breaker program, how should the freeze ap
the el?cult breaker be coordinated? Connecticut provides that a homeowner -
part1c1p§te only in one or the other program. Minnesota had a similar provia
InformaFlon is not readily available on the local option programs in Rhode I
which did not have a state circuit breaker when the local option freeze pProgr

was initiated. The other local option st P
ate--Virginia--does s
breaker program. & not have a cire

Application to the Model

. A number of assumptions must be made to apply the tax fr "ma
Philadelphia taxpayer with a $60,000 house, a g?,goo tax bill?ezidtgnzgie ?Z'
$4,000 to $12,000 range. If the house value had increased greatly after refir
(e.g. fFom $30,000 to $60,000), then tax freeze would cut taxes in half and
by p?ov1de substantial relief. However, if this is not the case, and the hb
had increased greatly in value before retirement, a tax freeze wéuld not be

very helpful, ina h as the home i :
yery helpfu Ehenvagg 38 th home.owner WoFld be liable for taxes om the $30

IV. REVIEW OF RECENT PROPOSALS FOR
PROPERTY TAX RELIEF IN PENNSYLVANIA

his chapter reviews'property tax relief proposals made at the state
i Pennsylvania, and then turns to proposals made in Philadelphia.

Proposals at the State Level

oposals have been made by the Pemmsylvania Tax Commission; also a num-
hills have been introduced in the 1981 legislative session.

v the Tax Commission

B

arch 1981, the Pennsylvania Tax Commission completed 17 months of
on the state and local tax structure in Pennsylvania. The commission's
e report contains numerous recommendations.¥

.commission's proposals were made within the framework of the Governor's
ge not to recommend increases in taxes for the state's general fund. Thus,
ecommendations had to be feasible within revenue projections. The com-
eviewed evidence that the property tax was regressive before enact-
‘he Pennsylvania circuit breaker (described in Chapter II), but that
éuit breaker makes improvements up to the $7,000 income level. "How-
for families with incomes between $7,000 and $13,000, the rebate pro-

1s to stabilize or reduce the regressivity of the property tax.'*%

commission examined various alternative extensions of the circuit
r program. 1t recommended extending the upper income limit of the

n from $9,000 to $12,000, and providing for a rebate of 10% of prop-
xes for the elderly in the-newly covered $9,000 to $12,000 income
‘The commission also recommended some increases in the percentage
rébated for elderly with incomes under $9,000. The proposal was
ated to raise the cost of the rebate program by $10 million, or 9%,
end the program to an additional 143,000 households——an increase

ntroduced in the 1981 Legislative Session

uﬁber of bills were introduced in the 1981 session of the General

mbly dealing with various aspects of property tax relief for the elderly.

include proposals for homestead exemptions, real estate tax freeze,
her real estate tax reductions.#*%%

Pennsylvania Tax Commission (Richard M. Cyert, Chairman), Final Report
o Pennsylvania Tax Commission, March 1981.

ey would "'die."




Pr?perty tax exemptions. A number of bills patterned after homestead
eéXemptions in other states would exempt all or part of the assessed value

of'homes of elderly from taxation. The tabulation below summarizes the
main features.

nor's Program

1007 none House 485

Proposals by Philadelphia City Council

Percentage relates to income

as in state circuit breaker House 193 and 194

1/2 of assessed value

e introduced in Philadelphia City Council that would
for school taxes $12,000

in . the framework of existing law.
Senate 115 a0

Local option $ 9,000 House 780 through 791

It was noted in the Chapter TII discussion of homestead exemptions in

;Fhﬁr states, that a program of homestead exemptions——if the exemption was
18h enough--could meet the problem of the model homeowner who had low incom

but high Property value. However, a homestead exemption Program would be an
expensive remedy for the problem. :

e was transferred. Eligibility would be restricted

Property tax deferral. Three bills proposed pProperty tax deferral pro—.
grams for Pennsylvania. House Bill 166 would permit deferral of tax increases
after age 62, for persons with an annual income of less than $12,000. No
deferFals may be granted if the total amount of deferred taxes pius other
unsatisfied liens exceeds 85% of market value. No interest would be chargéd-

00 for a two-person family.) The bill never had a

House Bill 445 1
65 or older.

& similar, but provides for

deferral for homeowners age same income standards as in Bill No. 495, The bill

taxpayers to enter into installment agreements

Senate Bill 275 would set eligibility at age 62, and establish a maiimum

L fed ‘the tazpayer's consent, require payment of more
income for participation at $15,000. pay s

» Presumably, the intent is that taxes in excess

low income and relatively high h
increased greatly after the hous
deferral of tax increases would
ever, if the house escalated in
age, deferral of increases in taxe:

ocusing value. If the house value in the model

_ Assessment freeze. House Bill 919 would protect homeowners from increase
in taxes because of rigi

g property values after retirement.
;igeggments for homeowners age 65 (or widows age 55) if income
] 0‘- .

In November 1981 the Governor proposed to raise the upper incowe %imit
‘he cireuit breaker to $12,000 (as recommended by the Tax Commission),

Although no specific enabling legislation has been passed Py the sFate
tting local programs of property tax relief for needy citizens, bills

n 1982, ordinances were enacted authorizing installment payment agree-
‘with low-income taxpayers and senior citizens (age 65 and over) with

[ increase the maximum rebate from $400 to $500. The proposal alse increased
Amount exempted Income limit Bill "jnflation dividend" under the Older Pennsylvanians Inflation Needs
& by raising the minimum grant from $15 to $30 and the maximum g?ant -
710,000 #10,000 House 171 ﬁ ?gs Zo $125, Thus, the combined maximum property tax rebate and inflation
tand increased from $495 to $625. The proposal became Act 56 of
$5,000 none House 211 Qggd was n §

provide some relief

Bill No. 495, introduced in December 1980, had the aim of permitting'
ble taxpayers to defer that part of their liability resulting from in-

nistrative procedures would then be established so that the unpaid taxe§
“be liened against the property, but no execution would take place until

to those eligible for

et by the federal govermment for its Section 8 housing program. (For
.=e, in 1980, the upper limits were $11,800 for a single person and

hearing.

f income. Eligibility for deferral is limited to elderly who meet

would authorize

with the city Revenue
agreement would,
than 5% of household
of 5% of income be

d. The Revenue Department would waive interest and penalties on unpaid
s-and would not execute on the liens for unpaid taxes while thehtaxPayer

i : 8 meeéting installment payment obligations. The bill never had a hearing.
to evaluate the impact of such bills on the problem of our -ing p

¥ i i i fon 19-1305
:Bill No. 1160, signed by the mayor April 14, 1982, add%ng section
‘Philadelphia éode, as amended by bill No. 1222, effective May 27, 1982.



Llow income for the pur

pese of the ordinance ranges from a maximum
of
gﬁgégog.f?r a one-~person ho?sehold to $24,200 for a 10-person household.
Imits apply to 1981 income, and are to be adjusted upward annually

by an amount e
qual to three quar i ; :
index. quarters of the increase in the consumer price

V. SUMMARY; ADVANTAGES AND LIMITATIONS
OF THE VARIOUS PROGRAMS

his chapter reviews the topic addressed in this study--the problem
Philadelphia homeowvmer whose real estate taxes are excessive in

on to income. Following a summary of the nature of the problem

of Pennsylvania actions, the chapter reviews alternative actions taken
other states, and presents the pros and cons of such actionms.

F .
3

penalties otherwise due if the tax
payer successfully complet i
ment agreement by the end of the calendar year. g PRERes an nsralis

For low-income senior citizens,
yond December 31 of the vear.

ing that he or she understands

install@e?t dgreements may extend be— High s Too Hight
The senior citizen must acknowledge in writ .

yond December 31 will "4 _that an agreement for a term extending be- hapter I indicated that Philadelphia has about 343,000 owner occupied
. wi Jeopardize entitlement to the P i . : - 114 -
Citizen Real Property Rebat i c e Pennsylvania Senior The average real estate tax liability (before taking into account
€ and result in a lien against the household," - t breaker rebates) is about 2% of market wvalue.* However, because

nadequate assessment practices in Philadelphia, actual tax bills vary
v in relation to market value.

i

While not providin
g a permanent deferral of taxes for i
the ordinance does permit extendin senior

This could help reduce hardshi
the property tax bill greatliy,

citizens,
g the payment over more ‘than one year.

. . . . : he: P sylvania Econo i recomnended that
p if substantial rise in assessment Sneroases. ‘he Pennsy Economy League, in a 1980 report, mmend

ity immediately initiate the reassessment of all real property at a
form ratio of market value. In a May 1981 agreement, the city adminis-
ion adopted a goal of moving toward reassessment over a six-year period.
Economy League corcludes that accomplishment of the goal at the earliest
issible is essential for an equitable assessment system.

iven an average residential real estate tax of 27 of market value in
elphia, the key factor in establishing the ratio of property tax to

| income is the multiple of property value to income. For example, if
roperty value were equal to income, the property taxes would equal 2%
ncome; if the property value were five times income, then property taxes
d be 10% of income (assuming average assessment ratios).

dhen is the percentage of income used for property taxes too high? The
_-é?income level undoubtedly plays a role in whether paying a property
ecomes so burdensome that the family would have to make cutbacks in
tial items in the household budget. The Advisory Commission on Inter-
mental Relations suggests that property taxes higher than 4% to 6%
ncotie may be excessive for families in the low to moderate income range.

dr this study, it is assumed that when real estate taxes equal more
0% of income there may be excess burden, and ratios above 6% may also
questions of excess burden for those in the lower income brackets.

ow many Philadelphians pay high property taxes in relation to income?
ortunately, data are not available in detail, but there are some helpful
a in"a 1975 housing survey. The median Philadelphia homeowner had a home
value of 1.5 to 1.9 times income, suggesting an average tax burden

e range of 3% to 4% of income. However, 14% of homeowners had homes

-at four or more times income, suggesting taxes of 8% of income or

Based on the 1982 combined city and scheool tax rate of 6.757 multi-
d by the average residential assessment ratio of about 30% to arrive at
fective tax rate of 2% of market value. Real estate taxes were raised

cal 1983, .
_39_




liing 7%
479. the homeowners reported tax payments, before rebates, equa g

_ 9. the

the majority were over 64; and most owned their homes free apd clear, indi 9

ing that they were elderly whose mortgages had been paid off, .

. egwners
‘he major limitation of the circuit breaker is that some hom >
e
Many of these undoubtedly had high tax bills in relation to income,
But the tax bill would have been greatly reduced if the homeowner partici
Pated in the state's Property tax relief program. 3

Pennsylvania provides propert
circuit breaker law. The term "

. ; rs with
- ta are available on the number of Pﬁlladelphla ho?ezz?: ceport
Hokda . ayments after the rebate. Earlier chapterS.O n average
.peF.tax Exzzples of real estate tax liability, assumlzgti a $40,000
adelphia sssessment ratio for househOldié have o met tax 1iability of
a T | ou av
. d $4,000 in income w te. When
"Yilue h?¥SZligib§e,for the state circuit breaker benefits
or less,

S or classes of subject: jend) is 17.5% of income.
0, because of age, dis: :

n need of tax exempt fon

. roperty
: i is Such a combination is most likely to occur when prop
. y ation .
ution says that 4if the state law grants real estate '
must provide the funding.

disability.
provide additional relief, there has to be state enabling legisiationm. C
The Pennsylvania circuit break

_ . t Breakers in Other States
©f was enacted in 1971, and has since '
been broadened by amendments,

It is financed entirely from the state lotte

The circuit breaker is designed to aid cert
are less than $12,000 annually,
and widowers age 50 or ol and the permanently disabled.
rebate is $500, %

with the income of the ta _ 's in 1979.
sliding scale. The lower the income, the higher the Percentage of the i : ‘
PTOperty taxes which are rebated, '

der,

i¥iants, the "sliding scale" and the '"threshold" approaches.
vari N

lation dividend).
$12,000 and over R

under the circuit bresker for 1979 taxes,

——

*Excluding the "inflation diviaend,"

which ranges from $125 with income

$5,000 to zero with $12,000 income. Rebates and dividends are also paid to. el
renters,

e ! . 41~
—-40- :

income for
P high percentage of inc C
) i bate, continue to pay a 18 r limiting
1te reCEiVIngAamZ§or f;ctor is the $500 celllng'~vép0thi: ii::ier is not
CLE es. L : RN

perey ;ais the maximum income limit. Finally, the Cfgcued or disabled.
| ' fhexelle et the needs of those who are not aged, widowed,

. . to me
Pennsylvania's Action

I + . s

in ’

E or I oca E e . .

; . o
| tes, inecluding Pennsylvania, have enacted c1rcu1;r2r§§zzzizzl.
: Thirt¥0323ts éax relief keyed to income. No twohp?o§zgizms e ceitings
Faons. ape e’ Those income ¢ aEures are compared in Chapter IIE. Aéi ggotiﬁ 5979. Thoy a1se diffor
Eligible are persons age 65 and over, wido mount of relief, ranging from $125 to te;ded in 197, They also cite
apontmun ncome limits for eligibility; the average
Xpayer, on a

ere

f the property
o al, the sliding scale approach rebates a perﬁentzfiegtage rzbate

' ;n'%ineii ;ble taxpayers at a given income level.h T ebgte is provided

. 9 25 zn i sliding scale, as income increases. Teitretaxes. For example,
Under $5,000 —_— _ eaiés; of the percentage of income deVOted.to Piogreaier—-whiCh wses the
$5,000 T g _ahuh$6 000 income level, the Pennsylvania circui fon whether the tax is
36,000 -"g éale approach--rebates 60% of the properFY a ’bate is $500 (plus
$7’OOO | ' -S However, as noted earlier, the maximum re
i ' -

$8,000 ‘ _
$9,000

i ted only
: ‘the other hand, under the threshold formula, r811EftiSeg;;nincome-
' tggtt srtioh of thé'tax bill which exceeds a set percentag
' chat- p
Close to 60,000 Philadelphia homeowners received Property tax rebates -




income homeowner wi .
th a $100 tax bi '
tnc bill’ t?at £ ith o $100 tax bi11 w 1d recsive : ; ‘The Economy League takes no stand on this issue; however, it presents
ggogri?s Ensehom cumer would r celve ¢ $300 reba e£ A ¢ public consideration a review of measures which have been used in other
relief, (In many cases, the threshold varies with incom: ?n Fhe amount i551Cti°ns [0 oppionent the ciroult prester prosme

11 would receive no relief:

cauteobin. "iiEfer on thether che | pestoas Exempeions ox Gredtes
. ’ esho .
in relation to income, this rais i ' igh t géveral states have homestead exemptions or credits, generally for the
erly, in addition to circuit breaker programs. The homestead exemption was
arly form of property tax relief which preceded the circuit breaker, but
etained in some places when a circuit breaker program was established.
in feature of homestead exemptions and credits is that all homeowners
articul ) qualify for aid (based on age or other criteria) receive benefits regard-
the circuit breaker has the advzntalguoirly hom?ste. “ f income or amount of taxes paid. Using homestead exemptions or credits
it most-~-low-income homeowners. Hogeve tarf?tlng_ 1d be prohibitively expensive to significantly reduce th? property.tax
e cases to avoid hardship or sale of th;’hre ief may leni '0f low-income homeowners with high property taxes, since benef%ts have
ome. ‘given to other qualifying homeowners. In fact, cost considerations,

ng other factors, prompted Wisconsin to reject the traditonal homestead
emption approach and to adopt the first circuit breaker in 1964.

Compared to other
credits or exemptions),
relief to those who need
not be sufficient in som

Property tax relief mechanisms (

Thus
» 80me states have chosen to supplement the circuit breaker

Revision of the Circuit Breaker

Freeze at Age 65

In a "State Bulletin" . _
satd: °F August 1981, the Pennsylvania Economy League’ Only a small number of states have tax freeze programs. (In 1979, there
e four such states.) A tax freeze may apply either to the assessment level,
tax. rate, or both, freezing the tax liability as of age 65 (or some other
ified age). The freeze may be applicable only to those with limited income

mited property value.

A property tax assistancé ac

i:age lottery receipts) has been in effect since 1971,
as been helpful in mitigating the real estate tax

burden on low incem
e elderly families. The 1
. n ) " . . i i
rebate levels should be reviewed and revised a:o$Zlin:s Lage of protacting apainet increascs in turation resulting Fron escals

the feasibility studied of extending th ntage of protecting against increases in taxation resulting from escalat-
income famil{ies. & ¢ act to all low- ‘ "operty values or tax rates after normal retirement age. Thus, those

‘ paching retirement would be gble to project and plan for an important
ment of their living expenses. A disadvantage is that the tax freeze
not provide property tax relief in cases where the property value
alated shortly before retirement.

t for the elderly {funded by

¥ 3 -
The Governor's Tax Commission,

in ite M
that the upper 1imits be raised. 8 March 1981 report,

recommended

incoméngii? November 1981, ¢ s ) o From the governmental standpoint, the tax freeze would mean a permanent
s mits to $12,000 an im =T s of revenues—-the difference between taxes at current assessments and the
law in 1982. ' eﬁ level, It would mean that two houses with equal market value would
different tax liabilities. There would also be administrative costs for
ablishing a freeze system so that the gross tax assessment on the books

1d be coupled with a "frozen" assessment to be used for tax billing pur-

nent apocs? than can 1 derly with low or moderate incomes) to defer all or part of their property

em, if there is one, is , % payments, which then become a lien on the property, to be collected upon

readily solved if th roperty ashes in on P

e homeowner sells the ' apprec

- ;Y pro t cashes i h fer o i .
tion in value, and moves to a residence more in keéping with incoriee . : ton of : : t s o o

o respong thng Moves to a re Ldence m : the addition of interest on the deferred taxes.

not be f i
orced out of a neighborhood because of inability to afford rising

ropert : i
Eelief ysgafﬁs, and that some device should be available for property tax
or b s ?t the long-term homeowner can live out the remainde f hi
€r years in the old neighborhood. - £ of his

Some might say that the probl

By -



A small but growing number of states have tax déferral programs, eith

statewide or optiomal at the local government level, to supplement circuit

PENDIX A. Text of Pennsylvania Constitution Permitting Special Tax
breakers.

Exemptions for Needy Citizens

rticle VI1I, Taxation and Finance, Section 2, Exemptions and Special
Eie Provisions

The main advantage of the tax deferral concept from the property owne
standpoint is that the property owner can continue to live in his home wif
worries about increasing real estate taxes, The main disadvantage is the
to encumber the property. This may create problems at time of transfer of

title, when an heir wmay be forced to sell the property, often at times whi
are otherwise most difficult.

(b) The General Assembly may, by law:

(ii) Establish as a class or classes of subjects of‘taiéi%in the
operty or privileges of persons who, bec?use of age, disabi tiz; .
'ifmity or poverty are determined to be in need of tax exemp Lon ot
gpecial tax provisions, and for any such class or classis, zaXin
andards and qualifications. The Commonwealth, or any ot erd x ind
thority, may adopt or employ such class or classgs and standards "
fications, and except as herein provided may impose taxes,’g;an .
mbtions, or make special tax provisions in accordagce,therew1Fté o
emption or special provision shall be made under this clause wtion frgm
axes upon the sale or use of personal property, and no ixempbl ron
tax upon real property shall be granted by the General ssem_ z unde

. clause unless the General Assembly shall provide for the re;m u e
t of loecal taxing authorities by or through the Commeonwealth for rev

sas occasioned by such exemption; ,

From the governmental standpoint, tax deferral is less costly than oth
tax relief measures, since the deferred taxes will eventually be recovere
There are’ also arguments for deferral of the elderly homeowner's tax liab

in cases of escalating property values; at a later time the heirs must pay
the deferred taxes,

Deferral would have the disadvantage of requiring extra recordkeepiﬁg;
to tally the deferred taxes (and calculate interest, if included in the pro
gram) compared to a tax freeze or outright rebate program. v

Experience with deferral in other states indicates that, in general,.
relatively few eligible homeowners take advantage of the opportunity. Thu
it would be difficult to gauge the fiscal impact on Philadelphia if deferfam
were under consideration. The data from other states would provide a very:
rough guideline, but circumstances vary in each state. Thus, an extensive:
attitude survey of Philadelphia homeowners would be needed to determine the
approximate range of costs in the early vears.

gource: Constitution of Penmsylvania, Article VIII, Section 2, as.
nded by Proposal No. 5 submitted to the electorate by the Pennsylvania

Some argue against deferral th d that the light 1 her
- gae o8 © o s BTN S e o €SSV itutional Convention of 1967-68.

indicates that most elderly don't want to be part of a program which requit
putting a lien on their property. The counteragument 1s that a deferral:
program should be available as a supplementary safety valve to the circuit

breaker to prevent hardship. i
* * *

In 1982, Philadelphia ordinances were enacted authorizing installment
payment agreements with low-income taxpayers and with persons age 65 and ov
with low incomes. The limits ($15,000 for one person ranging up to $24,20

for a 10-person household) are to be raised annually by an amount equal to
three quarters of the increase in the consumer price index.

Fo: senior citizens, installment agreements on property taxes may
extend beyond the end of the year. An agreement for a term beyond Decembef
will "jeopardize entitlement to the Pennsylvania Senior Citizens Real Prope
Rebate and result in a lien against the household.” ' :

While not providing a permanent deferral of taxes for senior citizen
ordinance does permit extending the payment over more than one year. This:

help reduce hardship if a substantial rise in assessment increases the prop
tax greatly. :




APPENDIX B, Viewpoints on the Regressivity of the Real Property Tax

Economists differ as to whether the real property tax is regressive,
proportional or progressive. (A tax is regressive if it is a higher per-
centage of income for families at the lower end of the income scale than
for those at the upper end.) The basic view as to the real estate tax on
housing is that, if the incidence of the tax falls on cansumers, it is
regressive, since low-income persons spend more of their income on housing
than higher-income persons. However, if the tax falls on owners of capital
the tax is progressive, since ownership of capital increases with income.
There are various viewpoints as to the degree of shifting, if any, from the
owners to the consumers, and thus various views as to the overall incidence.

y

This report is concerned with the property tax as it impacts on owner-
occupied residences. Here the consumers and the owners are identical. The
traditional view is that the residential property tax for homeowners is regres-
sive, and this view is substantiated by survey data relating direct property
tax payments to the current annual income of the homeowner. A good example
is the 1970 residential finance survey; this is often cited by the Advisory
Commission on Intergovernmental Relations.#*

The traditional view has been challenged by some economists on the ground:
that the surveys relating annual tax payments to annual income use inadequate
or misleading measures of income. First, the income measure should include
nonmonetary income such as imputed rent from home ownership; this would push
many of the home owners into higher income classes. Second, and more important
the measure of income should not be annual income, but should be "normal"
or "permanent"” income. The reason for using "normal' income, rather than
income in one year, is that family decisions regarding housing expenditures are
conditioned by the flow of income over a much longer period then just one year.
The revisionists contend that tHe property tax ranges from neutral to progressiv
when compared to long-term normal total income. A leading exponent of the
revisionist viewpoint is Henry J. Aaron, %%

There are those who agree that the revisionist position is probably correc
and that the homeowner's property tax is probably proportional to "mormal" '
income of homeowners. Nevertheless, the traditionalists argue that this find-
ing does not provide a basis for public policy, because there are many aged,
or disabled, or unemployed who face problems in paying property taxes precisely
since their incomes are below the "normal" level.

Thus, whether the residential property tax is considered progressive or
-Tegressive overall, there is general agreement that some persons do suffer from
extremely high property taxes in relation to current incomg.

* ACIR, Property Tax Circuit Breakers, p. 14.

*% Who Pays the Property Tax? A New View (Washington: The Brookings Imsti
tution, 1975), p. 35.




