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State and Local Tax Revolt: New Directions for the *80s _

Eltgpptyt exeiiponi

.by Rlchaxd D Pomp :'

The more I thmk about it. the more I realize
how little time I spend on taxable property. Take
this weekend, for example. I spent a fair amount
of time ‘at the tax exempt State lerary doing
research on ‘tax exempt property—not so much
time, I rmght add, that I couldn’t fit in some ex-
ercise at the tax exempt YMCA, or walk through
the city’s tax exempt parks, ot 'visit a friend at
the tax exempt Hartford Hospital, or drop in at
the tax exempt museum. Later today, I will re-
tum to my tax exempt office at the university,
park in a tax exempt lot, and eat at atax exempt
caféteria.

- All this good fortune ends when Ireturn to a
taxable home at the end of the day. But. some
taxpayers in New York have even managed to

-solve that problem, at least temporarily. For $20
the Umversal Life Church wxll ordain you a min-

the Church became famous durmg the Viet Nam |

War when ordination provided a dmmty exemp-
tion from the draft. Now that the war is over the

Church has found a new market by" ordaining

people who then claim that they’re holding their
homes as church property. For a modest $20 in-
vestment you can earn the nght to argue with the
assessor over whether or not your home isindeed
a church.

The variety of exemptlons is enormous: ex-
emptions are granted for foderal, state and munic-
ipal property, private colleges and universities,
churches, hospxtals, cemeteries, scientific, hter-
ary, historical, and charitable orgamzatxons. Ex-
emptions are thus granted for the Daughters of
the ‘American Revolution, the Lions Club, the
Boy Scouts, the Hartford Medlcal Society, various
camps, agricultural associations, athletic associa-
tions and so forth. We have a saying in the in-
. come tax area that exemptions never die—they

) Just ‘»fmultxply, and 1t would seem. the same thmg

. we actually have cradle to grave tax
e are bomn in tax exempt hospxtals

and are buried in tax exempt cemeteries; .
Although the variety of exemptlons is impres-
sive, the largest proport:on of tax exempt real
property is found in the major cities. In the case
of Hartford, the percentage of real property '
exempted from taxation is twice that found in
the surroundmg suburbs. While thisisnot surpris-
ing—since the cities are the administrative, cul-
tural, medical, and educational centers for both -
then' sun'oundmg regions and the state—it also
underscores the heart of the tax exempt prob-
lem: properties exempt from taxation provide
regional and statewide benefits: while the cost of
such properties are dmproportzov ately. borne by
the residents and businessess in the city. Indeed,
as my weekend activities illustrate; I for one
make ample use of tax exempt propertiesm Hart-
ford but do not contribute in .any direct way to -

the cost of theee propertxes smce I hve outsxde
the city.

The Dilemma: Dtammg the Tax Base

Let’s be specxflc about what costs are unpoud
on the city by these tax exemptions. When land
is removed from the taxable grand list because it
is devoted to a tax exempt activity or purchased
by a tax exempt organization, the clty obviously

loses the amount of property tax | revenue that it

prevxously collected. Nor does the city’s cost in
servicing that property necessanly decline; Tax-
exempt propertxes can consume a high level of
local services in terms of fire and police protec-
tion, maintenance of the roads around the prop--

erty, traffic control, sewer ser\nces garbage col-

lection, and so forth.

As the property tax bm shnnks thhout a
concomitant reduction in costs; the city is thrust
into an untenable position. In order to make up
the lost property tax revenue, either the tax rates
on the ‘remaining properties must be increased,
or services must be reduced, or, more commonly,
some combination of the two takes place. All this,




" H1—Exempt Property

at the same t1me that mﬂatxon is driving up the
cost, of mam mg even the exrstmg level of ser-
vices. An increase in property tax rates, coupled
in the real level o setvrces, only
duals and businesses to leave the
ds to abandon marginal bu1ldmgs
es and jobs leave the city, as build-

dents mlgrate to the suburbs, th:e_proper'ty tax

Eo mments to ralsmg revenue only
through th property tax; further erosion of this
uc off yet another cycle of raxsmg the
mill rate or cuttmg services.

This- cycle as ‘another and perhaps even more
serious df on to it.. Because the more afflu-

ty i ft with a drsproportxonate
share of the state’s: poor and elderly. The cost of
tax exempts _t_hus falls on those ledst able to bear
the additional costs, exacerbatmg the alteady re-
gressive nature of the existing state and local tax
system. . Tax exempt: property therefore raises a
fundamental 'Questron of ‘taxpayer- eqmty Is it
fair to impose all of the burden of the state enact-
ed real property exemption on the residents and
businesses of the city, when the benefits and ser-
vices generated ‘by these propeérties (not to men-
tion jobs- prov1ded for commuters), accrue to
those living outside of the city? = . .
Some numbers may help illustrate the problem.
In Hartford, for example, the grand list actually
declined from 75 to 76 while the value of tax

ings get abandoned, and asthe more afflientresi-

exempt property actually increased. The tax reve- .

nue lost between 71 and *76 due to tax exempts
(not including municipal property) has been esti-
mated at $124 million. This is $124 million the
city otherwise would have had, and which the
city had to make up through an increase in prop-
erty tax rates and a curtallment in semces -

Approachmg the Problem. Some Conmderations

Obvmusly, any move mvolvmg that amount of
revenue requires careful deliberation. In thinking
abeut the subject of tax exempts, it is useful to
break the problem down into three parts:

" @ whether the existing exempt:ons ought to be
continued and if so, for which ‘activities;

e which is the appropriate level of govern-

ment to bear the costs of the exemptions; and . .

® what are alternative ways of subsidizing the.

activities of organizations that we wish to encour-
age, and generally what options are 'a'va'ilable to
the state.

In approachmg the first consrderatlon we have
to keep in mind that once an exempt:on is pro-
- vided by the law, taxpayers will restructure their
transactions to bring themselves within the bless-
ed exempt category. Th1s is most clearly illustrat-
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ed by the followmg example, A local_ Hartford

church purchased 121 acres of vacant land in New
Britain for $23, 500 One body was ner

and the land was exempted as’a’
1966, when the land had appreciated 7,
the body was removed and the cemetery sold
Experiences of this sort ‘are not unique to Con-
necticut; every state has its own parade of hor-
ribles. And we can only speculate on how many
examples of abuse never surface. .-

Cleaning up the gray areas in the statute is of
course desirable, but what is really necessary is a
wholesale evaluation of the scope of existing ex-
emptions. When tax rates were low, when the
cities were thriving, we could live with broad,

generous, wide reaching exemptlons We: cannot'

today. If I were to reexamine the statute, I would
grant an exemption only if the activity or service

is one which the government would have to per- -

form if a private entity did not, and only if the
subsxdy is required. to provide the service at a
price which all members of the public who ought
to have access to the service are able to pay.
_Thus, a strong candidate for exemption under
my cntenon would be the Red Cross, Salvation

Army, a hospital that treated the indigent, or a-

library. A strong candidate for denial of an exemp-
tion might be a medical, dental, or bar assoclatzon

Assuming that some exemptxons are in order,
the next question is to decide which level of gov-
ernment should finance the costs of these exemp-
tions. I've-already suggested that many exempt
properties provide general and diffused benefits
to areas beyond their host jurisdiction. This fact
is quite clearly seen in the case of state buildings
such as the Capitol. This same lack of identity be
tween the host jurisdiction and the tax exempt’s
constituency is true, at least to some degree, in
other cases. A recent study found that less than
half the patients treated in tax exempt hospitals
in Bridgeport, Hartford, New Haven and New
London actually lived in the host Jumdlct:on
The results were even more pronounced in the
case of colleges and universities located in these
cities.

Perhaps in the past there was more of an over~ :
lap between the jurisdiction in which the prop-

erty was located and the jurisdiction in which the

beneficiaries lived, but the growth of the suburbs -

and the mcreased mobility of individuals have
produced a situation where many of the benefits
and services generated by tax. exempts are now
provided to residents of other jurisdictions. In
light of that situation, it's clear that the compen-
sation for revenue loss should be provided by
the larger Junsdlctlon benefitting from the ex-

emptions.

Fmally, assuming again that some spec1a1 treat-
ment is to be provided to certain organizations,
what form should this take? The present treat-
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ment, an -exemption from property ‘taxes, Is
probably one of the least rational methods Con-
sxder, for example, two orgamzat' ‘
Xis fmanclally strugghng and ¢
rent office space; Y is well ‘establ
dowed, and is known forits generous staff salanes
and opulent headquarters located on highly desir-
able and expansive prime real estate Has the state
onsei " cho: ] \ ing orga-
mzatxon but grant benef;ts to the’ ess needy or-
gamzatmn" Has the state consciously chosen to
increase its’ benefits on the basxs of how much
land and bulldmgs Y owns"

. To put it another way, 1f the state ‘were to

grant cash subsidies to organizations. that are
presently exempt, would it adopt d program that
gave nothing to orgamzatlons so poor that they
cannot afford to own'real estate and instead, gave
money on the basm of how much real property
was owned? That is the effect of the existing law
‘except that it is the local jurisdictions that are
granting the cash subsidies by not collectmg the
property tax they otherwise would,

Because of these irrationalities, _r_ny own pref-
erence would be to replace the property tax ex-
emptions with an explicit cash subsidy. (The
exemption could be continued for religious orga-
nizations, since a cash subsidy. would be uricon-
stitutional.) If a system of cash grants were adopt-
ed, I have no doubts that the state would narrow
the existing law, 50 asto channel 1 money to only
the needlest of qualifying orgamzatxons. '

What’s-To Be Done' Some Options

I have no illusions about a wholesale change in
the law and the followmg recommendations all
assume that the general scheme of property tax
exemptions- will continue.  Nonetheless, under-
standing the ‘defects in the current approach is
useful in 1dent1fymg areas where a better balance
can be reached among the interests of the tax
exempts, the cities, and the state. There are a
number of alternatives avaﬂable, among them:

® Requiring the permission of the local juris-
diction before any taxable property can be re-
moved from the grand list. This approach places
the decision making power at the level of govern-
menit which bears the cost of the exemption, and
allows the localities to decide whether the bene-
fxts of the exemptxon really justify that cost.

[ Phasmg in the exemption when taxable
property is being. removed from the grand list.
This option provides a cushlon so that the j juris-

diction does not suffer an abrupt declme in reve-
nue in the year of purchase, -

- @ Setting a time period beyond whlch the ex-

emptxon will be phased out. A time limitation

3 ' orgamzatlons to get started

of the property tax butat the

e that the host Junsdlctxon
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is not burdened with a perpetual exer
sufﬁmeot time penod will allow the

tion which owns prop
indicates a certain level of wealth'
that does not Justxfy any - furth

@ Imposing a user
deemed undesirable to s
erties to the normal property :
recogmzes that these properties consume 'l
services and at a minimum, should contrib
something to the costs of local government. -
A snnple means of implementing a use he i
approach is to estimate the percentage
jurisdiction’s total budget that is devoted sup-
plying services such as fire and police protec
traffic control, garbage colléction; sewer se 3
and apply that percentage of the mill rate
value of the tax exempt property
if 35% of the budget were s ~
devoted to the provision of these services, and'if
the mill rate were 60, then the assessed value of
tax exempts would be subJect toa user charge of
21 mills (.35 % 60)."

While it is obvious that many of the current tax
exempts are fully capable financially of meeting
the costs of user charges, it can be argued that
others  are not. To offset that problem it would
be possible to institute a system of user charge
circuit breakers, which would prov1de relief based
on need, .

® Requmng state payments to ]unsdlctlons
contammg tax exempts. This option recognizes
that it is unfair for the host jurisdictions to bear
the entire cost attributable the presence of tax
exempts. Recently adopted in Connecticut, it
extends the state’s PILOT (Payments in- Lxeu of
Taxes) program to non-state owned property, on
the theory that the exemption from property tax,
which is granted by the state, helpsto 1mp1ement
state objectives and goals. =

In order to channel funds where it is. needed
most, payments could be made only to jurisdic-
tions having more than the statemde average of
tax exempt property

“‘Some Pay .Some Don’ t: Evaluatmg Property Tax
Exempnons” is rcprmted by permission from the
September; 1978 issue of People and Taxes, Publxc
Citizen Tax Reform Research Group.




