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CGR Mission Statement

CGR is an independent, nonprofit research and management consulting
organization that serves the public interest. By developing comprehensive
perspectives on issues facing communities, CGR distinguishes itself as a unique
professional resource empowering government, business and nonprofit leaders
to make informed decisions. CGR takes the initiative to integrate facts and
professional judgment into practical recommendations that lead to significant
public policy action and organizational change.
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Summary
Background

StatelegidationhasdlowedmunicipaitiesinNew Y ork totax res dentid andbusi nessproperty
dlassesat different ratesfoll owing property reva uation, effectively legdizingawe |-established practiceof
shifting theburden of taxationfromresidentia property ownerstocommercia property owners. By
permitting dud rates(caled” homestead” and*“nonhomestead” for resdentia and businessproperties,
respectively) for different classesof property, thestateintendedtoimprovecompliancewith statelaw
requiringthat al property beassessed at auniform proportionof full market vaue. Whileaphase-out of
differentid rateswasnot requiredinthelegidation, officid sanctionof dud rateswouldalow communities
to equdizetheburdenacrossproperty dassesgradudly. Astheover-assessment of bus nessproperty was
sgnificantinmany communities, anaccuratereva uationwoul d otherwisehaveforcedasubstantia and
immediateincreaseinresdentia tax rates, making reva uationevenlesspaliticaly desrablethanitisin
normal circumstances.

Currently, theCity of Rochester taxesbusi nessproperty at 2.5timestherateit taxesresdentia
property. Althoughcity businessproperty makesuplessthanforty per cent of thetax base, theowners
andtenantspay over sixty per cent of thetotal tax levy. Membersof Rochester City Council wisely
observedthat theability of thecity toattract and retaincommercia andindustrial enterprisesmight be
seriouslyimpairedby thecity’ shighrelativetax rate. Thecouncil thereforeengagedtheCenter for
Governmental Research (CGR) to study the city’ s non homestead tax rate and its impact on business.
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Findings

(o) Hightaxesareonly oneof alargenumber of factorsinfluencing bus nessl ocationandinvestment
decisonsinRochester. Through our owneconometricanayssof employment trendsandrelaive
tax ratesof 155citiesinNew Y ork, Pennsylvania, New Jersey and Ohio, wefoundthat higher
property tax rateshaveanegativeimpact onjob creation, dbeit avery smal one. Ourfindings
wereconfirmed by acomprehensivereview of other anaysesof theimpact of property tax rates
on employment and business location.

(@) TheNY SHomestead Tax Lawisapoorly writtenlaw. Regardlessof thevirtuesof differential
taxationacrossproperty classes—for goodor ill thisisacommon practicein other sates—New

Y ork’ slawisdifficulttointerpretandinflexible. Arcaneatbes, irrationd atword, thelegidature
should substantially revise thislaw.

O “ Who paysthe propertytax?” Thesimilarity betweenthetax burden per squarefoot of
spacefor McDondd' sfadilitiesacrossM onroe County’ smunicipaitiessuggeststhat theburden
of thetax differential for businessproperty hasbeen shiftedtothebuilding owner througha
reductioninmarketvaue. Y et asconsumersof affordablehous ngfaceaRochester “monopoly,”
thehomegteadtax law likely enableslandl ordsto shift theburden of city taxationontocity renters.

O Thedifferentia between Rochester’ shomestead and nonhomestead tax ratesisgrester thanany
major city inthestate. Statefinancial assistancetoclosethegapismuchlesslikely thanif
Rochester were one of many cities imposing significantly higher tax rates on business property.

O  Taxratesandproperty valuesareintertwined. Cons stently hightax ratesleadtoareductionin
property vaue. Low property val uesnecesstatehigher tax ratesasthecommunity seekstoraise
tax revenue that is roughly comparable on a per person or a per household basis.

O Taxrateisnotwhet ultimatdly influencesafirny’ sprofitability. Actud tax paid (ratetimesproperty
vaue)iswhat figuresintothefirm’ sbaanceshet. Our limited samplesuggeststhat theeffective
tax burdenfor businessproperty in Rochester issmilar toother communitiesinthecounty, despite
thesgnificant differenceintax rate. Thisisduetothemuchlower market vaueof red estatewithin
the city.

O Giventhelower market valueof resdentia red estate, Rochester’ seffectivetax burdenfor the
medianvauehomeisthelowestinMonroeCounty. The*ability topay” of city resdentsis, of
course, also much lower than in most suburbs.
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Recommendations

O CGRfindsnocompe ling evidenceto suggest that shifting thetax burdentoresidentia property
ownerswill haveasignificantimpact oneconomicdevel opment. CGRrecommendsthat City
Council resolvetoholdthelineonthedifferentia andnot bring Rochester further out of linewith
other cities. Other factorsrequiringtheattention of thecouncil and tax revenuecollected by the
city—suchasinfragtructuredevel opment andinvestmentsin public safety—arevery important
determinants of economic stability.

(@) Rochester’ s tax rate should not beanimpediment to thecity’ sattempt to encourage new
investment. Negotiated payment-in-lieu-of-tax (PILOT) ded swithmgjor newinvestorsand
exemptions under Section 485b of the NY S Real Property Tax Law should both continue.

O  AlthoughtheCity dready takesadvantageof the485b property tax exemption, it doesnot avall
itself of new provisionsallowing aslower reductioninthevalueof theexemption. CGR
recommendsthat the City adminidrationwork toestablishan Indudtrid and Commeraid Incentive
Board in order to adopt the more generous exemption.

O Rochester should support changesthat wouldrationdizetheHomestead Tax Law and givethedity
moreflexibility inadoptingdifferentia tax ratesfor different classesof real property. Failing
statewide revision, Rochester shouldwork withthel ocal del egationto seek specid legidation
grantingflexibility tothecity. Specificaly, Rochester should seek toreducetherateof taxationon
residential non homestead property.

O  Alargeportion, perhaps40 per cent, of Rochester’ srenterslivein unitstaxed at thenon
homesteadrate. Oftentheseareindividua sandfamilieswiththeleast ability topay for housing.
CGR recommendstheCity undertakefurther sudy of theeffectsof thenonhomesteadtax rateon
the market for City rental housing.
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Non Homestead Tax Rates and City Competitiveness
Introduction

Taxingjurisdictionsacrossthestateof New Y ork had along-standing (if littleacknowl edged)
practi ceof over-assessing businessproperty relativetoresidential property, effectively shiftinga
disproportionateshareof thetax levy ontobusiness. Whilesection 305 of theReal Property Tax Law
(RPTL) requiresthat assessmentsbeat auniform shareof market val ue, actual assessment practiceoften
disregardedthegaute. Of course, community-wideresssessment woul daoruptly bringvauesintoparity,
eliminating thisimplicit subsidy of resdentid red property andincreasingthetax ratesof votersinfavor of
bus nesseswhoseownersmay or may not livewithinthetaxingjurisdiction. Reassessmentisunpopular
inany event, yet thisassessment practicemadereva uationvirtudly impossiblepoliticaly. Asaway of
facilitating property tax assessment reform, theN Y SLegidatureestablished aprocedureenabling separate
property tax ratesfor busnessandresdentia property, providedthat areva uationwascompletedfirst.
Thelaw (RPTL 81903), passedin 1981, permitted establishment of asystem of dual rates, called
“homestead” for residentia and*“ nonhomestead” for bus nessproperties(whichincludesresidentia
propertiesof morethanthresunitsper Sructure). Thelegidationdlowedtaxingjurisdictionstoset tax rates
I naway that maintai nsthesharesof tax | evy imposed on homestead and nonhomestead property asthey
were prior to the reassessment.

Thecity of Rochesterisonecommunity that hastaken advantageof theHomestead Tax L aw.
Dediningnonresdentid redl property va ueandincreas ng competitionfromsuburban communitiesfor
commercial andindustrial development ledtheRochester City Council toengagethe Center for
Governmental Research (CGR) tostudy thecity’ stax ratesand thepossi bleimpact of theserateson
compdtitiveness. SomeCity Coundl membershaveexpressed concarnthat high businesstaxesarelimiting
the city’ s ability to attract and retain commercial and industrial properties. Consider the following:

(o) Rochester’ stax ratesonbus nessproperty are2.5timesthoseonresidentia property. Business

property islessthanforty per cent of thetax base, but theownersand tenantsof bus nessproperty
pay more than sixty percent of the total tax levy.



(@) Innoother mgor city inNew 'Y ork Statei sthedi sparity between non homestead and homestead
tax rates as great asit isin Rochester.

O Themedianfull val uetax rateon bus nesspropertiesin M onroe County townsandvillagesis
$30.48. Thecity nonhomesteadrateis$52.75, 173 per cent of themedianfor jurisdictionsin
M onroe County and doublethetax rateinHenrietta. Theeffectiveburdenof thisrateisadjusted
by differencesin property value between the city and the suburban towns.

Thecity facesadifficult decision. Thetax ratedifferential, whileastated problemfor many
businessfirmsin Rochester andafactor contributingtothecity’ sreputationinsomecirclesasan
inhogpitableplacefor business, canonly bereduced through 1) cost economiesreflectedinal ower tax
levy, 2) ashift of burden from businessto residential property or 3) an increase in state aid.

Taxes & Economic Vitality

Manufacturing

Employment Trends
Job Orowth 1877 - 1992

15%
Between1977and 1982, dmostdl of Monroe  10%

County jobgrowthinmanufacturingtook placeoutside l
Rochedter, dthoughthesector didgrow dightly evenin
thecity. By 1982, thecity of Rochester washometo -1o%
4,222 establishmentsintheretail trade, servicesand -15%
manufacturing sectors. Theseestablishmentsemployed -20% ] 97'7_” ] 93'2_37 mlr o2
122,000 pegplewﬂh atota payroll of $2.8hillion. The B tubwss [ Rochester
meanufacturing sector wasthebackboneof theeconomy,
providingthelion’ sshareof city jobs, about 87,000,  Soures: U.S. Bursau of the
Between 1982and 1987, boththecity andthesuburbs
| ost manufacturingjobsat doubledigit rates, thecity losing 17 per cent and thesuburbs 16 per cent of
manufacturingjobs. Between 1987 and 1992, therewasathree percent declineinMonroe County
manufacturingjobsoverdl, butal of that camefromwithinthecity limits. Suburban manufacturingjobs
actually grew by eight percent while City jobs declined by nine percent.
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Asimilar story canbetoldintheserviceand
retail sectors: Mot of thegrowthhasoccurredinthe
suburbs. Thecity’ sretail sector hasbeenparticularly
weak. The Monroe County suburbswere hometo
5,210 establishments in the retail, services and
manufacturing sectorsin 1982, andthey employed
90,000 peoplewithatotal payroll of $1.5hillion. Just
over half of thesuburbanjobswereintheretail and
servicessectors. County wide, theretail and services
sectorsgrew considerably inthefollowing decade.
Employment inretail tradeswelledfrom46,800to
58,500 between 1982 and 1992, with theincrease
occurringbefore 1987 and stabilizing theresfter. Inthe
servicesindustries, employment grew from34,100to
57,300 over the same period.

Whilecity retail jobsclimbedfrom14,600to
16,800 between 1982 and 1987, by 1992 they had
plummetedto 13,900. Suburbanretail employment
soaredfrom 32,200jobsin1982t042,000jobsin
1987 and continued upwardsto44,600jobsin 1992,
whilecity retal employment el by 17 per cent between
1987and1992. Employmentintheservicesindudtries,
ontheather hand, continuedtogrow inboththecity and
thesuburbs. Between 1982 and 1992, city employment

Service Industries

dck Growhh 1877 - 1662
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Source: U.S. Bureau of the
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Retail Trade

Job Growth 1977 - 1992

40%

30%

20%

10%
0% 1
-10% \Ji

-20% T T T
1977-82 1982-87 1987-92

. Suburbs |:| Rochester

Source: U.S. Bureau of the Census

increasedfrom 20,500t0 28,000 obsinthissector. But heretoothebulk of thejob growth occurred
outside of thecity, asthenumber of suburbanjobsgrew by nearly 16,000 and empl oyment morethan
doubled from 13,600 jobs to 29,300 over the ten year period.
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Serviceindustriesaretheonly oneof thethreesectorswherethecity hasseenrecent job growth.
But ineveryfiveyear period, thisgrowth haslagged thesuburbs. Between 1987 and 1992, employment

Monroe County Tax Rates for 1995
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i nthissector grew by 8 per cent
inthecity but by 24 per centin
the suburbs.

Comparative Tax Rates:
Rochester & Monroe
County Suburbs

Thecity of Rochesteris
the only jurisdiction in the
county tohaveahigher property
tax rateonbusinessesthanon
residential property. On a
comparable full value basis,

Rochester’ snonhomesteadtax rateisthehighest tax rateintheregion. Thenonhomesteadratein
Rochester is173 per cent of themediantax rateof al jurisdictionsinMonroe County and doubletherate
of thecontiguoussuburb of Henrietta. Thecentrd issuethisreportinvestigatesistherolenonhomestead

1995 Tax Burdens

Medians for Single Family Homes
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taxesplay inbusnessdecisons

CGR dso distin-
guished betweenthenominal
tax rate(tax paidper dollar of
marketvaue) andtheeffective
tax burden (tax paid per median
vauesinglefamily resdence).
The nominal tax rate for
Rochester homeownersisinthe
middleof therangefor Monroe
County, yet the effectivetax
burden is the lowest in the
county, 17%bdow Hamlin, the



&R

lowest of thetowns, and 35% bel ow Chili, thetownwiththemedianresidentia tax burden. Asthecost
of servicesisdrivenby populationrather than by theva ueof housing, acommunity withhomesof lower
va uemustimposeahigher rateof taxationtoachievethesametax per householdasacommunity with
homes of higher value.

Hasthedisparity intax ratesbeenresponsible, atleastin part, for thel ossof jobsin Rochester?
Clearly, thelossof employmentinthecity isdueto many factorsother thanjust thetax rate?! Itis,
however, intuitively obviousthat taxeswoul d play apartinabus nessperson’ sdecisontore ocate, goout
of business, or expand. Taxesare, after al, acost of doingbusiness. Itwould makesensethat thetax rate
has beenacons derationinbus nessdecisionsfor many yearsandthat someof thosedecisionshaveled
tojoblossinthecity. Itmay, for example, play apartinthedecis ontoupgradeor expand onelocation
over another.

Homestead and Non Homestead Taxes

Inthe1984-85budget year, thecity dividedthe
tax levy betweenthehomesteed, or resdentid, andthe
nonhomestead, or business, classesof property. The
divisionof thetax burdenbetweenthetwoclassesof ~ $3,000
property wasbased ontheapportionmentwhichexisted &
in1983-84, theyear prior totheimplementationof full  §
vaueassessments. Thus, 66 per cent of thetax burden
wasplaced onthecity’ sbusinessesand 34 per centon
residential property owners. S o7 57-51 66,60 59.90 00.91 91,92 02.93 03,94 04.95

Real Property Values

City of Rochester

$2,500 1

$2,000 T

$1,500 T

I:‘ Homestead . Non Homestead

Thesystemof dual tax ratesmaintainedthe
historicshareof tax burdenonbus nesses, whichhad
traditional ly beenover assessed. Whilethenonhomestead dassof property conditutedtwothirdsof the
city’ stotal assessed valuein 1983-84 (based oninflated busi nessproperty assessments), thenon

Source: City Budgets

!Remember that the effective tax rate on business property before the Homestead Tax Law was roughly
the same as after. Adopting dua tax rates certainly made the difference explicit, however, confirming the
belief that many business owners had that they were being treated differently than residential property
owners.
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homestead shareof tota assessed val uein 1986-87 (after thereva uationwascompl ete) wasabout 44 per
cent, declining to 39 per cent of the total by 1994-95.

The portionof thetax burden paid by thetwo classesof property hasbeenincrementaly adjusted
overtime. Inthe1995-96 budget year, 38.2 per cent of thetax levy fell onthehomestead classand 61.8
per cent onthenonhomestead class. Thead]ustment mechanism dampenstheeffect of changesinthe
relativeva uesof homestead and nonhomestead property classes. Any shiftintheva uebetween property
classesisadjusted by theorigind splitintax burdenresponsbility betweendasses. Y eartoyear shiftsare
limitedtofiveper cent for both classesof property. Thus, if thehomestead portion of thetax levy is30 per
cent inoneyear, it canbenomorethan 35 per cent thenext year, regardlessof how muchitsvaluehas
increased relative to the non homestead class.

Asanexampleof how theadjustment works, cons der ahypothetica community wherethefull
val ue of thehomestead and non homestead classesis$2.5 billion each. Thecommunity hasdividedthe
tax levy sothat thehomestead classbears 35 per cent and thenon homestead classbears65 per cent.
Supposethat theva ueof homestead propertiesincreasesby 10 per centinaparticular year yet thevaue
of nonhomestead propertiesdoesnot change. Thecomplex formulaembeddedintheRed Property Tax
L awadjuststheburden onthehomestead classupward to 37 per cent of thetota tax burdenandthenon
homestead class downward to 63 per cent.

Intermsof thedisparity betweenbusinessandresidentid tax rates, Rochester hasset itself apart
fromother citieswithadua ratesystem. Rochester’ snonhomestead tax rateis2.5timesitshomestead
rate. Noother mgor city comesclosetomatchingthis

d'Spa”ty' Ratesonbus n%pmpertymSChmeCtady Homestead and Non Homestead Tax Rate

arebarely higher thanratesonresidential property. ety _:“llon Homestead/Homestead Ratio
Buffal oand L ackawannaarecl oser to Rochester, but Newburgh %
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Wappingers -

homesteadtax rates, they arestill considerably below o
Rochester’ s differential. North Tonawanda - |

Binghamton |

Buffalo-

Lackawanna

Rochester =

T T T T T T
Source: Local Assessorg? 4 16 18 2 22 24 26
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Do Taxes Matter? Experience in Other Cities

How do property taxesaffect | oca bus nessgrowth and retention? Thishasbeenand continues
tobeacontrovergd issueamongeconomistsand policy academics. Someholdthat sateandlocd taxes
do not have a significant effect on business growth for one or more of the following reasons:?

(o) Bus nessl ocationand expans ondecis onsaredrivenby innumerabl efactorsof grest complexity,
against which the singular effect of taxation isinsignificant.

(@) L ocd property taxesareoneof many costsof doing bus nessand themagnitudeof other costismay
overwhelm the cost of the taxes.

O Differencesingaeandlocd taxesmay reflect varyingleve sof services, whichadsodrivebusiness
location and expansion decisions.

O Rel ocating businessesplantostay at their sitesfor alonger timeperiodthanthedected officids
who make tax policy.

O Fewbusinessesareperfectly mobileand ableto uproot solely because of achangeinlocal
taxation.

Recent researchintobusi nesslocationand expans ondecisions, however, indicatesthat | ocd taxes
play aroleinsuchdecisions. Someresearch demongtratesthat firmsaresensitiveto production cost
differentid sacrossregions. Eventherdatively smal costsof taxationmay affect afirm'’ slocationdecison
incompetingaress. Also, sudieswhichatempttoholdtheleve of publicservicescongant acrossregions
show adatigticaly Sgnificant, but smal, tax effect onbus nesslocation. Furthermore, whilefew firmsare
perfectly mobile, local taxes do affect their decisions to expand in one region as opposed to another.

InTimothy Bartik’ sbook on economic devel opment policy,Who BenefitsFromSateand
Local Economic Devel opment Policies?, theauthor attemptsto summarizeal empiricd sudiesinthe
areaof bus ness|ocation decisionsbetween 1979and 1991. Hisconclusionisthat stateandlocal taxes
have adtatistically sgnificant effect onregiona busnessgrowth. Hed sofindsthat thesetax effectsare
larger for intrametropolitan businesslocationdecisons. Thatis, thedifferenceintaxesbetween Rochester
and Greece, for exampl e, playsabigger partinafirm’ slocationdecisionthanthedifferencebetween

2Bartik, Timothy J., Who Benefits from State and Local Economic Development Policies?, 1991, p.36.

~
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Rochester and Syracuse. Thisisaneffect wewouldexpect, becauseapotentia locationismorelikely to
havedoser subdtituteswithsmilar potentid profitswithinthesamemetropolitanareathaninanother gate
or region.®

Bartikidentifies14 studiesof property taxesonbus nessactivity withinametropolitanarea. Of
those 14 sudies, tenshowedthat property taxesdid matter to businessactivity andthet they had anegeative
effect.* Noneshowedthat property taxespositively influenced businessactivity. Therangeof effectson
businessactivity acrossthestudiesisfairly wide. Thestudy withthesmallest effect showedthat aone
percentincreasein property taxesledtoa0.1-0.2%declinein per capitamanufacturingemployment. The
study withthelargest effect showed that aonepercent increasein property taxesonindustry ledtoa
declinein the demand for industrial land of over four per cent.

Fromthisbody of research, CGRisledtoconcludethat businessesareincreasingly sengtiveto
theproperty tax. Eventhoughitisareatively smal cost of doingbusiness, theproperty taxisstill acog,
andtheempirical researchgenerally supportsthenotionthat businessesregardit assuchand seek to
reduceit. Itismoredifficulttoconcludehow much property taxesmatter tobusinesses. Also, property
taxesareoneof many factorsinfluencingbus nessactivity decisons, many of which cannot bemeasured.

Summary of Academic Research

CGR hascompiledasmal library of revant booksand articleswhichattempt toexplaintheeffect
of taxationon bus nessl ocation decisonswithempirica research. A number of Sudiesreviewedtodate
indicatethat taxationisas gnificant factor inbus nessl ocation, egpecidly indifferent communitieswithinthe
samemetropolitanregion. Certainempirica studiesa soquantify therel ationship betweentaxationand
employment and support theintuitive concept that | owering taxescausesjob growth. Highlightsof sudies
reviewed include:

3Bartik, p. 37.

4The studies showing significant and negative effects from property taxestook placein different metropolitan
areas and used different measures of businessactivity. These measuresincluded employment, manufacturing
start ups, manufacturing employment per capita, changes in building permit values, and the amount of
industrid land available in the community.



Timothy Bartik’ s1985study of corporatel ocation decis onsfor new manufacturing plantsfound
that interstatevariationsinbus nessproperty taxeswereimportant. Bartik estimatedthat a10%
increaseinagtate’ saveragebus nessproperty tax ratecausesal-2%declineinthenumber of
newplants. Toput thisincontext, however, hefoundthat thestrength of unionsinagivendate
was far more important to the corporate decision to locate a new plant in aparticular location.
A 1993 study of thel ocati on determinantsof manufacturing firmsintenschool districtswithin

HarrisCounty, TX (Houston), looked at theeffect taxeshaveontheprobability of firmlocation.
Cdculationsreved edthat, onaverage, aonepercentagepointincreaseinajurisdiction’ stax rate
will cause the probability of firmslocating in the district to fall by 0.14%.

Property taxesand other fiscal vari ableswerefoundtobes gnificant determinantsof business
locationinal981 study focusngonlandareainindustrid use. Theauthor concludedthat Sate
policieswhichencourageor seek tomoderatel ocdl tax differentid smay besgnificantininfluencing
the location of theindustrial tax base.

Anempiricd andydsof theMinnegpalis-St. Paul metropolitan areastudied theimportanceof locd
property taxesinintrametropolitanlocationdecisons. Theauthor foundthat tax ratesprobably
domatter, but towhat extentisunclear, and may vary frommetroareatometroareadepending
on institutional details of the local government structure and assessment policies.
Inastudy of thegreater Philadel phiaareabetween 1980and 1983, rel atively higheffective

property tax rateswerefoundtodepressthedensity of new manufacturing firmsincommunities
withinsomeof thesuburban counties. Acrassawider five-county region, relively high property
tax ratesagai n appearedto depressthedensity of new manufacturers, but theeffect wasnot
strong. Otherfactors, primarily density of populationandtheared spercentageof businessland
acreege, weremorei mportantinestablishingthegenerd boundariesof whereapotentia firmwill
conductasearchfor agte. Tax differentia sappearedtobecomere evant only after thesearch
areahad beennarrowed. Additiondly, thegenerd environment of thecentrd city part of theregion
was a deterrent to potential manufacturing starts.

Ina1993 study of theChicago metropalitanarea, thebasicempiricd findingwasthat anincrease

intheproperty tax rategppliedtocommercia andindustrid property hasalargenegativeeffect
on the growth of the commercial and industrial tax base.

Resultsof a1980study indicatethat |ocal property tax differentid sareadtatisticaly significant
determinant of rel ocationfor manufacturingandwholesdetradefirmswhenmunicipditieswhich
haverestrictiveindustry zoning areexcluded fromthesample. For construction, retail trade,



financeand servicefirms, tax variablesdo not appear to bedtatistically S gnificant determinantsof
firm relocation.

(@) Inhis1981 research onsuburbanizationin 106 largemetropolitan areas, W. Norton Grubbfound
that popul ation and employment areinter-rel ated, that  jobsfollow peopl €’ and* peoplefollow
jobs” Hewasconcernedwiththemovement of popul ationand employment from citiesto suburbs
between1960and 1970 andfoundthat taxesand publicexpenditureswerenot strongfactorsin
thesuburbani zationof peopleor jolbs. Hefound thet employment locationwasgenerdly insendtive
toproperty tax rates. Relatively high publicspendingfor different kindsof servicesincentrd cities
tended toretard themovement of retail and manufacturingjobstothesuburbs, but not very much.

Someof thesefindingshavemoredirect applicationtothecity of Rochester. Thesestudiesall
focusonsinglemetropolitanareaswithmultipletaxingjurisdictions. Weprovideanexpanded summary
below:

Finney (1994), Harris County, Texas

HarrisCounty isthemaost popul ousCounty intheHouston, Texasmetropolitanareaandit hasten
school digtricts, withdiffering property tax rates. In 1994, MilesFinney fromCdiforniaStateUniversity
used HarrisCounty toexaminewhat factorsinfluencefirmlocationinanurbanarea, concentratingonthe
impact property taxeshaveonmanufacturing firmlocation. Finney assessed theprobability of agiven
manufacturing firmlocatinginoneof theten school didtrictsand discoveredthat firmsaredeterred by the
property tax.

Finney’ sreaults, datiticaly Sgnificant at the5%leve, showedthet, onaverage, aonepercentage
point increaseinajurisdiction’ stax ratewill causetheprobability of new manufacturingfirmstofal by
0.14%.

Fox (1980), Cuyahoga County, Ohio
IN1980, WilliamFox studiedtheroleof fiscd variables, includingtheproperty tax, inindustria

location. Hishypothes swasthat firmsareconcernedwithdifferencesinfiscd variables, suchastaxesand
sarvices, between communitiesinametropolitanarea. Hisresearchexd uded communitiesthat used zoning
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to discourageindudtria location. Theareachosentotest thehypothes swasCuyahogaCounty, Ohio
which has 43 municipalities with popul ations over 2,500.

Fox’ smodel measuredthedemandfor industrid sitesby firmsenteringthesecommunities. He
found that the demand for industrial land was lower in communities with a high property tax rate.

Althoughfirmsprefer lower taxes, they d so prefer moresarvices. Fox foundthat thedemandfor
landwasgreater incommunitieswithahigher leve of businessservicesbecause, without loca government
provision, individud firmswouldhavetoprovidesomesavicesfor themsdves Smilarly, firmswerefound
to besensitivetothelevel of servicesprovided. Fox used per capitapoliceand fire department
expendituresasaproxy for theleve of servicesprovidedtofirmsandfoundthat aoneper cent reduction
inthe level of servicesresulted in athree per cent drop in land demanded.

Frmswerefoundtobevery sengtivetotheproperty tax whenit comestobuyingindustrid land.
Aoneper centincreaseintheeffectivetax ratewoul dlead firmsto demandfour per centlesslandthan
they wouldotherwise. Intheaverage CuyahogaCounty municipaity, Fox estimated that aoneper cent
increaseinproperty taxeswouldresultinanet | ossof revenueduetothel ossof tax basefromthedrop
in demand for industrial land.

Charney (1982), Detroit, M|

Thisstudy by AlbertaCharney examinedtheroleof fiscal factors, includinglocd property and
i ncometaxes, playedintheintrametropolitanlocationdeci s onsof manufacturingfirms. Themetropolitan
areashestudiedwasDetroit, for firmsrel ocating between 1970and 1975. Atthat time, therewereover
150 separatetaxingjurisdictionsinthemetropolitan areawith property taxesvarying by over 100%. Three
citiesinthemetropolitanareahad alocal incometax at thetime (twohadal%local incometax and
Detroit itself had a 2% tax).

Charney foundthat relatively highlevel sof property taxesdiscouragefirmsfromsdecting sitesin
anurbanarea. Shed sofoundthenegativeeffect of high property taxestobelarger for bigger firms. Her
researchd so showed that theincometax had aweaker influenceonfirmlocationdecisons. Charney dso
found that property tax rates matter most to durable goods manufacturing firms. Other findings:
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(®) Firmlocationdensitiesarel owest near largelow incomepopul ationsandinareaswithahigh
proportion of high income households,

O  Firmsareattracted by sanitation facilities,

(o) Firms prefer to locate in areas with high employment density, and

O  Transportation facilities do not influence firms' location decisions.

Charney’ swork cons dersthebus nesslocation decis on oncethedeterminationtomovehas
dready beenmade, notwiththeinitid decisontomove. Therearesgnificantimplicationsfor Rochester
because of thedisparity intaxationacrossneighboringdigricts. InCharney’ ssample, nofirmsre ocated
to the jurisdiction with the highest property tax.

No Smoking Gun for Taxes — CGR’s Statistical Research

CGR’sresearchintotheroleof taxesintheeconomichealthof municipalitiesvalidatedthe
academicresearchwehadreviewed. Taxeshaveanegativeeffect ontheeconomy, butasmdl one. The
datado not pointtoa“ smokinggun” for taxesnor dothey indicatethat taxesaretheroot of all evil for
municipalitiesin economic decline.

CGR'’ sresearchwascomplicated by theBureau of theCensus lengthy dday inrdeesngthe1992
Censusof Manufactures. Thiscontansinformeationonemploymentinthemanufacturing sector neededto
describetheeconomiesof thejurisdictionsincorporatedinour statistical anaysis. Usngstatistical
techniques, CGRtriedtoexplainhow taxesand other measurabledatainfluencel ocal economies. The
datigtica modd explansthechangeintota employmentinaset of municipditiesintermsof demographic
and economic information, including taxes.

The Data

Thedataset waslimitedtofour northeastern states: New Y ork, New Jersey, Connecticut and
Ohio. CGR sdectedthesestatesbecauseof their proximity, their generd smilaritiesinurban, suburban
andrurd settlement, andfor thequdity of Satetaxationinformation. CGR excluded citiesand suburbsin
theNew Y ork City metropolitan areabecauseof theextremeconcentration of financial services
employment inNew Y ork City and other uniquefeaturesof theregion’ seconomicand physical
infrastructure.
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For alocationtobeincludedinthestatistica analys's, ithadtohavesufficient economicactivity
tobeindudedinthe Economic Census, whichind udesinformeation by economic sector e thecity andtown
level. CGR used datafromthemanufacturing, serviceandretail sectors, which congtitutethebul k of
economicactivity for most places. Theresultingdatasetincludedinformationfrom 155citiesandtowns.

TheEconomic Censusispublishedat fiveyear intervals, themost recent being 1992. CGR
deci dedtoexaminethechangeintota employment at themunicipa level between 1982 and 1992 based
on demographic and taxation information.

The Results

CGRusedadtistica techniquecaled multipleregress onwhich measuresthedegreetowhich
changesonevariable(calledthe" dependent” variable) canbeexpla ned by changesinother variables
(called“independent” variables). CGR’ sdependent variablewasthe percentage changeintotal
employment between 1982 and 1992, capturingthesuccessof thecommunity at preservingor expanding
its base of employment. The independent variables were

(®) thepercentagechangeinthepoverty level between 1980 and 1990 (thesearetheyearsinwhich
the Census of Population and Housing was published),

o the median age of housing unitsin the location,

(o) the percentage change in median home val ues between 1980 and 1990,

(o) the percentage change in population between 1980 and 1990, and

(@) the effective tax ratesin 1982 and 1992, measured in 1992 dollars.

Additionally, CGR usedvariablestoreflect whether or not thel ocationisacity, andtoreflect
whether or not the locationisin New York State. The following isasummary of the statistical analysi
Adjusted R? .29252
Standard Error  .21884
Analysisof Variance
DF  Sum of Squares Mean Square
Regression 8 45770.96538 5721.37067
Residual 2311399 110696.80995 .04789
F =119464.78366 Signif F=.0000
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Variable
POVERTY
AGEHOUSE
MHVDIFF
POPCH
cITY

NY

82TAX
92TAX

B

-.019304
-.007996
-.015659
.840567
-.011419
.080603
-3.17670E-05
-1.69021E-05

SE
7.8227E-04
2.5388E-05
6.17/76E-04

.002318
4.1607E-04
4.3262E-04
3.9431E-07
2.4342E-07

B Beta
-.019740
-.283024
-.027597
.310604
-.018026
116514
-.099686
-.094886

-24.677
-314.967
-25.349
362.689
-27.444
186.313
-80.563
-69.437

SgT

.0000
.0000
.0000
.0000
.0000
.0000
.0000
.0000

TheAdustedR%isameasureof themodd’ sexplanatory power. Inother words, thenumbertells
ushow muchof thepercentagechangeintota employmentisexplaned by theindependent variables. In
thiscase, thedependent variabl esexplain about 29 percent of thechangeinemployment. Therestis
explanedby other factorsnotindudedinthemodd. Thesemay indudeglobd factorsrd atedtoascendant
economiesinNorth Carolinaor Asia, tariffsandtraderegul ations, or other factorssuch asprocess

innovations that would be difficult if not impossible to measure.

Thevariablesintheequationaredl highly significantinastatistical sense, whichistosay their
influenceonemployment changeisamost certainly not zero, evenif theinfluenceissmal. Thesgnonthe
coefficient, “B,” indicatesif thisinfluenceis positive or negative. Thismodel shows that

~

O  Anincreasngpoverty rate(POVERTY)isrdaedtothel assof jobsinacommunity, and theeffect
isstrong. Themode indicatesaonepercentincreaseinthepoverty ratewill leadtoal.9%

decline in total employment over ten years.

O Theageof thehousingstock (AGEHOUSE) isnegatively relatedtojob growth. Ageof housing
wasusad asaproxy for theoveral ageof thecommunity. Thesignandsignificanceof thevariable
confirmour expectationthat ol der communitieshavebeenlosingtonewer communitiesinterms
of job creation.
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(®) Decreasing medianhomevauesarerel atedtojoblosses. MHV DI FFisthepercent changein
medianhomeva uesbetween 1980and 1990. Communitieswheremedianhomeva uesfdl saw
joblossesover atenyear period. Thisvariablefunctions, again, asaproxy for urbangrowthor
decline. Citieswith declining real estate markets are also cities with eroding economies.

O Populationchange(POPCH), asonewoul d expect, isastrong predictor of employment change.
Thosecommunitiesthat grewin popul ation between 1980 and 1990 had morejobsin 1992 than
in 1982; those that |ost people also lost jobs.

O Citieslostjobstosuburbsbetween 1982 and 1992. Themode usesavariablecaledCITY to
showif agivenplaceisacity or not. Thisdesignationisnegetively rlaedtoemployment change.

O Perhapssurprisingly, New Y orkisbetter off than someother states. Themodd usesavariable
todesgnateal ocationasbeinginNew Y ork Stateor not. Whencomparedto Ohio, New Jersey
and Connecticut, beinginNew Y orkisassoci ated with greater job growth between 1982 and
1992.

O Taxesmatter, but notalot. Theeffectivetax rates(82TAX and92TAX) arenegatively rel ated
to changesintotd employment. Theeffectivetax rateisdefined asthefull vduetax ratemultiplied
by themedianhomeva ueineachcommunity. Thisgivesameasureof theactud taxespaid, which
fluctuatewith property va ues, asopposedtotax rates, whichdonot. A higheffectivetax ratein
1982 playedavery small partinthedecisi onsleadingtojoblossesbetween 1982 and 1992.
Similarly, ahigh tax ratein 1992 is also related to job loss, but the effect is again very small.

Thisresearchisconsstent withthebody of literaturewehavereviewed. It saysthat taxesdoplay
apartintheeconomichealth of localities, but theeffectisnot largeand may beoutwei ghed by other
factors. Theresearchdsoindicatesthatitisdifficult for ol der citiesto competewith newer suburbsinclose
proximity. Lower taxesincitiesarenot enoughtoreversethetrend of businessdeclineinthecity and
growth in the suburbs.
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Effective Tax Burden & Property Value
Who Pays the Property Tax?

The debate over whor eal ly paystheproperty tax isthemost enduringinthepublicfinance
literature. Onthesurface, thequestionistrivial. Thepayeeistheonewhowritesthecheck. Yetin
practicetheproblemisfar morecomplex. Let’ sconsder commercid officespace. Leasesfor commercid
property arefrequently negotiatedona“triplenet” bas's, indicating that thequoted | easerateisnet of the
cost of taxes, utilitiesand maintenance. Withatriplenetlease, thetenant receivesabill for boththebase
rent andanitemizedlist of expensesfor theremaining costs. Inthiscase, it gppearsthat thelandlord has
successfully*“shifted” theburden of thetax ontothetenant. But what if thetenant isconsideringtwo
buildings, Camel ot Squareand Guinevere Gardens, that areidenticalexcept for thetaxes? Inthiscase,
the owner of Camel ot Square, themorehighly taxed building, will haveahard timeconvincinga
prospective tenant to pay thesamebaserent asheor shewould pay at GuinevereGardens. Theowner
of themorehighly taxed building usually absorbstheextratax throughareductioninthebaserent. In
effect, the tenant pays only part of the taxes at Camelot Square.

L et’ scond der what happenswhen Arthur (Camel ot Square’ sowner) wantstosdl| hisproperty.
Itturnsout that L ancel ot (who ownsGuinevereGardens) isasointerestedinsalling. Theprospective
purchaser (aningghtful investor named Merlin) refusesto pay Arthur thesameamount for Camd ot Square
asheiswillingtopay Lance ot for GuinevereGardens, arguingthat hecan' t get thesamebaserent. In
effect, Arthur paysthetax differentidinadvance by taking alossontheproperty whenit sells. After
Merlintakespossessionof both buildings, heappeal shistax assessment for Camel ot Squareandis
successful at gettingit reduced. After al, therecent market saledemonstratesthat Camelot Squareis
worth less than Guinevere Gardens.

Comparing Effective Tax Burden

Taxrateand property valuetogether determinetheactua taxespaidfor apieceof rea estate.
Evenif figuringout whoactudly bearstheburdenof thetaxisdifficult, wecan measureactud tax paidfor
different properties. Weattemptedto measurethetax paid per squarefoot of oacefor twodifferent types
of commercial real estate, McDonald’'s Family Restaurants and commercial office space.
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McDonald’s. Tax Per Square Foot
1995 Tax per Square Foot

McDonad’'s has several |ocations Gresce McDonald's mily Restaurants
. e e . . Roch —
acrossdifferenttaxingjurisdictionsinMonroe  wepsierfisge -
. Henrietta — o).
County’s towns and villages. Also, every Rochesier 3 “.s;aiLI
McDonald' sisessentidllythesameinthatthe  ciy averace ko)
: Henrietta — oss |
menudoesnot vary considerably fromplaceto Rochester 5 )
.. Rochester Feoo
place, and there are no “mega’ or “mini” I,%ggg%sl}g{{: 2 —
rondequol : |3 n$|9 L
McDonald's. Thevdueof differentlocations Pitistord . . T —
. . $0.00 $2.00 $4.00 $6.00 $8.00 $10.00
varies, of course, but theunderlyingassessment $ Taxfsq ft bldg

Source: Local Assessors

shouldadjust for thesedifferences. Tocontrol
for any differencesins ze, CGR comparedthetax paid per squarefoot of buildingacrassMonroeCounty .

Thefigureshowsthetax per squarefoot of building paid by eighteendifferentMcDonad' s
franchi seoperations. Onthisbass, the Town of Greecehasthel owest taxesat $2.65 per squarefoot and
the Town of Pittsford hasthehighest taxesat $9.60 per squarefoot. TaxeswithintheCity of Rochester
varyfrom$2.79t0$5.25 per squarefoot with

an average rate of $4.32 per square foot.
* Persd 1995 Tax per Square Foot

McDonald's Family Restaurants
7 i |

Oneinteresting featureof thisgraphis Buftalo — forlcity
the highratesof taxationinlrondequoitand  rochester - [@”ﬁ';ch‘ses
Pittsford, roughly doubletheother townsand Syracuse
thecity average. Furthermore, thecity average Utica - | | |
taxislessthanthat of Penfieldand Henriettaand Abany | | |
notthat muchdifferentfromother suburbantax  Binghamton . . . .

rates. Infact, certainMcDondd' slocationsin $0 $2 $$4 $6 $8 $10
Tax/sq ft bld

thecity pay lessintaxesper squarefoot than e

most suburban McDonald's.

Source: Local Assessors

Howmuchtax per squarefoot doesaM cDondd’ sfranchiseowner in Rochester pay compared
tohisor her counterpartsincitieslikeBuffa oand Syracuse? Surprisingly, Rochester isat thel ow end of
thescde. Only Buffdoislower withanaveragetax per squarefoot of $4.16. Utica, Albany, Binghamton
and Syracuse al tax their McDonald’ s owners at substantially higher rates than Rochester.
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1995 Tax Rates

per $1000 Fulll Value

Albany |

Utica |

Syracuse |

Buffalo* - |

Binghamton* — |

Rochester* - |
f f f f f
$0 $10 $20 $30 $40 $50
* indicates Non Homestead Rate
Source: Local Assessors

$60

1995 Commercial Property Values
McDonald's Family Restaurants

Rochester —

Buffalo —

Utica —

Binghamton —|
Syracuse —
Albany — 5276
| | | | | 1
$0 $50  $100 $150 $200 $250 $300

Full Value per square foot of building
Source: Local Assessors

What couldexplainthis? Astaxratesarehigher in Rochester, commercia property asset vaues
must belower. Thenext gragph comparesthefull vaueof asquarefoot of McDondd' sfranchisesacross
Rochester and other cities. McDonad' spropertiesappear tobeworth significantly lessinthecity of
Rochegter thanin Albany and Syracuseand even Binghamtonand Utica. Determiningwhether thevaue
of commercial property is broadly lower in Rochester would require more exhaustive analysis.

Office Space

CGRdsoconsderedofficespaceasa
classof property toobserveany effectsof dud
tax rates. CGR chose certainlarge office
propertiesinthecity and surrounding suburbs:
theMarineMidlandand Four Cornersbuildings
and the Lincoln First Tower in downtown
Rochester, Cornerstone Center in Gates,
Linden Oaks and Corporate Woods in
Brighton, TowersAirport Parkin Chili,and
WooddliffeOfficeParkinPerinton. Usngthe
same comparisonof tax paid per squarefoot,

1995 Tax per Square Foot

Area Office Parks

Marine Midland Bldg—
Cornerstone Centre —|Gates
Linden Oaks —{Brighton
Woodcliffe Office Park —|Perinton

Chili

Towers Airport Park —

Four Corners Bldg. -

Corporate Woods —{Brighton

Chase Tower —
T T T T T T
$0.00 $0.50 $1.00 $1.50 $2.00 $2.50 $3.00 $3.50

$ Tax/sq ft bldg

CGR found widevariationinthethreecity e el Assessors
properties, but ageneral confirmationof thefindingintheMcDonad’ sexample. Property val uesappear
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to adjusttokeeptaxespaidroughly comparableacrosstaxingjurisdictions. Asprestigebuildingslike
Chase Tower have limited substitutes in the suburbs, property values are more robust.

Of course, comparing city and suburban officepropertiesisdifficult, at best. Many downtown
propertiesaredready paying significantly lower taxesdueto payment-in-lieu-of -tax agreementswiththe
city, soour downtownsampleissmal. A moreexhaustivecomparisonisdesirable. Aswewereless
familiar with propertiesinother cities, wedid not conduct acomparisonof Rochester commercid office
space and that of other cities.

So, Who Paysthe Tax?

Inthecaseof commercid red estate, our datasuggest thet itistheownersof red estatewhobear
theburden of Rochester’ shigher real property tax rates. Or, inthecaseof property that haschanged
handsinthelast decadeor so, theformer owners. A bus nessperson seeking property toleaseislikeyto
find baserentsadjusted down (inaccordancewithlower underlying property va ues) to of fset thehigher
nonhomesteadtax rate. Thosewhoseek to purchasecommercid property findthat themarket priceof
theproperty hasbeendiscountedtoreflect the

higher tax cost. Cost of Rental Housing

Medilan Repts for 9.990

Unfortunatdly, thehighnonhomestead Buftalo T
tax rate hasaperceptual, aswell asared, vicad '

effect onbusinesslocationdecisons. While  Binghamton
theactual carryingcostsonaspecificproperty  Syracuse
may havebeenadjustedtoreflectthehigher ~ Rochester 7

$379

tax rate, thebusinesshasarecurring reminder Albany -1 —
of thetax rateintheformof itsannud tax bill. $0  $50 $100 $1§$0p izr?]%nizso $300 $350 $400

Whileamorecomprehensiveanalysisof the - source: u. s sureauof
comparative cost of doing business may
suggest otherwi se, theimmedi ate perception of theproperty owner or triplenet |essor may urgeamove

out of the city.

Rental Housing
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Thenonhomesteadtax rategppliestorental housinginbuildingswithfour or moreunits. Based
on 1990 Censusdata, weestimatethat about 40% of thecity’ srenta housingisinsuchunits® Thus40%
of landlords(by total units) arepaying nonhomesteadtax rates. Whilewehaveinsufficient detatoreach
afirm conclusion, several observations arein order:

(0] Thereislittlesuburban competitionfor affordablehousing. Weredl city renta housingtaxedat

the nonhomesteadrate, landlordswoul d beabl etoshift asignificant portion of thetax differentid
to renters.

O Rentsaresubstantially higher inthecity of Rochester thaninmost upstatecities. Theone
exception, Albany, hasardaively largecoreof “ upscae’ rentd housnginitsdowntownthat likely
Inflatestheaverage. Thenumber of upscaerental unitsin Rochester isfairly smdl incomparison.

O Higher Rochester rentsmust reflect amorelimited supply of units, permittinglandlordstocharge
higher prices.

Rochester landlordsappear tohavere atively greater market power thantheir fellowsinother
upstatecities. Greater market power enablesthemtoshiftalarger shareof their underlying coststo
tenants. In such amarket, we believe that asignificant share of the burden of overall property
taxes—including asubgtantia shareaf thenonhomesteed differentid on40%of therentd units—isbeing
shifted to renters.

Recommendations
Stabilize or Reduce Non Homestead Tax Rate

All other thingsbeingequd,, thecity shouldwork toreducetax ratesonnon homestead property.
High tax rates have the following effect on the business sector of the city:

>The Census reports three and four unit structures together. If 75% of these are three unit buildings, then
42% of totd rental housing is in buildings with four units or more. We ve been told anecdotaly by City
Assessment staff that the difference in tax rate has stimulated a large number of conversions of four unit
buildings to three unit occupancy. Thisiswhy we assumed that three-quarters of the combined total wasin
three unit buildings.
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(@) Hightax ratesdrivedownthetaxableva ueof nonhomesteadred estate, imposinganetlosson

the owners of non homestead real property in the city, particularly nonresidential property.

O Overtime, thelossinmarket va uewill reducethetax baseof thecity, €liminatingsomeor al of
the increased revenue gained from the increase in tax rate.

O  Areductioninthenet asset va ueof bus nessproperty reducestheincentivefor businessproperty
ownersto invest in maintenance and renovation of existing property.

O New gructuresarelikely toholdtheir valuelesswell inthecity thanintax jurisdictionswithlower

tax rates, reducingthereturnoninvestment fromnew construction, thusdi scouraging business
investment in the city.

Of course, dl other thingsarenotequal . A reductioninratefor nonhomestead property would
comeonly a theexpenseof anincreaseinratefor homestead property. Furthermore, areductionintax
ratewouldbeonly onefactor workingtoimprovethecity’ sability toretainand attract bus nessinvestment.
Our researchindicatesthat areductionintax ratewill, by itsdf,not haveadramati c effect onbusiness
investment in the city.

Agradual reductionintax rateisdesirableasthecity canaffordtodoso. Nonetheless, this
reductioninrateshould not comeat theexpenseof fundamenta improvementinother important aspects
of the business climate, including public safety and quality infrastructure.

Seek Revision of Homestead Tax Law Permitting Separation of
Residential & Non Residential Non Homestead Property

Higher tax rateson residentialnon homestead property almost certainly havetheeffect of
increas ngrentsfor residents, not reducing returnstolandlords. Withlittlecompetitionfromthesuburbs
for affordablerenta housing, city landlordscan shift muchor al of theburden of taxationtother tenants.
Rather thanforcing suburbanlandl ordsto beer part of theburdenof taxationinthecity, thehomestead/non
homesteadratedifferentia shiftspart of theburdenfromowner occupantsof snglefamily housngtorenters
inmultifamily housing. Asrenta housinginmultifamily Structuresservesasacl osesubstitutefor rental
housngingangleor smdl multifamily buildings, thehighnonhomesteed tax ratemay enableownersof sngle
or small multifamily rental real estateto chargehigher rents. L owering thetax rateon nonhomestead
residential housing would likely, over time, reduce the cost of rental housing in the city.
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A shift of theburdenfromres dentid nonhomestead property tohomestead property wouldlikely
reducethecost of rental housingfor thecity’ spoorer residentswhileshifting aportionof theburdento
moreaffluent owner occupants. Alternatively, thecity could choosetoshift moreof theburdentonon
residential nonhomestead property, althoughthiscouldreducethecity’ sability toretainandattract
employers, asdiscussed el sewhereinthisreport.. Asnoted above, theeffectivetax burdenonowner
occupantsinthecity isbel owthat of al suburban communitiesandwell below that of many. Whilean
increaseintax burden onmiddleclassres dentswoul dincreasetheincentivefor middieclassresidentsto
fleethecity for suburbanhousing, factorsother thanthelevel of taxationarea soinfluentia. Instable,
middleclassnei ghborhoodsof thecity, asmall increaseintheshareof thetax levy borneby homestead
property ownerswouldbeunlikdy totiptheba ancefor morethanafew resdents. Thisis, of course, an
empirical question on which CGR has not gathered data.

As part of the smplification in the Homestead Tax Law recommended below, CGR
recommends that thecity support achangein law per mitting separ atetax treatment of
residential and non residential non homestead property. With such authority, CGR
recommends that the city implement a phased-harmonization of tax rates on all
residential real property.

Support Simplification of the Homestead Tax Law

Officeof Red Property Sarvicessaff havediscussed theva ueof amuch-s mplified homesteed tax
law that would permit jurisdictionsto set tax differential sfor different classesof property without the
needlesscomplicationof historiclevy shares. ThiswouldfreeRochester and other citiesfromthearcane
rulesgoverningthepresent ratedetermination. They dsorecommendthat thedifferential inratebetween
property classesbelimitedwithinarange(asanexample, bus nessproperty tax ratesmight belimitedto
perhaps150%of theresidentia rate). Thiswould saveother municipditiesfromthedifficult pogtionin
which Rochester finds itself. We recommend that the city of Rochester support
simplification of the Homestead Tax L aw.

Thecity shouldwork withthe Officeof Redl Property Servicestoensurethat thischangepermits
separate treatment of residential and non residential non homestead property, as discussed above.
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Seek Special Legislation Permitting Rochester to Reduce Non
Homestead Rate Prospectively

Thebest dternativefor thecity of Rochester andthestateof New Y ork isaradical smplification
of theHomestead Tax Law that would permit Significantly grester fresdomfor individud taxingjurisdictions
intheadministrationof tax ratedifferential sacrossproperty classes. If such sweepingreformisnot
politicaly feesble, itmay bepossiblefor Rochester toreca vespedid tax trestment engblingit toimplement
change on its own.

Rochester may wishto cons der specid legidation permitting thecity toreduceitsnonhomestead
tax ratesubstantialy for al new construction, providinglong-termor permanent tax abatement for new
entrants. The485b exemption permitsonly a50%reductionintax andthat only for alOyear period.
Whilethe485bexemptionishd pful, theresultingrateisstill higher thanthehomestead tax rateand begins
toincreasefairly quickly. A moresubstantial reductionfor new constructionwould complement an
i ntentiond policy todowly reducethehomestead/nonhomesteed differentid .CG R recommendsthat
Rochester seek special legislation permitting all new non homestead real property
investment to betaxed at arate below the non homestead rate.

Provide Incentives for Expansion/Retention/Attraction

Thedity of Rochester dreedy alowsgenerouspayment-in-lieu-of-tax agreementsfor large-scae
newbus nesscongruction. Whilewehavenot studied themagnitudeof theincentivesinthecontext of
suburban competition, webelievethat continued useof incentivesisnecessaryif thecityis
to continueto attract new business and retain established firms.

Thecity aready takesadvantageof section485b of theReal Property Tax Law, permittingan
exemptionfromtaxationfor al busnessproperty. Weendorsethispracticeasit extendssomeof thetax
savingsoftenavailabletolargefirmstosmall and medium-szed businessenterprises. Thecity doesnot
avall itsdlf of new provisionsin485b allowingad ower reductionintheva ueof theexemption. CGR
recommends that the city administration work to establish an Industrial and
Commercial Incentive Board in order to adopt the mor e gener ous exemption.
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Conclusions

Thedifferentia intaxation between homestead and non homestead property presentsaparticular
policy chdlengetothecity of Rochester. Thechargeto CGRinconductingthisandysswastodetermine
the extent of damagecausedtothecity economy by thepolicy of taxingnonhomestead property et arate
2.5 timesthat of residential property.

Our andys sof employment and payroll trendsin 155 Northeestern citiesconfirmsthefindingsof
alargenumber of empiricd udies Tax ratedifferential sdoaffect businesslocation decisons, but only a
the margin. Few firmswill makeal ocationdecisonbased solely ontax rates. Moresignificantly, other
factorssuchasthequdlity of thelocal infrastructure, public safety considerationsand thequality of the
workforce have been shown to be far more important to the location decision of the firm.

Taxratesand property val uesarenot determined separatel y fromoneanother. Whenthereare
closesubgtitutesreadily availableinan adjacent community, anincreasein property taxeswill reducethe
vaueof redl estate. Whiledl factorsreatingtothebus nessl ocation decision contributetothemarket
vaueof property, therd atively highnonhomestead tax ratehasprobably alsohad aneffect. Thusthe
burdenof taxationfor nonresidentia businessproperty isgeneraly borneby theproperty owner. Renters
of businessproperty havemany dterndivestesouts dethecity and areabletoforcetheowner of property
to absorb the tax rate differential through areduction in base rent.

Resdentid rental of nonhomestead property isvery different. Asvirtudly theentiremarket supply
of affordablerental housinginthemetropolitanareaisconcentratedinthecity, landlordshavesufficient
market power toshift theburden of thenon homestead tax rateontotenants. Webedievethat thishasa so
bidupthemarket priceof renta homestead property, creetingthewiddy observed disparity betweenthe
carrying costs of single family housing in the city and the rents charged by Rochester landlords.

CGR recommendsagangt arapid shift of tax burdenfromnonresidentid toresdentid redl etete,
althoughwedorecommendthat thedifferential bereduced over time. Weendorsethepracticeof
providing tax abatement tonew congructionasaway of dowly dosngthegap. Wedsorecommendthat
the city explorechangesin statelaw that woul d rationali zetheHomestead Tax Law andfacilitatea
reductioninthetax ratedifferentia betweenhomestead property andresidentia nonhomestead property.
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