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To: Honorable Chairman and Members of the Board

From: Parwez Alam, County Administrator
Vincent S. Long, Deputy County Administrator
Alan Rosenzweig, Assistant County Administrator
Property Tax Reform Workgroup:
Ken Morris, Intergovernmental Affairs Coordinator
Cristina M. Long, Management and Budget Analyst
Shington Lamy, Special Projects Coordinator

Subject: Workshop on Property Tax Reform

Statement of Issue:
This workshop item provides a comprehensive review of property tax reform alternatives that have
been discussed and adopted by various key stakeholders and seeks Board approval affirming Leon

County’s position on property tax reform.

Background:
Throughout the 2006 legislative session, staff reported on the numerous property tax bills and

proposed constitutional amendments designed to overhaul the current property tax structure. Nearly
all of the property tax proposals are constitutional amendments which require voter approval during
a statewide election. As the end of session grew near, the Legislature chose to delay action by
directing two state agencies to conduct a study on Florida’s property tax structure. The final reports

are due in 2007.

As local governments across the state prepared their 2007 annual budgets, citizen organizations
formed to challenge local government expendilures, property assessments, property taxes, and
millage rates, giving credence to the property tax reform effort. The property tax reform efforts
have no lead advocate to identify or a populous solution to fix the problems of the current property
tax structure. Instead, there are many stakeholders who are studying the property tax structure and
will make a litany of recommendations that could adversely affect local governments’ tax base.
This workshop item will identify those key stakeholders and several of the prominent reform
proposals being considered for the 2008 general election ballot. As the 2007 legislative session
nears, additional property tax proposals could be forthcoming. Staff will monitor these proposals
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and notify the Board through memorandum, Capitol Updates, and calls-to-action.

The balance of the background section will address scveral of the variables involved in the property
tax reform efforts. These variables include the key stakeholders and their respective functions in
property tax reform, current property tax exemptions, Save Our Homes (SOH), the role of the
housing market, and expenditure limitations on local governments.

Key Stakeholders:
Throughout the past year, property tax reform has been widely debated during the 2006 legislative

session as well as this past election season. Several different stakeholders have been tasked with the
assignment of evaluating the current property tax structurc in Florida. These stakeholders include:
s The Florida Legislature
e Governor’s Property Tax Reform Committee
¢ Century Commission for a Sustainable Florida
o Taxation and Budget Reform Commission
Florida Association of Counties
Each of these stakeholders are currently analyzing the tax burden and inequalities facing Florida
property owners. In the upcoming year, each of these stakeholders will present their analysis and
recommendations on property tax reform (Attachment #1).

Florida Legislature:

During the 2006 legislative session, the Legislature directed the Department of Revenue (DOR) to
conduct a study of the state’s property tax structure analyzing the impact of current homestead
exemptions and homestead limitation on non-homestead properties. On November 15, 2006, DOR
submitted a draft report to the Speaker of the House and Senate President (Attachment #2). The
report includes an analysis on the effect of SOH on homestead and non-homestead propertics,
affordable housing, counties, school districts, portability, millage rates and rolled back millage rates .
as it relates to Truth In Millage (T.R..M.) Notices. The final report is due on January 2, 2007.

In addition to the DOR report, the Legislature directed the Office of Economic and Demographic
Research (EDR) to prepare a report summarizing the study conducted by DOR. EDR’s report will
provide findings and policy options that may be available to the Legislature based on the DOR study.
The EDR report must also include:

e An evaluation of the impact of SOH assessment differentials on homeowners’

willingness to purchase a new home
s An evaluation of the elfects of SOH on local government budget decisions
e An evaluation of the effectiveness of TRIM Notices

In the findings and policy options, EDR must take into consideration the feasibility of taxpayer
compliance, the state tax system’s ability to respond to interstate and international competition,
uniformity, and neutrality of the tax system, stability, and reliability of the tax system, and the tax
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system’s ability to integrate other federal, state, and local taxation. The EDR’s final report must be
submitted to the Governor, Senate President, House Speaker, and the Chairperson of the Taxation
and Budget Reform Commission by September 1, 2007.

Property Tax Reform Commitiee: Created by Governor Bush
On June 21, 2006, Governor Bush issued an Executive Order establishing the Property Tax Reform
Committee (Committee) to provide input on the DOR and EDR reports. The Committee was
appointed by the Governor and leaders in both legislative chambers and consists of 15 members. The
Committee has met throughout the state reviewing the fiscal impact of SOH, homestead exemptions,
and other property tax related issues. The Committee must submit three reports to the Governor,
Senate President, House Speaker, and the Chairperson on the Taxation and Budget Reform
Commission. An initial report must be submitted no later than December 15,2006, a mid-term report
no later than March 1, 2007 and the final report will be completed no later than December 1, 2007.
The reports will include the following:

o Consequences of current property tax exemptions and assessment differentials

e Appropriates, affordability, and economic consequences of property taxation levels

in Florida
e Replacements alternatives to property taxation
e Limitations upon local government revenue and expenditures

Century Commission for Sustainable Florida:

The Century Commission for Sustainable Florida was created during the 2005 legislative session
under SB 360. The Century Commission is charged with making recommendations to the Governor
and Legislature regarding how they should address the impacts of population growth on the state’s
natural resources and public infrastructure. The Century Commission is required to submit their
report on January 16, 2007. It is anticipated that the Century Commission’s report will include
recommendations regarding property tax reform and its relationship to Florida growth.

Taxation and Budget Reform Commission:

The Taxation and Budget Reform Commission is a constitutionally established commission
consisting of 25 members appointed by the Governor, Speaker of the House, and Scnate President.
The Commission convenes every 20 years. The Taxation and Budget Reform Commission’s
responsibilities include the review of state and local governments’ ability to tax and adequately fund
governmental operations and capital facilities. In addition, the Taxation and Budget Reform
Commission will examine the constitutional limitations on taxation and expenditures for state and
local governments. The Taxation and Budget Reform Commission must submit a report, as well as
propose to the Legislature any recommended statutory changes relating to the taxation or budgetary
laws of the State. This report must be submitted 180 days prior to the subsequent general clection, or
May 7, 2008.

<D




Attachment #____!______
P‘O‘ﬁ_ of 2&

Workshop Request: Workshop on Property Tax Reform
December 12, 2006
Page 4

Florida Association of Counties:

Finally, the largest stakeholders in the property tax reform efforts are the local governments that
rely on property taxes to deliver essential services. County school boards also rely on this tax base
but there is the possibility that their tax base will be exempt from many of the reform efforts as was
the case in many of the 2006 legislative proposals. The unique blend of urban and rural counties in
Florida has divided counties on this issue. Many of the rural counties are fiscally constrained, levy
the maximum ten mills, and are unable to afford additional exemptions to their tax base. Some of
the larger metropolitan counties are willing to absorb additional cuts to their tax base depending on
the details of the reform proposal.

County staff has been participating in the Florida Association of Counties (FAC) property tax
technical advisory committee, On December 1, 2006, FAC tentatively adopted several property tax
proposals during its annual legislative conference (Attachment #3). FAC tentatively adopted these
proposals to allow counties more time to analyze the impact to their budgets. These priorities are
reviewed in the analysis section of this workshop.

Property Tax Exemptions:

The Florida Constitution provides eligible Florida homeowners with tax exemptions on the assessed
value of their property (Table #1). These exemptions include a $25,000 homestead exemption, a
$500 widow/widower’s exemption, additional homestead exemptions for low income seniors, a
$5.000 disability exemption for ex-service members, and exemptions for eligible disabled people
(Attachment #4). In 2006, voters approved two amendments to the Florida Constitution. One
amendment authorizes counties, by option, to implement an additional $25,000 homestead
exemption for low income seniors. The other amendment mandates an additional property tax
exemption to disabled veterans.

Table #1: Leon County 2006 Property Tax Exeinptions

Property Tax # of Market Value of Taxabie Value of Difference between
Exemption Properties Property Property Market and Taxable
Homestead 54,639 $9,878,368,923 $5,790,907,417 $4,087 461,506
Widow/Widower’s 4,018 $644,809,347 $317,105,742 $327,703,605
Low Income Seniors 1.878 $241,079,971 $65,031,814 $176,048,157
Ex-Service Members 724 $142,220,488 $76,566,455 $65,654,033

Homestead Exemption:

The Florida Constitution provides for a $25,000 homestead exemption in assessed property values
for all eligible Florida homeowners. According to Article VII, Section 6, of the Florida Constitution,
every person who has the legal or equitable title to real estate, resides on the property as of January 1,
and in good faith makes it his/her permanent home is eligible for this exemption. A Floridaresident
can only apply this exemption to one residential unit. In 2006, Leon County has 54,639 properties
that qualify for the homestead exemption.
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Widow/Widower's Exemption:

Any widow or widower that is a Florida resident is eligible for a $500 exemption. Upon remarriage,
the widow/widower is no longer eligible for this exemption. In 2006, Leon County has 4,018
properties that qualify for the widow/widower exemption.

Additional Homestead Exemption for Low Income Seniors:

The Florida Constitution allows counties to pass an ordinance granting an additional $25.,000
homestead exemption to low income seniors (persons 65 and older). A low income senior is defined
as a person who has a total household income less than $23,463 (or $20,000 plus the adjusted cost of
living since January 2001). In 2001, the Board approved an ordinance authorizing this exemption. In
2006, Leon County has 1,878 properties that qualify for this exemption.

During the 2006 election, Florida voters approved an amendment to the Florida Constitution that will
allow counties to pass an ordinance authorizing an additional $25,000 exemption for low income
seniors. This amendment will take effect on January 1, 2007. If the Board were to adopt the new
excmption, it would cost the County $285,000 in the first year.

Service Members Exemption:

An ex-service member disabled at least 10% in war or by service connected misfortune may be
cligible for up to $5,000 exemption on his/her homestead property. As of 2006, Leon County has
724 properties that qualify for this exemption.

In 2006, Florida voters approved an amendment to the Florida Constitution that will provide disabled
ex-service members with an additional property tax exemption. The property tax exemption will be a
percentage of the discount as equal to the percentage of veteran’s permanent service-connected
disability. This amendment takes effect on December 7, 2006 for the disabled veterans who meet
these specified qualifications:

65 years of age or older

Florida resident at the time of entering military service

Combat-related disability

Honorably discharged

Leon County also provides additional property tax relief for service members through the military
grant program. The Leon County Board of County Commissioners unanimously adopted a grant
program that provides financial assistance in the form of a grant for property taxes to eligible Leon
County residents. Leon County residents who are called to active duty in direct support of a named
United States military conflict or national emergency declared by the President of the United States
can apply for a grant equal to that portion of their Leon County ad valorem property taxes pro-rated
for the amount of time the resident served on active duty. A pro-rated $600 grant is also available to
qualified Leon County active military personnel who do not own property, including renters.
Qualified Leon County property owners will receive $600 or the amount of their Leon County ad
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valorem tax bill, whichever is greater, prorated for the time served on active duty. In 2005, Leon
County had 98 service members qualify for the grant program.

Disability Exempltions:
Property tax exemptions are also available for all eligible disabled persons. For instance, a Florida
resident who is blind may qualify for a $500 exemption.

Exemptions are also available for totally and permanently disable persons. Real estate used and
owned as a homestead by a quadriplegic, less any portion used for commercial purposes, is exempt
from taxation. Real estate used and owned as a homestead, less any portion psed for commercial
purposes, by a paraplegic, hemiplegic, or other totally and permanently disabled person, who must
use a wheelchair for mobility or who is legally blind, is exempt from taxation. Disabled persons
claiming this exemption must meet gross income limitations. Gross income includes veterans' and
social security benefits. The gross income of all persons residing in the homestead for the prior year
cannot exceed $14,500. However, beginning January 1, 1991, the $14,500 limitation is adjusted
annually according to the cost of living index. In 2006, Leon County has 57 properties that qualify
for these exemptions.

Save Our Homes:

Prior to 1992, all homestead properties were assessed annually at market value and subject to real
estate market fluctuations. During the 1992 General Election, Florida voters approved the SOH
amendment to the Florida Constitution that caps the annual increase in the assessed value of a
homestead property to 3% or the Consumer Price Index (CPI), whichever amount is less. Therefore,
the longer a homeowner resides at in his/her residence the greater the tax savings on that home.

The foremost criticism of SOH is that homeowners are unable to transfer their SOH savings to a new
home. Upon the sale of a home, the property is reassessed at market value and the taxable value of
the home often increases significantly. For example, if a family sells their home, the assessed value
for the new purchaser would start over at the market value. The market value of that home could be
$250,000, but the assessed value-because of the 3% or less cap on valuation increases-could be
$123,000. At the point of sale, the following year, the market value becomes the assessed value.
The new homeowner will pay property taxes on the updated assessed value of $250,000.

Florida homeowners have been voicing concern over the lack of portability with the SOH
amendment. SOH portability allows Florida homeowners, with homestead exemptions, to transfer
their SOH savings from one home to the next. Currently, lawmakers and policy analysts across
Florida are examining the impact portability could have on local government budgets.

Housing Market:
Dramatic changes in the housing market have pushed property tax reform to the forefront as a
political and public policy issue for the state. Over the past five years, the national, state, and local
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housing markets have flourished with record values and sales. According to the Florida Association
of Realtors, the median sales price of a home in Florida increased by 13% to $249,700 from April
2005 to April 2006. This is a 96% increase since 2001 when the median sales price of a home in
Florida was $127,100. This has lead many analysts to suggest that Florida has experienced a market
correction of property values. Since April 2006, the housing market in Florida has slowed yet
property tax reform efforts remain a top priority of state legislators.

More recently in the Tallahassce Metropolitan Statistical Area (MSA), which includes Leon,
Gadsden, and Wakulla Counties, the median sales price ofa home increased by 9% to $185,000, the
second highest increase in the state behind Gainesville, from September 2005 to September 2006.
The incrcase in the median sales price of a home in the Tallahassee MSA is inconsistent with
housing trends across the State. During this same time period, the median sales price of a home in
Florida dropped 1% statewide. The State has also seen a significant decrease in the number of realtor
sales over the past year. The number of realtor sales in Tallahassee dropped 22% from September
2005 to September 2006 while the statewide average dropped 34% (Attachment #5).

The valuc of homes coupled with the number of home sales in Florida has contributed to the recent
property tax reform efforts by the Legislature, the Governor’s Office, and grassroots organizations.
The escalating value of homes has led to dramatic increases in the taxable value of homes unless the
homes are protected from market conditions under SOH. SOH has resulted in taxing inequity claims
between two neighbors with identical homes at the same markct value. A non-homestead property’s
taxable value is vulnerable to market conditions while an increase in the taxable value of a
homestead property is restricted each year. As previously mentioned, the longer a person resides in
their homestead property, the greater the benefit they will receive under SOH due to the fact that the
market growth generally exceeds the restricted value.

The sale of a homestead property is the trigger for reassessment and realigns the taxable value with
the market value. Homestead owners who have long enjoyed the protection from market conditions
experience a “tax shock” when they receive the tax bill on their new home. The new home is taxed
at a rate closer to the market value of the home and could be a significantly higher rate than what the
neighbors pay on similarly sized homes. In 2006, 91% of Leon County homestead owners did not
experience “tax shock,” meaning their assessed value increased by no more than 3%. The remaining
9% of homestead owners sold their homes, removing the 3% cap and triggering a reassessment at
market value.

Local Government Expenditure Caps:

During the 2006 legislative session, the Legislature considered restricting local government
autonomy by imposing expenditure caps. This effort was an alternative to the property tax debate
because it did not require an overhaul of the property tax system. However, it could impact property
taxes indirectly by limiting local government spending authority and challenge home rule powers.
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Analysis:
During the September 12, 2006 tentative hearing on the FY 07 budget, numerous citizens voiced

their concerns regarding the rise in property taxes and local government spending. The Board cut
spending further than originally proposed by reducing the millage rate from 8.54 to 7.99. This
property tax reduction represents the most significant reduction in Leon County’s recent history. The
Board’s action demonstrated their ability to respond to local concerns under its home rule authority
by lowering the millage rate. However, the current property tax structure does not afford the County
the ability to provide property tax relief to those who need it most: non-homesteaded property
owners and homesteaded property owners that move.

Florida’s property tax structure has flaws that derive from good intentions to reduce the tax burden
on property owners and protect them from dramatic increases in the property market. Homestead
and non-homestead property owners (businesses, renters, part-time residents) are treated differently
under the current tax structure in terms of their property assessment and market conditions. Deeply
rooted in Florida’s Constitution, the homestead exemption and SOH assessment provide a large tax
preference for owners of homestead property. This has lead to a shift in the tax burden to non-
homestead property owners and a severe inequity among these two property types under the current
property tax structure.

Prior to the SOH constitutional amendment in 1992, homestead properties made up 45% of the
taxable value statewide. During FY 2005/06, homestead properties made up 35% of the taxable
value. According to Florida Tax Watch, SOH has created a $6.8 billion tax shift from homestead
property owners to non-homestead property owners. Businesses, renters, and part-time residents are
compensating for the reduction of the tax burden placed on homestead property owners due to SOH
assessment cap. FAC has proposed a solution to reduce this burden that will be discussed later in

the analysis.

SOH is also the largest contributor to the taxing inequities among Florida homeowners with
homestead exemptions. Homestead owners experience taxing inequitics among neighbors with
similarly priced homes. Graph #1 illustrates a homestead property purchased in 2001 for $125,000 by
Homeowner A. The market value is $125,000 but the taxable value is $100,000 once the $25,000
homestead exemption is applied. As the value of the home increases 15% each year, illustrated by
the solid line, the taxable value increases no more than 3% annually under the SOH cap. At the peak
of the housing boom in 2006, Homeowner A is living in a $251,420 home and paying taxes on
$115,927 because of the SOH assessment cap. When someone purchases the identical house right
next door for the same market price, that person is assessed at the 2006 value. The result is two
neighbors with identical homes paying a significant difference in property taxes each year. The
Florida Constitution requires property to be reassessed upon the change of ownership, thereby;
Homeowner B pays taxes on the 2006 market value of the property minus the homestead exemption.
The taxable value for Homeowner B is $226,420, $110,493 more than Homeowners A.
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Graph #1: Save Our Homes Tax Inequities
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Lawmakers and the key stakeholders are examining the issue of SOH portability. SOH portability
refers to the savings a homestead owner enjoys on the difference between the market value and the
taxable value. In this case, Graph #1 shows a homestead exemption savings of $25,000 and SOH
savings of $110,493, totaling $135,493 over a five year period. Portability would allow Homeowner
A to carry this savings to a new home. If the new home has a market value of $500,000, the taxable
value would be $339,507 after the subtraction of the $25,000 homestead exemption and the

$110,493 SOH portability savings.

Local government tax bases rely on growth and property reassessment at market value to compensate
for the SOH assessment caps on homestead properties. The current property fax structure
exacerbates artificial values well below market value for taxation by local governments. In 2006,
SOH exempted $246.3 billion statewide and $2.7 billion in Leon County from the tax base. In Leon
County, 70% of all residential properties have a homestead exemption and are protected from market
conditions under SOH. The exemption from taxation at market values increases the tax burden on the
non-homestead property owners. This analysis carefully examines the impact of several proposals to
Leon County’s tax base that are being considered by the key stakeholders previously identified.

Portability of Save Our Homes:
As mentioned previously, Florida homeowners have been voicing concerns over the lack of

portability of the SOH amendment. This has caused homeowners, with significant SOH savings, to
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feel ‘locked’ in their homes due to the fact that a purchase of a new property would be taxed at
market value. As a result the homeowner’s tax bill would significantly increase. SOH portability
allows Florida homeowners, with homestead exemptions, to transfer their SOH savings from one
home to the next. FAC does not currently have a position on portability.

There are two categories of SOH portability: limited and unlimited. Limited portability restricts the
amount of SOH savings a homeowner can transfer and/or the number of times a homeowner can
transfer SOH savings. Unlimited portability is the exact opposite. It does not restrict the number of
times a homeowner can transfer SOH savings and/or the amount of savings a homeowner can
transfer to a new home, with one exception. Under limited and unlimited portability, the taxable
value of the new home cannot be less than the taxable value of the previous home. For example:

e A homeowner owns a $400,000 home with a taxable value of $150,000

e The home therefore has a differential that is not taxed of $250,000

e The homeowner moves to a new home with a $200,000 market value

e The homeowner cannot transfer the $250,000 differential which would result in the property

having a negative taxable vaiue

Statewide Portability of Save Our Homes:

Proponents of SOH portability have offered different proposals that would allow homestead owners
to transter SOH savings anywhere in Florida or strictly within county boundaries. Statewide
portability would not allow for an accurate forecast of property taxes which would affect the
County’s budget process. It would be difficult to predict how much SOH savings would move into
Leon County. For instance, the average SOH savings per homestead in Monroe County is $349,636
compared to Jackson County who has an average of $14,925 per homestead (Table #2). Leon
County’s average SOH savings per homestead is $49,684, which is $299,952 less than Monroe
County but $34,759 more than Jackson County.

Save Our Homes Reciprocity Among Counties.

An alternative to statewide portability is SOH reciprocity among counties. Under this proposal,
counties have the option of entering into an agreement with a network of counties or individual
counties to aliow homestead property owners the ability to transfer their SOH savings between
counties. Reciprocity preserves counties’ home rule authority by allowing them to entering into an
agreement with other counties on a case by case basis. This proposal will reduce the claims of
homestead owners being “locked in” their homes by allowing them to transfer their savings
anywhere among partner counties.

For instance, Table #2 shows that the Miami-Dade, Broward, and Palm Beach Counties (Miami-
Dade MSA) all have a similar average of SOH savings per homestead owner. Although the transfer
of SOH savings to a new homestead will prevent the new property from being assessed at market
value, these three counties would not experience a significant fiscal impact by entering into a
reciprocity agreement. On the other hand, Gadsden County would experience a negative fiscal
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