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Thank you for the opportunity to submit testimony. The mission of the Citizens Budget
Commission (CBC) is to achieve constructive change in the finances and services of the New
York State and New York City government.
There is broad consensus that New York City’s largest and most stable revenue source, its
property tax, lacks transparency and equity. The Advisory Commission has the challenging
task of proposing a redesign of the property tax that both addresses its shortcomings and
preserves its crucial role in the City’s fiscal health. In line with those dual objectives, CBC
makes the following recommendations, each of which is explained in detail below:















Move cooperatives and residential condominiums to Class 1 with one-, two-, and
three-family homes.1 The three remaining classes would remain residential rental
buildings (Class 2); utility properties (Class 3); and commercial properties (Class 4).
Class 1 should face the lowest tax burden, as measured by the effective tax rate (ETR,
defined as taxes as a share of market value), with increasing ETR’s for residential
rental buildings, utilities, and commercial properties. The Commission should also
consider whether underutilized buildings and land merit differential tax treatment.
Valuation for tax purposes should reflect actual real estate market value, using more
transparent methods that take advantage of the substantial data available to the
Department of Finance (DOF).
Full market value should be the starting point for assessing the tax base.2 Differential
ETRs to favor residential properties can be achieved through either differential
assessment or different tax rates; the Commission should weigh the benefits and
drawbacks of each.
The existing class share system should be eliminated.
Stability of the property tax should be achieved by phasing-in market value changes
over three years for all parcels. Caps and phase-ins as currently structured should be
eliminated.
To ease burdensome tax bills, rebates should be provided of owner-occupied
residential property taxes based on household income when tax bills exceed a set
share of income. This “circuit breaker” should replace certain existing tax reduction
programs.
Transition to the new system should occur over a five-year period.

Classification
Property classification is intended to support City policy goals by mitigating the tax burden
on certain types of properties. For example, one-, two-, and three- family homes are in Class
1 and receive preferential treatment in order to support homeownership. Cooperative and
residential condominium units, despite being owned homes, are in Class 2. Some of these
homeowners receive abatements to try to compensate for the discrepancy. This inconsistent
treatment should be remedied by moving cooperative and residential condominium units into
Class 1. The remaining classes should be maintained.
The property tax should not be structured to incentivize the development of commercial
uses over residential uses. It is appropriate that income-generating properties, including Class
2 rental apartment buildings as well as Class 4 commercial property, are taxed more heavily
than Class 1 residences. However, the tax burden on income-producing residential buildings
should be less than on commercial income-producing property to maintain and boost the
City’s supply of rental housing. Homeowners should have the lowest tax burden.3 Class 3
currently faces the highest ETR, even though high utility taxes are passed on to ratepayers;
the Commission should consider whether it is appropriate to bring Class 3 closer in line with
Class 4. Additionally, the Commission should look at mechanisms to address the
underutilization of property and land in the city.
While differential tax burdens among property classes are justifiable in the service of policy
goals, the divergence should not be too large. Currently ETRs of commercial and rental
properties are four to five times those of owner-occupied homes, which is far higher than in
most other cities. A report on the largest city in each of the 50 states indicates that ETRs on
commercial properties are no greater than 2.25 times that of owner-occupied homes in 46 of
53 cities.4
Valuation
It is important to the credibility of the property tax system that methods of valuation are
clear and transparent.
Class 1 homes, including cooperative and condominium units, should be valued in the same
manner and valuations should reflect the real estate market. Data from sales of comparable
properties can be used to provide an appropriate value because there are a sufficient number
of arms-length transactions to develop robust models. One- to three-family homes are
currently valued in this manner, but cooperatives and condominiums are valued based on the
income stream of comparable rental buildings, which produces values substantially below
sales prices.5
The City’s well-established system of collecting real property income and expense data
should allow for robust income-based valuation of rental and commercial property. Netincome capitalization, which captures the expected rate of return on a building’s income
stream through a capitalization rate, is currently used to value these properties.6 However,

the models often produce values that are less than half of sales-based values, indicating the
methodology needs improvement.7 Specifically, DOF should provide more information on
the setting of capitalization rates used to translate net operating income into market value, as
the calculation of the rate is not transparent.8
Utility property is generally valued by the State using replacement cost, and this method
should be retained; limited sales data and regulation of the rates make valuation based on
sales or income inadequate. Reductions (or increases) in the utility property tax levy are
generally passed on to ratepayers through the utility rate setting process.
DOF should be required to conduct annual sales-ratio studies for all classes except Class 3
utility property to assess the validity of the valuations by comparing recent sales prices to
DOF market value.9 Transparent analysis and reporting of these statistics would provide
greater accountability and foster respect and legitimacy for the valuation system.
It is important to note that changes to the value of the City’s taxable real estate will also have
indirect fiscal impacts.10 The Constitutional debt limit sets the maximum outstanding debt for
New York City at 10 percent of the five-year average of market value. Similarly, the
maximum property tax revenue that can be raised and used for operating expenses,
excluding long-term debt, is set at 2.5 percent of the five-year average of market value. If
improvements to the valuation increase the City’s total market value, both limits would likely
increase, granting greater flexibility to both take on additional long-term debt and to increase
the overall property tax levy.
Assessment and Setting the Tax Rate
The starting point to determine tax liability should be 100 percent of market value.
The current caps on and phase-ins of assessed value growth distort ETRs and should be
eliminated. These mechanisms were intended to reduce sudden, significant changes in tax
bills, but the well-documented impact over time has been to impose inequitable tax burdens
within property classes, with properties in rapidly appreciating neighborhoods facing lower
ETRs than those in neighborhoods with more stable real estate markets.11
Similarly, the fixed class shares result in substantially higher ETRs for commercial and rental
properties and should be eliminated. Class shares currently limit the portion of the levy that
can be raised from each class to historical shares, allowing only incremental annual change.
Instead, imposing lower tax burdens on certain types of properties should be done in a simple
and straightforward way by taxing a lower percentage of full market value (known as
fractional assessment) or by setting a lower tax rate for that class of property. For example,
Class 1 homes could be taxed on 50 percent of their market value, not 100 percent.
Alternatively, the tax rate on such properties could be lower than the rate set on others. A
third option, used by some states and municipalities, is a homestead exemption that exempts
a portion of the value of owner-occupied residential property from taxation.12

As noted above, the differential in tax burdens should not be as great as it is in the current
system; the Commission should consider setting limits for how much variation there can be in
ETRs across classes.
Stability of the Property Tax
While it is important for the property tax system to provide stability to both taxpayers and
the City, the current combination of caps, phase-ins, and abatements is distortive and leads
to inequities in burdens between properties in the same tax class and contributes to
discontent and misunderstanding among taxpayers.
Lower-income residential property taxpayers can be protected appropriately from sudden
increases in property values through rebates of their taxes based on income–generally
referred to as a circuit breaker. A circuit breaker that refunds the portion of property taxes in
excess of a set percentage of a household’s income can provide targeted relief to those in
need. It should replace programs such as the Co-op and Condo Abatement that benefit many
wealthy owners and can be designed to incorporate the beneficiaries of the Senior Citizen
Homeowner Exemption as well as other households that spend a disproportionate portion of
their income on the property tax. The design of a circuit breaker needs careful consideration
as to thresholds, income limits, and other eligibility criteria; as an example, the circuit breaker
could apply to property taxes on residential properties that exceed 5 percent of household
income for households with income below $100,000.13
For the City as well as property owners, there are benefits to gradually reflecting changes in
the market through slower growth in assessments to provide insulation from sudden,
significant changes in the market.
Therefore, a market value-based assessment system should be adopted and changes in
market value across all properties and classes should be phased in over three years. The
current five-year phase-in of assessment increases, and the 20 percent cap on assessed value
growth over five years on Class 1 homes result in foregone revenue by delaying or foregoing
the recognition of the growth. Reducing the phase-in from five years to three would halve
the lost revenue from phase-in properties while still providing stability in valuation over
time.14
Transition to the New System
The substantial changes recommended would result in redistribution of the property tax levy
across properties in the City. Additionally, since property taxes are taken into account in
sales prices and market values of property, the transition could result in price adjustments in
the market. To temper these changes, the new system should be phased in over five years.
Essentially, the City would calculate tax liability under the new system and an estimate of the
liability under the existing system and reflect an additional one-fifth of the difference
(negative or positive) in each of the five transitional years.

The Property Division of DOF should be able to implement these recommendations with the
existing resources; property tax reform should not increase the City’s cost to administer the
tax.
Conclusion
Attempts to reform the property tax system since it was adopted in its current form in 1981
have been largely unsuccessful and many of the most prominent inequities are a result of the
structural features. To address meaningfully the disparities and provide New Yorkers with an
equitable and transparent property tax system, a comprehensive redesign is needed. While
the transition is likely to be difficult and may be unpopular among some taxpayers, it is long
overdue and necessary to assure the City has a property tax system that functions simply,
fairly, and effectively well into the future.
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