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Executive Summary

As the largest source of revenue raised by local governments, a well-functioning property tax
system 1s critical for promoting municipal fiscal health. This report documents the wide range of
property tax rates in more than 100 U.S. cities and helps explain why they vary so widely. This
context 1s important because high property tax rates usually reflect some combination of: 1)
heavy property tax reliance with low sales and income taxes; 2) low home values that drive up
the tax rate needed to raise enough revenue; or 3) higher local government spending and better
public services. In addition, some cities operate in an environment where the state uses property
tax classification, which can result in considerably higher tax rates on business and apartment
properties than on homesteads.

This report provides the most meaningful data available to compare cities’ property taxes by
calculating the effective tax rate: the tax bill as a percent of a property’s market value. Data are
available for 74 large U.S. cities and a rural municipality in each state, with information on four
different property types (homestead, commercial, industrial, and apartment properties), and
statistics on both net tax bills (1.e., $3,000) and effective tax rates (i.e., 1.5 percent). These data
have important implications for cities because the property tax is a key part of the package of
taxes and public services that affects cities” competitiveness and quality of life.

Why Property Tax Rates Vary Across Cities

To understand why property tax rates are high or low in a particular city, it is critical to know
why property taxes vary so much across cities. This report uses statistical analysis to identify
four key factors that explain most of the variation in property tax rates.

Property tax reliance is one of the main reasons why tax rates vary across cities. While some
cities raise most of their revenue from property taxes, others rely more on alternative revenue
sources. Cities with high local sales or income taxes do not need to raise as much revenue from
the property tax, and thus have lower property tax rates on average. For example, this report
shows that Bridgeport (CT) has one of the highest effective tax rates on a median valued home,
while Birmingham (AL) has one of the lowest rates. However, in Bridgeport, city residents pay
no local sales or income taxes, whereas Birmingham residents pay both sales and income taxes to
local governments. Consequently, despite the fact that Bridgeport has much higher property
taxes, total local taxes are nearly 50 percent higher in Birmingham ($3,318 vs. $2,281 per
capita).

Property values are the other crucial factor explaining differences in property tax rates. Cities
with high property values can impose a lower tax rate and still raise at least as much property tax
revenue as a city with low property values. For example, consider San Francisco and Detroit,
which have the highest and lowest median home values in this study. After accounting for
assessment limits, the average property tax bill on a median valued home for the large cities in
this report 1s $3,489. To raise that amount from a median valued home, the effective tax rate
would need to be 20 times higher in Detroit than in San Francisco—35.03 percent versus 0.27
percent.



Two additional factors that help explain variation in tax rates are the level of local government
spending and whether cities tax homesteads at lower rates than other types of property (referred
to as “classification”). Holding all else equal, cities with higher spending will need to have
higher property tax rates. Classification imposes lower property taxes on homesteads, but higher
property taxes on business and apartment properties.

Homestead Property Taxes

There are wide variations across the country in property taxes on owner-occupied primary
residences, otherwise known as homesteads. An analysis of the largest city in each state shows
that the average effective tax rate on a median-valued homestead was 1.32 percent in 2022 for
this group of 53 cities.! At that rate, a home worth $200,000 would owe $2.642 in property taxes
(1.32% x $200,000). On the high end, there are four cities with effective tax rates that are at least
two times higher than the average—Bridgeport (CT), Aurora (IL), Newark, and Detroit.
Conversely, there are seven cities where tax rates are half of the study average or less—
Honolulu, Charleston (SC), Boston, Denver, Salt Lake City, Boise, and Cheyenne (WY).

Highest and Lowest Effective Property Tax Rates on a Median Valued Home (2022)

Highest Property Tax Rates

Lowest Property Tax Rates

Why: Low property tax reliance,

1 | Detroit (MI) 3.21% | Why: Low property values 49 | Salt Lake City (UT) |0.58% Classification shifis tax fo business
2 | Newark (NJ) 3.20% | Why: High property tax reliance | 50 | Denver (CO) 0.52% z;zsﬁl,:f;; é)fﬁfgly;iilgei}:ﬁz
3 | Aurora (IL) 3.04% | Why: High property tax reliance | 51 | Boston (MA) 0.49% ?f;;ﬂgﬁii?‘;i% :ltléis;o business
4 |Bridgeport (CT) | 3.04% | Why: High property tax reliance | 52 | Charleston (SC) 0.44% tr:] ]:ilr:le(;fﬁiﬁﬁiﬁiﬁﬁaﬁix ©
5 | Portland (OR) 2599 Why: Assessment limit shifts 53 | Honolulu (HI) 0.29% Why: High home values, low local

tax to newly built homes

gov’t spending, classification

Note: Data for all cities: Figure 2 (page 19). Appendix Table la (page 51), and Appendix Table 2a (page 59).

The average effective tax rate for these 53 cities fell 0.6 percent between 2021 and 2022, from
1.330 percent to 1.321 percent. From 2021 to 2022, significantly more cities had decreases (33)
than increases (19). Providence led the way with an effective tax rate decrease of over 35 percent
from 2021 to 2022, due to a 27 percent decrease in the city’s mill rate and an increase in the
city’s homestead exemption from 40 to 45 percent of value.

Note that differences in property values across cities mean that some cities with high tax rares
can still have low tax bi/ls on a median valued home if they have low home values, and vice
versa. For example, Los Angeles and Wichita (KS) have similar effective tax rates of 1.16 and
1.17 percent on median valued homes, but because the median valued home is worth so much
more in Los Angeles ($812k vs. $166k), the tax bill 1s far higher in Los Angeles (3rd highest)
than in Wichita (48th highest).

! The largest cities in each state includes 53 cities, because it includes Washington (DC) plus two cities in Illinois
and New York since property taxes in Chicago and New York City are so different than the rest of the state.
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Effective tax rates rise with home values in about half of the cities (24 of 53), and this pattern has
a progressive impact on the property tax distribution. Usually, this relationship occurs because of
homestead exemptions that are set to a fixed dollar amount. For example, a $20,000 exemption
provides a 20 percent tax cut on a $100,000 home, a 10 percent cut on a $200,000 home, and a 5
percent cut on a $400,000 home. The increase in effective tax rates with home values is steepest
in Boston, Atlanta, Washington (DC), New Orleans, and Philadelphia.

Commercial Property Taxes

There are also significant variations across cities in commercial property taxes, which include
taxes on office buildings and similar properties. In 2022, the effective tax rate on a commercial
property worth $1 million averaged 1.836 percent across the largest cities in each state. The
highest rates were in Detroit and Chicago, where effective tax rates remain more than twice the
average for these 53 cities. On the other hand, rates were less than half of the average in
Cheyenne (WY), Boise, Charlotte, Seattle, and Honolulu.

Highest and Lowest Effective Property Tax Rates on a $1 Million Commercial Property

Highest Property Tax Rates Lowest Property Tax Rates
. . | Why: High local gov’t spending, . | Whyv: High property values,
/ Ly - / 0 3 = J )
1| Chicago (IL) 4.00% Classification shifts tax to business 49 | Honolulu (HI) 0.91% Low local gov’t spending
2 | Detroit (MI) 3.91% | Why: Low property values 50 | Seattle (WA) 0.79% Why: High property T»-'alues,
Low property tax reliance
3 | Providence (RI) 3.34% | Why: High property tax reliance 51 | Charlotte (NC) 0.76% | Why: Low property tax reliance
. - . . . . | Why: Low local gov’t spending,
A0/ - , 57 0 o
4 | Bridgeport (CT) 3.04% | Why: High property tax reliance 52 | Boise (ID) 0.66% High property values
- . . | Why: Low property values, , .
) 0 3 2 g R 7 o, 4. R . .
5 | Des Moines (IA) | 2.86% High property tax reliance 53 | Cheyenne (WY) 0.60% | Why: Low property tax reliance

Note: Analysis includes an additional $200k in fixtures (office equipment, etc.).
Data for all cities: Figure 3 (page 24), Appendix Table 1b (page 54), and Appendix Table 3a (page 75).

The average commercial tax rate for the 53 cities fell 1.4 percent between 2021 and 2022, as 33
cities saw declines versus 19 cities with increases.

Preferential Treatment for Homeowners

Many cities have preferences built into their property tax systems that result in lower effective
tax rates for certain classes of property, with these features usually designed to benefit
homeowners. The “classification ratio” describes these preferences by comparing the effective
tax rate on land and buildings for two types of property. For example, if a city has a 3.0 percent
effective tax rate on commercial properties and a 1.5 percent effective tax rate on homestead
properties, then the commercial-homestead classification ratio 1s 2.0 (3.0% divided by 1.5%).

An analysis of the largest cities in each state shows an average commercial-homestead
classification ratio of 1.83, meaning that on average commercial properties experience an
effective tax rate that is 83 percent higher than homesteads. About 30 percent (16 of 53) have




classification ratios above 2.0, meaning that commercial properties face an effective tax rate that
1s at least double that for homesteads led by Charleston (SC) at 5.7.

Preferential Treatment of Homeowners: Ratio of Effective Tax Rate on
Commercial and Apartment Properties to the Rate on Homestead Properties (2022)

Commercial vs. Homestead Ratio | Apartment vs. Homestead Ratio
1 | Charleston (SC) 5.69 | 1 | Charleston (SC) 5.69
2 | Boston (MA) 436 | 2 | New York (NY) 4.24
3 | Denver (CO) 4.11 | 3 | Jacksonville (FL) 3.44
4 | Honolulu (HI) 3.72 | 4 | Indianapolis (IN) 2.39
5 | Providence (RI) 3.62 | 5 | Jackson (MS) 2.18

Note: Commercial-homestead ratio compares rate on $1 million commercial building to median valued home.
Apartment-homestead ratio compares rate on $600k apartment building to median valued home.
Ratios compare taxes on real property and exclude personal property.
Data for all cities: Figures 6a, 6b (pages 37-38). Appendix Table 6a (page 101). and Appendix Table 6b (page 103).

The average apartment-homestead classification ratio is significantly lower (1.44), with
apartments facing an effective tax rate that is 44 percent higher than homesteads on average.
There are seven cities where apartments face an effective tax rate that is more than double that
for homesteads, with Charleston (SC) as the biggest outlier where the rate for apartments 1s 5.7
times higher than the rate on a median valued home. It is important to note that while renters do
not pay property tax bills directly, they do pay property taxes indirectly since landlords are able
to pass through some or all of their property taxes in the form of higher rents.

There are four types of statutory preferences built into property tax systems that can lead to
lower effective tax rates on homesteads than other property types: the assessment ratio, the
nominal tax rate, exemptions and credits, and differences in assessment limits. In total, 40 of the
53 cities have statutory preferences that favor homesteads over commercial properties. Above
that, 21 of these 40 cities benefit homeowners using at least two of these four statutory
preferences in 2022. In 10 cities, preferential treatment for homeowners is delivered through
exemptions or credits alone, while in 9 cities preferences are delivered exclusively through
differences in assessment ratios or nominal tax rates. Similarly, 36 cities have statutory
preferences favoring homesteads relative to apartments, but only 12 offer more than one
preference. Eight cities have preferential assessment ratios and/or nominal tax rates only, while
16 cities offer homestead exemptions or credits alone.

Property Tax Assessment Limits

Since the late 1970s, an increasing number of states have adopted property tax limits, including
constraints on tax rates, tax levies, and assessed values. This report accounts for the impact of
limits on tax rates and levies implicitly, because of how these laws impact cities’ tax rates, but it
1s necessary to use an explicit modeling strategy to account for assessment limits.

Assessment limits typically restrict growth in the assessed value for individual parcels and then
reset the taxable value of properties when they are sold. Therefore, the level of tax savings
provided from assessment limits largely depends on two factors: how long a homeowner has
owned her home and appreciation of the home’s market value relative to the allowable growth of



its assessed value. As a result, assessment limits can lead to major differences in property tax
bills between owners of nearly identical homes based on how long they have owned their home.

This report estimates the impact of assessment limits for median valued homes by calculating the
difference in taxes between newly purchased homes and homes that have been owned for the
average duration in each city. For example, in Los Angeles, the average home has been owned
for 15 years and the median home value 1s $812.800. Because of the state’s assessment limit,
someone who has owned their home for 15 years would pay 53.8 percent less in property taxes
than the owner of a newly purchased home, even though both homes are worth $812,800.

The largest discrepancy is in Jacksonville (FL), where the owner of a newly purchased, median-
valued home would face an effective tax rate 64 percent higher than the owner of an equally
valued home purchased in 2010. Assessment limits reduce taxes by 60 percent or more in two
other cities (Miami and Sacramento), 50 to 60 percent in seven cities (New York City, five
California cities, and Phoenix), 40 to 50 percent in another five cities, and 30 to 40 percent in an
additional two cities. Of the 30 cities in this report that are affected by parcel-specific assessment
limits, new homeowners face higher property tax bills than existing homeowners in 29 cities and
their tax bills are at least 30 percent higher in 17 of those cities. Only Chicago, which essentially
resets every three years, did not shelter any homeowner value in 2022. In Texas, where prior
versions of this report have usually found that the assessment limit law did not have an effect on
the median value home with average duration of ownership, all seven cities sheltered some
value—ranging from El Paso at 6.2 percent to Austin at 24.9 percent.

Conclusion

Property taxes range widely across cities in the United States. This report not only shows which
cities have high or low effective property tax rates, but also explains why. Cities will tend to
have higher property tax rates if they have high property tax reliance, low property values, or
high local government expenditures. In addition, some cities use property tax classification,
which can result in considerably higher tax rates on business and apartment properties than on
homesteads. By calculating the effective property tax rate, this report provides the most
meaningful data available to compare cities’ property tax burdens. These data have important
implications for cities because the property tax is a key part of the package of taxes and public
services that affects cities’ competitiveness and quality of life.



Introduction

The property tax is one of the largest taxes paid by American households and businesses and
funds many essential public services, including K-12 education, police and fire protection, and a
wide range of critical infrastructure. Yet it 1s surprisingly difficult to get good data on property
taxes that are comparable across cities. This report provides the necessary data by accounting for
several key features of major cities” property tax systems and then calculating the effective rax
rate: the tax bill as a percent of a property’s market value.

High or low effective property tax rates do not in themselves indicate that tax systems are “good”
or “bad.” Evaluating a property tax system requires a broader understanding of the pros and cons
of the property tax, the implications of high or low property tax rates, and the method by which
property tax rates are set. These key issues are outlined below.

The property tax has key strengths as a revenue instrument for local governments: it is the
most stable tax source, it is more progressive than alternative revenue options, and it promotes
local autonomy. Property taxes are more stable over the business cycle than sales and especially
income taxes, so greater property tax reliance helps local governments avoid major revenue
shortfalls during recessions. It also helps localities maintain revenue stability in the face of
fluctuating state and federal aid.” In addition, the property tax is relatively progressive compared
to the sales tax, which 1s the other main source of tax revenue for local governments. Whereas
the property tax is largely neutral, the sales tax is highly regressive.?

The property tax is particularly appropriate for local governments because it is imposed on an
immobile tax base. While it is often easy to cross borders in search of a lower sales tax rate,
those who wish to live or locate their business in a particular location cannot avoid paying the
property tax. Thus, local governments have limited ability to charge different sales tax rates than
their neighbors, but have greater control over setting their property tax rate.

A drawback of any local tax is that the tax base can vary widely across communities, but these
disparities can be offset with state aid to local governments. For example, there are significant
differences in property values across communities, just as there are wide disparities in retail sales
and incomes across localities. State government grants to local governments can help offset these
differences to ensure everyone has access to necessary services at affordable tax prices
regardless of where they live. In addition, state-funded circuit breaker programs can help
households whose property taxes are particularly high relative to their income.*

Property taxes are one part of the package of taxes and public services that affects
competitiveness and quality of life. This report shows that many of the cities with high property
tax rates have relatively low sales and income taxes for local governments, so the total local tax

2 Ronald C. Fisher. 2009. “What Policy Makers Should Know About Property Taxes.” Land Lines. Cambridge, MA:
Lincoln Institute of Land Policy.

3 Institute on Taxation and Economic Policy. 2015. “Who Pays? A Distributional Analysis of the Tax Systems in All
50 States.”

4 Bowman, John H., Daphne A. Kenyon, Adam Langley, and Bethany P. Paquin. 2009. “Property Tax Circuit
Breakers: Fair and Cost-Effective Relief for Taxpayers.” Cambridge, MA: Lincoln Institute of Land Policy.



burden for residents and business could still be attractive. Furthermore, state aid may reduce
local property taxes, but this reduction may be offset by higher state taxes.

Similarly, if higher property taxes are used to pay for better public services, then high property

tax rates may not affect competitiveness or quality of life. Many homeowners are willing to pay
higher property taxes to have better public schools and safer neighborhoods. The bottom line is
that 1t 1s the total state-local tax burden relative to the quality of public services that determines

competitiveness and quality of life.

Property tax rates are set differently than other tax rates and reflect decisions about local
government spending. Income and sales tax rates usually do not vary much from year-to-year,
which leads to significant revenue fluctuations over the business cycle. In contrast, property tax
rates are usually established affer the local government budget is determined by elected officials
and/or voters and the rate is then set to raise the targeted revenue level. However, flexibility in
setting property tax rates can be constrained by state tax limits or political concerns about
property tax burdens. The process for determining property tax rates varies across jurisdictions.

This report allows for meaningful comparisons of cities’ property taxes by calculating the
effective property tax rate—the tax bill as a percent of a property’s market value. For most
taxpayers, the effective tax rate will be significantly different from the nominal or official tax
rate that appears on their tax bill. There are several reasons for this difference. First, many states
only tax a certain percentage of a property’s market value. For example, New Mexico assesses
all property at 33.3 percent of market value for tax purposes, which means that a $300,000 home
would be taxed as if it were worth $100,000. In addition, many states and cities use exemptions
and/or credits to reduce property taxes. For example, a $50,000 homestead exemption would
mean a $200,000 home would be taxed as if it were worth $150,000. Cities also vary in the
accuracy of their assessments of property values for tax purposes. Finally, an analysis of property
tax burdens requires consideration of property taxes paid to all local governments, including
overlying counties and school districts, rather than simply comparing municipal tax rates. This
report accounts for all of these differences in cities’ property tax systems, which is essential for
meaningful comparisons of their tax rates.

This study calculates effective tax rates by analyzing several key features of each city’s
property tax system; it is not a parcel-level analysis of property tax liabilities. The Methodology
section of this report provides details on how effective tax rates are calculated. First, data are
collected for the key elements of property tax systems that determine effective tax rates:

e Total local property tax rate: The nominal tax rate that is most prevalent in the city for
each class of property (a.k.a. statutory tax rate), including taxes paid to the state, city or
township, county, school district, and special taxing districts.

e Assessment ratio (a.k.a. classification rate): The percentage of market value used to
establish a property’s assessed value. For example, a 60 percent assessment ratio means a
$100,000 home would be taxed as if it were worth $60,000.

e Sales ratio: The sales ratio measures the accuracy of assessments by comparing assessed
values to actual sales prices. For example, a 98 percent sales ratio means a $100,000
home would be “on the books™ as if it were worth $98,000. This study uses a median or
average sales ratio for all properties in each class in each city. The data come primarily



from sales ratio studies and sometimes from state equalization studies. Those studies are
performed either by state government agencies or by contractors on behalf of state
agencies and are usually publicly available.

e Exemptions: This study accounts for exemptions that reduce the amount of property value
subject to taxation for the majority of properties in a class for each city. For example, a
$20,000 exemption means a $100,000 home would be taxed as if it were worth $80,000.

e Credits: This study accounts for credits that reduce the tax bill for the majority of
properties in a class for each city. For example, Arkansas has a $350 credit that reduces
the tax bill by $350 for all homesteads in the state. The report also accounts for early
payment discounts that can reduce tax bills in some cities.

With this information, it is possible to calculate typical tax bills in each city for four classes of
property (residential, commercial, industrial, apartments) and several different market values:

Net Tax Bill = {[(Market Value x Sales Ratio) — Exemptions] x Assessment Ratio x Tax Rate} — Credits

First the taxable value is determined, with the market value of the property adjusted using the
sales ratio, then exemptions are subtracted, and then the assessment ratio is applied.” Next that
taxable value 1s multiplied by the total property tax rate, and any credits are subtracted. Finally,
the effective tax rate is calculated by dividing the net tax bill by the market value of the property.

It is important to note that this study provides typical effective tax rates, assuming that the
median or average sales ratio represents a typical value for all properties in each class. In
practice, the accuracy of assessments varies across properties, so some parcels will have higher
effective tax rates than reported in this study and some will have lower tax rates. In addition, this
study does not account for exemptions or credits that are available for a minority of taxpayers in
a city, such as exemptions available solely for seniors or veterans, or tax incentives available to
Just some businesses or homeowners.

3 Note that exemptions based on assessed valued are subtracted after the assessment ratio is applied.



Why Property Tax Rates Vary Across Cities

This report demonstrates that effective property tax rates vary widely across U.S. cities. This
section explores why some cities have relatively high property tax rates while others have much
lower rates. Statistical analysis shows that four key factors explain about two-thirds of the
variation in property tax rates. The two most important reasons why tax rates vary across cities
are the extent to which cities rely on the property tax as opposed to other revenue sources, and
the level of property values in each jurisdiction. Two additional factors that help explain
variation in tax rates are the level of local government spending and whether cities tax
homesteads at lower rates than other types of property (referred to as “classification™).

Figure 1: Key Factors Explaining Differences in Property Tax Rates

Percent Change in Effective Tax Rate on Median Valued Home
from 1 Percent Increase in Each Variable

1.00% -

0.86%

0.75% -

0.50% -

Commercial Apartment
Median Classification Classification
Home Value Ratio Ratio

0.25% -

0.00% -

Property Tax Local Gov't
-0.25% - Reliance Spending

-0.50% -

-0.75% -

-0.79%

-1.00% -

Appendix 1 shows how these variables affect tax rates on homestead and commercial properties
for each large city included in this report and details the methodology used for this analysis. This
section focuses on homestead property taxes, but our analysis shows that tax rates on business
and apartment properties are driven by the same four key factors.

Property Tax Reliance
One of the main reasons why tax rates vary across cities 1s that some cities raise most of their
revenue from the property tax, while others rely more on alternative revenue sources.® Cities

6 One way to measure the “importance” of each factor is to look at squared semi-partial correlations, which are
analogous to estimating the R-square between the effective tax rate on a median valued home and each factor,
controlling for the effect of the other factors. For the first regression of Appendix Table 1c, 21% of the variation in
effective tax rates is explained by property tax reliance, 39% is explained by median home values. 7% by local
government spending, 4% by the commercial-homestead classification ratio, and 4% by the apartment-homestead
classification ratios.



with high local sales or income taxes do not need to raise as much revenue from the property tax,
and thus have lower property tax rates on average. Figure 1 shows that a 1 percent increase in the
share of revenue raised by local governments that comes from the property tax 1s associated with
a 0.86 percent increase in the effective tax rate on a median valued home.

To see how property tax reliance impacts tax rates, compare Bridgeport (CT) and Birmingham
(AL). Bridgeport has the 3™ highest effective tax rate on a median valued home in large part
because it has the highest property tax reliance of any large city included in this report. So, while
Bridgeport has high property taxes ($2.279 per capita), city residents pay no local sales or
income taxes. In contrast, Birmingham has the 8% lowest effective tax rate on a median valued
home, but also has the fourth lowest reliance on the property tax.” As a result, Birmingham
residents have low property taxes ($1.059 per capita), but also pay a host of other taxes to local
governments, including sales taxes ($1,200 per capita), income taxes ($471 per capita), and other
local taxes ($587 per capita).® Consequently, total local taxes are almost 50 percent higher in
Birmingham despite the fact that it has much lower property taxes than Bridgeport ($3,318 per
capita vs. $2,281 per capita).

It is important to note that the ability of local governments to tap alternative revenue sources that
would reduce property tax reliance is normally constrained by state law. State governments
usually determine which taxes local governments are authorized to use and set the maximum tax
rate localities are allowed to impose.’

The data on property tax reliance and local government spending that is used for this analysis is
for fiscally standardized cities (F1SCs) rather than for city municipal governments alone. FiSCs
provide estimates of revenues raised from city residents and businesses and spending on their
behalf, whether done by the city government or by overlying county governments, independent
school districts, or special purpose districts. This approach 1s similar to the methodology used in
this report, which includes property taxes paid to the city government, county government, and
the largest independent school district in each city. The FiSC database 1s available on the website
of the Lincoln Institute of Land Policy.!°

Property Values

Home values are the other crucial factor explaining differences in property tax rates. Cities with
high property values can impose a lower tax rate and still raise at least as much property tax
revenue as a city with low property values. For example, Figure 1 shows that a 1 percent increase
in the median home value is associated with a 0.79 percent decrease in the effective tax rate on a
median valued home.

For example, consider San Francisco and Detroit, which have the highest and lowest median
home values in this study—$1.306.,400 and $69,300 respectively. After accounting for
assessment limits, the average property tax bill on a median valued home in the 74 large cities in

7 Appendix Table la.

§ Data on per capita tax collections in 2020 is from the Lincoln Institute’s Fiscally Standardized Cities database.

® Michael A. Pagano and Christopher W. Hoene. 2010. “States and the Fiscal Policy Space of Cities.” In The
Property Tax and Local Autonomy, ed. Michael E. Bell, David Brunori. and Joan Youngman, 243-277. Cambridge,
MA: Lincoln Institute of Land Policy.

10 https://www.lincolninst.edu/research-data/data-toolkits/fiscally-standardized-cities
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this report 1s $3,489. To raise that amount from a median valued home, the effective tax rate
would need to be nearly 20 times higher in Detroit than in San Francisco — 5.03 percent versus
0.27 percent. The effective tax rate on a median valued home is actually just 1.9 times higher in
Detroit than San Francisco (1.71% vs. 0.90%), which means San Francisco collects ten times
more in property taxes from a median valued home ($11,756 vs. $1,183). This is typical — higher
property values usually lead cities to have both lower tax rates and to raise more revenue for
public services. While the difference between San Francisco and Detroit is extreme, it is
common for there to be dramatic differences in property wealth across communities within a
state or region. State government grants to local governments can be used to offset these
differences to help ensure everyone has access to necessary services at affordable property tax
prices regardless of where they live.

This analysis uses the median home value in each city, but no one measure fully captures all
differences in cities’ property wealth. For example, even with identical tax rates on homes and
businesses, cities with larger business tax bases will be able to have lower residential property
tax rates since it usually costs more to provide public services to households than to businesses.!!
In addition, the median does not provide any information about the distribution of home values.
Cities with larger concentrations of high value homes (relative to the median in that city) will be
able to have lower tax rates on a median valued home for any given level of public expenditures.

Local Government Spending

The level of local government spending is another reason why property tax rates vary across
cities, although its effect is considerably less than property tax reliance or home values. Holding
all else equal, cities with higher spending will need to have higher property tax rates. For
example, Figure 1 shows that a 1 percent increase in local government spending per capita is
associated with a 0.69 percent increase in the effective tax rate on a median valued home.

Just as property tax rates are driven by a number of key variables, there are several factors that
influence local government spending. In particular, spending is driven by needs, revenue
capacity, costs, and preferences. For example, expenditure needs are higher in cities with larger
shares of school age children or higher crime rates, because local governments in those cities will
need to spend more on K-12 education and police protection to provide the same quality of
education and public safety as cities with fewer children or lower crime. Spending will often be
higher in cities with greater revenue capacity since cities with larger tax bases can raise more
revenue without needing higher tax rates, as discussed above in the section on property values.
Costs also play a role, because cities with higher costs of living and higher private sector wages
will need to pay higher salaries to attract qualified teachers, police, and other local government
employees. Finally, residents in some cities have a higher preference for public spending — which
also means higher taxes — than in other cities.!?

" Ernst & Young LLP and Council on State Taxation. 2017. “Total State and Local Business Taxes: State-by-State
Estimates for Fiscal Year 2016.” Pg. 15-18.

12 For an analysis that looks at the factors that drive differences in spending and revenue across states, see
“Assessing Fiscal Capacities of States: A Representative Revenue System-Representative Expenditure System
Approach, Fiscal Year 2012” by Tracy Gordon, Richard C. Auxier, and John Iselin published by the Urban Institute
(March 8, 2016). For an analysis that looks at cities, see “The Fiscal Health of U.S. Cities” by Howard Chernick and
Andrew Reschovsky in Is Your Citv Healthy? Measuring Urban Fiscal Health published by the Institute on
Municipal Finance and Governance.
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Classification and Preferential Treatment of Homestead Properties

Classification 1s the fourth factor that helps to explain differences across cities in property tax
rates on homesteads. Under classified property tax systems, states and cities build preferences
into their tax systems that result in lower effective tax rates for certain classes of property., with
these features usually designed to benefit homeowners.

The “classification ratio” describes these preferences by comparing the effective tax rate for two
types of property. For example, if a city has a 3.0% effective tax rate on commercial properties
and a 1.5% effective tax rate on homestead properties, then the commercial-homestead
classification ratio is 2.0 (3.0% divided by 1.5%). An increase in the classification ratio will be
associated with a decrease in the tax rate on homestead properties, because it means that
homeowners are collectively bearing a smaller share of the property tax burden while businesses
and/or renters pay more. For example, Figure 1 shows that a 1 percent increase in the
commercial-homestead classification ratio 1s associated with a 0.32 percent decrease in the
effective tax rate on a median valued home, and a 1 percent increase in the apartment-homestead
classification ratio is associated with a 0.42 percent decrease.

Charleston (SC) has the highest classification ratio for apartment buildings relative to
homesteads, and the highest commercial-homestead classification ratio. This means that
commercial buildings and apartments are taxed at a dramatically higher percentage of market
value than owner-occupied residences. In Charleston, a $1 million commercial property and a
$600,000 apartment building both face effective tax rates on their land and buildings that are
5.69 times higher than a median valued home. As a result, among the largest cities in each state,
Charleston has the 20™ highest tax rate on apartments and the 26™ highest rate on commercial
properties, but the lowest tax rate on a median valued home after accounting for assessment
limits.?* Such findings demonstrate that in Charleston, homeowners are heavily subsidized at the
expense of renters and businesses.

The Charleston example shows the other side of the classification equation: favoring
homeowners by definition means higher property taxes on businesses and apartment buildings.
Regression analysis shows that a 1 percent increase in the commercial-homestead classification
ratio is associated with a 0.51 percent increase in the commercial property tax rate, and a 1
percent increase in the apartment-homestead classification ratio is associated with a 0.30 percent
increase in the apartment tax rate.'*

Note that while renters do not pay property tax bills directly, they do pay property taxes
indirectly since landlords are able to pass through some of their property taxes by increasing
rents.’> Since renters have lower incomes than homeowners on average, preferences given to

13 Appendix tables 2b, 5a, and 3a.

14 Results for commercial properties are shown in Appendix Table 1d. The analysis with effective tax rates on
apartments as the dependent variable uses the same set of explanatory variables; the R-square is similar (0.6111) and
each variable has the same level of statistical significance as in Appendix table 1d with the exception that the
coefficient on the apartment-homestead classification ratio is also significant at the 1% level.

13 Bowman, John H., Daphne A. Kenyon, Adam Langley, and Bethany P. Paquin. 2009. “Property Tax Circuit
Breakers: Fair and Cost-Effective Relief for Taxpayers.” Cambridge. MA: Lincoln Institute of Land Policy. Pg. 32.



homesteads relative to apartment buildings will tend to make the property tax system more
regressive.

Other Factors

The four key factors described above explain more than two-thirds of the variation in cities’
effective tax rates on median valued homes and are thus the most important causes of differences
In tax rates across cities. However, there are other factors that also play a role. For example, two
variables that could affect property tax rates are the level of state and federal aid and local
governments’ share of total state and local government spending in each state. However, the
impact of these variables will depend on how exactly the state government structures aid or takes
on service responsibilities otherwise provided by local governments.

It is reasonable to expect that higher state aid will allow local governments to reduce their
reliance on property taxes and thus lead to lower property tax rates. But in fact, research shows
that the impact of state aid on local property taxes is ambiguous and depends on how state aid 1s
structured. Some state aid formulas can limit local spending, in which case state aid is likely to
reduce property taxes. However, other aid formulas like matching grants can encourage higher
local spending, and thus state aid may not reduce property taxes in those cases.!®

Similarly, if the state government bears a larger share of state and local government
expenditures, it makes sense that local government spending and the need for property taxes
might decline. That would be the case if the state assumes responsibility for public services that
would otherwise be provided by local governments, such as in Hawaii where there is a single
statewide school district and thus no local expenditures on K-12 education. But it is also possible
that state expenditures are higher because the state government spends more on traditional state
responsibilities, like higher education or public welfare, in which case higher state spending
would not lead to lower local government expenditures.

The regression analysis used for this section considered these two other variables, but they were
not found to be related with effective tax rates at a statistically significant level. This finding is
not surprising since the expected impact of these variables depends on institutional details that
are not captured by a single measure of state aid or state expenditures.

18 Kenyon, Daphne A. 2007. The Property Tax-School Funding Dilemma. Cambridge, MA: Lincoln Institute of
Land Policy. Page 50.

13



Homestead Property Taxes

Figure 2 shows property taxes on a median valued home for the largest city in each state. The
analysis looks at homesteads, which are owner-occupied primary residences. The average
effective tax rate on median-valued homesteads for the 53 cities in Figure 2 1s 1.321 percent. At
that rate, a home worth $200,000 would owe $2,642 in property taxes (1.321% x $200,000).

Tax rates vary widely across the 53 cities. The four cities at the top of the chart — Detroit,
Newark, Aurora (IL), and Bridgeport (CT) — have effective tax rates on a median-valued home
that are more than two times higher than the 53-city average. In four other cities, the effective
property tax rate is between 1.5 and 2 times the average. Conversely, the bottom seven cities —
Honolulu, Charleston (SC), Boston, Denver, Salt Lake City, Boise, and Cheyenne (WY) — all
have effective tax rates that are less than half of the study average.

Overall, the average effective tax rate for all cities fell slightly between 2021 and 2022, from
1.330 percent of value to 1.321 percent. The effective tax rate on the median-valued homestead
climbed in 19 cities and fell in 33 cities, with one city (Las Vegas) exhibiting no change.

The largest decrease was 35 percent in Providence, which was due to a 27 percent mill rate
reduction and an increase in the city’s homestead exemption from 40 to 45 percent of value.

Note that a few cities saw unusually large increases or decreases in effective tax rates the past
two years due to fluctuations in sales ratios from 2020 to 2022. Given the COVID-19 pandemic
and rapid rise in home values in many areas, this time period posed significant challenges in
accurately assessing property values for tax purposes. In the text of this year’s report, we have
tried to draw extra attention to cities like Providence where large changes in effective tax rates
were driven by deliberate policy changes (mill rates, exemptions and credits, and assessment
ratios). We have chosen not to highlight large changes in effective tax rates driven by
fluctuations in sales ratios since many of these changes will be transitory, but interested readers
can find changes in every city’s ranking in the appendix tables.

Six other cities had effective tax rate decreases between 10 and 16 percent. In Milwaukee, mill
rates dropped 10.2 percent, and coupled with an increase in the state’s lottery and gaming credit,
produced an 11.7 percent decrease in the effective tax rate on a median valued home.

Note that in addition to effective tax rates, Figure 2 also reports the tax bill on a median valued
home for each city. Because of significant variations in home values across these cities, some
cities with modest tax rares can still have high tax bi/ls on a median valued home relative to
other cities, and vice versa. For example, Los Angeles and Wichita have similar tax rates on a
median valued home, but because the median valued home is worth so much more in Los
Angeles ($812k vs. $166k), the tax bill is far higher in Los Angeles (3 highest) than in Wichita
(48™ highest). In general, cities with high home values can raise considerable property tax
revenue from a median valued home despite modest tax rates, whereas cities with low home
values may have fairly low tax bills even with high tax rates. The table below shows cities with
the largest differences in their ranking in terms of effective tax rates versus tax bills on a median
valued home.
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Cities with Largest Differences in Ranking on Effective Tax Rate vs. Tax Bill
for a Median Valued Home (2022)

High Home Values Low Home Values

Cities with high tax bills despite low tax rates | Cities with low tax bills despite high tax rates
City Tax Rate | Tax Bill | City Tax Rate | Tax Bill
Seattle (WA) 43 8 Detroit (MI) 1 45
Washington (DC) 44 11 Jackson (MS) 23 52
Los Angeles (CA) 29 3 Buffalo (NY) 15 43
Boston (MA) 51 25 Wichita (KS) 28 48
New York (NY) 25 4 Des Moines (IA)Y 10 26

Appendix Table 2b is similar to Table 2a except that it accounts for the effect of assessment
limits, which restrict growth in the assessed value of individual parcels for property tax purposes.
These limits reduce estimates of homestead property taxes for 11 of the 53 cities, with the largest
impacts in Jacksonville (FL), New York City, Los Angeles, Phoenix, and Detroit. Overall,
accounting for assessment limits reduces the average property tax bill for the 53 cities by 9.2
percent.'® For more details on the impact of assessment limits, see that section of this report.

Appendix Table 2¢ shows how effective tax rates on homestead properties vary based on their
value, showing tax rates for properties worth $150,000 and $300,000 for the largest city in each
state. As the table notes, effective tax rates vary with property value nearly half of the time (24 of
53 cities). Usually, effective tax rates rise with homestead value because of homestead
exemptions and property tax credits that are set to a fixed dollar amount. Under these programs,
the percentage reduction in property taxes falls as home values rise. For example, a $20,000
exemption provides a 20 percent tax cut on a $100,000 home, a 10 percent cut on a $200,000
home, and a 5 percent cut on a $400,000 home.'® However, other design elements can create the
same effect. For example, Minnesota uses a tiered assessment system, where 1% of a home’s
market value is taxable up through $500,000 of value, while 1.5% of value above that is taxable.

Value-driven differences in effective tax rates make the biggest difference in Boston, which in
2022 offered a homestead exemption equal to the lesser of $303,787 or 90 percent of a
property’s market value. This results in ultra-low effective tax rates of 0.098% on a $150,000
home and on a $300.000 home, and 0.49% for a median-valued home ($659,700). Other cities
with the largest differentials in the effective rates between a $150,000-valued and a $300,000-
valued home also offer substantial homestead exemptions: Honolulu ($100,000 exemption), New
Orleans (effectively $75,000 of market value), Washington, DC ($78,700 exemption), and
Philadelphia ($45.000 exemption). Readers should use some caution when interpreting the

17 In addition to Des Moines, two other cities are 16 places apart between tax rate and tax bill: Little Rock, AR (30;
46) and Wilmington, DE (21; 37).

1% In the previous year, assessment limits reduced the average property tax bill for the 53 cities by 7 percent. Last
year’s report incorrectly reported the decrease as 9.5 percent.

19 For information on homestead exemptions in each state, see “How Do States Spell Relief: A National Study of
Homestead Exemptions and Property Tax Credits” by Adam H. Langley in Land Lines (April 2015).
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results in Appendix Tables 2c, 2f, and 2h; see the box on comparing property taxes calculated
with fixed property values (page 23).

Appendix Tables 2d through 2f show effective tax rates on homestead properties for a different
set of cities. Whereas Tables 2a through 2¢ focus on the largest city for each state, Tables 2d
through 2f show the 50 largest cities in the country regardless of their state. There is considerable
overlap between the two groups of cities, but some significant differences as well. In this set of
tables, California has nine cities, Texas has seven, Arizona has three, and five states have two
cities each (CO, FL, NC, OK, and TN). There are 22 states without any cities in the top 50. As
with the tables for the largest city in each state, there are two sets of tables for median-valued
homes: one before and one after accounting for the effects of assessment limitations (Tables 2d
and 2e respectively).

This year, the average effective tax rate for median valued homes in the 50 largest cities (Table
2d at 1.349%) exceeds the rate for the largest cities in each state (Table 2a at 1.321%) by 2.1
percent. When comparing median value homes after accounting for assessment limitations,
however, the 50 largest cities drop to 14% below the group of largest cities in each state, with an
average effective tax rate of 1.054% (Table 2e) compared to 1.200% (Table 2b). This is because
27 of the 50 largest cities in the country saw reductions from assessment limits in 2021, and only
11 cities of the 53 that make up the largest cities in each state did so.

Effective tax rates can be rather homogenous across large cities in a single state. For example,
consider the effective rates on median-valued homes in the two largest states shown in Table 2d:
e In the nine California cities, the highest effective tax rate is Oakland (18™ highest) and
the lowest is Sacramento (34™). California accounts for seven of the 11 cities ranked from
24 to 34™, with effective tax rates clustering in the 1.13 to 1.25 percent range due to the
effect of California’s Proposition 13 limitations on tax rates.
e In the seven Texas cities, the highest effective tax rate is El Paso (3™ highest) and the
lowest is Houston (14%), so Texas accounts for seven of the 12 cities ranked from 3% to
14, Tt is more difficult to point to a single feature of Texas™ property tax system to
explain this clustering. However, it likely reflects the fact that local governments in these
seven Texas cities have relatively high reliance on property taxes and that Texas has a
uniform property tax system that does not allow for different tax rates or assessment
ratios on different types of property.

However, in other cases there can be considerable differences in effective tax rates between
cities within the same state. For example, Table 2d shows some noticeable differences in
effective tax rates and rankings for median-valued homes between these sets of same-state cities:
e In Tennessee: Memphis has the 16™ highest tax rate (1.523%), while Nashville has the
43 highest (0.814%) — a 27 place differential.
e In Florida: Miami has the 11™ highest tax rate (1.623%) and Jacksonville has the 2379
highest tax rate (1.259%) — creating a 12-place differential between the cities.

Appendix Tables 2g and 2h provide additional information about how effective property tax

rates vary across states by looking at a rural community in each state. The rural analysis includes
county seats with populations between 2,500 and 10,000 located in nonmetropolitan counties.
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The average effective tax rate on median-valued homes in the 50 rural communities in this report
1s 1.257% for taxes paid in 2022, down significantly from 1.304 in 2021. As with large cities, the
rates for rural municipalities vary considerably around that average. In two municipalities —
Warsaw (NY) and Maurice River Township (NJ) — the effective tax rate on a median-valued
home 1s double the average, despite the fact that both had effective tax rate decreases (Warsaw at
20.3% and Maurice River at 6.7%). The Warsaw decrease was driven by an 11 percent mill rate
reduction and only two rural cities had a greater percentage decrease overall from 2021 to 2022.

In contrast, ten municipalities feature effective tax rates of less than half the average, with the
lowest rates in Kauai (HI), Monroeville (AL), Saint Anthony (ID), Pocahontas (AR)., and
Georgetown (DE). The largest decrease was Saint Anthony at 46 percent due to a 21 percent mill
rate reduction and a decrease in the city’s sales ratio.

The largest increase took place in Galena (IL) at 17.7 percent driven by a 9.3 percent mill rate
increase, moving Galena up from 11% to 5% in rural city rankings on a median value home. An
increase in the city’s sales ratio also contributed to the overall increase.

Comparing Tables 2a and 2g shows that effective tax rates on median-valued homesteads are
almost 6 percent lower in rural municipalities than in large cities on average. There are two
major reasons why rates are lower in rural communities: lower nominal tax rates and homestead
exemptions that apply to a fixed amount of value across the state and therefore exempt higher
proportions of homestead value from taxation in rural areas, where home values are generally
much lower than in large cities.

In 29 states, the effective tax rate on the median-valued home is higher in the largest city than in
the rural municipality. 2° Arkansas had the biggest difference in 2022; the 1.14 percent rate in
Little Rock 1s 2.9 times the 0.39 percent rate in Pocahontas. Five other states have a tax rate in
the largest city that is at least two times higher than in the rural community: Delaware (2.7),
Oregon (2.2), Connecticut (2.1), New Mexico (2.1), and Louisiana (2.0).

On the other hand, in 21 states the effective tax rate on median-valued homes is higher in the
rural municipality than in the largest city in the state. The biggest difference is in Massachusetts,
where the effective tax rate in Adams is 4.1 times higher than the rate in Boston (2.026% vs.
0.490%), largely because of Boston’s unique (even within Massachusetts) homestead exemption.
The only other state where the tax rate in the rural community is at least two times higher than
the largest city is Rhode Island (where Hopkinton is 2.2 times the rate of Providence).

Some readers may want to use findings on effective tax rates from one specific table to reach
conclusions on property taxes throughout an entire state. The small differences in tax rates across
cities in California and Texas (Appendix Tables 2d-2f) show that the largest city in each state
can serve as a proxy for property tax rates throughout an entire state. However, the large

20 Excluding Washington (DC), which has no rural analogue, and Chicago (IL) and New York (NY), which have
property tax systems that differ substantially from those in the remainder of the state. In Illinois and New York, the
differentials are calculated between the rural municipality and the state’s second-largest city.

17



differences between the two largest cities in Tennessee, and to a lesser degree Florida, show
that caution 1s needed when extrapolating findings for a single city to an entire state.

Readers wishing to determine whether taxes in a state are high, low, or somewhere in between
are best served by comparing the rankings for urban and rural municipalities.?! For example, in
six states (Illinois, Michigan, Nebraska, New Jersey, Vermont, and Wisconsin) the effective tax
rate on the median-valued home is among the ten highest in both a rural and an urban setting —
suggesting that these states are most likely to have the highest homestead property taxes. States
where effective tax rates are among the ten lowest in both rural and urban settings are Alabama,
Hawaii, Idaho, and Utah — suggesting that these states are most likely to have the lowest
homestead property taxes.

21 Rankings for large cities are adjusted to 1-50 to compare state systems and exclude Chicago, New York City, and
Washington DC.
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Figure 2: Property Taxes on Median Valued Home for Largest City in Each State (2022)

(Rate Rank, Bill Rank)
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Commercial Property Taxes

Figure 3 shows effective property tax rates for commercial properties worth $1 million dollars
for the largest city in each state. This analysis looks specifically at taxes on office buildings and
other commercial properties without inventory on site. Tax rates for other types of commercial
property will often be similar, but will vary in cities where personal property is taxed differently
than real property. The analysis assumes each property has an additional $200,000 worth of
fixtures, which includes items such as office furniture, equipment, display racks, and tools.
Different types of commercial property will have different proportions of real and personal
property. Therefore, effective tax rates will change between different types of commercial
property in cities where personal property is taxed differently from real property.?

The average effective tax rate on commercial properties for the 53 cities in Figure 3 is 1.836
percent. A property worth $1 million with $200,000 in fixtures would thus owe $22.,032 in
property taxes (1.836% x $1.2m).

Tax rates vary widely across the 53 cities. Detroit and Chicago both had 2022 effective tax rates
that were more than twice the average. Providence and Bridgeport (CT) were the only other
cities with a tax rate over 3 percent. On the other hand, Cheyenne (WY), Boise, Charlotte,
Seattle, and Honolulu have tax rates less than half of the average.

Only 17 cities had increases in effective tax rates on $1 million commercial properties in 2022.
Three cities had a flat tax rate and 33 cities had decreases. The largest decrease was in Boise, at
32 percent. In Boise, mill rates decreased only 2.1% on both real and personal property and the
sales ratio was stable. The big change was an additional $150,000 exemption on business
personal property (in addition to the current $100,000 exemption) that effectively eliminates the
$200,000 personal property tax for a $1 million property.

Appendix Table 3a shows how effective tax rates on commercial properties vary based on their
value, showing tax rates for properties worth $100,000, $1 million, and $25 million (all have
fixtures worth 20% of the real property value). Effective tax rates for commercial properties
generally do not vary based on property values, unlike homestead properties, where exemptions
or other tax relief programs often create significantly lower rates on lower valued properties.

Only 14 of the 53 cities have effective tax rates that vary based on their value. Value-driven
differences in effective tax rates make the biggest difference in rankings in Philadelphia.
Philadelphia has among the lowest tax rates for commercial properties worth $100,000 (1.076%,
46™ highest), but is above average for commercial properties worth $25 million (1.987%, 21
highest). The city offers property owners a credit against the first $2,000 of Business Use and
Occupancy Tax (effectively, a property tax imposed only on business properties) assessed

22 For an analysis that looks at how effective tax rates vary between different types of commercial property, see “The
Effects of State Personal Property Taxation on Effective Tax Rates for Commercial Property” by Aaron Twait,
published by the Lincoln Institute of Land Policy (April 2018). The paper finds that average effective tax rates for
payable 2016 exceeded 1.9% for hospitals, restaurants, and office space while wholesale trade facilities encountered
rates roughly half as large. The paper also finds the current study assumptions realistically model the property taxes
payable on the most common type of commercial property — office property.



against individual properties, and this credit creates this large differential. The credit reduces the
tax on a $100,000-valued property by 46%, but by only 0.3% for a property worth $25 million.

Other cities where the rankings vary significantly because of beneficial tax treatment provided to
lower-valued properties through credits, exemptions, or preferential assessment practices
include:

e Washington, DC (40™ highest for $100k, 26" highest for $25m)

e Minneapolis (27th highest for $100k, 13th highest for $25m)

e Des Moines, IA (15 highest for $100k, 4™ highest for $25m)

Appendix Table 3b shows effective tax rates on commercial properties for a different set of
cities. Whereas Table 3a has the largest city for each state, Table 3b shows the 50 largest cities in
the country regardless of their state. There 1s considerable overlap between the two groups of
cities, but some significant differences as well. In Table 3b, California has nine cities, Texas has
seven cities, Arizona has three cities, and six states (CO, FL, NC, OK, and TN) have two cities
each. There are 22 states without any cities in the top 50 shown in Table 3b. Appendix Table 3b
also shows effective tax rates on commercial properties worth $100,000, $1 million, and $25
million (with fixtures worth 20% of the real property value).

The average effective tax rate for $1 million commercial properties is slightly higher for the
largest city in each state (Table 3a) than for the 50 largest cities (Table 3b). Only 14 cities
showed effective tax rate increases, Las Vegas remained flat, and 35 cities showed tax rate
decreases.

In some states, tax rates do not vary too much across the largest cities. For example, consider tax
rates for commercial properties worth $1 million in the two largest states:
e For California’s nine cities, the highest tax rate is in Oakland (32¢ highest) and the
lowest is in Sacramento (44™). California accounts for 8 of the 10 cities ranked from 36%®
to 45%,
e For Texas’s seven cities, the highest tax rate is in El Paso (3' highest) and the lowest is
in Austin (21%%), while the other five cities are spread rather evenly between them.

Some states with just two or three cities in the study show significant variance in rates:
e In Tennessee: Memphis has the 13™ highest tax rate, while Nashville has the 38™ highest.

e In Arizona: Phoenix has the 19™ highest tax rate, while neighboring Mesa has the 33
highest.

Appendix Table 3¢ provides additional information about how effective property tax rates vary
across states by looking at a rural community in each state. The rural analysis includes county
seats with populations between 2,500 and 10,000 that are located in nonmetropolitan counties.

On average, commercial tax rates are more than 9 percent lower for the 50 rural communities
than the largest cities in each state. For a property worth $1 million, the average effective tax rate
1s 1.66% for the rural cities versus 1.81% for the urban cities shown in Appendix Table 3a.?* For

2 Excluding Washington (DC), Chicago and New York City from the Table 3a average.



29 states, the effective tax rate on a $1-million valued commercial property is lower in the
selected rural municipality than in the state’s largest city.*

The state with the biggest difference in the effective tax rate between the largest city and the
rural municipality 1s Delaware, where the rate on a commercial property worth $1 million in
Georgetown 1s almost 60 percent lower than the rate in Wilmington (0.47% vs. 1.13%). Yet
Wilmington does not rank high — 44™ in urban cities — while Georgetown ranks 50® (lowest)
among rural cities. Other states where the effective tax rate in the rural community is
significantly lower than the largest city include Oregon (55% lower), Arizona (51% lower), New
Mexico (49% lower), and Rhode Island (45% lower) — with Connecticut, Arkansas, and West
Virginia all at 42% lower.

On the other hand, in 21 states the tax rate is higher in the rural municipality than in the largest
city in the state. The biggest difference 1s in Maine, where the tax rate on a commercial property
worth $1 million in Rockland is nearly twice the rate in Portland (2.43% vs. 1.24%). Rockland
ranked 8™ among rural cities in 2022 and Portland ranked 40™ among urban cities. Other states
where the tax rate in the rural municipality is significantly higher than the largest city include
South Carolina (65% higher), Kansas (54% higher), North Carolina (44% higher), Montana
(38% higher), and Washington (35% higher).

Some readers may want to use findings on effective tax rates from one specific table to reach
conclusions on property taxes throughout an entire state. The small differences in tax rates across
cities in California (Appendix Table 3b) show that the largest city in each state can serve as a
proxy for property tax rates throughout an entire state. However, the larger differences between
the largest cities in Tennessee and Arizona show that caution is needed when extrapolating
findings for a single city to an entire state.

Readers wishing to determine whether local property taxes in a state are high, low, or somewhere
in between are best served by comparing the rankings for urban and rural municipalities. For
example, three states (Indiana, Iowa, and Michigan) have at least one top ten ranking in both an
urban and rural setting — suggesting that these states are most likely to have the highest
commercial property taxes. Conversely, five states (Delaware, Hawaii, Idaho, Virginia and
Wyoming) have bottom ten rankings in both urban and rural settings.

24 Excluding Washington (DC), which has no rural analogue, and Chicago (IL) and New York (NY), which have
property tax systems that differ substantially from those in the remainder of the state. In Illinois and New York, the
differentials are calculated between the rural municipality and the state’s second-largest city.
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Comparing Property Taxes Calculated with Fixed Property Values

This report uses fixed property values (i.e. S1 million in all cities) to control for the impact
local real estate conditions have on relative tax burdens. However, differences in property
values — driven largely by differences in land values — mean identically valued properties often
look very different across the country. For example, a $1 million property in Detroit is very
different from a $1 million parcel in New York City. For two properties with different values
but identical characteristics (1.e. similar square footage, amenities, etc.) in two cities with the
same effective tax rates, the property tax bill will be higher in dollar terms in the city with high
property values than the city with low values.

For taxes on commercial, industrial, and apartment properties, the report solely uses fixed
property values. As a result, if the goal 1s to compare taxes due on properties with similar
characteristics (1.e. 5,000 square feet in the central business district), the net tax bills (1.e.
$3,000) will be underestimated in cities with high property values and overestimated in cities
with low property values. In contrast, data on effective tax rares (1.e. 1.5 percent) will be
largely unaffected by the property value chosen for the analysis, because effective tax rates
usually do not increase with property values for business properties. For this reason, it is better
to use data on effective tax rares when making cross-city comparisons for taxes on
commercial, industrial, and apartment properties.

In addition, fixed property values are not problematic from the perspective of a real estate
investor looking to invest a certain amount of money—whether it’s a $1 million condo in New
York or a $1 million apartment complex in Detroit.

Note that the use of fixed property values also makes year-to-year comparisons of effective tax
rates or tax bills challenging because property values change over time. A $1 million property
in 1995 looks very different than a $1 million property in 2022 in most cities.

For homestead property taxes, the report analyzes property taxes on median valued homes,
which adjusts for differences in property values, and thus allows for comparisons of property
taxes on a “typical” home across cities and over time.




Figure 3: Commercial Property Taxes for Largest City in Each State (2022)

Effective Tax Rate for $1-Million Valued Property (plus $200k in Fixtures)
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Industrial Property Taxes

Figure 4 shows effective property tax rates for industrial properties with $1 million worth of real
property for the largest city in each state. This analysis looks specifically at taxes on
manufacturing properties. We assume that each property has an additional $1 million of personal
property, consisting of $500,000 of machinery and equipment, $400,000 of inventories, and
$100,000 of fixtures. Differences in personal property taxation have significant impacts on
effective tax rates for industrial properties, as described in the box on the next page. Readers
should use some caution when interpreting these results; see the box on comparing property
taxes calculated with fixed property values for guidance (page 23).

The average effective tax rate on industrial properties at this value for the 53 cities in Figure 4 is
1.346 percent. A parcel with a real property value of $1 million that has an additional $1 million
in personal property would thus owe $26.,920 in property taxes (1.346% x $2m total parcel
value). For shorthand, this section refers to parcels based on their real property values.

Tax rates vary widely across the 53 cities. Jackson (MS) has a tax rate more than twice the
average, while Chicago, Indianapolis, Detroit, Charleston (SC), and Kansas City (MO) all have
effective tax rates that are at least 60% higher than the average for these cities. The bottom six
cities of Virginia Beach, Honolulu, Boise, New York City, Seattle, and Charlotte all have tax
rates that are less than half of the average.

Some cities had significant changes in their effective tax rates from 2021 to 2022.

As with commercial property taxes, the largest decrease among urban cities was Boise at 31
percent due to an increased personal property exemption up to $250,000. Phoenix decreased 12.7
percent due to a 6.3 percent mill rate decrease and increases in exempt property value and state
coverage of school taxes. Milwaukee decreased 10.2 percent due to a corresponding mill rate
decrease. In Albuquerque, a 16 percent mill rate increase led to a 10.8 percent increase in the
effective tax rate.

Appendix Table 4a shows how effective tax rates on industrial properties vary based on their
value, showing tax rates for properties worth $100,000, $1 million, and $25 million (all have
personal property worth 100% of the real property value). As the table notes, effective tax rates
for industrial properties generally do not vary based on property values, unlike homestead
properties, where exemptions or other tax relief programs often create significantly lower rates
on lower valued properties.



Taxes on Personal Property

Property taxes are often imposed differently on real property (the value of land and buildings)
versus personal property (the value of machinery and equipment, inventories, and fixtures). For
example, Appendix Table 4g shows how three categories of personal property are taxed in the
largest cities in each state:

¢ Machinery and equipment, which includes things like assembly robots and milling
machines, 1s fully exempt from taxation in 21 cities. In an additional 10 cities, the property
tax system provides preferential treatment to machinery and equipment over real property.
In contrast, real property is treated preferentially relative to personal property in at least
one instance in five cities.

e Manufacturers’ inventories, which include raw materials, supplies, unfinished products,
and similar items, are fully exempt from taxation in 43 cities. In an additional 4 cities,
inventories receive preferential treatment relative to real property, while the reverse is true
in 2 cities.

e Fixtures, which include office furniture, equipment, display racks, and tools, are fully
exempt from taxation in 15 cities. In an additional 8 cities, the property tax system
provides preferential treatment to fixtures relative to real property, while fixtures are taxed
more heavily than real property in at least one instance in 10 cities.

Because personal property is often taxed at a lower rate than real property, the effective tax rate on
business properties usually depends on the share of a parcel’s total value (i.e. real property +
personal property) that comes from personal property. That means estimates of effective tax rates
depend on assumptions about the split of total parcel value between real and personal property.

However, the split between real and personal property varies by industry and location. Our
modeling indicates that personal property’s share of total parcel value ranges from a low of 29.8%
for apparel manufacturers to a high of 69.1% for motor vehicle manufacturers. After applying
state-specific weights for each manufacturing type, the median state has 54% of total industrial
parcel value in personal property with the minimum amount being 50% (Massachusetts) and the
maximum being 59% (Michigan).?

Because estimates of effective tax rates are sensitive to assumptions about personal property’s
share of total parcel value, we present two sets of estimates for industrial properties: personal
property accounts for 50% of total parcel value in one set of estimates and 60% in the other set.
The first set will be a better reflection of effective tax rates for industries and states where personal
property accounts for a smaller share of total parcel value (like apparel manufacturers and
Massachusetts), while the second set will be better when personal property accounts for a larger
share of total parcel value (like motor vehicle manufacturers and Michigan).

Only 12 of the 53 cities have effective tax rates that vary based on their value. Value-driven
differences in effective tax rates make the biggest difference in rankings in Washington, D.C.
The District of Columbia has one of the lowest tax rates for industrial properties worth $100,000

25 To determine personal property’s share of total parcel value, we replicate the methodology used by the Minnesota
Department of Revenue’s Research Division in their biennial Tax Incidence Studyv. These studies are available on
their website: https://www.revenue.state.mn.us/tax-incidence-studies.




(0.714%, 4274 highest), but is substantially above average for industrial properties worth $25
million (1.787%, 12% highest). The city exempts the first $225,000 of business personal
property, which is effectively a complete personal property exemption for the $100,000-valued
parcel but only exempts 0.9% of the personal property associated with the $25 million-valued
parcel. The exemption reduces the total tax on a $100,000-valued property by nearly 60% but by
less than 1% for a property worth $25 million.

Other cities where rankings vary notably because of beneficial tax treatment provided to lower-
valued properties through credits, exemptions, or preferential assessment practices include:
e Phoenix (29™ highest for $100k, 10™ highest for $25m)
Philadelphia (49 highest for $100k, 327 highest for $25m)
Minneapolis (36™ highest for $100k, 21t highest for $25m)
Des Moines (28™ highest for $100k, 13™ highest for $25m)
Billings, MT (46™ highest for $100k, 35® highest for $25m)

Appendix Table 4¢ shows effective tax rates on industrial properties for a different set of cities.
Whereas Table 4a has the largest city for each state, Table 4¢ shows the 50 largest cities in the
country regardless of their state. There is considerable overlap between the two groups of cities,
but some significant differences as well. In Table 4c, California has nine cities, Texas has seven
cities, Arizona has three cities, and five states (CO, FL, NC, OK, and TN) have two cities each.
There are 22 states without any cities in the top 50 shown in Table 4c. Appendix Table 4c¢ also
shows effective tax rates on industrial properties worth $100,000, S1 million, and $25 million
(again with personal property equal to 100% of the real property value).

The average effective tax rate for industrial properties is 5.7 percent higher for the 50 largest
cities (see Table 4¢) than the largest city in each state (see Table 4a) for a $100,000 property, and
7.2 percent higher for real property worth $1 million or $25 million.

In some states, tax rates do not vary too much across the largest cities. For example, consider tax
rates for industrial properties worth $1 million in the two largest states:

e For California’s nine cities, the highest tax rate is in Oakland (33 highest) and the
lowest is in Bakersfield (44%). California accounts for 8 of 9 cities ranking between 36™
and 44% place.

e For Texas’s seven cities, the highest tax rate 1s in El Paso (highest among the 50 cities)
and the lowest is in Austin (13™). Texas accounts for four of the top five cities.

However, in other cases there can be considerable differences in effective tax rates between
cities within the same state. Consider these noticeable differences in ranking (with the associated
effective tax rates) for the $1 million-valued industrial properties in states with two or three cities
among the nation’s largest fifty:
e In Tennessee: Memphis has the 9™ highest tax rate (2.132%), while Nashville has the
327 highest (1.139%).
e In Florida: Miami has the 18™ highest tax rate (1.481%), while Jacksonville has the 29t
highest (1.243%).



e In Arizona: Phoenix has the 16™ highest tax rate (1.660%), while neighboring Mesa has
the 315 highest (1.208%).

Appendix Table 4e provides additional information about how effective property tax rates vary
across states by looking at a rural community in each state. The rural analysis includes county
seats with populations between 2,500 and 10,000 that are located in nonmetropolitan counties.

On average, industrial tax rates are 9.3 percent lower for the 50 rural communities than the
largest cities in each state. For a property worth $1 million, the average effective tax rate 1s 1.204
percent for the rural cities shown in Appendix Table 4e versus 1.346 percent for the urban cities
shown in Appendix Table 4a. For 30 states, the effective tax rate on a $1-million valued
industrial property is lower in the selected rural municipality than in the state’s largest city.®

The state with the biggest difference in the tax rate between the largest city and the rural
municipality is Delaware, where the tax rate on an industrial property worth $1 million in
Georgetown 1s nearly 60 percent lower than the rate in Wilmington (0.282% vs. 0.678%). Other
states where the tax rate in the rural municipality is significantly lower than the largest city
include Oregon (55% lower), New Mexico (49% lower), Arizona (46% lower), Alabama (44%
lower), and Alaska (43% lower).

On the other hand, in 20 states the tax rate is higher in the rural municipality than in the largest
city in the state. The biggest difference 1s in Maine where Rockland is nearly twice the rate of
Portland (1.335% vs. 0.683%). Other states where the tax rate in the rural municipality is
significantly higher than the largest city include South Carolina (68% higher), Virginia (62%
higher), Kansas (52% higher), and Washington (40% higher).

Some readers may want to use findings on effective tax rates from one specific table to reach
conclusions on property taxes throughout an entire state. The small differences in tax rates across
cities in California and Texas (Appendix Table 4c¢) show that the largest city in each state can
serve as a proxy for property tax rates throughout an entire state. However, the large differences
between the two or three largest cities in Tennessee, Florida, and Arizona show that caution is
needed when extrapolating findings for a single city to an entire state.

Readers wishing to determine whether taxes in a state are high, low, or somewhere in between
are best served by comparing the rankings for urban and rural municipalities. For example, five
states (Indiana, Mississippi, South Carolina, and Texas) have multiple top ten rankings in both an
urban and rural setting under both sets of assumptions — suggesting that these states are most
likely to have the highest industrial property taxes. Delaware, Hawaii, Kentucky, North Dakota,
Virginia, and Wyoming are the six states that had bottom ten rankings in both urban and rural
settings.

26 Excluding Washington (DC), which has no rural analogue, and Chicago (IL) and New York (NY), which have
property tax systems that differ substantially from those in the remainder of the state. In Illinois and New York, the
differentials are calculated between the rural municipality and the state’s second-largest city.



Figure 4: Industrial Property Taxes for Largest City in Each State (2022)

Effective Tax Rate for $1-Million Valued Property (plus $1 Million in Personal Property)
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Apartment Property Taxes

Figure S shows effective property tax rates for apartment buildings worth $600,000 for the
largest city in each state. The analysis assumes each property has an additional $30,000 worth of
fixtures, which includes items such as stoves, refrigerators, garbage disposals, air conditioners,
drapes, and lawn care equipment. Readers should use some caution when interpreting these
results; see the box on comparing property taxes calculated with fixed property values for
guidance (page 23).

The average effective tax rate on apartment properties for the 53 cities in Figure 5 1s 1.577
percent. A property worth $600,000 with $30,000 in personal property would thus owe $9,935 in
property taxes (1.577% x $630,000 total parcel value).

Tax rates vary widely across the 53 cities. The top city, Detroit, has an effective tax rate more
than 2.5 times higher than the average for these cities, while Aurora (IL), Newark, and
Bridgeport (CT) have effective tax rates nearly 2 times higher than the average. Conversely,
there are nine cities where tax rates on apartments are less than half the average, with the lowest
rates in Honolulu, Denver, Salt Lake City, Cheyenne (WY, Washington (DC), Virginia Beach,
Charlotte, Boise, and Seattle.

Some cities had significant changes in their effective tax rates from 2021 to 2022. Six cities saw
effective tax rates decline over 10 percent, led by Providence at 26 percent and Boise at 24
percent, with both declines due to mill rate reductions. Denver decreased 20 percent due to a
temporary assessment ratio change. Milwaukee decreased more than 10 percent for apartments
as 1t did for all property types. One notable increase was in Chicago, where the effective tax rate
rose 24 percent due to an increase in the apartment assessment ratio from 6.15 percent to 8.44
percent, which was a more substantial increase than for residential, commercial, or industrial
properties.

Appendix Table Sb shows effective tax rates on apartment properties for a different set of cities.
Whereas Table 5a has the largest city for each state, Table 5b shows the 50 largest cities in the
country regardless of their state. There is considerable overlap between the two groups of cities,
but some significant differences as well. In Table 5b, California has nine cities, Texas has seven
cities, Arizona has three cities, and five states (CO, FL, NC, OK, and TN) have two cities each.
There are 22 states without any cities in the top 50 shown in Table 5b.

The average effective tax rate for apartment properties is 1.9 percent lower for the 50 largest
cities shown in Table 5b than the cities shown in Table 5a. In some states, tax rates do not vary
much across the largest cities. For example, consider tax rates for apartment properties worth
$600,000 in the two largest states:

e For California’s nine cities, the highest tax rate is in Oakland (24 highest) and the
lowest is in Sacramento (39" highest). There is a clustering effect as California accounts
for 6 of the 7 cities ranked from 33 to 39™.

e For Texas’s seven cities, the highest tax rate is in El Paso (2°¢ highest) and the lowest is
in Austin (16™). Texas accounts for four of the top seven cities.

However, in some states there are considerable differences in effective tax rates between
different cities. Consider these notable differences in rankings and effective tax rates between the
cities in these states:



e In Tennessee: Memphis has the 5™ highest tax rate (2.408%), while Nashville has the 26™
highest (1.286%).

e In Arizona: Phoenix and Tucson have the 315t and 40™ highest rates (1.240% and 1.131%,
respectively), while Mesa has the 43 highest (0.895%).

Appendix Table Sc provides additional information about how effective property tax rates vary
across states by looking at a rural community in each state. The rural analysis includes county
seats with populations between 2,500 and 10,000 that are located in nonmetropolitan counties.

On average, apartment tax rates are about 6 percent lower for the 50 rural communities than the
largest cities in each state. For the $600,000-valued apartment property, the average effective tax
rate 1s 1.490% for the rural cities versus 1.577% for the large cities shown in Appendix Table Sa.
For 26 states, the effective tax rate on a $600,000-valued apartment property is lower in the
selected rural municipality than in the state’s largest city.?’

The state where the tax rate for the rural municipality is the lowest compared to the rate for the
largest city 1s Delaware, where the tax rate on a $600,000-valued apartment property in
Georgetown 1s 63 percent lower than the rate in Wilmington (0.441% vs. 1.194%). Other states
where the tax rate in the rural municipality is significantly lower than the largest city include
Oregon (55% lower), Connecticut (51% lower), New Mexico (49% lower), Alabama (43%
lower), Arizona (43% lower), and Arkansas (42% lower).

On the other hand, in 24 states the tax rate is higher in the rural municipality than in the largest
city in the state. The biggest difference 1s in Massachusetts, where the tax rate on an apartment
property worth $600,000 in Adams is taxed at more than twice the rate in Boston (1.935% vs.
0.935%). Other states where the tax rate in the rural municipality is significantly higher than in
the largest city include Maine (95% higher), Kansas (87% higher), Hawaii (79% higher), South
Carolina (65% higher), and North Carolina (48% higher).

Some readers may want to use findings on effective tax rates from one specific table to reach
conclusions on property taxes throughout an entire state. The small differences in tax rates across
cities in California and Texas (Appendix Table 5b) show that the largest city in each state can
serve as a proxy for property tax rates throughout an entire state. However, the larger differences
between the largest cities in Tennessee and Arizona show that caution is needed when
extrapolating findings for a single city to an entire state.

Readers wishing to determine whether taxes in a state are high, low, or somewhere in between
are best served by comparing the rankings for urban and rural municipalities. For example, four
states (Illinois, Iowa, Michigan, and New Jersey) have top ten rankings in both an urban and
rural setting — suggesting that these states are most likely to have the highest apartment property
taxes. Colorado, Hawaii, Utah, Virginia, and Wyoming are the five states that have bottom ten
rankings in both urban and rural settings.

27 Excluding Washington (DC), which has no rural analogue. In Illinois and New York, the differentials are
calculated between the rural municipality and the state’s second-largest city.



Figure 5: Apartment Property Taxes for Largest City in Each State (2022)
Effective Tax Rate for $600,000 Valued Property (plus $30,000 of Fixtures)
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Classification and Preferential Treatment of Homestead Properties

Many cities have preferences built into their property tax systems that result in lower effective
tax rates for certain classes of property, with these features usually designed to benefit
homeowners. The “classification ratio” describes these preferences by comparing the effective
tax rate for two types of property. For example, if a city has a 3.0% effective tax rate on
commercial properties and a 1.5% effective tax rate on homestead properties, then the
commercial-homestead classification ratio 1s 2.0 (3.0% divided by 1.5%).

In a property tax system that treats all properties similarly, the classification ratio would be 1.0,
because the effective rates on all properties would be the same. Therefore, the classification ratio
provides a summary measure of the degree to which one type of property subsidizes lower
property taxes on another class of properties. There are four main features of property tax
systems that lead to different effective tax rates for different classes of property: the assessment
ratio, the nominal tax rate, exemptions and credits, and the sales ratio.’®

First, states may have different assessment ratios for different classes of property, which is the
percentage of market value used to determine taxable values. For example, a state may have a
100% assessment ratio for commercial property and a 70% assessment ratio for residential
property, which means a $100,000 commercial property would be taxed on its full market value
but a $100,000 residential property would be taxed as if it were worth $70,000.

Second, cities may have different nominal tax rates for different classes of property, which is the
tax rate applied to the taxable value to determine the tax bill. The nominal tax rate is also known
as the statutory tax rate or millage rate.

Third, states or cities may have exemptions or credits that are only available to certain types of
properties. The most common are homestead exemptions, which reduce the amount of property
value subject to taxation, but are usually restricted to owner-occupied homes and unavailable to
businesses or renters. For example, a $50,000 homestead exemption would mean a $200,000
home would be taxed as if it were worth $150,000, assuming there is a 100% assessment ratio.””

Fourth, the sales ratio may vary across property classes. The sales ratio measures the accuracy of
assessments by comparing assessments to actual sales. For example, if the sales ratio for
homesteads is 95%, then a home worth $100,000 would be “on the books” as if it were worth
$95,000. Unlike the three other causes of classification, differences in sales ratios across classes
are not written into law and are normally unintentional. Nonetheless, differences in the quality of
assessments across property classes can produce a de facto classification system.

28 For details on classification in each state, see the Property Tax Classification table on the Lincoln Institute of
Land Policy’s Significant Features of the Property Tax website (https://www.lincolninst.edu/subcenters/significant-
features-property-tax/Report Property Tax Classification.aspx).

2% For information on homestead exemptions in each state, see “How Do States Spell Relief: A National Study of
Homestead Exemptions and Property Tax Credits” by Adam H. Langley in Land Lines (April 2015).
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Commercial-Homestead Classification Ratio

Figure 6a shows the commercial-homestead classification ratio for the largest city in each state,
by comparing the effective tax rate on a $1 million commercial property to the effective tax rate
on a median-value homestead property.*® Note that because homeowners’ household goods are
not taxable, we exclude commercial fixtures and instead compare only the effective rates on real
property (land and buildings).

The average classification ratio for the 53 cities shown in Figure 6a is 1.803, which means that
on average commercial properties experience an effective tax rate that is 80.3 percent higher than
homesteads.

The commercial-homestead classification ratio varies widely across the 53 cities. Charleston
(SC) 1s at the top with a classification ratio of 5.7. The next two cities of Boston and Denver
have classification ratios greater than 4.0, and five more cities have classification ratios greater
than 3.0 (Honolulu, Providence, New York City, Jacksonville, and Chicago). Thirty percent of
the cities (16 of 53) have classification ratios above 2.0, meaning that commercial properties face
an effective tax rate that is at least double that for homesteads.

There are four cities where the classification ratio is slightly below one, meaning the
classification system favors commercial properties over homesteads: Baltimore, Cheyenne
(WY), Las Vegas, and Virginia Beach. These property tax systems are not structured to favor
commercial properties, but the sales ratio results in a de facro classification system since
commercial properties are under-assessed relative to homestead properties.

Appendix Table 6a provides additional information about the commercial-homestead
classification ratio in each city. Of the 53 cities, 17 have a higher assessment ratio for
commercial properties, 14 have a higher nominal tax rate on commercial properties, 27 have
exemptions or credits that favor homesteads over commercial properties, and 6 offer homesteads
parcel-specific assessment limits not available to commercial properties. Property tax systems
often combine these features — in 21 of these cities homeowners benefit from at least two of
these four features, and in Albuquerque, Charleston (SC), and Minneapolis, homeowners benefit
from three of the four. In 11 cities, preferential treatment for homeowners is delivered through
exemptions or credits alone, while in 9 cities preferences are delivered exclusively through
differences in assessment ratios or nominal tax rates.

On average, tax disparities between commercial and homestead properties increased by 3.3
percent in 2022: increasing from 1.745 in 2021 to 1.803 in 2022. The number of cities with more
than a 3.0 ratio increased from six to eight, while those with more than a 2.0 ratio decreased from
17 to 16 cities.

The classification ratio decreased in 24 cities. The large decrease in Boise (-0.360) was mainly
due to an additional $150,000 exemption on business personal property, which includes
apartment fixtures.

30 See the methodology section for more detail on how these calculations are performed.
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The commercial-homestead classification ratio increased in 20 cities, led by Charleston, SC
(1.938) where a levy was increased that does not apply to homes; Providence, RI (1.125) where a
homestead exemption was increased; and Jacksonville, FL (0.925) due to the increased impact of
limited market value on homes. The classification ratio was unchanged in nine cities.

Figure 6¢ shows the longer-term picture, with trends in the commercial-homestead classification
ratio going back to 1998. The ratio increased from 1.745 in 2021 to 1.803 in 2022. Locations
where residential and commercial properties have “statutory classification™! and are treated
differently in state law remained higher and increased at a similar rate to the overall average,
from 1.979 to 2.065.

Apartment-Homestead Classification Ratio

Figure 6b shows the apartment-homestead classification ratio for the largest city in each state,
by comparing the effective tax rate on a $600,000 apartment building to the effective tax rate on
a median-value homestead.?* This classification ratio shows the degree of subsidy provided to
homeowners at the expense of renters. The apartment-homestead classification ratio shows that
apartments subsidize homestead property taxes at about half the rate that commercial properties
do, with apartments facing an effective tax rate that is 44 percent higher than homesteads on
average. In most locations studied, the apartment-homestead classification ratio is smaller than or
equal to the commercial-homestead classification ratio, with the exceptions of (in alphabetical
order): Anchorage, Birmingham (AL), Detroit, New York City, and Burlington (VT).

Charleston (SC) and New York City are outliers in the apartment-homestead classification ratio,
with effective tax rates on apartments that are 5.7 and 4.2 times higher than the median valued
home. Jacksonville (FL) is 3.4 times higher, and another five cities are above 2.0: Indianapolis,
Jackson (MS), Charleston (WV), Birmingham (AL), and Boston. On the other hand, there are six
cities with a classification ratio below 1.0, with the lowest ratios in Virginia Beach, Cheyenne
(WY), and Salt Lake City. The preference given to apartments in these cities is not the result of
statutory provisions, but is simply the result of lower average sales ratios for apartments relative
to homesteads.

Appendix Table 6b provides more details about the apartment-homestead classification ratio in
each city. As with commercial properties, a large majority of cities have higher effective tax
rates on apartments than homesteads. However, the preferences given to homesteads relative to
apartments are caused more by homestead exemptions and credits than by differences in
assessment ratios or nominal tax rates. In total, 36 of the 53 cities have statutory preferences for
homesteads relative to apartments, but only 12 offer more than one preference (Charleston, SC is
the only city to offer three preferences). Eight cities have preferential assessment ratios and/or
nominal tax rates only, while 16 cities offer homestead exemptions or credits alone.

On average, tax disparities between apartments and homesteads increased in 2022, rising from
1.362 1in 2021 to 1.439 in 2022. The apartment-homestead classification ratio declined in 21
cities, with the largest drop in Boise (-0.360). The classification ratio increased in 21 cities, but

31 To identify cities with statutory classification, we ignore the sales ratio. This group only includes cities where
classification is written into law with the assessment ratio, nominal tax rate, or exemptions/credits.
32 See the methodology section for more detail on how these calculations are performed.
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generally at much higher magnitudes. The largest declines were in Charleston, SC (1.938);
Jacksonville, FL (0.925); Albuquerque (0.227); and Little Rock (0.180)—the latter three of
which were driven by the increased impact of limited market value on homes. As with the
commercial-homestead ratios, relative changes in sales ratio often have the biggest impact in
year-to-year changes in the apartment-homestead ratios.

Figure 6d provides information on how the apartment-homestead classification ratio has
changed since 1998 with a historic high of 1.49 in 1998 and a historic low of 1.31 in 2018.
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Figure 6a: Commercial-Homestead Classification Ratio for Largest City in Each State (2022)
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Figure 6b: Apartment-Homestead Classification Ratio for Largest City in Each State (2022)
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Figure 6¢: Commercial-Homestead Classification Ratio for Largest City in Each State (1998 - 2022)
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Figure 6d: Apartment-Homestead Classification Ratio for Largest City in Each State (1998 - 2022)
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Property Tax Assessment Limits

Property tax limitations have become an increasingly important feature of the local government
finance landscape since the late 1970s, when rapid property value growth provoked Californians
to adopt the now-iconic Proposition 13. Since that time, limitations on property taxes have
become increasingly popular, especially during the late 1990s and early 2000s, when property
values again appreciated significantly.*

There are many different types of property tax limits, including constraints on tax rates, tax
levies, and assessed values.** This report accounts for the impact of these limits implicitly,
because of how these laws impact cities’ effective tax rates. However, accounting for the impact
of assessment limits requires an explicit modeling strategy.

Assessment limits typically restrict growth in the assessed value for individual parcels and then
reset the taxable value of properties when they are sold. Therefore, the level of tax savings
provided from assessment limits largely depends on two factors: how long a homeowner has
owned her home and appreciation of the home’s market value relative to the allowable growth of
its assessed value.*>

This report estimates the amount of tax relief provided by assessment limits for the average
homeowner in a particular city by estimating the amount of value growth these limits exclude
from taxation over an average tenure of ownership (See Methodology section for details).*¢ One
key difference between assessment limits and other types of property tax limits, however, is that
tax savings from assessment limits vary widely across individual taxpayers within the same city.
Tax savings will be greater than average for homeowners whose home values have grown faster
than average for the city and have owned their homes longer than average. States with parcel-
specific assessment limits include Arizona, Arkansas, California, Florida, Illinois (Cook County
only), Michigan, New Mexico, New York (New York City and Nassau County only), Oklahoma,
Oregon, South Carolina, and Texas.

Figure 7 shows the impact of assessment limits for a median valued home in the 30 cities
modeled. The impact of assessment limits varies widely across cities. The largest effect is in
Florida, where a new homeowner in Jacksonville would pay 64 percent more in property taxes
than someone who has owned their home for 12 years (the average duration of ownership in that
city). There are nine other cities where a newly purchased median valued home would face an
effective tax rate at least twice as high as the rate for an equivalently valued home that has been

¥ Paquin, Bethany P. 2015. “Chronicle of the 161-Year History of State-Imposed Property Tax Limitations.”
Cambridge. MA: Lincoln Institute of Land Policy.

3* The Lincoln Institute of Land Policy maintains a comprehensive database of property tax limits on its website:
https://www.lincolninst.edu/subcenters/significant-features-propert

-tax/Report_Tax_Limits.aspx.

3% Haveman, Mark and Terri A. Sexton. 2008. Property Tax Assessment Limits: Lessons from Thirty Years of
Experience. Cambridge, MA: Lincoln Institute of Land Policy.

36 Unlike most locales, assessment limits effective in New York City and Portland (OR) do not reset upon sale of a
property. Therefore, for those two cities the duration of the assessment limitation is set to the lesser of the average
age of an owner-occupied home (i.e. number of years since average home was constructed, which is 67 years in
New York City and 65 years in Portland) or the period during which assessment limits have been in place (since
1981 in New York City and 1996 in Portland).
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owned for the average duration in the city: Miami, Sacramento, New York City, Fresno,
Oakland, Bakersfield, Los Angeles, Long Beach, and Phoenix. Assessment limits also have large
impacts in San Diego, Detroit, San Jose, Mesa, and Portland (OR), where effective tax rates are
40 to 50 percent lower for homes that have been owned for the average duration compared to
newly purchased homes. In contrast, assessment limits had a relatively smaller impact in Texas,
where effective tax rates on newly purchased homes were 6 to 17 percent higher in six of the
seven Texas cities in this report, with Austin seeing a larger 25 percent disparity.

Appendix Table 7 also shows the impact of assessment limits in terms of the dollar difference in
taxes between newly purchased homes and homes subject to the average assessment limitation in
each city for median valued homes. In 17 cities, the difference in tax bills is at least $1,000 —
with differences reaching as high as $6,731 in Oakland. From 2019-2021, the average reduction
in tax bills for all cities using assessment limits was just under 30 percent. In 2022, that average
rose to 39 percent, largely because of the sharp rise in home values.

Accounting for assessment limits can lead to major differences in city tax rate rankings. For
example, consider effective tax rates for median valued homes in the largest city in each state
(See Appendix Tables 2a and 2b). Jacksonville (FL) has the 20® highest effective tax rate for
new homeowners but drops to 515t highest once adjusting for assessment limits. Other cities with
large changes include New York City (25" to 49™); Los Angeles (29 to 47™); Phoenix (34™ to
46™); Detroit (1* to 10%); Oklahoma City (24™ to 32%9); and Portland, OR (5% to 12%).

41



Figure 7: Impact of Assessment Limits
Difference in Property Taxes between a Newly Purchased Home and a Home that Has Been
Owned for the Average Duration for the City (For Median Valued Home)
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Notes: See Methodology section for details on calculation.

* New York City and Portland (OR) have unique assessment limits, because they do not reset when a property is
sold like in other cities. For these cities, figure 7 shows the difference in property taxes on a newly-built home and a
home built prior to the implementation of assessment limits (1981 in New York City; 1996 in Portland).

(See footnote 40 on page 49 for details on the methodology for these two cities)
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Methodology

This study updates the 50-State Property Tax Comparison Study: For Taxes Paid in 2021. It
examines four distinct classes of property using a standard set of assumptions about their “true”
market values and the split between real and personal property. The report calculates property
taxes for parcels with a range of property values in three sets of cities:

o the largest city in each state and the District of Columbia along with Aurora, Illinois and

Buffalo, New York;
o the largest fifty cities in the United States; and
e arural municipality in each state.

This section first describes how property taxes are calculated, then describes data collection and
the selection of cities, next defines the four property classes included in this study, and finally
describes the methodology used to estimate the impact of assessment limits.

A. Components of the Property Tax Calculation

As an aid in reviewing the remaining assumptions of this studys, it is helpful to think of the property
tax calculation as having six distinct components:

(1) a “true” market value (TMV),

(2) a local sales ratio (SR),

(3) applicable exemptions that reduce taxable value (E),

(4) a statutory classification system (classification rate) or other provisions that effectively

determine the proportion of the assessor’s estimated market value that is taxable (CR),
(5) the total local property tax rate (TR), and
(6) applicable property tax credits (C).

Accordingly, the net local property tax for a given parcel of property is written:
Net Property Tax = {{(TMVxSR)-E]xCRx TR} -C

Component 1: True Market Value (TMV)

The calculations for this study start with an assumption about the true market value of the four
classes of property. This 1s the market value of a parcel of property as determined in a local real
estate market consisting of arm-length transactions between willing buyers and sellers. This is in
contrast to “assessed value” or “estimated market value,” which is generally the starting point for
tax calculations.

This study assumes the true market values are consistent across all locations in the study. For
example, the ranking of property taxes on a residential homestead parcel with a true market value
of $150.000 assumes that the parcel is actually worth $150,000 in the local real estate market in
each location in each state, regardless of what the local assessor may think the property is worth.
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For some locations, the assumed true market value may be very atypical (a $150,000 home in
Boston, for example). Nevertheless, this study assumes the property exists there. Essentially, this
study 1s meant to compare the effects of property tax structures. Using fixed values allows the
1solated effects of tax structures to be observed. That is, the report compares property taxes, not
local real estate markets. However, as previously discussed the report does include tables that show
the residential tax burdens where the home value is set equal to local median values.

Component 2: Sales Ratios (SR)

A unique aspect of this study is that it includes the effects of assessment practices on relative tax
burdens. It would be much simpler to start the calculations by fixing the assessor’s “estimated
market value” for each property. However, in every state, the quality of property tax assessments
1s a significant aspect of the local property tax scene. Omission of this aspect of the property tax
calculation would make this study much less useful.

Sales ratios are simply a measure of the accuracy of assessments. The sales ratio 1s determined by
comparing assessments to actual sales. A sales ratio of 100% indicates that assessments are equal
to market value. Sales ratios of less than 100% indicate that assessments are less than market value;
sales ratios of over 100% indicate that assessments are higher than market value. In some states,
state aid formulas use sales ratios to adjust assessors’ values when local property wealth is used as
a measure of local fiscal capacity. While sales ratios are generally not used in calculating an
individual’s actual property tax bill, some states do use sales data to equalize values as part of the
property tax process.

By applying sales ratios, this study recognizes that our $150,000 residential homestead may be
*“on the books™ at $155,000 in one location, and $140,000 in another, and that the actual tax on the
property will be based on these “estimates” of market value. For example, if the relevant sales ratio
in a given location is 93%. we convert the $150,000 true market value to $139,500 ($150,000 x
.93) before applying the provisions of the local property tax. In this way, the study presents tax
liabilities that represent the actual experience of property owners.

Sales ratio data 1s provided either at the city or county level, depending on the state. We use city-
level data where appropriate, otherwise we default to county data. Our preference is to use sales
ratio data that differentiates between different types of property. However, in many locations only
one ratio is reported, covering all types of property. In those cases, we apply the same ratio to all
of that location’s examples in the study.

In the case of personal property, sales ratios are generally not used. Many states do not have sales
ratios for personal property or assume they are 100%. Where states report personal property sales

ratios, we include them in this study.

Component 3: Exemptions (E)

Many states provide exemptions that reduce the amount of property value subject to taxation. In
some cases, these exemptions are provided on a blanket basis across a state; in other cases, the
exemptions are a local option. Because exemptions are subtracted from assessed value, we apply

44



them after first applying the sales ratio to true market value, since the exemption will not
incorporate any of the assessment error to which properties may be subject.

Note: in some cases, the exemption is subtracted from taxable value instead of assessed value. In
those cases, we apply the exemption after applying the classification rate.

Component 4: Classification Rates (CR)

The fourth component of the property tax calculation involves subjecting the parcel’s taxable value
to classification (or assessment) rates, which convert assessed value to taxable value. In many
cases, these classification rates are 100%, meaning that taxable value is equal to assessed value.
However, governments often use differential rates to affect the distribution of property tax levies
— to provide tax relief for a selected class of classes of properties at the expense of others.

In most states, state legislatures set the classification schemes. In a few states, local governments
have some autonomy over classification rates.

Because of the wide variation in the quality of assessments across the states, particularly across
classes of property, many states have no classification scheme in statute and may, in fact, have
significant classification via uneven assessments across classes of property. (In some cases, this
may violate state constitutional provisions on uniform assessments.) Some states, like Minnesota,
enforce strict standards of assessment quality (sales ratio studies, state orders adjusting values,
state certification of assessors, etc.) and put their classification policy in statute.

Component 5: Total Local Tax Rate (TR)

The study defines “payable 2020 tax rate” as the rate used to calculate the property taxes with a
lien date in 2020, regardless of the date(s) on which payments are due. In some cities, there are
multiple combinations of taxing jurisdictions (namely, the state, cities, counties, school districts,
and special taxing districts). For instance, a city may be located in multiple school districts and
therefore rates will differ based on which school district a parcel is located in. This study uses the
rate that is most prevalent in a city.

This study excludes special assessments since they are more in the nature of user charges, do not
affect a majority of parcels, and are usually not sources of general revenue.

Component 6: Credits (C)

The final step in the tax calculation is to recognize any general deductions from the gross property
tax calculations (credits). The study includes any credits that apply to a majority of parcels of the
specified type. Certain states provide credits based on early payment; the study assumes that
taxpayers take advantage of the credit by making the early payment.

Effective Tax Rates (ETRs)
Effective tax rates are used to express the relationship between net property taxes and the true
market value of a property. This contrasts with the millage rates or other rates that are applied to
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taxable value to determine a parcel’s tax burden. By including the effects of all statutory tax
provisions as well as the effects of local assessment practices, effective tax rates have the virtue of
allowing more meaningful comparisons across states and property types.

B. Data Collection

Data for the property tax calculations was collected in one of two ways. Where possible, we collect
property tax data directly from various state and local websites. Otherwise, we collect data using
a contact-verification approach in which we ask state and local tax experts to provide information.
In both cases, this information served as the basis for calculations by the Minnesota Center for
Fiscal Excellence.

Selection of Additional Urban Cities

In Cook County (Chicago) and in New York City, the property tax system (notably, the assessment
ratios) 1s substantially different from the system used in the remainder of Illinois and New York,
respectively. We include the second-largest cities in those states (Buffalo and Aurora) to represent
the property tax structures in the remainder of those states. In essence, the Urban analysis is a
comparison of 53 different property tax structures.

Selection of Rural Cities

Rural cities generally must meet three criteria to be included in the study:
o the city has a population of between 2,500 and 10,000 (controlling for size);
o the city is a county seat (controlling, as best as possible, for economic conditions and type
of services delivered); and
e the city is located in a county coded as a “6” or “7">” on the U.S. Department rural-urban
measurement continuum (controlling for geographical relationships to urban areas).

In five states (Connecticut, Delaware, Hawaii, New Jersey, and Rhode Island), there were no
counties coded 6 or 7 on the USDA’s continuum. In the case of Massachusetts, the only code 6 or
7 county included Nantucket Island, which does not seem comparable to rural counties in other
states. In these six cases, we selected the county seat in the most rural county available.

Data on Median-Valued Homes

This study compares homeowner property taxes using a “median value analysis”, which sets the
home value in each city equal to the median value of owner-occupied housing units in the city, or
for smaller cities, in the relevant county. This data comes from the one-year or five-year data in
the Census Bureau’s American Community Survey for 2021. We intend this comparison to show
how differences in local real estate markets affect residential property taxes.

37 Counties coded “*6™ are nonmetro counties with urban population of 2,500 to 19,999 that are adjacent to a metro
area; counties coded “7”" are nonmetro counties within the same population range that are not adjacent to a metro
area.
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Note that the payable 2014 edition of this study was the first to use ACS data on median home
values. Prior to that, median home value data came from metropolitan-area data provided by the
National Association of Realtors. Readers should make time-trend comparisons of tax burdens on
median-valued homes before and after this methodological change with care.

Special Property Tax Provisions

“Special property tax provisions” are provisions that, in practice, apply to less than half of all
taxpayers for a given class of property. Special provisions are normally triggered by special
circumstances or attributes of the taxpayer or property. Examples include senior tax deferrals, and
special valuation exclusions based on age, health or special use.

Because the goal of this study is to compare the actual tax experience of the largest number of
taxpayers in the selected jurisdictions, this study excludes special property tax provisions.

C. Property Classes and Assumptions About Value

This report studies hypothetical properties in four property classes (1) residential homesteads, (2)
commercial property, (3) industrial property, and (4) apartments. Except for apartments, the study
calculates taxes for all properties based on multiple values that are fixed across states. All classes
of business property (commercial, industrial, and apartments) have a corresponding set of
assumptions regarding the amount of personal property each parcel has.

These four classes were selected for a variety of reasons. First, they represent the vast majority of
property value across the country. In Minnesota, these four classes represent nearly 70% of market
value. It 1s likely that this figure is similar in other states and may be even higher in states that do
not have substantial agricultural operations. Second, these are the classes of property that
policymakers tend to focus time and attention on. Third, most omitted classes of property are either
not relevant to all fifty states (cabin properties, for example) or require more complex work to
develop assumptions about value (public utilities and farms, for example).

Selection of Fixed Values

This report compares the tax burdens various property tax systems across the nation impose on a
fixed amount of value. Holding property values constant across all jurisdictions controls for the
effects differences in property values have on effective tax rates. The specific fixed values the
study uses for homes, commercial, and industrial properties were largely chosen between 1995
and 2000 to represent a low-valued*®, medium-valued, and high-valued parcel.

Over time we have added or eliminated property values when appropriate. However, to preserve
the usefulness of time-trend comparisons we have not changed any fixed values after their first
appearance in the report.

38 Note that the study no longer includes the $70.000 “low-valued” home.
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Importantly, in most locations the effective tax rates for commercial and industrial properties do
not vary much with value. Therefore, with few exceptions the specific fixed values selected for
inclusion in the report are not of major consequence.

Real and Personal Property

The treatment of personal property is a significant part of each state’s property tax regime. Because
personal property exemptions (or lack thereof) vary from state to state, creating accurate property
tax comparisons will depend in large part on making accurate assumptions about personal
property. This 1s especially true with regard to industrial parcels, which have much higher
proportions of personal property than do commercial properties in general.

Making these assumptions is challenging because the specific mix of real and personal property
obviously varies by industry and location. With the permission of the Minnesota Department of
Revenue’s Research Division, we have borrowed the methodology they use to determine shares of
real and personal business property in their biennial Tax Incidence Study.*® Using that
methodology, we have calculated state-specific real property, machinery and equipment, fixtures,
and inventory shares for industrial parcels. The findings this model generates indicate that the
median split for industrial parcels nationwide is 45.6% land and buildings (real property) and
54.4% personal property. Overall, the split ranges from 41.3% real/58.7% personal (Michigan) to
49.6% real/50.4% personal (Massachusetts).

PROPERTY CLASSES AND TRUE MARKET VALUES

Values of Property
Class Real Mach. & Inventories Fixtures Total
Equip.

Homestead $150,000 $0 $0 S0 $150,000
$300,000 $0 S0 SO $300,000
Apartments $600,000 $0 30 $30,000 $630,000
Commercial $100,000 $0 $0 $20,000 $120,000
$1,000,000 $0 $0 $200,000 $1,200,000
$25.000,000 $0 $0 $5.000,000 $30,000,000
Industrial $100,000 $50,000 $40,000 $10,000 $200,000
(50% Personal) $1,000,000 $500,000 $400,000 $100,000 $2,000,000
$25.000,000 $12,500,000  $10,000.000 $2.500,00 $50,000,000
Industrial $100,000 $75,000 $60,000 $15,000 $250,000
(60% Personal) $1,000,000 $750,000 $600,000 $150,000 $2,500,000
$25.000,000 $18,750,000  $15,000,000 $3.750,000 $62,500,000

These results suggest a two-assumption approach, with one set of rankings assuming 40% real
property/60% personal property and a second set of rankings assuming 50% real property/50%
personal property. The following table summarizes the assumed true market values and assessed
value of personal property used for each property class.

3% Tax Incidence Studies are available on the website of the Minnesota Department of Revenue:
https://www.revenue.state.mn.us/tax-incidence-studies.
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This study does not include intangibles such as bank balances or financial securities in the
property tax calculations.

Definitions of Real and Personal Property

The types of property found in this study are defined as follows:

e Real Property: consists of land and buildings not classified as personal property for tax
purposes.

e Machinery and Equipment: includes large and ponderous equipment, generally not
portable and often mounted on special foundations. Examples include large printing
presses and assembly robots.

e Inventories: includes raw materials, unfinished products, supplies, and similar items used
by manufacturers. Does not include any inventory retailers hold for sale.

o Fixtures: includes items such as office furnishings, display racks, tools and similar items,
but not motor vehicles. In the case of apartments, it includes such things as stoves,
refrigerators, garbage disposals, air conditioners, drapes, and lawn care equipment.

D. Estimates of Assessment Limitation Effects

This study estimates the effect that provisions have which deliver property tax relief for
homeowners by limiting increases in home value or property taxes at the parcel level. Generally,
the value of parcel-specific assessment limitations results from a combination of the length of
homeowner tenure and changes in the market value of the parcel relative to the provisions of the
applicable limitation. This study uses data from the Census Bureau’s American Community Survey
to estimate that average length of homeowner tenure for locations where assessment limitation
provisions are in effect. ZIPS5 data from the Federal Housing Finance Agency’s House Price Index
for All Transactions 1s used to estimate the average change in residential property value for each
individual city where assessment limitation provisions are in effect. We then model the average
change in residential property value over the average length of homeowner tenure in each of these
locations and compare that change to the allowable growth in homestead value and/or taxes during
that period to determine the amount of excluded value or property tax relief these provisions afford.

One final key assumption: in most instances the model represents the experience of a homeowner
with an “average” length of tenure.*® Therefore, if the model returns no excluded value, then we
assume that the provision does not apply to half or more of homeowners and thus does not apply.

40 Except for New York City and Portland (OR), which have unique assessment limits that do not reset assessed
values when a property is sold. To measure the impact of assessment limits in these cities, we compare the
difference in effective tax rates on a newly-built home and a home built prior to the implementation of assessment
limits (1981 in New York City; 1996 in Portland). The median home was built 63 years ago in New York City and
58 years ago in Portland. As a result, these cities have had growth in their assessed value constrained since the limits
were implemented. The analysis compares a newly-built and older home with identical market values (the median
valued home is $685,700 in New York City and $520.200 in Portland).
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MCFE prepared a working paper for the Lincoln Institute of Land Policy on this subject where
there is considerably more detailed information on the methodology underlying this analysis.*!

E. Classification Ratios

This report measures two “classification ratios” — the ratio of the effective tax rates between a
median-valued home and the real portion of a $1 million commercial property (“commercial-
homestead classification ratio”) and between a median-valued home and the real portion of a
$600,000 apartment property (“apartment-homestead classification ratio”). Both measures are
designed to offer perspective on the level of homeowner tax preferences that are built into a
property tax system. For example, a city with a 3% effective tax rate on commercial property and
a 1.5% effective tax rate on homesteads will have a classification ratio of 2.0 — meaning that
commercial property is taxed at twice the rate as homes are. A property tax system with no
homeowner preferences will have a classification ratio of 1.0; in other words, the effective tax
rates for homes will be the same as the rates for other types of properties.

In most of the property tax jurisdictions this report studies and reports on. parcel-specific
assessment limitations either do not exist or else do not apply equally to all classes of property;
such as California’s Proposition 13 limit which restrict growth for any parcel in the state to 2% per
year. For these properties, we calculate the classification ratio using homestead property tax
burdens based on full market value taxation (Appendix Table 2a) to ensure similar assessment
limitation treatment across properties in the same property tax systems.

However, there are seven property tax systems — Arkansas; Florida; Cook County, Illinois; New
Mexico; New York, New York; South Carolina, and Texas — where assessment limitations either
affect homesteads only, or are applied differently to different types of property. For cities located
in these jurisdictions in the payable 2021 report we are calculating the classification ratio using
the assessment limited homestead tax burdens (Appendix Table 2b) to reflect the reality that
homesteads are subject to different value capping requirements than other types of property.

41 Twait, Aaron. 2012. “Property Assessment Limits: Effects on Homestead Property Tax Burdens and National
Property Tax Rankings.” Cambridge. MA: Lincoln Institute of Land Policy. April.
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