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EXECUTIVE SUMMARY

Fair property tax administration is critically important to both individual and busi-
ness taxpayers. From an individual perspective, the property tax is often identified as
“the most hated tax,™ surpassing both the income tax and the sales tax in taxpayers’
low estimation. While much-reviled, however, it is unlikely to go away anytime
soon since the property tax provides approximately 65% of local school revenues.®
Because state and local jurisdictions rely so heavily on the property tax, it is essential
for state legislators and tax administrators to ensure the tax is administered fairly
and without perceptions of bias or undue administrative burdens. Taxpayers are
much more willing to fairly and fully comply with a property tax system perceived
as unbiased, equitable and efficient.

»;

Over the last 100 years, the property tax has gradually shifted from a tax generally
imposed at the state level (accounting for 43% of state revenue in the early 1900s),
to circumstances today where 98% of the property tax is imposed at the local level—
accounting for over 70% of revenues for local governments.™ Property taxes today
account for less than two percent of state revenues.” Because of the potential bur-
dens on businesses caused by this decentralization, it is vital for state governments
to oversee the operations of local assessors to ensure property taxes are uniformly
and fairly assessed.” Viewed from the business community’s perspective, property
taxes comprise fully 36.5% of the total state and local tax burden imposed on busi-
ness for FY 2009, far exceeding all other taxes imposed on businesses by state and
local jurisdictions.” This equates to $215.3 billion in property taxes annually—an
amount which, contrary to current economic trends, continues to steadily increase
year to year.” Indeed, a recent study noted that the District of Columbia, Florida,
Indiana, and New Mexico were found to have increased property tax collections by

over 10% annually (on a per capita basis) from fiscal year 2007 to fiscal year 2008."

'This Scorecard evaluates the following characteristics of state and local property
tax systems that in our view represent fair property tax administration on a state by
state basis:

* A fair property tax system must have standardized filing, remittance and appeal
procedures throughout the state;
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¢ 'The appeal process for property tax disputes must be before
an independent tribunal, in a de novo hearing, without a
pay-to-play requirement for disputed property taxes; and

¢ The property tax burden must be balanced and uniform
and not shifted onto business taxpayers.

'This scorecard complements other scorecards COST has issued
to evaluate state administrative tax practices. COST recently
updated “The Best and Worst of State Tax Administration”
scorecard in February, 2010. Additionally, COST has evalu-
ated state unclaimed property laws from the property holders’
perspective in “The Best and Worst of State Unclaimed Prop-
erty Laws.” This Scorecard, “The Best and Worst of Property
Tax Administration,” specifically addresses state property tax
administrative practices, taking into account the fact that prop-
erty taxes are administered at both the state and local govern-
ment level. Similar to the prior scorecards, this Scorecard ranks
objective procedural practices of state and local property tax
administrative practices. Strong oversight from the state (usu-
ally the state’s chief tax authority) is desirable for the portion of
the property tax administered locally.

Top 5 and Bottom 5 Ranked States:

Top-Ranked States Bottom-Ranked States

State Grade State Grade
Maryland A- New York F
Florida B+ Delaware D-
Georgia B+ Illinois D-
Kentucky B+ Pennsylvania D-
Oregon B+ Hawaii D
INTRODUCTION

COST is a non-profit trade organization that represents
nearly 600 multistate corporations engaged in interstate and
international businesses. This Scorecard promotes COST’s
mission statement of preserving and promoting equitable
and nondiscriminatory state and local taxation of multi-ju-
risdictional business entities.

In 2008, COST formed a Property Tax Task Force™ focused
on efforts to improve state and local administration of prop-
erty taxes. One of the initial goals of the Task Force was
to develop a COST policy statement on fair and equitable
property tax administration. In October, 2008, the COST
Board adopted the Task Force’s recommendations. That pol-
icy statement reads as follows:

Position: State and local property tax systems must be fairly
administered and tax burdens equitably distributed among
taxpayers. A property tax system that is inefficient or that
disproportionally falls upon business is not equitable and will
negatively impact a state’s business tax climate.

® Uniform Tax Base and Rates — A property tax base dis-
proportionally comprising business property is not bal-
anced. The tax rates imposed on property used for busi-
ness purposes should not significantly differ from the tax
rates imposed on property used for residential purposes.

The market value and assessed value ratios for business

and residential property should also be similar. Further-
more, intangible property, such as trade names, customer
relationships and goodwill, should not be included in the
property tax base because such property is associated only
with the management of business, and the measurement
of such value is extremely subjective. Finally, wholesale
exemptions of property used for residential purposes and
artificial caps that do not equally apply to property used

in business are inherently unfair and fiscally unsound.

e Efficient Filing Procedures — The format and filing due
dates for property tax returns, including requests for
supplemental information and extensions, should be uni-
form across the State and allow enough time for proper
completion after the valuation lien date. Taxpayers
should be provided sufficient time to review assessments
(e.g., 60 days) so as to minimize the number of protec-
tive appeals that are filed. Streamlined procedures should
be provided for property owners to obtain exemptions.
A statewide valuation methodology that is conducted in
accordance with Uniform Standards of Professional Ap-
praisal Practice (USPAP) and updated on a regular basis
to factor in changes in value, including depreciation and
all forms of obsolescence, should be utilized. An efficient
property tax system should also utilize modern electronic
filing methods and provide for exclusions from reporting
and paying tax on de minimis amounts of property.

® Centralized Review and Uniform Appeal Procedures —
If property tax returns are filed locally, a central agency
should review and have oversight over localities’ property
tax procedures. Appeal procedures and dates for prop-
erty tax valuations should be uniform across the state.
Decisions of local property tax review boards should be
subject to a de novo review by an independent tribunal,
preferably one that has statewide jurisdiction and an ex-
pertise in property taxation.

® Tax Payment Requirements on Contested Valuations —
Local governments and other beneficiaries of property

taxes can suffer significant harm when valuation disputes
lead to substantial refunds of property taxes that have al-
ready been appropriated. Ideally, taxpayers should only
have to pay the tax on the undisputed value or only on
a portion of the contested value of the property. Alter-
natively, when a significant amount of tax is in dispute,
such amounts should be kept in escrow to minimize the
harm to the beneficiaries of the tax should the taxpayer
prevail in the dispute. At the bare minimum, if a reduced
payment or escrow is not allowed, the beneficiaries of the
tax must be notified of the dispute to ensure the disputed
tax revenue is used prudently. Any interest charged must
apply equally to overpayments and underpayments.

Many of the issues identified in this Scorecard are based on
concerns raised by the Appraisal Foundation, an entity au-
thorized by Congress. The Appraisal Foundation is a non-
profit organization with two boards: the Appraiser Quali-
fication Board, which establishes minimum education and



experience requirements for appraisers, and the Appraisal
Standards Board, which issues the Uniform Standards of
Professional Appraisal Practice (USPAP).

COST’s evaluation is also consistent with the statement of
values promulgated by the International Association of As-
sessing Officers (“IAAQO”) upon which its Code of Ethics
is based.* The IAAO is a nonprofit organization of govern-
ment assessment officials and others interested in the ad-
ministration of property taxes, with a mission of promoting
innovation and excellence in property appraisal, assessment
administration and property tax policy. The following are
the IAAO’s values: 1) Commitment to the improvement of
the property tax system worldwide; 2) Accountability to the
public good; 3) Commitment to excellence in assessment ad-
ministration beyond property tax; 4) Respect for the worth
and dignity of all individuals; 5) Promotion of inclusive-
ness, fairness and diversity; 6) Obligation to organizational
transparency, integrity and honesty; 7) Practice of respon-
sible stewardship of resources; and 8) Dedication to excel-
lence and maintaining the public trust. The IAAO has also
published a book addressing the Fundamentals of Tax Policy
that notes fairness, equity and uniformity should predominate
in a good property tax system.®

The COST Study: Highlighting the scope of the compli-
ance burden, the COST Property Tax Task Force conducted
a benchmarking study to determine if COST members had
significant differences with how they complied with the
states’ property tax laws. In summarizing the data from the
benchmarking study, 32 COST members participated, in-
dicating they have a property tax filing responsibility in an
average of 38 states, with the smallest respondent having a
filing responsibility in seven states. Most COST members
responding to the benchmarking survey (40%) indicated
they had a filing responsibility in over 45 states. Those
COST members also reported paying over $3.5 billion in
property taxes annually, split roughly 50/50 between real and
personal property tax. To remit those taxes, those COST
member companies are required to process over a quarter of
a million tax bills for payment. Nine companies in the study
processed over 10,000 property tax bills per year. Lastly, the
benchmarking study found that COST members were au-
dited on a regular basis. The average number of property tax
audits faced by COST member respondents was 24 per year.

For this initial Scorecard, both real and personal property
are addressed together, along with properties that are cen-
trally assessed (e.g., many public utilities). In general, most
real property is assessed at the local level. States vary on
where the personal property tax is administered. Some states
administer it locally, some completely at the state level and
other states use a combination of both. Many public utilities,
including formerly regulated entities, have all their property
tax administered at the state level. Miscellaneous property
taxes imposed on certain types of property, such as motor
vehicles, are outside of the scope of this Scorecard.

'This Scorecard focuses on objective factors in evaluating a
state’s property tax administrative practices. Objective eval-

uations are primarily based on state and local government
laws and regulations. Subjective issues with various state
and local assessors and their practices are not the focus of
this Scorecard. Those subjective evaluations can change
over time depending on who is the acting tax assessor in
a jurisdiction; and are often influenced by the relationship
a company and/or industry has with respective assessors.
The use of objective criteria comports with COST’s goal
in issuing this survey—to provide the states with issues
they can change legislatively (or by rulemaking) in order
to improve property tax laws to achieve a fairer and more
equitable property tax system. This Scorecard does not fo-
cus on the advantages (e. &., relative ease of locating taxable
real property and revenue stability) or disadvantages (e.g.,
payment not directly tied to increase in wealth or income)
to state and local governments using property taxes as a
revenue source as compared to other taxes.

PROPERTY TAX SCORECARD

'This Scorecard evaluates multiple criteria lumped into three
primary subject areas: 1) Standardized Procedures; 2) Fair
Property Tax Appeal Procedures; and 3) Residential Prop-
erty Tax Burdens vs. Business Property Tax Burdens. We also
include an “Other Issues” component to address issues not
specifically addressed in one of the primary groups. A de-
tailed explanation of each subcategory is included after the
scoring table later in this report.

Standardized Procedures. This group contains five subcat-

egories:

1) Statewide standardized due dates for all property tax fil-
ings and payments;

2) Statewide use of standardized forms (very important

when businesses are required to file reports with local
jurisdictions of a state) and oversight by a state agency;

3) Reasonable real property tax evaluation cycles (every
two to three years);

4)  Exclusions for de minimis property values and/or bills;
and

5) Equal interest rates applied to assessments of additional
tax due and any tax overpayments.

Fair Property Tax Appeal Procedures. This next group con-
tains four subcategories, the essential elements of fair prop-
erty tax appeal procedures. The subcategories are:

1) 'The initial appeal deadline must be fair and reasonable
(at least 60 days);

2) 'The burden of proof to sustain an appeal must be rea-
sonable;

3) De novo review before an independent tribunal must be
available after completion of any administrative review
at both the state and the local level; and

4) 'The disputed portion of the property tax should be es-
crowed or partial payment of the tax should be allowed
in the event of a dispute.




Residential Property Tax Burdens v. Business Property
Tax Burdens. This last group contains three subcategories
and considers whether the property tax burden is neutral
or unduly burdens business property more than residen-
tial property. The following factors were considered in this

grouping:

1) Assessment ratios on various types of property;
2) Tax assessment caps; and

3) Equal property tax burdens.

'The focus on equal property tax burdens is based on whether
the overall tax burden imposed on the business sector is
greater than that imposed on residential property in the state
(i.e., the focus is not on miscellaneous property tax exemp-
tions narrowly targeted at certain owners of residential prop-
erty). As stated in a Policy Focus Report published by the
Lincoln Institute of Land Policy: “The evidence shows ...
that limits on assessed values, while favored by many home-
owners, are a deeply flawed means to counter rising property
taxes” and “By severing the connection between property val-
ues and property taxes, assessment limits impose widely dif-
fering property tax obligations on owners of identical prop-
erty; reduce economic growth by distorting taxpayer decision
making; and greatly reduce the transparency and account-
ability of the property tax system as a whole.”™"

Other Issues. Certain issues with respect to state adminis-
trative property tax practices do not fit within the previous
categories. COST members and practitioners were asked to
identify additional problems with a state’s property tax ad-
ministration that were not directly addressed in one of the
specific categories. Note that this Scorecard does not directly
address specific valuation issues related to certain industries
(such as public utilities, including entities formerly regu-
lated as public utilities). However, where appropriate, points
are given to those states that inequitably include intangible
property in the valuation of these entities when such prop-

erty is excluded from property taxation for all other types of

businesses (including residential properties).

Grading the Survey*"

Point totals were determined for each subcategory from the
above groups using a 0 to 4 grading system. The higher the
score, the more the state’s property tax practices deviate from
COST’s recommendations for a fair and efficient property
tax system. One point was assigned to each issue listed in the
“Other Issues” category contained in the General Information
section of the Scorecard. No other grading was included in the
General Information portion of the Scorecard—that informa-
tion is provided solely for informational purposes.

The following scale was used for the final grading of the

scorecard:

Residential

v. Business
Fair Tax Property
Standardized | Appeal (Unfair
Procedures | Procedures Burden)

Grade| (max 20 points) |(max 16 points)| (max 12 points) Total Score
A 0to4 0to3 Otol Oto11
B 5to 10 4t05 2to4 12 to 20
C 11to 15 6to 10 5t 6 21 to 31
D 16to 18 11t 13 7 to 10 32 to 38
F Above 18 | Above 13 Above 10 | Above 38

Summary Results

The summary table on Page 5 ranks each state’s results in
complying with the subcategories described above. More de-
tailed information is provided below and the survey results
are provided for each grouping beginning on page 10 of this

survey.
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SPECIFIC CRITERIA USED FOR FAIR
PROPERTYTAX ADMINISTRATION

to confirm that assessors are assessing, within an accept-
able margin of error, the market value of the property

Standardized Procedures

The state-by-state detail on Standardized Procedures starts
on page 10. As noted in the COST benchmarking survey
discussed above, multijurisdictional companies are often re-
quired to process thousands of property tax bills. It is criti-
cal for states to implement standardized procedures to allow
these businesses to more fully and fairly comply with state

(i.e., the price paid for the property by a willing buyer
and seller with neither under a compulsion to buy or
sell). It is important for the central state agency to focus
on the goal of assessing the property at market value; it
should not have to continuously equalize property val-
ues or tax rates to deal with assessors in taxing jurisdic-
tions that inequitably assess property at a value greater
or lower than market value.

and local property tax laws. Standardization fosters an open 3) Real Property Valuation Cycle Every 2 to 3 Years: The
and transparent process that also helps reduce the negative ideal real property tax valuation cycle is not annual, but
perception, whether real or perceived, that a taxpayer must every two to three years. This is because some properties
have an inside connection to receive fair treatment in a tax require extensive appraisal techniques, making it ineffi-
assessor’s jurisdiction. cient and impractical to value all properties in an asses-
1) Standardized Due Dates: Due dates for property tax soxj’s jurisdiction on an annual basis. Mark'et values can
returns/reports must be consistent across the state. In- quickly change, h'owev?:r, s0 a'valuatlon (i.c., appraisal
consistent due dates that vary by local jurisdiction and/ based on actual visual inspection O.f t_he prop er.ty) that
or vary from year to year create an undue compliance occurs more than cvery three years is inappropriate a%nd
burden on business taxpayers. Fortunately, 23 states can lea(fl to vastly different values on similar proper.t1es,
scored an “A” for implementing standardized due dates depending on when t'he property was last appraised.
for filings and payments. The property tax statutes of (':orr'lprel.lenswe Valuatl.ons are.also preferred' over pe-
each state should clearly provide uniform dates identi- riodic nnd—cyc'le .valuano?w.. Mid-cycle valu.anons typt-
fying when all filings and payments are due. Due dates cally use o.nly.hmrt?d stat1s.t1cal‘ da.tta to 'mod1fy the value
should not be left open to the discretion of local asses- of properties in a given taxing jurisdiction.
sors. We realize, however, that state or local assessors It is also important for the valuation cycle to be fixed
should have the flexibility to extend due dates to deal at a set period of time in the law. The timing of prop-
with unforeseen circumstances (e.g., massive flooding erty valuation should not be at the option of the asses-
in the community, unexpected changes in property tax sor, regardless of whether the determination is based on
valuation, etc.). some form of statistical analysis. It is troubling that in
2) Standardized Forms & Oversight: Because many Connecticut, Delaware and New Yorl.c, aSS€ESSOrs ha've
states have hundreds of property tax jurisdictions, it is not confiucte('i 2 c'on.lpr'eh.enswe valuation of properties
unconscionable to allow each taxing jurisdiction to re- In certain taxing jurisdictions fo.r more than ten years.
quire separate and distinct forms for reporting property Deviations from the fixed valuation cycle are appropri-
taxes, and to initiate an appeal of a property valuation. ate only when necessary to reflect the actual v.alue of
For efficiency purposes, many business property taxpay- the property resul’Fmg from,a recent sale, assuming the
ers manage their property tax operations at a central lo- property was sold in an arm's-length transaction.
cation. It creates a tremendous and unnecessary burden 4) Exclusion for De Minimis Values: It is a waste of

on a business taxpayer to file uniquely different forms in
every property tax jurisdiction where the taxpayer has
property. It can also lead to grossly unfair penalties for
failure to file the correct form or failing to properly re-
mit payment by a non-standard due date. Worse, it can
lead to dismissal of a property tax appeal simply because
a specialized form required to initiate an appeal was not
completed.

To avoid such burdens, a central state agency, typically
the state revenue department, should prescribe all forms
and should require those forms to be uniformly accepted
by the state’s local assessors. Such an agency should also
maintain strong oversight of valuation practices used by
local assessors. For example, if obsolescence/deprecia-
tion tables are used to value personal property, all as-
sessors in the state should be required to uniformly use
the same tables—including uniform exceptions to the
use of such tables. In addition, where applicable, sales
ratio studies should be used by the central state agency

resources to require taxpayers to file reports on prop-
erty with insignificant values. In many such cases, the
cost to report and administer the tax on the property
is greater than the property tax collected. Some states
have addressed this issue. In Florida a personal prop-
erty tax return is not due to a county if the total value
of the property is less than $25,000. Regrettably, the
Scorecard indicates that most states do not have statu-
tory provisions that provide for non-reporting of de
minimis values. COST strongly encourages states to
enact de minimis provisions to assist both taxpayers and
tax assessors.

'This de minimis exclusion should also apply to the pay-
ment of taxes. If a parcel has a tax bill of less than a
set amount, a bill should not be issued. Certain COST
members indicated they have received property tax bills
for less than a dollar. Kudos to Florida, which grants
county commissioners the discretion to eliminate prop-

erty tax bills under $30.



States should also allow bills issued by state and/or lo-
cal assessors to be consolidated for payment by the tax-
payer. If the consolidated bill for all property owned by
a taxpayer in the taxing jurisdiction is under a certain
amount, e.g., $30, no tax bill should be sent.

5) Equal Interest Rates: Interest rates should fairly reflect
the time value of money. Accordingly, the imposition of
interest on a delinquent payment of tax should be the
same and no greater than the interest paid by a state or
local government for the overpayment of a property tax.
Only 11 states were found to impose the same interest
rate on property tax deficiencies as they do refunds. The
date interest begins to accrue is also important. Some
state and local governments will impose interest based
on the first date a payment is late, but the refund of
interest may be based on a date subsequent to the actual
payment of the tax. Absent a reasonable amount of time
for assessors to correct billing and assessment errors, e.g.,
changes made within 60 days of the property tax billing,
refunds should be entitled to the same rate of interest
based on the same measurement period.

Fair Property Tux Appeal Procedures

'The state-by-state detail on fair property tax appeal proce-
dures starts on page 22. Particularly with respect to personal
property, our property tax system relies on the voluntary sub-
mission by property owners of information to assist assessors
in valuing the taxable property in a taxing jurisdiction. A
system perceived as unfair and/or biased does not encourage
property taxpayers to be open and willing to share informa-
tion with assessors about conditions impacting the value of
taxable property. For full cooperation, taxpayers need a real-
istic amount of time to file an appeal, a reasonable burden
of proof, de novo review of an assessor’s or a property tax
board’s findings, and the ability to partially pay or escrow
any disputed tax.

1) Initial Appeal Deadline: Taxpayers secking to file a
property tax appeal to a local assessor, local property tax
board, or, if applicable, to a state tax agency, should have
at least 60 days from the formal written notice of the
assessed value of the disputed property. The ideal time
period is 90 days, which is the period of time to appeal
specified in the Model State Administrative Tax Court
Act of the American Bar Association™ Unfortunately,
23 states impose an initial property tax appeal process
that affords a taxpayer with less than 30 days notice to
appeal. For example, Kentucky does not provide an ad-
equate time period to appeal an inaccurate assessment.
In Cromwell Louisville Associates v. Commonwealth of
Kentucky,™ a taxpayer that failed to appeal the assessor’s
valuation within 13 days from the inspection period was
not allowed to subsequently challenge the property valu-
ation, even though a stipulated valuation error resulted in
a property tax overpayment of $67,327. Most troubling is
that some assessors, when changing a property’s value, are
not required by statute to send a valuation notice directly
to the taxpayer. Minimum due process requires fair no-

2)

3)

4)

WCOST
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tice; merely publishing a notice in the local newspaper or
on the assessor’s bulletin board is not sufficient.

Burden of Proof: It is customary with most tax appeals
for the burden of proof to rest with the taxpayer. How-
ever, property tax is unique in that the taxpayer often
has no direct contact with the assessor when the initial
determination is made for the market value of the prop-
erty. Reflecting that reality, some jurisdictions impose
the initial burden on the assessor to present evidence to
show the basis for the valuation of the property. This is
the preferred burden. Another acceptable method is to
place the burden on a taxpayer to prove the taxpayer’s
asserted valuation of the property by a preponderance
of the evidence (the burden normally imposed in other
state tax disputes). Any additional burden, such as a
clear and convincing standard, is grossly unfair. There
is no justification for imposing a burden of proof stan-
dard similar to the standard used by some jurisdictions
to prove fraud. COST is pleased to report that Florida
and West Virginia have recently changed their laws to
replace an unfair burden of proof requirement with a
more reasonable preponderance of evidence standard.

De Novo Appeal: In general, the preferred tax appeal
procedure is to grant taxpayers an initial administra-
tive review before a tax assessor or a board dedicated to
handling property tax appeals. Such an appeal provides
taxpayers and assessors with an opportunity to quickly
resolve disputes based on errors or other factual discrep-
ancies. However, subsequent appeals should be to an
independent tax tribunal; and such review should be de
nowvo; i.e., the record for appeal should not be set at the
initial administrative (non-independent) hearing level.
Further, the property owner should be able to raise new
issues and evidence before the independent tax tribunal,
such as an appraisal and/or testimony from experts that
may not have been available (or provided) at the initial
hearing with the tax assessor or the property tax board.

Escrow or Partially Pay Disputed Tax: Large prop-
erty taxpayers are often erroneously blamed for caus-
ing financial harm to a community by appealing an
assessor’s valuation or requesting a refund on property
subsequently found to be overvalued. Businesses under-
stand that property tax revenues are critical for funding
many important government functions, particularly for
primary and secondary public school education. How-
ever, it is unfair to criticize property taxpayers for seek-
ing appeals or refunds when they are initially forced to
pay the full amount of disputed tax (i.c., a pay-to-play
tax system) when the fault rests with the assessor who
improperly valued the property. A property tax system
that requires disputed property taxes to be paid in full
in order to appeal (and thus avoid late payment penal-
ties), creates an incentive for valuation officials to avoid
appropriate adjustments to a property’s valuation when
it is above the property’s fair market value. The practice
by certain states of requiring full payment of disputed
property taxes must end.




One simple (and preferred) solution is to allow tax-
payers to pay the property tax on only the undisputed
value of the property. If a property’s value is found to
be greater than the undisputed amount after all appeals
are exhausted, any additional tax owed should be paid
by the property taxpayer, with interest. As a second best
alternative, the disputed tax should be placed and held
in an interest-bearing escrow account until the dispute
is resolved. Either approach mitigates political pressure
on both tax officials and the taxpayer to reduce the prop-
erty tax recipients’ exposure to refunds resulting from
payment of the disputed portion of the property tax.

Residential Property Tax Burden v. Business Property Tax Burden

To ensure neutrality, the property tax burden must be shared
equally between business property and residential property.
A state that imposes a lower assessment rate and/or a lower
annual cap on property growth for residential property, as
compared to business property, is unfairly shifting the bur-
den of the property tax to the business sector. Starting on
page 32, this Scorecard identifies property tax systems that
place a higher property tax burden on business property.
(Targeted exemptions provided to certain owners of business
and/or residential property are not covered in this analysis.)

1) Assessment Ratios: Ideally, the assessment ratio for
property valuations in a state should be 100% of the
fair market value of all taxable property in the state. For
various reasons, some states assess all property at less
than fair market value, but the same percentage of fair
market value should apply to all taxable properties. In-
equities arise when certain properties (e.g., public utility
properties and some other centrally assessed properties)
are assessed at a higher rate than other properties in the
state or valued differently (e.g., unit valuation) to impose
a greater tax burden on that property™ Indeed, some
states impose multiple classifications of property, each
with different assessment rates. Some states also allow
assessment ratios to vary from locality to locality, further
complicating compliance and administration. When all
taxable property is valued at 100% of fair market value,
the tax becomes more transparent. It is easier for own-
ers of property in the state to understand their property
tax bills and to compare tax rates imposed on property
throughout the state.

2) Tax Assessment Caps: Another mechanism used by
some states to shift the burden of the property tax to
business is the imposition of caps on the growth of
property that only applies, or more favorably applies, to
residential properties. For example, Florida and Indiana
both provide caps on residential and business property;
however, the caps favor residential property. Florida
caps residential property at the higher of 3% or inflation
while business property is capped at 10% (excluding
new construction). Indiana’s cap structure ranges from
3% for some business property to 1% for owner-occu-
pied homes. The preferred tax structure imposes no caps,
and tax rates would adjust according to the overall valu-

ation base in a taxing district. A recent study evaluating
property caps by the Lincoln Institute for Land Policy
recommended their elimination (along with homestead
exemptions) as a way to make the property tax system
more equitable. " If caps are imposed, they should apply
equally to business and residential property; e.g., Cali-
fornia’s annual growth cap is 2% or inflation, whichever
is less. i

3) Equal Property Tax Burden: If the cumulative effect
of exemptions afforded to residential property owners
unfairly shifts the burden of the tax to the business
sector, an imbalanced property tax structure that does
not adequately distribute the property tax burden to all
property owners in a state is created. While the various
homestead exemptions a state offers are provided in the
table, the scoring for this category was primarily based
on the Minnesota Taxpayers Association’s 50-State
Property Tax Comparison Study for taxes payable in
2009.5* Table 19 in that study compares the effective
tax rate on a $1 million commercial property to that of
a median-value home in select metropolitan areas of
each state. The higher the ratio, the more commercial
properties are subsidizing the property taxes paid by
homeowners. Fortunately, 15 states have effective tax
rates that indicate both types of properties are treated
equally—a ratio at or close to 1. On the other end, six
states, including New York (with New York City), im-
pose effective tax rates on commercial properties that
are three to six times greater than those imposed on
residential property. An Idaho case, Simmons v. State
Tax Commission, 723 P.2d 887 (1986), describes the
impact of a 50% (up to $50,000) homestead exemp-
tion over time. Tax rates significantly increased in or-
der to pay for the homestead exemption, which in turn
increased the tax burden imposed on the non-exempt
property owners.™

GENERAL INFORMATION

Except for the “Other Issues” column, the general informa-
tion section starting on page 39 was not graded. This section
of the Scorecard includes the types of property taxpayers in
a state, the taxable property in the state (e.g., some states
do not assess personal property), the general valuation date
for the property in a state, and the initial jurisdiction that
handles a property tax appeal.

SPECIFIC SURVEY QUESTIONS

'The following are the specific survey questions sent to prop-
erty tax administrators of each state, to COST members, and
to property tax practitioners.

General Information

1) What categories of business taxpayers are taxed in the
state (general business, utilities, telecommunications,
railroad, oil and gas, etc.)? Which of these categories
of taxpayers are locally assessed and which are centrally
assessed?



2)

What type of property is taxable in the state (real prop-
erty, personal property, or both)?

3) What are the property valuation dates and assessment
dates for properties in the state?

4) What jurisdiction(s) handles the initial appeal of a
property tax assessment?

Standard Procedures

1) Are there statewide standardized due dates for filings
and payments?

2) Are there statewide standardized forms used for filings
(returns/reports, assessments, appeals, etc.)?

3) How often is real property in the state revalued?

4) Is there an exclusion allowed for property that is of a de
minimis value or would create a de minimis tax bill (e.g.,
no bills issued for under $10)?

5) Are equal interest rates used by the taxing authorities

for both interest on underpayment of taxes and refund
interest on overpayment of taxes?

Fair Tax Appeal Procedures

1)

2)

What is the deadline for taxpayers to initially appeal a
property assessment in the state? How many days does
the taxpayer have from the notice of assessment to the

deadline to appeal?

Who has the burden of proof at the initial appeal? What
level of proof must be provided in the initial appeal?

3)

4)

Is a de novo standard of review used at the subsequent

level of appeal?

If the taxpayer chooses to challenge the assessment, can
the tax be escrowed? Or can the taxpayer make a partial
payment of the undisputed tax until the valuation dis-
pute is concluded?

Residential v. Business Property

1) What are the different assessment ratios used to value
the different types of property and/or different types of
businesses in the state?

2) Does the state have caps? If so, how do they apply to
business property compared to residential property?

3) Does the state have homestead exemptions, and are the
exemptions narrow (e.g., targeted towards special groups
of taxpayers such as seniors and disabled) or broad (e.g,
apply to almost all residences)?
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ENDNOTES

‘Comment from Gerald Prante, economist at the Washington, D.C. based Tax Foundation. Located on MSN Money, http://
articles.moneycentral.msn.com/Taxes/Advice/AmericasMostHated Tax.aspx.

iResearch Committee of IAAQO, Assessed Value Cap Overview, published in the Journal of Property Tax Assessment & Admin-
istration (2010), Volume 7, Issue 1, p. 17.

iErom US Census Bureau, “State Government Tax Collections in 2009” report released in March, 2010 and revised May, 2010.

While property tax revenue was, as a whole up for the states, collectively, state tax collections in fiscal year 2009 were down 8.5%

from fiscal year 2008 collections.

“Richard Almy, Alan Dornfest & Daphne Kenyon, Fundamentals of Tax Policy, published in 2008 by the IAAO. See page 12.
"Holley Hewett Ulbrich, 4 Property Tax for the 21th Century, published in 1998, indicates issues of “fairness” are probably the
biggest cause of taxpayer discontent. The report can be found at: http://www.strom.clemson.edu/opinion/ulbrich/proptax.html.
viSee “Total State and Local Business Taxes” report for fiscal year 2009 prepared by Ernst and Young in conjunction with COST
issued March, 2010. The report can be found at: http://cost.org/State TaxLibrary.aspx?id=17768.

ViiIﬂ’.

vii“Property Tax Revenue Increased As Property Values Fell,” report by the Tax Foundation issued August 31,2010, No. 243.
*The Property Tax Task Force was renamed the Property Tax Committee in 2010.

“TAAO Code of Ethics and Standards of Professional Conduct, see http://www.iaao.org/sitePages.cfm?Page=70.

“Richard Almy, Alan Dornfest & Daphne Kenyon, supra note iii, at 28.

“iMark Haveman & Terri A. Sexton, Property Tax Assessment Limits, published June, 2008 by the Lincoln Institute of Land
Policy. Quote is from the Executive Summary on p. 2. See http://www.lincolninst.edu/pubs/1412_Property-Tax-Assessment-
Limits.

COST would like to specifically acknowledge the work conducted by students that were recipients of the Georgetown Uni-
versity Law Center Fellowship program at COST. The following fellows assisted COST in conducting research to gather data
for this Scorecard: Sunday Vanderver (2008), Melissa Smith (2009), and Guinevere Seaward (2010).

““The Model State Administrative Tax Court Act was adopted by the American Bar Association in August, 2006. The
Model Act can be found at: http://www.abanet.org/tax/groups/salt/ ABA1_OFFICIAL_MODEL_ACT_REPORT_AS_
ADOPTED_8-7-06.pdf.

“See Case No. 2008-5SC-000644-DG from the Supreme Court of Kentucky rendered September 23, 2010.

“Some states, such as Maryland, inappropriately include the value of intangibles when using a unit valuation methodology.
i, Wayne Moore, Property Tax Equity Implications of Assessment Capping and Homestead Exemptions for Owner-Occupied Single-
Family Housing, published in the Journal of Property Tax Assessment & Administration, Volume 5, Issue 3, p. 63.

0t concern, some California legislators have proposed legislation to treat business property different from residential.

“*The report is available to the public at the Lincoln Institute. The website location is www.lincolninst.edu/subcenters/signifi-
cant-features-property-tax/.

*Simmons v. Idaho Tax Commission, 723 P.2d 887, 889 (Idaho 1986). A chart in the case noted that tax liability on non-exempt
property increased by 34% while the liability for exempt property dropped by 25%.

=i egislation passed (HB2001) to reduce Class 1 property to 19.5% (2013), 19% (2014), 18.5% (2015) and 18% (2016 and
thereafter). Class 2 property is reduced to 15% (2016 and thereafter).







The Council On State Taxation (COST) is the premier state tax organiza- 122 C Street, NW, Suite 330

tion representing multijurisdictional taxpayers. COST is a nonprofit trade Washington, DC 20001
Phone: (202) 484-5222
Fax: (202) 484-5229

Www.cost.org
5

organization consisting of nearly 600 multistate corporations. COST’s

mission is to preserve and promote equitable and nondiscriminatory state

and local taxation of multijurisdictional business entities.

2011 Council On State Taxation (COST)




