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Executive Summary

The property tax in Florida is the single largest tax source currently used to fund
government. The Florida Constitution has reserved the property tax for local
governments to use in funding a wide array of public goods and services. Yet, as the year
2006 comes to a close, even though tax preferences for many permanent residents are
higher than ever before, many taxpayers are very unhappy with Florida’s property tax
system. Several years of extraordinary appreciation in real property values, while
bestowing greater wealth to property owners, has also brought into clear relief the

shortcomings of the current tax structure.

Affordability is a problem. Taxes on many properties have far outstripped the ability of
their owners to pay. Several years of double-digit increases in property values have not
been offset by reductions in tax millage rates levied annually by local governments. New
residents to the state wishing to purchase their own home are finding the taxes on many
properties to be unaffordable. Citizens’ interest in restraining local government tax
increases has been undermined by the Save Our Homes preference, which has insulated
most voters from rapid tax increases even though property values have risen dramatically

and tax rates have fallen only modestly.

There is a “lock in” effect. Many Floridians that own their own homes and have lived
here for several years are finding themselves unable to relocate within the state because a

change in homeownership will result in loss of substantial tax benefits.

Systematic inequities have emerged. Neighbors with the same property values are
often being taxed at drastically different levels. The constitutional protections granted to
homesteaded properties have shifted the overall burden of taxes to other property types,

such as those used by businesses, renters, and part-time residents.

The variety of issues defies a simple solution. The Florida Legislature, unable to find a

solution in its 2006 legislative session, authorized an in-depth study of property taxes in
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Florida to help form the factual basis for future decisions on the issue. The results of this
study will serve both the Legislature and the constitutionally established Taxation and
Budget Reform Commission to be formed in 2007. This commission will have the power
to consider a wide range of budget and taxation issues and place constitutional

amendments on the statewide ballot in the 2008 general election.

In June 2006, Governor Jeb Bush issued Executive Order Number 06-141 establishing
the Property Tax Reform Committee. Governor Bush saw a need to inform the debate on
property tax reform with input from the “real world”—from private citizens, business
associations, professional associations, and state and local governments. Additionally,
the Committee’s efforts were seen as a bridge between the legislative study and the

Taxation and Budget Reform Commission.

The Committee is charged with making recommendations on how to improve property
taxation in Florida. The recommendations to the Governor, the Legislature, and the
Taxation and Budget Reform Commission are to be guided by policy criteria
emphasizing a tax system that promotes equity, ease of compliance, economic
competitiveness and neutrality, and an appropriate balance between public funding needs
and taxpayers’ ability to pay. Governor Bush directed the Committee to consider, at a

minimum, the following:

¢ The consequences of current property tax exemptions and assessment
differentials;

e The appropriateness, affordability and economic consequences of property
taxation levels in Florida;

e Alternative means of taxation including, but not limited to, split-rate and land
value taxation;

¢ Replacement alternatives to property taxation; and

e Limitations upon local government revenue and expenditures.
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An initial report is due by December 15, 2006, followed by a mid-term report no later
than March 1, 2007, then a final report no later than December 1, 2007.

Thus far, the Committee has held six meetings, during which the primary problems with
the property tax structure were identified and many possible solutions were suggested.
This four month period of information gathering has enabled the Property Tax Reform
Committee to establish for itself a base of knowledge from which to move forward. The
next phase of the committee’s work will entail a more in-depth exploration of the
consequences of specific ideas for solutions. The committee’s recommendations listed
below largely reflect the need for further study and deliberation and are consistent with

the timeline set in the Governor’s executive order establishing the committee.

Recommendations:

1. Any recommendations to improve property taxation in Florida should be
founded on a comprehensive approach, with an emphasis on simplifying the

system for all taxpayers.

2. The Property Tax Reform Committee should continue to meet and formulate

recommendations as contemplated in Executive Order Number 06 — 141.

3. The Property Tax Reform Committee concurs with the suggestions offered
by the Auditor General in his performance audit of the Value Adjustment
Board process (Report # 2006-007), except for the possible creation of an

appeals process at the regional or state level.

Further Study:

Several potential property tax system changes should be explored in more detail.

The Committee will further study the following ideas:
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Assess business property based on current use only, instead of “highest
and best use” value.

Cap tax revenue growth for individual local governments.

Cap tax growth for individual properties.

Full or partial replacement of the property tax with other forms of
taxation.

Assess properties using a moving average value of several years’
assessments instead of using just the current year’s value.

Simplify the “Truth in Millage” notice to be more easily understood by
taxpayers.

Increase the homestead exemption.

Save Our Homes Portability.

Phase-out of the Save Our Homes tax preference.

Partial-year assessment of improvements to real property.

Agricultural use classification improvements.

Protecting homestead-related tax benefits when property is taken through
the use of governmental powers of eminent domain.

Protecting homestead-related tax benefits during frequent relocations

required by military service.
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Background/History

Property taxes are the leading single source of tax revenue for government in Florida,
with $25.7 billion levied in Fiscal Year 2005-06. This compares to the $23.6 billion in
state and local sales taxes collected--the second largest single tax source. The property
tax base, or taxable value increased by 25 percent in one year, growing from $1.31
trillion in Fiscal Year 2004-05 to $1.64 trillion in Fiscal Year 2005-06. Property taxes in
Florida are used to fund the activities of counties, school districts, cities, and a variety of
special districts such as water management districts, fire control districts, port authorities,

and community redevelopment areas.

The importance of property taxes as a source of revenue for local governments is shown
in Table 1. Property taxes as a proportion of local government revenues range from a
low of 18 percent for cities to a high of 38 percent for school districts. As a proportion of
tax revenues, property taxes are even more significant.

Table 1

Property Tax as a percent of
Local Government Revenues
(FY 2003-04):

Total Revenue Tax Revenue

Counties 31% 74%
Cities 18% 56%
School Districts* 38% 95%
Special Districts 20% 99%

(*) School data from FY 2004-05

The prominence of property taxes in local government finances is founded in the Florida
Constitution. The constitution reserves property taxes on real and tangible personal
property exclusively for local governments. Furthermore, important structural aspects of
local government property taxes are also set forth. Tax rates for county, city, and school

district purposes are capped at 10 mills. Requirements are established for valuation of
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property at market value. Exemptions are set forth and allowances are made for special

classifications (and assessments) of property.

In the current property tax debate the most prominent of the special tax preferences
allowed by the Florida Constitution are the homestead exemption and the Save Our
Homes assessment limitation. The homestead exemption was amended into the Florida
Constitution in 1934. It is available to persons that own the property in which they
maintain a permanent residence in Florida. Until 1980, the homestead exemption amount
was the first $5,000 of property value. In that year, voters approved an increase in the
exemption to $25,000 for school purposes. A three-year phased increase to $25,000 for
all other property tax levies was also approved then.

Approved by the voters in 1992, the Save Our Homes assessment limit constrains growth
in the assessed value of homestead parcels to the lesser of 3 percent or the

Chart 1

Value Removed From Tax Rolls:
$25,000 Homestead Exemption and
Save Our Homes Differential

450.0

$Billions

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Fiscal Year Ending

Homestead Exemption
1 Save Our Homes Differential




|
Property Tax Reform Committee

percentage change in the Consumer Price Index, with assessed value never being allowed
to exceed market value. The limit applies to individual homesteaded parcels until
ownership changes, at which point the assessed value is reset to market value and the
limit process begins again. Chart 1 shows how important the Save Our Homes

preference has become.

In the first eight years since Save Our Homes took effect the homestead exemption
continued to be the most important tax preference for homestead properties, removing
$99.5 billion in value from the tax rolls in Fiscal Year 2002-03, compared to $80.4 billion
for Save Our Homes. However, in the past four years, driven by rapid market value
appreciation, the value of the Save Our Homes preference has increased dramatically. By
Fiscal Year 2006-07, Save Our Homes protected $404.6 billion in property value from
taxation, compared to only $108.5 billion attributable to the homestead exemption.

As the year 2006 comes to a close, even though tax preferences for homestead properties
are higher than ever before, many taxpayers are very unhappy with Florida’s property tax
system. Several years of extraordinary appreciation in real property values, while
bestowing greater wealth to property owners, has also brought into clear relief the
shortcomings of the current tax structure.

e Affordability is a problem. Taxes on many properties not benefiting from
accumulated Save Our Homes protections have far outstripped the ability of their
owners to pay. Several years of double-digit increases in property values have not
been offset by reductions in tax millage rates levied annually by local
governments. New residents to the state wishing to purchase their own home are
finding the taxes on many properties to be unaffordable.

o There is a “lock in” effect. Floridians that own their own homes and have lived
here for several years are finding themselves unable to relocate within the state
because a change in homeownership will result in loss of substantial tax benefits.

e Systematic inequities have emerged. Neighbors with the same property values
are often being taxed at drastically different levels. The constitutional protections

granted to homesteaded properties (i.e., the Homestead Exemption and the “Save
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Our Homes” assessment growth limitation) have shifted the overall burden of
taxes to other property types, such as those used by businesses, renters, and part-

time residents.

This variety of issues defies a simple solution, as was apparent in the 2006 regular
session of the Florida Legislature. Numerous proposals were made to address particular
problems, but no comprehensive answer emerged. In recognition of the complexity of
the situation, the Legislature authorized an in-depth study of property taxes in Florida,
with special emphasis on the effects of Save Our Homes currently and under proposed
changes. The study is also to analyze the millage rates levied by local governments and
the effectiveness of the annual tax rate/budget noticing process. Though some findings
and recommendations are expected to be made prior to the 2007 legislative session, the
final report of the legislative study is due in September 2007. The timing of the results is
meant to serve both the Legislature and the constitutionally established Taxation and

Budget Reform Commission, to be formed in 2007.

The Taxation and Budget Reform Commission, pursuant to the Florida Constitution, is
formed once every 20 years for the purpose of proposing legislative and constitutional
changes to Florida’s state government budget laws and state and local government tax
systems. The 25 member commission consists of 11 appointees by the Governor, seven
by the Speaker of the House of Representatives, and seven by the President of the Senate.
It can place measures directly on the ballot to be considered by voters, bypassing the
normal legislative approval or citizens’ initiative processes. Though the constitutional
language is unclear as to the timing of submission of constitutional amendments by the
upcoming commission, it is likely that they will be considering amendments for the 2008
general election ballot. The commission can be expected to consider property tax reform

ideas and use the results of the legislatively approved property tax study.

In June 2006, Governor Jeb Bush issued Executive Order Number 06-141 establishing
the Property Tax Reform Committee (see Appendices A and B). Governor Bush saw a

need to inform the debate on property tax reform with input from the “real world”—from
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private citizens, business associations, professional associations, and state and local
governments. Additionally, the Committee’s efforts were seen as a bridge between the

legislative study and the Taxation and Budget Reform Commission.

The 15 member Committee is charged with making recommendations on how to improve
property taxation in Florida. To assist with its deliberations, the Committee is required to
consider public comment from a broad variety of business associations, professional
associations, governmental associations, agencies, businesses, and citizens. The
recommendations to the Governor, the Legislature, and the Taxation and Budget Reform
Commission are to be guided by the following policy criteria:

e Equity--The Florida tax system should treat similarly-situated taxpayers
similarly;

e Compliance--The Florida tax system should be simple and easy to understand, as
well as fair, consistent and predictable in enforcement and collection;

o Competitiveness--The Florida tax system should be responsive to interstate and
international economic competition;

e Economic Neutrality--The Florida tax system should minimize distortions in
economic decision-making affecting investment, consumption, geographic
location, and similar decisions; and

e Fiscal Balance--The Florida tax system should maintain an appropriate balance

between public funding needs and taxpayers’ ability to pay.

Governor Bush directed the Committee to consider, at a minimum, the following:

¢ The consequences of current property tax exemptions and assessment
differentials;

¢ The appropriateness, affordability and economic consequences of property
taxation levels in Florida;

e Alternative means of taxation including, but not limited to, split-rate and land
value taxation;

¢ Replacement alternatives to property taxation; and

e Limitations upon local government revenue and expenditures.

10
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An initial report is due by December 15, 2006, followed by a mid-term report no later
than March 1, 2007, then a final report no later than December 1, 2007.

Committee Activities To-Date

The Property Tax Reform Committee has held six meetings to receive public input and
expert testimony. As implied by the meeting minutes found in Appendix C, the
information provided has encompassed a wide range of concerns from both taxpayers and
local governments. Many issues, and possible solutions, have been identified for the

Committee’s consideration.

Additionally, a large volume of public input has been received through the Committee’s

website at www.propertytaxreform.state.fl.us. The website allows interested parties to
easily submit suggested solutions or other information to the committee. The submitted
solutions can be viewed by the general public and are categorized for easier examination.
To date, a total of more than 1,000 suggestions have been submitted in the following
categories:

¢ Unequal Taxes on Seasonal Residents (260)

¢ Alternative Ways of Taxing Property (179)

e Unequal Taxes on Similar Properties (137)

e Large Tax Increases When There is a Change in Residence (129)

¢ Homestead Exemption (127)

e Other (129)

e Replacement Alternatives to Property Tax (60)

¢ Budget Process Improvements (20)

e Value Adjustment Board Improvements (12)

e Tax Notice Improvements (9)

e Agriculture Classification (7)

11
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Nearly 300 non-suggestion contacts have been made through the website as well.

Property Tax Issues and Options

This section of the report will describe the issues, the evidence and some of the possible
solutions identified by the Committee. From the many hours of public testimony and the
hundreds of suggestions submitted via the Committee’s website, it became apparent that
a comprehensive approach will be needed to address the main issues raised by
taxpayers. The complex array of problems facing taxpayers defies simple, one-
dimensional solutions. Furthermore, solutions to some problems can make other
problems worse. While the many concerns expressed by taxpayers are as unique as the
circumstances of each individual, the common themes of affordability and economic
competitiveness, equity, and the “lock-in” effect quickly emerged as the most prominent
in taxpayers’ minds. In addition to these broad issues, other, more narrowly focused
matters were raised, such as concerns with the valuation appeals process, use or misuse of
preferential treatment granted agricultural property and certain situations in which

homestead exempt status can be lost.

Issue: AFFORDABILITY--Property taxes are no longer affordable for many
taxpayers.

A common complaint to the Committee has been that recent increases in property taxes
are not affordable. Property taxes in Florida have grown rapidly in recent years
following several years of much slower increase. Chart 2 shows total property tax levies
in Florida growing from $11.2 billion in Fiscal Year 1994-95 to $25.7 billion in Fiscal
Year 2005-06. The shape of the line indicates that levies have accelerated in recent

years.

12
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Chart 2

Florida Property Taxes Levied
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Chart 3 demonstrates that all local government types have shared in this growth.
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Charts 4 and 5 support the assertion that taxes are unaffordable. Chart 4 demonstrates
that beginning in Fiscal Year 2001-02 growth in property taxes outstripped personal
income growth. Chart 5 summarizes recent history indicating that since Fiscal Year
1999-2000, property tax levies have increased by 80 percent, compared to total personal
income growth of 39 percent and inflation plus population growth of 32 percent over the
same period.

Chart 4

‘ Florida Property Tax Levies: Per Household and as a Percent
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Chart 5

Florida Property Tax Levies
Cumulative Growth Rates: FY 2000 - FY 2006
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The effect on individual taxpayers has been dramatic. Public input to the Committee has
revealed that part-time residents, often on limited or fixed retirement incomes, must
consider selling their Florida retirement property because the taxes are no longer
affordable (a situation made worse by recent increases in property insurance rates).
Owners of residential and commercial rental properties are faced with the choice of either
selling their properties or passing on large tax increases to their tenants, who often are
unable to accommodate the increases. In either case the availability of affordable
housing and affordable commercial space for small businesses in some areas of Florida is
being hampered. Concerns have been raised about Florida’s economic competitiveness
and ability to continue to attract and retain businesses and jobs. For many businesses,
large and small, competitive pressures prevent passing the tax increases on to customers.
Businesses that can leave Florida are more likely to do so. Businesses that can not leave

the state could see lower profits and curtailed operations.

15
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The affordability issue reflects a couple of different aspects. First, assessed values based
on the fair market value of real property have outstripped taxpayers’ income growth.
Second, tax rates determined by local government governing boards have declined

modestly and not nearly enough to offset the increases in assessed values.

Assessed values have outstripped taxpayers’ income growth. This is a problem for
owners and users of non-homesteaded property (e.g., businesses, renters, and part-time
residents) and recent new homestead owners. The extraordinary strength in real estate
markets in recent years combined with the constitutional requirement that county
property appraisers value properties at market value has resulted in a very rapid rise in
taxable values for non-homesteaded properties. The taxable values of properties that
were recently established as new homesteads also reflect this rapid acceleration.
Unprotected by the Save Our Homes assessment growth cap, the average taxable value of
non-homestead residential parcels increased by 99 percent (a 12.1 percent annual
compound growth rate) between Fiscal Year 1999-2000 and 2005-06. The increase in the
average commercial/industrial parcel taxable value was 53 percent (a 7.3 percent annual
compound growth rate). These growth rates are well in excess of the 21 percent increase
in Florida income per household over the same period (3.2 percent compound annually).
However, it should be noted that continued rapid increases in property valuations seen in
recent years are not likely to continue because real estate markets in many Florida cities

and counties have cooled dramatically during 2006.

Tax rates have fallen, but not by enough to offset the increases in taxable values. Each
year when local governments determine their budgets, they also set their property tax
rates. Prior to finalizing their budgets and tax rates, local governments are required by
state law to notify each property owner of his or her property valuation, previous year’s
taxes, current year proposed taxes, and taxes if the taxing authority did not increase its
budget from the previous year. Additionally, each taxpayer is informed of the time and
place of budget hearings, should the taxpayer want to provide input to the various

governing boards prior to final budget and tax rate decisions.

16
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In spite of current laws that afford opportunities for input from taxpayers and for annual
adjustment of tax rates, recent years have seen only modest property tax rate reductions
in the face of extraordinary taxable value growth. Consequently, tax levies have
increased dramatically. Chart 6 shows that the statewide aggregate millage rate for all
government types has decreased from 21.85 mills in Fiscal Year 1994-95 to 19.46 mills
in Fiscal Year 2005-06, a 10.9 percent reduction (a 9.8 percent reduction since Fiscal
Year 1999-2000). Chart 7 shows that different government types have shared in these tax
rate declines to differing degrees. School district tax rates, in particular, fell noticeably
more than for cities and counties. The modest tax rate declines explain why taxable value
(i.e. the tax base) increased by 95 percent between Fiscal Years 1999-2000 and 2005-06,
while tax levies increased by 80 percent (see Chart 8). Tax rate decreases in recent years

have only slightly offset the effects of higher tax bases.

Chart 6

Statewide Average Millage Rate: All Government Types
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Chart 7

Statewide Average Millage Rate: By Government Type
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Options to improve affordability of property taxes include:

1.

Assess non-homestead property based on current use only instead of true market

value. Limit property appraisers to valuing business or residential rental property
only on the basis of current use, instead of the “highest and best use” reflected in
market prices. This would create a closer connection between property taxes and
“ability to pay” (i.e., business income) than presently exists. Though property
markets may establish higher values based on alternative uses, current businesses
would not be forced out of their property by unaffordable taxes. Such a solution
could be limited to certain types of property, such as affordable housing. While
improving affordability, this option might also hinder the highest and best usage
of real property, and place extraordinary discretion in the hands of the property
appraisers. Furthermore, modification of an appraisal industry standard process is
more likely to cause inequities in the valuation of many properties. Such a system
might also create opportunities for abuse, against which great care should be

taken.

Cap growth rates for individual properties. Similar to the Save Our Homes

provisions for homestead properties, the annual increases in assessed value for all
non-homestead properties could be limited to a certain percentage. As long as
ownership does not change, affordability should be protected for most property
owners. However, as is the case with Save Our Homes, inequities between
similarly situated non-homesteaded taxpayers will develop over time.
Additionally, new distortions in location decisions, such as the “lock-in” effect
would be created and could discourage business formation. Also, assessment
caps are subject to potential problems when properties that decline in market
value are subject to tax increases at the same rate as properties that increase in

market value.

Cap spending or revenue for individual local governments. Political feedback

from taxpayers is not constraining local government governing boards from
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allowing taxes to increase rapidly. One reason for this is that the Save Our
Homes preference has insulated most voters from rapid tax increases even though
property values have risen dramatically. An alternate mechanism may be needed
to assure constraint of taxing authorities. A cap on revenue or spending would
have forced tax rates down further in recent years and improved affordability.
Even so, it would not necessarily have prevented individual taxpayers from
experiencing very large tax increases due to increases in property valuations.
Caps can vary in many ways, depending on:
e What is capped? Spending or revenues and types of spending or
revenues,
e What is the allowable growth in the cap? Personal income, inflation,
some other percentage,
e How can the cap be overridden?
e How is excess revenue disposed of?

e How is it to be enacted?

It should be noted that the committee heard testimony from representatives of
local governments suggesting that the recent increases in taxes are at least
partially explained by the need to offset higher costs that governments have to pay
for things such as construction materials and insurance. The need to build

reserves for emergencies, such as hurricanes, was also cited.

Assess property using a five-year moving average. Establish assessed value at the

average of market value for the current year and the previous four. This will
smooth out the effects of market changes on assessed values for tax purposes,
giving property owners more time to adjust to changes. The likelihood that
property taxes will outstrip owners’ ability to pay will be reduced, though not
eliminated. There will be a lag between market value changes and recognition of
those changes for property tax purposes. This will increase the possibility that
changes in assessed value in any given year will not reflect what is happening in

property markets in that particular year. For example, if such a system was
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currently in place, assessed value of a property could increase next year (mainly
reflecting what has happened to market value the past four years) even though
market value is stagnant or declines next year. Additionally, changing the
appraisal process might only result in taxing authorities raising millage rates and

using the appraisal process modification as an excuse for their reaction.

5. Improve Budgetary Discipline from Taxpayers. The “Truth in Millage” or other

processes can be enhanced to improve information to and participation of
taxpayers in local government budget-making processes. Political feedback from
taxpayers is not constraining local government governing boards from allowing
taxes to increase rapidly. One reason for this is that the Save Our Homes
preference has insulated most voters from rapid tax increases even though
property values have risen dramatically. Additionally, the timing or method of
presentation or notification to taxpayers of proposed tax changes may also reduce
taxpayer participation in the decision-making process. One possibility is to

require earlier TRIM-type notices to taxpayers.

6. Increase the homestead exemption. This will provide immediate relief to all
homesteaders (including new ones) from high levels of taxation. Inequities
between homestead and non-homestead properties will increase, however. There
are a number of variations of this option, including: doubling the value from
$25,000 to $50,000; increasing the value of the exemption to reflect inflation
since the exemption was set at $25,000, then indexing to inflation into the future;
and setting the exemption as a percent of property value. The homestead
exemption is essentially portable but can only provide limited protection from
rapidly increasing taxes that might result from either valuation or tax rate
increases. Further, local governments will see immediate and substantial
reductions in their homestead tax bases, likely resulting in a further shift of taxes

to businesses and rental properties.
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