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How the conventional tax system works
under the limitations of Measure 50

Here’s a typical tax bill:

LAST YEAR THIS YEAR Notice that land & structure are
MARKET VALUES: appraised separately.

LAND 131,750 142, 2%0
SPRDOTURE 186 830 208 160 These are RMV — real market values

IOTAL BRMY WVALUE 318,280 148,410 ‘
LN

R N - Below is MAV — the taxable value,
ASSESSED VALUE 262, 85 =
limited by M-50

PROPERTY TAXES: = 54,6931.04

Land and Structure are two very different components of real property

There is no rational reason to combine them for a total assessment and
tax both at the same rate — an equal rate tax.
But that is what the conventional tax system does



Why is Measure 50 so unfair?

M-50 limits maximum assessed values (MAV) to an increase of only 3% annually

- ovbuonl fecs.

* Increasing separation of true market and taxable values

* Unequal treatment of taxpayers

* Continuous revenue shortfalls

A Study by the
PSU found that b ifted from high

value areas, where | pidly, to low-income
communities where land values grew more slowly.

Center at

http://www.pdx.edu/nerc/



Cumulative Inequities of M-50

Assessed Value Analysis of Multnomah County - 2011
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AV/RMV AV % of Total

M-50’s de-coupling of real market W oow  847IM LT

B o0% -99%  2.267.7M 3.72%

value and maximum assessed value o Sises  SS0%

70% - 79% 9,001.9M
69% 10,2396M 16.78%

has resulted in significant inequities in B D 20m

B 1y 49%  13,0857M 2144%

property tax bills between taxpayers B pubic Land

MAV:RMV Ratios

Maximum Assessed Value!
Real Market Value

~.

Tualatin Valley Fire & Rescue



Taxable Values lag behind Real Market Values

but unequally, resulting in assessment disparities

Inner Northeast
Portland MAV: RMV
Ratio: 29%

All single-family parcels:
* Mean MAV = $151,293
e Mean RMV = 5518,808

-43

-63

-76

-83 .

_96 ' Outer Southeast

Prepared by Northwest Economic Research Center PO rt I a n d M AV: R M V
Ratio: 55%

Result: The property tax on a $500,000 home in INE is about $4,700;
an equivalent home in OSE would be billed about $6,000.
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Oregon’s property tax structure is significantly affecting home sale

.
prices

Artificially low property taxes are capitalized

into a higher sales price

The “Capitaliza
Center concl

rises quickly LUl
operil Northeast
PrOBeS Portland

improvemen

Instead, this
system separ
creates a hidde

This results in
property owners i
increase in RMV to dis



Why is Oregon’s current tax system so regressive?

Oregon’s attempt to limit the
with Measure 50 in

In property tax assessments
nded consequences:

* The bulk of the tments.

* The tax falls
investments g

(
Devouring valuable resource lands

High household transportation costs

Urban Sprawl

\

>

Land price Land speculation and windfalls
inflation High housing costs

&




Taxes on ...

increased

increased

ation and



The solutionMe tax system

Authorize a local option land value tax, exempting

adopting jurisdictions from M-5 and M-50

* Rep
* Rep
* Resto
* Create ince

* Dampen land price inflation



The Economic Principles of Land Value Taxation
Land value largely belongs to the community
Building value belongs to the owner

LAND VALUE BUILDING VALUE

Represents the presence of... Represents...

« Public infrastructure - Owner’s capital investment

* Public facilities & services
« Area amenities, desirability

il i i i
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¥ Capital investment

4 Land / Resource consumption

Capital investment

Land / Resource consum




Reasons for c-ntive taxation

Encourage private capital investment

Discourage speculative land holding

Expecte Effects:

* Intensify rden
 Discourag sessments

* Encourage in prices
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How a land value tax wc ing a phase-in period

Single rate changed
to a split rate

rate is
rate must
ue neutrality.

CONVENTIO




The two-rate LVT R
of the total

sessments

Example of

Phase-in T

Year:

Yr. 1 9.66
Yr. 2 8.09
Yr. 3 6.41
Yr. 4 14.61

Yiss 12.67

as the percentage

se-in period

Building
Tax Rate:
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Tax shift effects o

LVT taxes or

e Multifami

* Downtc increase

 Downto increase

These effects axation and
ment Act.

*Real Market Valu 0% LVT Ratio
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Incentive Effects of LVT

in the same 2 Portland neighborhoods

AVERAGE LEVY - INNER NORTHEAST

Tax shift is positive in INE when changing I. III III

. R > 5 Avg MAV Avg RMV Avg LVT
to RMV, correcting the horizontal inequity
of MAV assessments

H Single family ® Multifamily m®Vacant

AVERAGE LEVY - OUTERSOUTHEAST

* Multifamily consists mostly of 2-4 family unit I I - l I - I I .

buildings in INE; larger buildings in OSE Avg MAV Avg RMV Avg LVT

Higher density land uses (multifamily™® in
OSE) experience lower tax burden with LVT

Vacant parcels experience a high level of
positive tax shift

H Single family ® Multifamily mVacant




Incentivizin ent with LVT
Showing the RMV to LVT

A SIMULATION
NE Alberta d parcels

on fully developed parcels

e Onvacant and u
* On the same parce
* |f MAV remained in effec

uring transition
crease during transition
ould see a steep rise in taxes
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LVT results in @ more balanced distribution of tax burden
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The Price Dampening Effect of a Land Value Tax
Tax capitalization in reverse:

The higher tax rate on real market land value

is capitalized into a lower selling price

This effect is magnified on This effect is offset on high
underutilized properties where density development where

land-to-total values are high land-to-total values are low

$450,000 >
LVT’s capture of land rent exerts a

$400,000 downward pressure on land price Over time,
$350,000 ———— housin g
$300,000 will
$250,000 become
$200,000 more
$150,000 affordable

Yril Yr 2 Yr3 Yr4 Yr5 Yr6 Yr7 Yr8 Yro9 Yri0 Yrll Yrl2
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problem into a win-w

The chanc

Existing conditions that can be leveraged to solve the problem:

plus of large lots with modest houses;
need for income generation to strengthen homeowners’ financia
need for more low-income housing units for new renters.

22% of single-family parcels in OSE could 40% of OSE
see taxes shift upward because large lot households are
size increases the land / building ratio cost-burdened

Average lot area
construction on s




Adding Accessory Dwelling Units can help solve financial
challenges for both existi meowners and renters

Reverse the negative consequence by
investing in building upgrades or new construction

This lowers the Land-to-Building value ratio,
receiving favorable tax treatment under LVT

t of all developed single-family parcels in Oute

e for building an ADU of standard size or great
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Expected Impz

i it
i

g e % e

 High
Value Ratio

and Value Tax

Generally....

> Building-intensive
experience a

Decreased tax burd

»Land-extensive use
experience an

Increased ta
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ILLUSTRATION OF TAX INCENTIVE EFFECTS:
Inner Northeast Portland

4 I

Building intensive uses are Land intensive uses are

by lower tax burdens by higher tax burdens

- 4

The follo
and the tc

operties
Vto LVT:

X SHIFT

21,279
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Vacant lot
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TAX SHIFT
MAV - RMV — 60%LVT — 90%LVT

Vacant lot

3,165
———

Levy Levy 60% LVT 90% LVT

MAV RMV LVT Levy LVT Levy

REAL MARKETVALUE
Land = $297,770 Improv. = $0
L-T-V Ratio: 1.
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Multifamily mid-rise

N Williams Corridor
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TAX SHIFT
MAV — RMV — 60%LVT — 90%LVT

N Williams Corridor Multifamily high-rise

227,453
199,125
96,802
41,769

Levy Levy 60% LVT 90% LVT

MAV RMV LVT Levy LVT Levy

REAL MARKETVALUE
Land = $2,052,670 Improv. = $19,346,290
L-T-V Ratio: .10

#1
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Single family infill

Year built: 2017
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TAX SHIFT
MAV - RMV — 60%LVT — 90%LVT

Single family infill

11,100 Year built:
10,323 2017
9,412

Levy Levy 60% LVT 90% LVT

MAV RMV LVT Levy LVT Levy

REAL MARKETVALUE
Land = $236,500 Improv. = $807,860

L-T-V Ratio: .23

30



Do | pay more taxes with LVT?

1) County-wide tax revenue remains the same... revenue neutral; tax levies vary by
individual parcel according to the L-T-V Ratio.

The economic e creator of that value.
Land value belongs to the community / Building value belongs to the owner
Local government ha
property owners ha

3) Land value is not ¢ eculative — an
unearned increm

2)

4) Therefore, accu
taxation. The an Land Rent

capture all of a
ollowing examples:
srowth rate)

LVT is designed to capture
land rent and relinquish
building values

Land Rent Capture Rates: % captured: % retained by owner
* Single family residential 45% 55%
e Multifamily (20+ units) 38% 62%
* Vacant & underutilized 48% 52%

e Commercial 41% 59%
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Hardship case

ed legislation

32



isions of a
Study bill ility of LVT

LVT, to include:

tion under

The Legislative

e Examinatio
M-5 & M-5
e Simulatio neutral
RMYV asses

e Examine c ban and

rural jurisdict

e Examine comp on rural

Enterprise Zones.

e Examine possible tax burden relief measures for hardship cases.,



What ha Oowh us?

Restore f erty tax

local gov invest in
infrastructu e

ashington 'llnv-.{u i
www.commongroundorwa.org 34
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