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THE ROAD TO REFORM:
A Blueprint for Modernizing and Simplifying

New York City’s Property Tax System

FINAL REPORT






Dear Mayor de Blasio and Speaker Johnson:

On behalf of the members of the New York City Advisory Commission on Property Tax Reform, | am pleased to
transmit this final report on reforming New York City’s property tax system. Real property tax reform is a com-
plex and not easy subject to undertake. Carrying out this reform effort and holding public hearings through the
COVID-19 pandemic added additional unforeseen obstacles.

The Commission was proud to release a preliminary report on January 31, 2020 with 10 initial recommen-
dations that, if enacted, would constitute the most significant reforms to the current property tax system
since its inception 40 years ago. After the Commission released the preliminary report, we were poised
to immediately continue our work. A hearing in Staten Island was scheduled for March 12, 2020, to
solicit feedback on the 10 initial recommendations, hearings in other boroughs were being sched-
uled, and further modeling was underway for the Commission’s consideration. The notion that our work
would be interrupted by a once-in-a-century pandemic was not contemplated in our workplan, so when it
became necessary to cancel the Staten Island hearing and pause our deliberations, our momentum was natu-
rally interrupted.

We are glad that we were able to continue the work we started and deliver this final report that will hopefully
be a resource to you and your successors, other policymakers, the general public, and to all stakeholders who
want to see a fair, equitable and transparent property tax system.

The Commission resumed its work in the Spring of 2021, holding another five public hearings and meeting
regularly to discuss and analyze data and modeling. The Commission’s work in the past several months was
to refine its initial recommendations to meet the mandate you set forth to evaluate the existing property tax
system with the goal of issuing recommendations to make the system “simpler, clearer, and fairer, while ensur-
ing there is no reduction in revenue used to fund essential City services.” We believe this final report accom-
plishes the mandate with which we have been charged.

| want to express my deep gratitude to members of the Commission who voluntarily devoted countless hours
to the effort and participated with vigor, creativity, and intellect. | also want to acknowledge the team of dedi-
cated and talented expert staff who provided detailed information and analysis without which the Commission
could not complete its work.

This project could not have been completed without the staff leadership provided by Sherif Soliman who began
the effort as Senior Advisor to the First Deputy Mayor and completed it as he took on the additional role of
Finance Commissioner for the City of New York. On behalf of the entire Commission and its staff, | thank him
for his service.

Sincerely,

ﬁ.//{-__.——

Marc V. Shaw
Chairperson
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The 10 recommendations in the preliminary report
would make the system more equitable and under-
standable by:

2 Creating a new tax class for small residential
property owners: 1-3 family homes, condos,
coops, and 4-10 unit rental buildings, ensur-
ing that rules are applied uniformly regard-
less of property type;

2 Valuing property in this new residential class
based on sales-based market value, thereby
ending the statutory requirement to value
coops and condos based on comparable
rental buildings;

2 Ending fractional assessments which differ by
property class and confuse property owners;

2 Removing assessed value (AV) growth caps,
widely recognized as one of the primary driv-
ers of inequity, and phasing in market value
changes over five years instead;

9 Creating targeted owner relief programs—a
partial homestead exemption and a circuit
breaker; and

9 Replacing the complicated class shares system
with a simple, more transparent system
where individual tax class rates are fixed for
five-year periods, unless deliberately changed
by the City Council and the Mayor. If deliber-
ately changed, all class rates would change
proportionally.

At the same time, the Commission recommends that
the coop-condo tax abatement be eliminated, since
the inequities between 1-3 family homes and coops
and condos are addressed through the recommended
structural changes. Other personal exemption pro-
grams should be continued?.

The thrust of the recommended changes in the pre-
liminary report would make the system simpler, fairer,
and transparent since 1-3 family homes, coops,
condos, and small rentals would be in the same tax
class, valued using the same methodology, and treated

the same way with respect to market value changes.
The removal of fractional assessments would make
it much easier for taxpayers to understand their bills.
These structural changes would redistribute approxi-
mately $1.8 billion of the tax burden within the new
residential class without changing the total levy gen-
erated by the property types in the new class (for
Fiscal Year 2021) or altering the tax burden of other
property classes. The re-distributive impact within the
new residential class is a significant change, making
New York City’s property tax fairer and easier to
understand.

The Commission decided to include small rentals in
the new residential class because there are enough
of them to base assessments on comparable sales,
like the rest of the class. In contrast, from an own-
ership perspective, large rentals (more than 10 units)
are akin to other income-producing commercial prop-
erties, and as such are valued and taxed by the same
approach as class 4 commercial parcels. Therefore,
the Commission does not recommend their inclusion
in the new residential class.

In addition, the targeted owner relief programs would
make the system fairer by helping low- and moder-
ate-income primary residents better afford their tax
bills. The programs would also reward primary resi-
dent ownership as an important contributor to the
stability of neighborhoods.

Upon the conclusion of the public hearings,
Commission members met regularly to review the
feedback from the public and analyze additional
modeling with the goal of refining the recommen-
dations. The Commission reviewed several models
and determined that relying on structural changes
alone would mean applying a blunt instrument to
change a complex, interrelated system that needs tai-
lor-made solutions. The Commission concluded that
successful and far-reaching reform requires that hori-
zontal equity—the principle that properties of similar
value should be taxed similarly—should be tempered
given the diversity and complexity of New York’s
residential market. Specifically, the Commission rec-
ognized that the ability-to-pay principle has been

2 Current personal exemption programs include Senior Citizen Homeowner Exemption (SCHE), Senior Citizen Rent Increase Exemption
(SCRIE), Disabled Person Rent Increase Exemption (DRIE), Veterans Exemption, Disabled Homeowner Exemption, Physically Disabled

Crime Victim Exemption, Clergy Exemption & School Tax Relief (STAR).
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the longstanding foundation for tax exemptions
and abatements for particular populations, such as
the Senior Citizen Homeowners Exemption and the
Disabled Homeowners Exemption.

The Commission has chosen to present options—
choices and alternatives (some complementary)—in
order to generate a wide discussion and policy debate
over property tax reform. While options may differ,
they all share a common purpose: they would make
ETRs more equitable, reverse the regressivity seen in
condo and coop valuations, and create a more dura-
ble model where inequities caused by assessed value
growth caps are eliminated.

The following options for targeted owner relief are
presented for consideration by City and State offi-
cials, community and advocacy groups, industry
stakeholders, and all members of the general public
who have a stake in ensuring New York City has a fair
and understandable property tax system.

Targeted Owner Relief Programs

The new residential class proposed by the Commission
is comprised of approximately 1.36 million properties,
including individual coop units, with an approximate
sales-based market value of $1.45 trillion. The com-
position of the new residential class, in and of itself,
represents a dramatic reshaping of the residential
landscape for purposes of property taxation in New
York City. Providing meaningful relief to primary resi-
dent owners is costly as inequalities have built up over
a number of years. Relief programs, even targeted
ones, are expensive; trying to address them has been
a critical part of the Commission’s work.

The Commission recommended a partial homestead
exemption in its preliminary report that would reward
owners who use their property as their primary resi-
dence. The Commission presents here two versions of
this partial exemption—a flat rate partial homestead
exemption and a graduated marginal rate partial
exemption—to illustrate different possibilities. Either
could be adopted.

1. Flat Rate Partial Homestead Exemption or
Graduated Marginal Rate Partial Exemption

A. Flat Rate: A flat rate partial homestead exemp-
tion of 20 percent of sales-based market value
would be available to primary residents with
income less than $500,000; the exemption
gradually phases out beginning at $375,000.
For primary residents with income less than
$375,000, the 20 percent exemption would
remain unchanged. However, as incomes
increase above $375,000, the exemption per-
centage decreases as shown in Table 1, below.

Table 1
20% Flat Rate Exemption

ome e

< $375,000 20%
$400,000 16%
$425,000 12%
$450,000 8%
$475,000 4%
$500,000 0%

The flat rate exemption of 20 percent is available to
eligible primary resident owners regardless of sales-
based market value. Since it is a fixed percentage,
higher-valued parcels will receive a higher dollar ben-
efit. As shown in Example 1, a homeowner with a
$400,000 income would receive a 16 percent partial
exemption. Since the property’s value is $2,500,000,
the exempt value would be $400,000.

Example 1
20% Flat Rate Exemption
Income Sa:\(;lz-r?(aeied Exlfng‘:: ' E\’;:mzt
Value Percentage
$100,000 $400,000 20% $80,000
$100,000 $800,000 20% $160,000
$400,000  $1,000,000 16% $160,000
$400,000  $2,500,000 16% $400,000
$500,000  $2,500,000 0% $0
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Owner-occupied units of small rental buildings would
qualify for a prorated exemption based on the number
of units in such buildings.

B. Graduated Marginal Rate: A graduated mar-
ginal rate partial exemption applies a variable
exemption percentage of up to 30 percent,
depending on a parcel’s sales-based market
value. Like the flat rate partial exemption, the
benefit is available to primary residents with
income less than $500,000; the exemption
gradually phases out beginning at $375,000
(using the same method to calculate the ben-
efit reduction in the phase-out range as used
in the flat rate exemption). Unlike the flat rate
partial exemption, the exemption benefit per-
centage for lower-valued parcels is higher than
that for higher-valued parcels.

As shown in Table 2, the marginal exemption bene-
fit percentage declines as sales-based market value
increases. For example, the maximum exempt value
a primary resident owner of a $1 million home could
receive is $250,000 based on a 30 percent exemp-
tion for the first $500,000 in value ($150,000), and a
20 percent exemption for the remaining $500,000 in
value ($100,000). There is no exemption benefit for
any sales-based market value over $5 million; there-
fore, the maximum benefit an eligible property owner
can receive is $525,000.

Example 2

Table 2: Example of The Graduated Marginal
Rate Exemption Structure

For the Portion

Primary Resident with Income <$500K
of Sales-Based

Market Value Marginal Percent Maximum
Between Exempt Exempt Value
$0-$500K 30% $150,000
$500K-$1M 20% $250,000
$1M-$2.5M 10% $400,000
$2.5M-$5.0M 5% $525,000
$5M or More 0% $525,000

Notes: Marginal exemption percentage in each row applies to all
value above the previous exemption percentage category, up
to the value in the row. Sales-based market value in excess
of $5M is 0% exempt.

Once the owner's income is evaluated, the correct
exemption percentage would be computed based
on the parcel’s sales-based market value. As shown
in Example 2, an owner with income of $100,000
would receive the unreduced exemption benefit
of $120,000 in exempt value on a property with a
sales-based market value of $400,000 or $210,000
in exempt value on a property with a sales-based
market value of $800,000. However, the owner of a
$1 million property with $400,000 in income would
see a 6 percentage point benefit reduction for the
first $500,000 in market value and a 4 percentage
point benefit reduction for the remaining $500,000
in market value.

While the features of this partial homestead exemption introduce another layer of complexity in a system that
the Commission is trying to simplify, it is progressive since it supports deeper benefits for lower-valued parcels.

30% Graduated Marginal Rate Exemption

Income h::IrT(se-tB\i;;f:e Exemption Benefit Percentage E\’;:m gt
$100,000 $400,000 30% $120,000
$100,000 $800,000 30% of first $500K, 20% of additional $300K $210,000
$400,000 $1,000,000 24% of first $500K, 16% of additional $500K $200,000
$400,000 $2,500,000 O romalg §320,000
$500,000 $2,500,000 0% $0
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Like the flat rate partial exemption, owner-occupied
units of small rental buildings would qualify for a
prorated exemption based on the number of units in
such buildings.

2. Circuit Breaker

Property tax circuit breakers address the problem of
affordability. They are common across the country.

Several options exist on how to design them with
levers such as tax-to-income ratio, benefit percent-
age, and the income threshold at which primary resi-
dent owners would qualify. Some circuit breakers are
implemented through the property tax system while
others may take the form of a credit against personal
income taxes. Last year, as part of the enacted state
budget, the New York State Legislature enacted a cir-
cuit breaker as a credit against personal income taxes.

The Commission is recommending a circuit breaker,
implemented through the property tax system,
because even after applying the partial homestead
exemption (flat or graduated), property owners may
still be facing unaffordable tax bills relative to their
income. The circuit breaker presented here provides
an additional tax reduction for primary residents
with incomes below $90,5503. The benefit gradually
phases out beginning at $58,000. If a primary res-
ident owner’s property tax bill, after including the
partial homestead exemption and any other existing
exemptions, exceeds 10 percent of their income, the
owner is eligible for the circuit breaker. For incomes
below $58,000, the benefit is 100 percent of the tax
above the property-tax-to-income threshold of 10
percent, up to $10,000. For incomes above $58,000,
the benefit percentage would be reduced according
to the schedule in Table 3.

Table 3

Circuit Breaker

Income Benefit Percentage*
< $58,000 100%
$65,000 78%
$70,000 63%
$75,000 48%
$80,000 32%
$85,000 17%
$90,550 0%

*Note: Percent of tax above property tax to income threshold
eligible for the circuit breaker

The Commission believes that the elements of this
circuit breaker would meaningfully alleviate the tax
burden for eligible primary resident owners. Example
3 illustrates the benefits that would be provided to
homeowners at certain income levels. For example,
a primary resident owner with an income of $75,000
would be eligible for a circuit breaker equal to 48
percent of their property taxes exceeding the tax-to-
income threshold of 10 percent, up to the maximum
benefit of $10,000.

Example 3
Circuit Breaker

Tax Bill Tax Amount Benefit Circuit

Income After  Over 10% of P Breaker
ercentage

Reform Income Value
$30,000 $5,000 $2,000 100%  $2,000
$50,000 $8,000 $3,000 100%  $3,000
$75,000 $10,000 $2,500 48%  $1,194

These relief programs need to be funded and any
enhancements to the programs’ design carry an addi-
tional cost. Regardless of what the ultimate design
might be, the Commission’s mandate of revenue neu-
trality means that reform proposals must be funded
so there is no reduction in revenue used to fund City
services. Potential revenue sources are covered in the
following section.

3 The $90,550 threshold was chosen as it is the FY21 income limit for enhanced School Tax Relief (STAR). In FY22, the enhanced STAR limit
is $92,000. Enhanced STAR is for primary resident owners where one owner is over 65, with income under the stated threshold.
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Funding Targeted Owner Relief Programs

The Commission examined different funding sources
for the primary resident owner relief programs in order
to maintain the Commission’s revenue neutrality man-
date. Various options exist and the ultimate need will
depend on the final approach that is adopted. The
Commission highlights potential funding approaches
for policymakers to evaluate and potentially consider.
The funding options are not mutually exclusive — a
hybrid funding approach could be applied to gener-
ate the necessary revenue to fully fund relief.

1. Fund relief by calibrating the tax rate for the
new residential class

Property taxation under the proposed reforms would
be significantly different from today’s system. One
of the most common concerns expressed during the
public hearings was the misperception that elimi-
nation of fractional assessments would mean that
today’s tax rate would be applied to a property’s full
market value and lead to large property tax increases.
However, with relief the tax rate needed to provide
current revenue would be lower, since it would be
levied on a much larger tax base (full market value).

For example, Fiscal Year 2021 tax rates for class 1 and
class 2 properties of 21.045 percent and 12.267 per-
cent, respectively, would not be the tax rates used in
the new system because the structural reforms are
expanding the market value of properties in the new
residential class and, with the elimination of fractional
assessments, the taxable base. With the larger taxable
base, a lower tax rate achieves revenue neutrality.

The Commission’s models estimate a revenue
neutral tax rate of 0.814 percent, prior to imple-
mentation of the recommended homeowner
relief programs.

The partial homestead exemption and circuit breaker
could be funded directly through the tax rate. This
would require adjusting the 0.814 percent tax rate
to achieve the revenue neutrality mandate given
the desired combination of relief programs, i.e.,
flat rate homestead exemption and circuit breaker

or graduated marginal rate exemption and circuit
breaker. The targeted primary resident relief would
more than offset the tax impact of a higher tax rate,
resulting in lower ETRs for most primary residents
than without such relief. This rate adjustment could
also be applied across the entire system.

2. Fund relief with new revenue sources

The generation of new revenue to fund relief could
come from various sources — some ideas have been
proposed in the past and are pending in the State
Legislature, while other ideas were raised during the
public hearings. Commission members recommend
considering a diverse set of options to fund relief,
options that would either fully fund relief or gener-
ate enough funding when paired with a recalibrated
tax rate to achieve the same result. The Commission
reviewed different funding sources that all require
additional legal, economic and policy evaluation,
in particular given the ongoing concerns regarding
the COVID-19 pandemic and the recovery efforts
underway.

Some Commission members support State legislation
that would increase property taxes for properties with
a market value exceeding $5 million which are not
primary resident owner occupied®. Such legislation
would apply new rates on the marginal value over
bracket thresholds defined in the legislation for 1-3
family homes, coops, and condos.

Some Commission members want to explore a public
safety fee to help support specifically the provision of
police and fire protection. Their argument is based on
the concern that fully exempt private parcels account
for 20 percent of the total billable assessed value.
Therefore, the remaining taxpayers are responsible
for all police and fire protection in New York City. By
imposing a fee on all or a select group of these prop-
erties in the City, such a new revenue source could be
used to offset a rate increase. The Commission rec-
ommends a review of the legal, economic and policy
considerations associated with the imposition of such
a fee, including an impact analysis of the fiscal conse-
guences and any hardship that the fee would impose.
The findings of the analysis will help inform both the

4 Senate Bill 544 and Assembly Bill A4540, introduced in the 2019-2020 regular session, use sales-based market values for 1-3 family,
condos, and coops to determine the pied-a-terre surcharge for eligible properties. More recent versions of the bill specify using assessed
value thresholds for condos and coops since they are not currently valued via a comparable sales model.
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10.

The Commission has reached consensus on 10 final recommendations:

The Commission recommends creating a new expanded residential class, consisting of 1-3 family homes,
coops, condominiums, and 4-10 unit rental buildings. The property tax system would continue to consist
of four classes of property: residential; large rentals; utilities; and commercial.

The Commission recommends using a sales-based methodology to value all properties in the
new residential class.

The Commission recommends ending fractional assessments for all property types. Each property would be
assessed at its full market value. This will result in an increase in the taxable base and the tax rate required
to generate the same level of revenue will decrease.

The Commission recommends eliminating current assessed value growth caps for the new residential class
and instituting five-year transitional treatment for market value growth, whereby year-on-year changes in
market values are phased-in over five years at 20 percent per year.

The Commission recommends creating a partial homestead exemption for primary resident owners in the
new residential class. This exemption should be either a flat rate or a graduated marginal rate exemption
for primary resident owners with incomes up to $500,000, with a phase-out of the benefit for owners
with incomes exceeding $375,000. The Commission recommends retaining all existing personal exemption
programs and eliminating the current coop-condo abatement, since recommendations 1-4 negate the need
for an abatement to address inequities between 1-3 family homes and coops and condos.

The Commission recommends creating a circuit breaker, based on the ratio of property tax to income, in order
to reduce the property tax burden on primary resident owners. The circuit breaker should be for primary
resident owners with a ratio of tax paid to income exceeding 10 percent and incomes below $90,550, with
the benefit phasing out for incomes exceeding $58,000. The benefit amount should be capped at $10,000.

The Commission recommends eliminating the current class share system and replacing it with a system that
freezes relative tax rates for five-year periods. Under the new system, while the Mayor and the City Council
can adjust tax rates, the tax rates for all classes may only be altered on a proportional basis within each
five-year period. There would no longer be changes in tax rates driven by market value shares, as under the
current system. Every five years the City would conduct a mandated study to analyze whether adjustments
are needed in order to maintain consistency in the share of taxes relative to the fair market value borne by
each tax class.

The Commission recommends that for properties not in the new residential class (rental buildings with
more than 10 units, commercial parcels, and utilities), current valuation methods be maintained. There will
be separate tax classes for rental buildings with more than 10 units, commercial parcels, and utilities. As
noted in recommendation 3, the Commission recommends removing fractional assessments for all these
tax classes.

The Commission recommends that for the new residential class, phase-in to the new system should occur
over five years. When a property transfers during the five-year transition period, it will be fully phased into
the new system the fiscal year after the transfer.

The Commission recommends the City institute a mandatory comprehensive review of the property tax
system every 10 years by the City.

Further details on the Commission’s recommendations can be found in the main body of this final report.
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