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Prepared by the Center for the Study of Economics
Executive Summary:

A gradual shift to land value based taxation in the City of Frederick can be implemented with little effect on current
owner-occupiers, but would help shift much of the city’ ¢
blighted lots, as well as provide incentives for development of older underused automobile intensive mall

developments of the 1960s and 1970s. . A permanent abatement made possible by the drop in the building tax rate

also can provide a revenue-neutral alternative to the current systems of abatements and temporary incentives.

Any tax system, as well as market decisions must exist within the parameters of zoning, planning, and government

policy. Therefore, a lot zoned for a less-dense use, has its land value reduced. Land value tax is not intended, nor has

it ever spurred over building or inappropriate development (unlike the current realties of sprawl). Government-

i mposed restricti ons a rasafrintloaded segment ifi thedide of degistoiis that hadetoe X i s t
be made before rehab or new construction.

The general outcomes of this study indicates that downtown commercial, residential, townhome and condo
development either see tax reductions or no change. The Golden Mile and undeveloped sectors of East Frederick will
see a larger shift, with the expected effect of an incentive to build better and higher due to the lower tax rate on
buildings. The outcome for absentee owned residential rental units in the more northern neighborhoods and parts of
South /Jefferson indicate slightly greater increases, possible due to deferred maintenance, assessment appeals, and
disinvestment (Full database included with report).

For the purposes on encouraging downtown, redevelopment, new modern LEED and Green Development, as well as
underused resource for future revenue needs, the land values of Frederick can serve the city that has created them, if
implemented in a gradual, slow manner.

Study purpose:

The City of Frederick has engaged the Center for the Study of Economics to provide an analysis of the property tax in
Frederick, Maryland, and to determine if a program of land value taxation may be helpful in inducing private market
investment inside city limits. At the same time, the Center will determine if changes in tax incidence on various existing
uses of the built city will put a significant burden on them. The study will identify high-valued, under-utilized parcels of
land and determine if a gradual introduction of land value tax can shift the burden of taxation in such a manner as to
either spur growth, or spur sale of land held for speculation.

Introduction: What is a Land Value Tax?

A land value tax (hereafter LVT) is a means of raising public revenue through the vehicle of the property tax in such a
manner that the negative effects of traditional real property (or indeed other taxes) are ameliorated.
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improvement (building) values. As an example, the city of Allentown in Eastern Pennsylvania has LVT. Before adoption,
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land values is $5.038 and the rate on taxable building values is $.5038. Allentown raises the equivalent revenue of a flat
tax with this change in tax rates. The aggregate tax rate remains the same. Seventeen cities and school districts in
Pennsylvania use this program, as do some of the wealthiest and most attractive cities and towns in the world: Sydney,
Copenhagen, Singapore and literally hundreds of cities in Australia, New Zealand and elsewhere.

Why a land value tax in Frederick?
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governmental expenses increasing, there is a clear need for alternative sources of revenue that are not mobile, are
stable, and do not stand in the way of what kind of smart, market development could be taking place in the city, county
or region. !

Growth happens for a variety of reasons. Cities thrive (or decline) for a variety as well. It is not the purview of this report
to comment upon schools, crime, blight or sprawl. Yet, the tax system plays a crucial role in all these pressing matters.
The tax system is one issue that can be addressed in an immediate manner, and can have far-reaching effects on funding
for the basic services and infrastructure that a city wants, as well as serving as a conduit that channels market capital
into a town rather than repelling it.

The traditional property tax has one fatal flow and one redeeming feature.

The flaw: The property tax falls disproportionately on improvements. In Frederick, the amount of revenue raised from
improvements is 63%.

Society acknowledges that a tax on structures has the effect of delaying construction, changing the locale of
construction, and the quality and intensity of construction. From a development corporation to a sweat equity
NEKIFI060SNE (GKS FyasgSNI G2 GKS ljdzSadAz2yyY a2KFEG Aa isUKS
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The tax on construction and renovation discourages what a city like Frederick wants: stable neighborhoods, competitive
business districts and constant flow of capital and labor into the city limits. A building owner puts off needed
improvements, or downgrades the use to one that makes more financial sense, but may hurt the fabric of the

community (i.e. conversion of a single ¢family home into a split rental unit).

This flaw in the current property tax that has been approached by many different | (i S NJ/ | géit duPfS @ undef 2
over the years: Tax Increment Financing, tax abatements, and other subsidies to entice development, encourage
maintenance and renovation. This system of providing tax breaks for particular cases or districts has been called the
GNJF OS G2 %0 KSR XKi &2 Y S Sy/at besthwabi2 ab oSt HeBIdRs to the jurisdictions.

The redeeming feature: The property tax also falls on land values. Land values are a unique species of taxable subject.
'YEA1LS F K2dzaST YR 2FFAOST | alftSa GNIyalOlAzy 2NJ
company, but by a tacit agreement that a particular location is valuable. This tacit understanding is made tangible by the

! Frederick is facing a shortfall for FY2012 of roughly $5 Million
? http://www.frbatlanta.org/pubs/partners/partners-vol 15 no 3-attracting economic_development-
at_what cost.cfm?redirected=true
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community acting through its agent ¢ government ¢ to improve the land by such means as rail transport, roads, sewers,
police and fire protection, good school and the myriad aspects of the civic contract that exist between citizens their
government. Economists, planners, political scientists and others have highlighted the proposition that land values are
the just return on government investment for centuries®>. Most New Zealand and Australian states, cities and towns
fund their local services based upon the value of land, with improvements totally out of the equation, and the national
government is currently considering how to expand the base of LVT*.

Yet, with only 37% of City revenue coming from land values, the spur to build, or even to ask a fair price for a parcel of
land’ is disincentivized. The full benefit of the services provided by the city to citizens and commerce is pocketed or
cached for future gain as a windfall for the landowner.

A well-known example would be the immediate environs of the MARC station near East Patrick Street recently opened
in Frederick. This result of taxpayer expenditure should be expected to spur development of immediate surroundings,
yet this has not occurred. Current market conditions are certainly part of the reason, yet credit is easing, and the new
model of walkable transit-friendly communities is still a viable development option

FigurelPubl i ¢c I nvest ment # Market | nvestment

3 0Ground-rents[land value taxes, not Maryland ground rents as understood today]...are altogether owing to the good government
of the sovereign...Nothing can be more reasonable than that a fund which owes its existence to the good government of the state,
should be taxed peculiarly, or should contribute something more than the greater part of other funds, towards the support of that
I2OSNYYSylodé ¢ KBI ¥ S§ ¥ A Bokka/FOf the Shurc@s/ofithe General or Public Revenue of the Society
* Check out:

http://taxreview.treasury.gov.au/content/FinalReport.aspx?doc=html/publications/Papers/Final Report Part 2/chapter c2-1.htm
> http://www.wtop.com/?sid=2046277&nid=30
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Land value taxes also have the obvious benefit of being transparent, easily discerned, and not possible to hide. The rate
on land can be relatively high, but its supply is inelastic. The amount of land available is fixed and cannot be reduced by
taxation unlike a tax on mobile subjects, such as building, work and commerce

LVT provides a way to mimic the effect of a tax abatement, but to provide a more robust and permanent effect. By
reducing and untaxing levies on buildings through he general property tax a city may, in the words of Case Western
Reserve University Economics Professor Bill Peirce, & | 0 | (i Sandxhireby éhdoutage the market to act without
artificially and expensively making the playing field more accessible, if only for a short period of the abatement .
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the choices where the market can choose to locate. The automobile has also had the effect of sacrificing compact and

value-added development to make way for the car. Theso-Ol f £ SR aD2f RSy aAif Sé¢ A& LISNKI
F2NJ GKAA a2NI 2F RS@GSt2LIVSyidx FyR Aa OSyaGNrt (2 CNBR!

Frederick is like all governments, in a struggle for revenue, and in a competitive struggle with other areas in the region.
How can LVT help?

Legal right of Frederick to enact LVT

¢2 SadlofAaK aLXAdG N GSa 2F G EL GA2YyZ GKSNE® T3 NAG2 Waz
which defines sub-jurisdictions of that state as creations of the state and therefore require permission from the state
legislature and general statutes to enact policies such as taxation.

Constitutionally and by Act 656 of 1916, confirmed by Attorney-D Sy S NI £/ dzNNJ?, difeéentis todpares o LIA y
land and buildings are permissible.

Economic impetus to change how Fredrick taxes Real Property

The population of Frederick County has exploded in the past 50 years:

1960 71,930 -

1970 84,927 18.1%
1980 114,792 35.2%
1990 150,208 30.9%
2000 195,277 30.0%
2010 238,700 22.2%

Meanwhile the population growth is constrained in Frederick City, particularly due to cost of land and building and lack
of space:

1960 21,744 —
1970 23,641 8.7%
1980 28,086 18.8%
1990 40,148 42.9%

® http://www.fredericknewspost.com/sections/news/display.htm?StorylD=106526
7 http://www.nlc.org/about_cities/cities 101/153.aspx
® http://www.oag.state.md.us/Opinions/1995/800AG316.pdf
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2000 52,767 31.4%
2010 59,644 13.0%

Concerning demographic and social indicators’, the County has leads on the city in such crucial factors as poverty (5.4%
living below poverty as compared to 7.4% in the city) homeownership rates (the County is 75.9% and the city lags at
55.6%). Taken by themselves , these issues would not be especially notable save for this reason: if Frederick wants to
gain wealth and give all the opportunity to share is expanded markets and housing opportunities, it needs to use what
land it has that is taxable to be used to its optimum use.

Tax Rates Matter

The rationale behind this study is to face and overcome a barrier that any older, established community has with it has
more recently settled neighbors: tax rates are higher, sometimes much higher than adjacent communities.

As the following series of graphs illustrate the lowered competitiveness of Frederick in attracting more and better
development is hampered by the very clear choice that a builder has.

If given a choice, a builder (or buyer) can objectively get more for less money by locating outside Frederick. Of great

interest to Frederick is the disincentive to fix up and maintain the myriad historical properties in Frederick. Preserving

the historical fabric of Frederick is expensive. The cost of such investment must be rewarded over the years, rather than
punished. ThisY S & dZNB R Ay OCSNG RAASNRA 01 OA e Qa G E NIXGS aRSHRDOS ST
f2aad¢ 58I RgSAIKG f2aa Aa aryYLie GKS AySFFAOASyOe :
that the market makes.

Not so apparent is the total real estate tax rate for each town in Frederick County with the county levy added. Yet, it is
clear that the City is already at a disadvantage with a tax rate of $1.586, compared to unincorporated areas in the

? http://quickfacts.census.gov/qfd/states/24/24021.html



http://quickfacts.census.gov/qfd/states/24/24021.html

county that pays $.936. There is an immediate 40% reduction by placing a building outside the city.

Combined Real Estate Tax Town Rates with County Tax
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Figure 2 Comparative Real Estate Tax Rates for Frederick County Communities with County Levy

The next graph highlights the further economic disadvantage of the tax levy that falls upon buildings in Frederick City
compared to incorporated areas of Frederick County. Except for Brunswick (another traditional, infrastructurally
serviced town in the County), the city tax levy far exceeds its neighbors.
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Figure 3 Comparative Real Estate Tax Rates for Frederick County Incorporated Communities

Other comparable communities such as Gaithersburg ($.262) and Rockville ($.292) in Montgomery County have tax
rates at the low end of the spectrum compared to the City.

What does this mean for the long-term cost of keeping a desirable home in the city as compared to the county? The last
graph on this aspect of the property tax demonstrates the liability for various values of the building itself. The rates are
based on 2010:



Annual Tax Differential between Frederick City and County
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Figure 4 Annual tax bill and differential: buildings valued from $50K to $500K



Current Tax levies for houses arranged by price point

Assuming a static tax rate over the course of 10 years (the general length of time for homeownership is about 8 to 12

years, according to the best estimates of the Census), the deadweight loss on a typical building at various price points in

the two comparable areas becomes clear. A tax on a structure in Frederick City is 40%higherthan in the County. If a
K2YS26ySNI Ay 0KS OAGe KStR 2yaG2 | bPpnZInnn K2dzaS F2NJ
property tax, while in the county, the take drops to 9%.

Tax Levy over Ten Years
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Figure 5 Tax bills over ten years (assuming static rate or $.65)

characteristics of Frederick’'s Property Assessment Ro

The Center is indebted to Rick Weldon and his team for providing the assessment rolls from SADT, Frederick county,
effective certified values on July 1, 2010. Frederick is a diverse and varied city with many uses and sub-uses of property
(although vacant land has to be inferred from building value on a given parcel). Yet, Frederick is essentially a city of
homes, multi-family, rental, and single family.

Parcels
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Of the 21,896 taxable parcels in Frederick City, 20,018 are residential, just over 91%. The tables following describe
breakdown by number of parcels and percentages, with taxable parcels listed first, exempt parcels follow with the same
breakdown. This is for information only, and these exempt numbers are not included in the scope of the LVT study.

Parcel Breakdown by Records Total
Land Use
Agricultural |17
Apartments | 144
Commercial [ 1.174
Commercial Condo.. [Jj 386
Commercial Resid.. | 50
Country Club |1
Industrial | 104

Residentia! | 1 093

Residential Comm.. |1

Residential Condo.. [ 3.025
Town House | 5 500
Grand Tota! | 21 596

OK 2K 4K 6K 8K 10K 12K 14K 16K 18K 20K 22K 24K
Number of Records

Sum of Number of Records for each Land Use

Figure 6 Breakdown of Taxable Parcels in Frederick City

Parcel Breakdown by Use
Land Use
Agricultural |0.08%
Apartments || 0.66%
Commercial [ 5-36%
Commercial Condo.. [J] 1.76%
Commercial Resid.. | 0.23%
Country Club |0.00%
Industrial | 0.47%
Residentio! | 50.55°%
Residential Comm.. |0.00%
Residential Condo.. | 1382%
Town House [N 26.95%
Grand Torte! | 100.00°%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100% 105% 110%
% of Total Number of Records

Figure 7 Breakdown of Taxable Parcels by Percentage Share
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Exempt Breakdown by Use
Exempt Description

Null [ 7
JUR Housing and Community Developme.. | 1
JUR Housing Authority Il 9
JUR Library | 1
JUR Market and Comfort Station | 1
JUR Museum | 1
JUR Off-Street Parking I 2
JUR Office Building |l 4
JUR Other I 15
JUR Police Station | 1
JUR Public School including Junior College NG 27
JUR Public Works Property | 1
MUN Fire Department i 2
MUN Housing Authority I 23
MUN Museum | 1
MUN Office Building |l 4
MUN Other | 1 15
MUN Parks and Recreation I 35

MUN Public Works Property N 45
NPF Civic Organization JJ 2

NPF Club 3
NPF Community Owned Property N 11
NPF Fair Ground |l 4
NPF Goodwill/Disabled Veterans Rehab .. ] 2
NPF Historical Society I 3

NPF Hospital/Health Related Facility [ 56
NPF Lodge [N 11

NPF Other NG 40
NPF Private Cemetery ll 3

NPF Private College Jll 5
NPF Private School | 1
NPF Veterans Organization il 3
NPF Volunteer Fire Department [N 12
OTH Disabled Veteran N 49
PUB Office Building Il 13
PUB Other |l 4
PUB Research Institution | 1
PVT Church Aged/Rehabilitation Home I 3
PVT Church Cemetery | 1
PVT Church College | 1
PVT Church Hospital/Health Related Facil.. [l 8
PVT Church School 1l 7
PVT Church Society/Club | 1
PVT Church/Rectory/Mosque/Synagogue I 67

PVT Other N 30
PVT Other such as the Salvation Army or .. |l 4

PVT Parking Lot | 1
STA College |l 4
STA Hospital/Health Related Facility | 3
STA Metropolitan Transit Authority | 1
STA Office Building | 1
STA Other | 1
STA State Roads Commission (Mass Tra.. [ 18

0O 10 20 30 40 50 60 70 80 90 100 110 120
Number of Records

Figure 8 Exempt Parcel Breakdown by Use
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Exempt Parcel Breakdown by Use
Exempt Description

Null [l 1.04%
JUR Housing and Community Developme.. | 0.15%

JUR Housing Authority Il 1.34%
JUR Library ] 0.15%
JUR Market and Comfort Station | 0.15%
JUR Museum ] 0.15%
JUR Off-Street Parking ] 0.30%
JUR Office Building Jll 0.59%
JUR Other 1 2.23%
JUR Police Station ] 0.15%
JUR Public School including Junior College N 4.01%
JUR Public Works Property ]| 0.15%
MUN Fire Department J 0.30%
MUN Housing Authority I 4.15%
MUN Museum ] 0.15%
MUN Office Building Jll 0.59%

MUN Other I 17.06%
MUN Parks and Recreation [ 5.19%
MUN Public Works Property I 6.68%
NPF Civic Organization J§ 0.30%
NPF Club 1 0.45%
NPF Community Owned Property Il 1.63%
NPF Fair Ground ] 0.59%
NPF Goodwill/Disabled Veterans Rehab .. | 0.30%

NPF Historical Society i 0.45%
NPF Hospital/Health Related Facility [ 8.31%

NPF Lodge [N 1.63%

NPF Other I 5.93%
NPF Private Cemetery ll 0.45%

NPF Private College 1 0.74%
NPF Private School | 0.15%
NPF Veterans Organization il 0.45%
NPF Volunteer Fire Department [ 1.78%
OTH Disabled Veteran N 7 .27%
PUB Office Building Il 1.93%
PUB Other ] 0.59%
PUB Research Institution | 0.15%
PVT Church Aged/Rehabilitation Home |l 0.45%
PVT Church Cemetery | 0.15%
PVT Church College | 0.15%
PVT Church Hospital/Health Related Facil.. il 1.19%
PVT Church School Jlll 1.04%

PVT Church Society/Club | 0.15%
PVT Church/Rectory/Mosque/Synagogue I 0.94%

PVT Other I 4.45%
PVT Other such as the Salvation Army or .. ] 0.59%

PVT Parking Lot | 0.15%

STA College |l 0.59%
STA Hospital/Health Related Facility ] 0.45%

STA Metropolitan Transit Authority | 0.15%
STA Office Building ] 0.15%

STA Other | 0.15%
STA State Roads Commission (Mass Tra.. N 2.67%

0% 2% 4% 6% 8% 10% 12% 14%

16% 18% 20%
% of Total Number of Records

Figure 9 Breakdown of Exempt Parcels by Percentage Share (total is 100%)

Maryland Assessments
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The core concept behind LVT (and the real property tax as a whole) is value, or to be technical ad valoremb a G 2 G K S
@1 f dz&légdl underpinning of most taxation on real property™. So, the first step is to find out what the values of
Frederick are, where they are, what uses they belong to and who owns them.

The State of Maryland has a sophisticated, state-administered assessment system. The chances of the valuation being
reliable are good, due to the triennial method of reassessment. In 2010, the three-year phase-ins of values during the
real estate boom and bust have yet to be fully introduced, but they assessments are still likely to be accurate given that
the brunt of the housing bust occurred elsewhere in the US.

As last reported by SDAT, the Maryland Assessment Administratioy’ ¥ CNB RSNA O] [/ 2dzy e Qa NI A
about 96%, a very high standard of accuracy’, along with a coefficient of dispersion*? (COD) for residential parcels at

7.39. Indeed the professional standards of the International Association of Assessment Officers define an acceptable

COD as between 5 and 10",

F r e d eReal Esthté Values

Given the aforementioned accuracy, the high value of Frederick real estate should be a point of pride for the city. Land
Values are high, indicating both good assessments and the perceived market need for location within Frederick.

Frederick Taxable Values

Value
Total Value 8,014,869,140
0B 1B 2B 3B 4B 5B 6B 7B 8B 9B
Value

Land Value, Improvement Value and Total Value.
Figure 10 Taxable Real Estate Value for Frederick.

The breakdown of taxable values for Frederick shifts the absolute number of parcels dominated by residential units

(91%) when value is taken into account. The share of residential units of all types consists of 74% of total taxable value.
Commercial parcels make up about 5% of parcels, but share around 20% of taxable value. The following charts provides

the breakdowns, first by value, then by percentage share of value. It should be noted that in the enclosed CD-ROM with

the assessment roll, the parcels of land that is classified as agricultural, woodland have lower assessed values than the

f A1 S adKA IS marteB @i dzdzA S¥ A G S R NBEFf SOGa GKS GaOdiNNByd dzaSé
greenspace.

' The term ad valorem is derived from the Latin ad valentiam, meaning "to the value." In the USA it is most commonly used as an
appellation for a tax imposed on the value of property. Be it real or personal property
" http://www.dat.state.md.us/sdatweb/stats/09rr_rpt.pdf
'2 A ratio used to measure how much the sales prices for property during a defined period vary from assessed values.
 http://www.iaao.org/uploads/Standard on Ratio_Studies.pdf
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Frederick Total Values

Land Use
Agricultural |4,733,860
Apartments Il 301,220,300

Commercial GG 1,546,730,100
Commercial Condominium il 154,113,100

Commercial Residential | 47,627,400
Country Club | 389,500
Industrial [ 345,904,700

Residential I 3,549,182,600
Residential Commercial | 366,020

Residential Condominium I 614,421,240
Town House G 450,180,320
oM 500M 1000M  1500M  2000M  2500M  3000M  3500M  4000M
Total Value

Figure 11 Taxable Real Estate Value for Frederick

Percent Shares of Value by Use

Land Use
Agricultural |0.06%
Apartments il 3.76%

Commercial [ 19.30%

Commercial Condominium i 1.92%
Commercial Residential | 0.59%
Country Club |0.00%
Industrial il 4.32%

Residential I, 44.28%

Residential Commercial | 0.00%
Residential Condominium [l 7.67%
Town House I 18.09%
Grand Total I 100.00%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 110%
% of Total Value

Figure 12 Taxable Real Estate Value for Frederick as a Percent

This overview completes the dataset to be used.
Vacant, Blighted or Underused Land

A challenge is to determine the amount of vacant, buildable, and potentially valuable (as a revenue source) and the
location. If land is zoned for a higher use than agriculture, then, all tools available to the City ought to be used to spur
development or sale to a willing builder. Failing that, the landowner ought to pay for the privilege of owning land
connected or close to one of the greatest infrastructural systems (and connections to outside markets) that exist
anywhere in the Mid-Atlantic.

The assessment roll does provide clear-cut definitions of vacancy: those taxable parcels with land value and no building
value. 1,009 parcels are purely vacant, and are on the tax rolls. The assessment roll does not provide clear guidance on
0f ATKG 2NJ dzy RSNHzAS® . dzA f RAYy 3 O dhicRthelLent2ribalieves itiko vaguk & (1 S R
standard for a fair determination (bur included in the appendices)

The Center has adopted a practice over the years of making a stated assumption that a parcel with no land value or a
percentage of building value relative to land value of less than 5% of the median value of buildings in a jurisdiction is
essentially vacant or purposefully underused. Using that metric, the Center concludes that 1,127 taxable parcels in
Frederick are vacant (4.8% of the parcels) and are valued at $233 Million (about 8% of total land value). The average

15



value of these lots is $278K and the median value is about $90K.
Parcels and Values of Vacant Underused Parcel

Land Use
1200
1,127
1000
800
12}
2
o
o
Q
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5 600
8 525
[S
=]
z
400
246 208
200
71
32
14
0 o 2 — I
250M
$232,711,580.00
200M
150M
[
=
@
>
2 $112,008,200.00
'_
100M
$78,220,960.00
50M
$20,144,900.00
$14,310,100.00
6,256,680.00
oM |$137,040.00 $447,100.00 $1,186,600.00 - $_
Agricultural  Apartments Commercial Commercial Industrial ~ Residential Residential Town Grand
Residential Condomini.. House Total

Number of Records and Total Value for each Land Use. Details are shown for Number of Records and Total Value. The data is filtered o
Improvement Value, which ranges from 0 to 6500

Figure 13 Number of Parcels and Values of Vacant or Underused Parcels
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The following map provides a visual representation of just where these parcels are and how much they are worth. As
expected, they lie along major thoroughfares and tied into new infrastructure. These areas have been targeted for

redevelopment and revisioning, particularly East Frederick and the Golden Mile on Business Route 40. Most of these
larger, more valuable lots are located in redevelopment areas or in the periphery of the city, where infrastructure has

recently been added:

Map Taxable Value of Vacant or Underused Lots
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Figure 14 Location of most valued vacant lots in Frederick.™
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A tabular list of vacant or nearly vacant provides the owner and the number of parcels. Land values are significant as the

table of the top 50 vacant or underbuilt plots are shown*:

OWNER Number of Records | Total Value
OCEAN DOWNS LLC 6| $13,882,200
WORMALD DEVELOPMENT CO. 75| $12,422,670
DAY DEVELOPMENT COMPANY, L.C. 60 | $11,275,960
CLEMSON CORNER LLC 1 $8,881,200
CLOVER RIDGE, LLC 47 | $7,885,500
RIV 402, LLC 1| $7,239,300
WELLINGTON COMMERCIAL HOLDINGS LLC 2 $6,997,800
MARKET SQUARE AT FREDERICK, LLC 1| $6,429,400
RGHGAB AT FREDERICK, LLC 1 $5,634,370
NORTHGATE MONOCACY, LLC 7| $5,092,700
BEAZER HOMES CORP 57 $4,400,000
LEE, TSUNG, HUI 1| $3,906,000
[.0.0.F. HOME 3| $3,815,990
AVALON PARTNERS, LLC 18| $3,579,430
RIVERSIDE INDUSTRIAL 1 $3,434,000
SOUTHLAWN LANE PROPERTIES, LLC 1| $3,250,750
KRPBR PROPERTIES, LLC. 1 $3,068,700
YOUNGHYE, LLC 42 $2,876,400
CHURCHILL GROUP AT MAXWELL SQUARE 1| $2,769,720
NVR, INC. 26 $2,704,040
J& RLTD. PART. 1| $2,596,100
WORMALD DEVELOPMENT CO 22 $2,546,790
GENSTAR STONE PRODUCTS COMPANY 2| $2,221,500
MILL ISLAND CONDOMINIUM CO LLC 29 $2,219,750
MONOCACY RIVER APARTMENTS, LLC 1| $2,213,500
FREDERICK BUSINESS PROPERTIES 4 $2,172,400
SOUTHLAWN LANE PROPERTIES LLC 2| $2,156,620
WESTHOLM, CANDACE LEE & DWIGHT E. 8 $2,077,220
CANNON BLUFF, LLLP 12| $1,829,820
WALNUT RIDGE, LLC 1| $1,725,690

" Many lots cannot be mapped due to recent subdivision action; both the US Census Bureau and Google have not yet geo-coded

them
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AUSHERMAN DEVELOPMENT CORP 10| $1,707,560
HOMEWOOD AT FREDERICK MD, INC. 2| $1,615,600
AUSHERMAN HOMES, INC. 12| $1,597,040
WESTFREIT CORP. 1| $1,579,800
RIVERBEND AT MONOCACY, LLC ETAL 2| $1,492,800
ST. FARM MUTUAL AUTO INSURANCE CO. 1| $1,384,600
EAST SIDE DUDROW, LLC 2| $1,370,200
GLADHILL PROPERTIES LTD. PART. 41 $1,352,200
PROSPECT LTD. PART. 1| $1,303,300
EASTSIDE DEVELOPMENT, LLC 2| $1,260,100
FREDERICK BRICK WORKS, THE 2| $1,257,100
RIVERSIDE BAKERY II, LLC 1| $1,256,800
14 W. PATRICK STREET, LLC 1| $1,254,000
IO OFHOME 1| $1,198,460
SHURGARD MARYLAND PROPERTIES, INC. 1| $1,184,800
DEWEY JORDAN INC 2| $1,146,500
CARROLL CREEK GALLERIA, LLC 2| $1,135,800
BALLENGER CENTER, LLC 1| $1,134,800
DAY DEVELOPMENT CO. L.C. 1| $1,115,060
THOMAS JOHNSON CHRISTOPHER 1| $1,111,600

Figure 15 List of 50 most valuable vacant lots in Frederick. *Wormald Development Company is listed twice as the assessment roll has different
spelling and data entry errors. The 1.0.0. Homes are also listed as separate entities, due to data entry errors.

Land Value Tax Implementation: the mechanics of splitting the rate

The first order of business is to determine the effect of a rate change would have on all parcels in the city. This is done
by determining the building-to-land ratio (B: L) of Frederick. By dividing the assessed value of improvements by the
assessed value of land, a ratio 1.6884:1 is derived. Simply, any parcel with a B: L above 1.6884:1 would save on their
property taxes. Conversely, a ratio of less than 1.6884:1 would pay.

B:L Ratio Land Improvement Value Total Current Tax (FV) Land Tax (FV)
Value Value
1.6884 $2,981,309,740 $5,033,559,400 $8,014,869,140 $52,096,649 $52,096,699

Figure 16 Revenue Neutrality for LVT in Frederick City

What rates would be used to implement a two-rate LVT?

Using the annual property tax ordinance adopted for each July 1% on the year (footnoted for a typical Maryland town™),

the current rate of .65 would be split into two component parts that be revenue neutral to the city. In the case of
CNBRSNA O] = dzi ihygHopentyttan rat@sdisedinltHis stidd wibuidDe:

Flat $0.65
Land Rate $0.8695
Improvement Rate  $0.5200

!> http://trappemd.net/legislation/ordinance 2 2010.pdf
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http://trappemd.net/legislation/ordinance_2_2010.pdf

Figure 16 Rates for LVT for purposes of the analysis

The revenue implications are nil: This is a revenue-neutral implementation.

Land Assessment Improvement Total Assessment
Assessment
$2,981,309,740 $5,033,559,400 $8,014,869,140
Revenue Revenue Total Revenue Percent from Percent From
Land Improvements
Flat Rate $19,378,513.31 $32,718,136.10 $52,096,649.41 37.20% 62.80%
Land Value $25,922,488.19 $26,174,508.88 $52,096,997.07 49.76% 50.24%

Tax

Figure 18 Revenue Neutrality and Revenue Sources: Rates and Revenue from Land and Buildings

Revenue Study before implementation.

What would the revenue effect be if Frederick adopted differential tax rates on land and buildings following the
Pennsylvania model? With a current rate tax rate of $.65, we would follow that model by reducing the tax rate on
buildings by 20%. This has been the experience of most of the Pennsylvania cities. A shift greater than 20% causes
objections from those property owners that see sudden increased liability. A shift less than 20% has little economic
effect on savers OR payers.

Graphical, tabular and graphical results of the immediate revenue effect of LVT
A land value tax will change the bill of nearly every parcel. This is a function of the building-to-land ratio.

The analysis will first aggregate figures for the city of Frederick, then expanding the analysis to land uses, sub-uses, and
owner-occupiers. Finally, a series of histograms will indicate the dollar changes by increments. The citywide break out
revenue changes for the City of Frederick, indicate that broad uses would see little initial revenue effect with changes of
shifts moving modestly from one use to the other.

Revenue shifts for Each Class

Current Tax Land Tax Dollar
Land Use (FV) (FV) Difference
Agricultural 30,770 32,816 2,046
Apartments 1,957,932 1,878,762 -79,170
Commercial 10,053,746 10,424,050 370,305
Commercial Condominium 1,001,735 984,947 -16,788
Commercial Residential 309,578 316,751 7,173
Country Club 2,532 2,221 -310
Industrial 2,248,381 2,150,585 -97,796
Residential 23,069,687 23,265,083 195,397
Residential Commercial 2,379 2,607 228
Residential Condominium 3,993,738 3,857,475 -136,263
Town House 9,426,172 9,181,400 -244,772
Grand Total 52,096,649 52,096,699 50

Figure 19 Revenue shift for each class by dollar amount.
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Not surprisingly the newer, more compact development benefits the most clearly, although again the changes are
modes. Condominium uses, both residential and commercial do benefit, while apartments and town house residential
all see a benefit. Industrial uses see a modest benefit as well. Commercial and residential as a class see a wash for the
class, as evidenced by the average changes for the classes:

Average Revenue Shifts for Each Class

Avg. Avg.

Current Avg. Land Dollar

Land Use Tax (FV) Tax (FV) Differen..
Agricultural 1,810 1,930 120
Apartments 13,597 13,047 -550
Commercial 8,564 8,879 315
Commercial Condominium 2,595 2,552 -43
Commercial Residential 6,192 6,335 143
Country Club 2,532 2,221 -310
Industrial 21,619 20,679 -940
Residential 2,080 2,097 18
Residential Commercial 2,379 2,607 228
Residential Condominium 1,320 1,275 -45
Town House 1,598 1,556 -41
Grand Total 2,379 2,379 0

Figure 20 Average revenue shifts for each class by dollar amount
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Filtering vacant or underused parcels, the tax shifting becomes less of an issue for most classes.
Revenue Shifts Each class Vacant Removed

Current Tax Land Tax Dollar
Land Use (FV) (FV) Difference
Agricultural 29,879 31,625 1,745
Apartments 1,955,026 1,874,875 -80,151
Commercial 9,245 485 9,352,995 106,530
Commercial Condominium 1,001,735 584,947 -16,788
Commercial Residential 301,865 306,437 4572
Country Club 2,532 2,221 -310
Industrial 2,083,731 1,828,372 -135,359
Residential 22,562,454 22,586,657 24183
Residential Commercial 2379 2,807 228
Residential Condominium 3,949,771 3,800,778 -148,995
Town House 9,333,156 9,056,975 -276,181
Grand Total 50,449,003 49,928 488 -520,518

Current Tax {FV), Land Tax (FV) and Dollar Difference broken down by Land
Use. Thedatais filtered on B:L Ratio, which ranges from 0.0510 18.978614550.
Theviewis filtered on Land Use, which excludes Mull.

Figure 21 Total Shifts for All Classes Vacant/Underused removed by dollar amount

In an update of Figure 20, the average change for properties is muted by the filtering of vacant/underused parcels. For
example, the average change per house is $2 per annum.
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Average Revenue Shifts for Each Class Vacant Removed

Avg. Current Avg. Land Avg. Dollar

Land Use Tax (FV) Tax (FV) Difference
Agricultural 3,735 3,953 218
Apartments 13,768 13,203 -564
Commercial 9,985 10,100 118
Commercial Condominium 2,585 2,852 -43
Commercial Residential 8,385 8,512 127
Country Club 2,532 2221 -310
Industrial 29,067 27,160 -1,908
Residential 2,134 2,136 2
Residential Commercial 2,379 2,807 228
Residential Condominium 1,345 1,285 -51
Town House 1,845 1,897 -49
Grand Total 2.431 2,406 -25

Avg. Current Tax {FV}, Avg. Land Tax (FV) and Avg. Dollar Difference broken
down by Land Use. The data is filtered on B:L Ratio, which ranges from 0.0510
18.978614550. Theview is filtered on Land Use, which excludes Mull.

Figure 22 Average Shifts for Classes, Vacant/Underused removed by dollar amount

Conclusion

The Center concludes that LVT can be part of the arsenal of the City of Frederick in its bold attempts to keep the
character of this historical gem, while attracting ratables by making the tax structure more conducive to capital
investment, and less conducive to transitional uses or no use at all. The commercial corridors at the western and astern
approaches to the city center are in need of redevelopment and an overhaul of purpose. Tax policy works hand in hand
with other critical missions of government. The analysis of the revenue impacts of LVT indicate that that desired
outcome would be assisted by the tax structure change.

Existing uses would emerge with a wash, or savings. The Center would recommend a gradual adopt of LVT in a revenue-
neutral manner, or as a revenue enhancement tool that will not lead to disinvestment in a wobbly economic climate.
The economics are basic, and the policy outcome is in line with current city planning, development polices and a desire
for well-built, compact and walkable residential areas with zoned and planned multi-use areas being able to acquire and
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LVT Encourages Smart Growth
Best Practices: a Hypothetical
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Figure 24, Hypothetical situation for a builder of an affordable housing unit, Graphic by Mark Spiers, Master of Community and Regional

Planning
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