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Introduction

The Center for the Study oEconomicsis pleasedto speakagainA A £ OA OEA - AUT 080 4 AOE ntatyOthefsaind4 AOOE
ourselveshasclearly narrowed the menu of choices to a few basiwoncepts: Phildd A1 B E E A & Qot ©og@shice thdy aretoo high, and

they are confusingand repellent to capital and laborAs Paul Levy said in earlietestimony we asa City must find a way to implement taxes

on subjects that are immobilelf that is where the taskforce moves then we must repeat land is immobile; buildings as an expression of

capital investment are mobile.

We believe that the facts and the theory point to a gradual shift and implementation of tax politty one that removes most distortions that
effect personal, commercial and policy choiceslo that end, we are happy to present summaries of our research into land value taxation
and an alternative that releves lower-end valuesproperties of the burden of taxation, whilemaintaining revenue flows.

Using ourBRT database from April 2009, we believe these simulations will provide a clear picture diow land value taxationand the
assessment exemption for improvement alternativewill work:

By Gty wide

By Class

By council District
By Neighborhood

e

" Land Value Tax (LVT) is a way of taxing land using a change in takkaateample, a drop of 10% in the building tate would require that revenue loss be made up by an increase in the tax
rate on land valuesThe direct effect is to put a greater reliance on publicly created value (land) rather than privately created wealthgduddimerceor wages)A higher tax on land has the
acknowledged effect of removing the distortions on markets that traditional taxes crAagessment Exemption on Improvements (AXI) is slightly diffédPeibsimply, a blanket permanent
abatement of a certain dollar amation a building is put into effecT.he overall tax rate then rises accordingly, with a greater impact on land value. For exémbplelding is worth $50,000 and
the AXI is $50,0Q@here will be no tax on the buildinglf the buildingwere worth $500,000 then the owner would pay tax on $450,0D8is has the effect of sometimes dramatically reducing tax
burden on lower valued properties, most often residential properties
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City-Wide Values

Using current BRT assessmentshe city has towvork with a total taxable value of$12.1 Billion, with $5.1 Billion of nontaxable value.The
value of taxable land isb2.9 Billion and the taxable value of buildings is $9.2 Billion.

The currentcombinedtax rate applied to both land and buildings for city and school purposes is 82.64 millss many have thus far noted,
this tax system of equal tax rates on land and buildings creates a disincentive to builehab, or otherwise invest in real estate inside

OEEI AAAIT DE Ehk 809eaitdx Quatdraett & an explicit acknowledgemertf the high cost of construction in Philadelphia serving as
a barrier to it. We believe there are alternatives.

City-wide Assessments

Sum of Taxable Building

$9,214,883,448

Sum of Exempt Building $3,942,953,030

Sum of Total Building $13,157,836,478

Sum of Taxable Land $2,920,739,540

Sum of Exempt Land - $1,228,901,414

Sum of Total Land

$4,149,640,954

Sum of Taxable Total $12,135,622,988

Sum of Exempt Total $5,171,854,444

Sum of Total Value $17,307,477,432

$0 $5,000,000,000 $10,000,000,000 $15,000,000,000 $20,000,000,000
Value

Figurel: Citywide Real Estate Assessment Totals
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Land Value Taxation (LVT)

The Center proposes two revenue neutral alternatives in these simulations. The first, land vahaation, (or LVT) employs tax rates of
171.684 mills on land value and 54.41ills on building values, toprovide revenue-neutrality. These rates would garner 50% of revenue
from land, and 50% of the revenue from buildings Figure 2demonstrates revenueneutrality for both alternatives compared tothe current
system.

Revenue Neutrality Among Options

$1,001,023,991 $1,002,887,828 $1,002,589,785
1000M

900M
800M
700M

600M

Value

500M

400M

300M

200M

100M

oM

Sum of AXI Bill Sum of Current Bill Sum of LVT Bill
Figure2: Revenue NeutralittamongOptions
®These revenue split rates are identical 6% / 2y i NBf f SNDR& ¢+ E { G NHzOGdz2NE wSLEZNI é6nHnnmO FyR GKS ¢l E w$
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LVT Impact by Tax Class
Land Value Taxatioi.VT])s the option discussed at the previous task force hearing on May 21, B@fi®e 1 compares LVT to the current total and average tax
impact, both of which come out approximately the same.

Total Current vs LVT Impact by Tax Class Avg. Current vs LVT Impact by Tax Class

Tax Class Name Tax Class Name

Residential Sum of Current Bill _ $538,927,069 Residential Avg. Current Bill . $1,187
Sum of LVT Bill _ $502,090,249 Avg. LVT Bill . $1,106

Hotel Or Sum of Current Bill - $145,621,920 Hotel Or Avg. Current Bill - $3,469
Apartment Apartment
Sum of LVT Bill -$137,770,885 Avg. LVT Bill -$3,282
Store With Sum of Current Bill I $24,582,520 Store With Avg. Current Bill . $1,554
Dwelling Dwelling
Sum of LVT Bill I$25,591 ,553 Avg. LVT Bill -$1 ,618
Commercial Sum of Current Bill - $225,504,610 Commercial Avg. Current Bill _ $14,476
smotvren  [IJszesez0.156 wovren [ s s
Industrial Sum of Current Bill I $48,535,680 Industrial Avg. Current Bill _ $9,740
Sum of LVT Bil I $56,889,015 Avg. LVT Bil _ $11,417
Vacant Sum of Current Bill I $19,716,029 Vacant Avg. Current Bill I$434
Sum of LVT Bill I$40,827,887 Avg. LVT Bill l$899
Grand Total Sum of Current Bill _ $1,002,887,828 Grand Total Avg. Current Bill -$1,736
Sum of LVT Bill _ $1,002,589,785 Avg. LVT Bill -$1,735
OM 200M 400M 600M 800M 1000M 1200M 0K 5K 10K 15K
Value Value
Figure 3: Overall Impact of LVT v€urrent Tax
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Figured represents the change byads of property in PhiladelphiAs every study or simulation tife past 20 years affirms, residential properties see a
reduction in tax incidence, while commercial and industrial propeditt®e sectors that have already departed the ggge an increase in liability.

LVT Shift Result Within Tax Classes

Tax Class Name

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Residential Hotel Or Apartment Store With Dwelling Commercial Industrial Vacant

% of Total Count of Shift Result

Figure4: LVTPercent Increase vs. Decrease by Tax Class

Within each class of real propertihe shift will result in greater or lesséax liability for each parceln Figureb, the green portion of the columns represents the
parcels that see a reduced thil; the red portion will see an increase.
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LVT Shift Result Within Tax Classes

Tax Class Name

450K

400K

350K

300K

250K

200K

Count of Shift Result

150K

100K

50K 142

9,033 4,195 1,615
» _ @ = 2. [==]

10,051 6,462 7,478 3,091

Residential Hotel Or Apartment Store With Dwelling Commercial Industrial Vacant

Figure5: LVT Count of Increase vs. Decrease by Tax Class

Within each class, thannualdollar changen taxincidence igpresented in Figuré. As theory would predict, residentiptoperty is most capital intensive on the
building side of the equatigrand thereforewould enjoya greater reductionThe simulationdemonstrateghat outcome.

Land Value Taxation Presentation for th@009 Philadelphia Tax Reform Task Force Page8
Center for the Study of Economickwww.urbantools.org



LVT $ Diff. by Tax Class

Tax Class Name

$21,111,845
$20,000,000

$13,915,586

$10,000,000 $8,353,335
$1,009,033 -
—

$0

-$10,000,000 -$7,851,036

Sum of LVT $ Difference

-$20,000,000

-$30,000,000

-$36,836,888
-$40,000,000

Residential Hotel Or Apartment Store With Dwelling Commercial Industrial Vacant

Figure6: LVT Total Dollar Difference by Tax Class

Figure7 provides the same outcoméduton anannualaverage basiCitywide, these changesayappear modestbut the simulation can be changed in policy
to effect greater or lesser impact
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LVT $ Diff. by Tax Class

Tax Class Name

$1,800 - $1,775
$1,600 -
$1,400 -
$1,200 | $1,192
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$400
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$65
¥ . |
-$200 |
s $194
Residential ‘ Hotel Or Apartment ‘ Store With Dwelling ‘ Commercial ‘ Industrial ‘ Vacant

Figure7: LVT Average Dollar Difference by T@bass

Figue 8 demonstrates theannualpercentage class change for each cl&sgh Class 1 and Class2 (Residential and Hotels/Apartments) sigmifecant annual
savings
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LVT $ Diff. by Tax Class

Tax Class Name

107%
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Figure8: LVTAverage Percent Change by Tax Class

LVT Impact by Council District
Council districts are an easily rgnizable part of the Philadelphia cityscape such, th&€enter has grouped its findia@n this manner.
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Figure9is clear thathe Residential sector benefits greatlhpm LVTho matter the districtIn general, the lowewalued residentl properties in councilmanic
districts (Districts 67 or 9) fare better .

LVT Residential Shift Results Within Council Districts (%)

Council Member / Council District

100% |

90% -

80% -

70% -

60% -

50% -

40% -

% of Total Count of Shift Result

30% -

20% -

10% |

0%

Maria D.
Jannie L. Curtis Jones, Darrell L. Joan L. Quifiones- Donna Reed Marian B.
Frank DiCicco | Anna C. Verna Blackwell Jr. Clarke Krajewski Sanchez Miller Tasco Brian J. O'Neill
District 1 District 2 District 3 District 4 District 5 District 6 District 7 District 8 District 9 District 10

Figure9: LVT Residential Perceagelncrease vs. Decrease by Council District
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NonResidential Properties the 10(Figurel0) council districts see less of a direct benefit, as many are land intensive and lessinspitle.Many are
blighted, abandoned or are not put to best use.

LVT Non-residential Shift Results Within Council Districts (%)

Council Member / Council District

Maria D.
Jannie L. Curtis Jones, Darrell L. Joan L. Quifiones- Donna Reed Marian B.
Frank DiCicco | Anna C. Verna Blackwell Jr. Clarke Krajewski Sanchez Miller Tasco Brian J. O'Neill
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X 30%
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10%
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District 1 District 2 District 3 District 4 District 5 District 6 District 7 District 8 District 9 District 10
FigurelO: LVT Norresidential Percentage Increase vs. Decrease by Council District
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Broken out by Save or Increase by pa(Eg&jure 1), the Council Biricts again sedenefit with LVT

LVT Residential Shift Results Within Council Districts (#)

Council Member / Council District

Maria D.
Jannie L. Joan L. Quifiones- Donna Reed Marian B.
Frank DiCicco | Anna C. Verna Blackwell Curtis Jones, Jr. Darrell L. Clarke Krajewski Sanchez Miller Tasco Brian J. O'Neill

Count of Shift Result

District 1 District 2 District 3 District 4 District 5 District 6 District 7 District 8 District 9 District 10

Figurell: LVT Residential Count of Increage Decrease by Council District
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Nonresidential parcelgFigure 2) vary more by council districtet, the changes amgidely variedn many districts.

LVT Non-residential Shift Results Within Council Districts (#)

Council Member / Council District

Maria D.
Jannie L. Joan L. Quifiones- Donna Reed Marian B.
Frank DiCicco | Anna C. Verna Blackwell Curtis Jones, Jr. Darrell L. Clarke Krajewski Sanchez Miller Tasco Brian J. O'Neill

14K

12K

10K
5
[%]
[0)
o

£ 8K
%)
G
€
>
[e]

O 6K

4K

2K

0K

District 1 District 2 District 3 District 4 District 5 District 6 District 7 District 8 District 9 District 10
Figurel2: LVT Norresidential Count of Increase vBecrease by Council District
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Figure Brepresents the average annual change per parcel in each council district. Established high value or up and coming,dstri8Yekperience little or
no change in tax liabilitthere expressed as an average

LVT Council District Residential Avg. $ Difference

Council Member / Council District

) ) Maria D. )
Frank DiCicco | Anna C. Verna Jannie L. Curtis Jones, Darrell L. Jogn L. . Quifiones- Donng Reed Marian B. Brian J. O'Neill
Blackwell Jr. Clarke Krajewski p Miller Tasco
Sanchez
" = .
-$7
$ -$12
-$25
-$50
-$71 -$72

[0]
o
o
[
Q
=
g -$100
&
'_
>
-
g -$124 -$124
<

-$150

-$200 -$195

-~ N (3] < o) © ~ 0 (2] o
a a a a a a a a a i%

Sum of LVT $ Difference

-$9,175,433  -$246,967

Figurel3: LVT Residential Avage Dollar Difference by Council District

Land Value Taxation Presentation for th@009 Philadelphia Tax Reform Task Force

Pagel6
Center for the Study of Economickwww.urbantools.org



Figure ¥ representes the nomesidential annual average shift with land value taxatibme reality of bainess taxation in Philadelphia should shihat the
property tax would be prefeable to the Business Privilege Tax.

LVT Council District Non-residential Avg. $ Difference

Council Member / Council District

. . Maria D. .
Frank DiCicco | Anna C. Verna Jannie L. Curtis Jones, Darrell L. Jo_an L. . Quifiones- Donn'a Reed Marian B. Brian J. O'Neill
Blackwell Jr. Clarke Krajewski . Miller Tasco
Sanchez
$900
$836

Avg. LVT $ Difference

$800
$700
$610

$600

$500

$400

$300 $291

$200 $199 $199

$120
100
s $60 $71 $54
$0

Sum of LVT $ Difference

-$118,534 13M

|
|

District 3 gg|:

District 1
District 2
District 4
District 5
District 6
District 7
District 8
District 9

District 10

Figurel4: LVT Norresidential Average Dollar Difference by Council District
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Assessed Exemption of Improvements (AXI)

If Philadelphiavere to move to groperty tax (or preferablyaland value tax to increase competitiveness, consideration must be given tortjeeriamber of
retired homeowners on fixed incomes, owners loiver-valued residential (ocommercial) real estate and rentefBhere are severataditional pathways to
provide amelioréions (Se&upplements Our proposal here illustrates what we cAllsessment Exemption on Improveme@X). AXI &empts adollar
amountof the taxable building value of a parcEbr the purposes of creating our simulati@SE has chosen to exen$i0,460 (which is the mediassessed
value of taxable buildings in Philadelphiy. reducing theéaxablebuilding assessment, tHax rate would be 124.52@ills (as opposed to 82.64 millgnd thus
the revenue would be the same.

Such a property tax system has been used inpditin other jurisdictions For example, in Vancouver, British Columbia, \saldes were assessed at 100% of
market valuewhile buildingswere assessedt only 50% of market value.

Our AXI proposal is simpler to undand with powerful effects: enetsa permanent, universal abatnent on a dollar amount of building valuehich will
proportionally exempt the greatepart of a buildng from property tax, whi a highervaluedparcel (Liberty Place, say) will see a statidly insignificant
building abatment, while seeing some increase on the land porfibe.principle®f vertical equityand abilityto-pay come into play.

We expectand hopethat further research will be authorized by this task force or by a@iyvernment. Granular examination of the data undéiXland LVT
simulations willdemonstrate thefeadbility of these programs, both under current assessments and under AVI.

AXI Impact by Tax Class
As Figure 15 demonstrates, AXbvides significant tax relief for residential properties while maintaining revenue levels, and suggests ahitiyatiditional
revenue frommobile labor and capital tax bases onto the property tax without across the board impacts on all classes of property.
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AXI vs Current Tax Total Impact by Tax Class

AXI vs Current Tax Avg. Impact by Tax Class

Tax Class N.. Tax Class N..
Residential Sum of Current Bill _ $538,927,069 Residential Avg. Current Bill . $1,187
Sum of AXI Bill _$379,108,403 Avg. AXI Bill I $835
Hotel Or Sum of Current Bill - $145,621,920 Hotel Or Avg. Current Bill - $3,469
Apartment Apartment
Sum of AXI Bill -$174,764,719 Avg. AXI Bill -$4,164
Store With Sum of Current Bill I$24,582,520 Store With Avg. Current Bill . $1,554
Dwelling Dwelling
Sum of AXI Bill I $21,890,856 Avg. AXI Bill .$1 ,384
Commercial Sum of Current Bill -$225,504,610 Commercial Avg. Current Bill _ $14,476
Industrial Sum of Current Bill I $48,535,680 Industrial Avg. Current Bill _ $9,740
Sum of AXI Bill .$68,050,082 Avg. AXI Bill _ $13,656
Vacant Sum of Current Bill I$19,716,029 Vacant Avg. Current Bill I$434
Sum of AXI Bill I$29,623,278 Avg. AXI Bill I$653
Grand Total Sum of Current Bill _ $1,002,887,828 Grand Total Avg. Current Bill . $1,736
OM  200M 400M 600M 800M 1000M 1200M OK 5K 10K 15K 20K 25K
Value Value
Figurel5: AXlvs.Current Tax, Total and Average by Tax Class
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Figure B shows the outcome by class of our AXI propdsate thatthe percentage amount giarcels that save increases fairly subsialty. Compareadvith
Figure4, the resultfavor classes 2 and 3, while improvilgssest and 5 Grey sections represetdx-exempt.

AXI Shift Result by Tax Class

Tax Class Name

Residential Hotel Or Apartment  Store With Dwelling Commercial Industrial Vacant

100%
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30%
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10%

0%

Figurel6: AXI Percentage Increass. Decrease by Tax Class
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Figure ¥ Shows the parcalountchanges with classe@lassesl through 3 see a majority decrease, whiléhrough 6 experience an increase.

AXI Shift Results by Tax Class (#)

Tax Class Name

450K
400K
350K
300K

250K

Count of Parcel ID

200K
150K
100K

50K 268

13,145 5,545

[ 160
(| —_—
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AXI Shift Result
[ Decrease

B increase

Figurel7: AXI Count of Increases. Decrease by Tax Class
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AXI Impact by Council District
The shift under AXdy council districts morepronounced in favor of residential properties (FiguB} dompared to LVT in Figuge
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Figurel8: AXI Residential Percentage IncreaseDecrease by Council District
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Figure B is nonresidential shift with AXby council district Savings bgommercialproperties, in generally lestesirableareas are significanespecially
compared with Figur8, the LVT shift

AXI Shift Non-residential By Council District

Council Member / Council District

Maria D.
Jannie L. Curtis Jones, Darrell L. Joan L. Quifiones- Donna Reed Marian B.
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Figure19: AXI Nonresidential Percentage Increase \Becreaseéy Council District
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Figure20 shows the annual average residential change by council disitlaisticts see savingsyith lower valued districts séeg dramatic reductions.

Avg. AXI $ Difference

Figure20: AXI ResidentiahverageDollar Differenceby Council District
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Figure 21shows the resultingverageshift in burden onto nofresidential classes.

AXI Council District Non-residential Avg. $ Difference

Council Member / Council District
Maria D.
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Figure21: AXI Nonrresidential Average Dollar Difference by Council District
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Figure22 indicates the total residential dollar change under the AXI propmgabuncil districtEconomically atisk districts(such as District 6 and 9) sgeeat
benefit.

AXI Avg. $ Difference
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Figure22: AXIResidential Total Dollar Difference by Qancil District
Land Value Taxation Presentation for th@009 Philadelphia Tax Reform Task Force Page26

Center for the Study of Economickwww.urbantools.org



Figure B representsthe total non-residential change by Council district using the AXI alternative

Figure23: AXI Nonresidential Total Dollar Difference by Council District
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