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Executive Summary

Real property tax plays and important role in government finance, cost of living, real estate
investment, housing supply and demand, as well as tourism. The literature regarding real property
tax shows that the tax is a relatively stable income source, difficult to avoid, and easy to collect.
Furthermore, property tax can be exported to out-of-state property owners and reduce the federal tax

burden for Hawaii residents.

This report examines the current status of real property tax in the State of Hawaii with regards to its
role in government finance and residency of property owners. Scenarios related to property tax
increases are also presented. The impact of real property tax on real estate investment, on housing
supply and demand, and on the welfare of home owners and renters will be addressed in future

studies. A summary of the current report is as follows:
A few facts about Hawaii’s Real Property Taxes

e Hawaii is one of the 14 states in the United States where property taxes are not levied at the
state level, only the county level.

e Nearly one third (32.3 percent) of the property taxes were contributed by property owners
residing out-of-state.

e The growth of Hawaii’s real property tax base (valuations) is correlated the general economic
cycle; the growth of tax base slowed when unemployment rates were high and vice versa.

e Property taxes are paid by all income groups. The home ownership rate by household income
group ranges from 35.1 percent of households with household income less than $25,000 to
85.7 percent of households with $200,000 or more.

State and Local Government Fiscal Analysis
State and local government revenue and expenditure estimates are based on the 2014 data compiled
from the U.S. Census Bureau’s Annual Survey of State and Local Government Finances (released in

December 2016).

e Hawaii’s state government share of general revenue from own sources (combined state and
local government) is 74.7 percent, which is above the U.S. average of 55.2 percent and ranks

Hawaii 5" highest among the 50 states.
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e Hawaii’s state government share of combined state and local government expenditure (current
operations) is 79.8 percent, which is above the U.S. average of 43.7 percent and ranks Hawaii
as the highest state in the nation.

e Hawaii’s sales tax (GET) share of general revenue from own sources (combined state and
local government) is 37.8 percent, which is above the U.S. average of 24.0 percent and ranks
Hawaii as the 3" highest state in the nation.

e Hawaii’s individual income tax share of general revenue from own sources (combined state
and local government) is 15.3 percent, which is slightly below the U.S. average of 15.8
percent and ranks Hawaii 28" in the nation.

e Hawaii’s property tax share of general revenue from own sources (combined state and local
government) is 12.2 percent, which is substantially below the U.S. average of 21.6 percent
and ranks Hawaii 45" in the nation.

e Approximately 61 percent or $11.4 billion of total revenue in Hawaii comes from the general
revenue from own sources. Taxes contribute about 71.3 percent, while various charges and
fees contribute about 29 percent to the general revenue from own sources.

e Hawaii's education expenditure, as a share of combined state and local government
expenditure (current operations), is 27.3 percent, which is below the U.S. average of 37.2
percent and ranks Hawaii as the lowest in the nation

e Interms of per capita state and local government spending, Hawaii ranked 12" in the nation at
$11,221 per resident versus $10,229 per resident in the nation in 2014.

e Interms of per capita real property tax, Hawaii ranked 35" in the nation at $980 per person in
2014,

Property Class Analysis

The real property tax estimates are based on data provided by each respective county for 2016. In
order to compare real property tax across counties, this report uses four standardized property tax
categories: Residential and Related, Hotel/Resort and Tourism Related, Commercial/Industrial and

Public Service, and Agriculture, Conservation, and Preservation.

e Of the total number of properties (TMKS) in the state, the report estimated that 75.1 percent

are Residential and Related, 15.8 percent are Agriculture, Conservation, and Preservation, 5.6
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percent are Hotel/Resort and Tourism Related, and 3.5 percent are Commercial/Industrial and
Public Service.

e The estimates for property tax collection in the state showed that 53.2 percent of total property
tax are collected from Residential and Related, 23.2 percent from Commercial/Industrial and
Public Service, 18.2 percent from Hotel/Resort and Tourism Related, and 5.4 percent from

Agriculture, Conservation, and Preservation.
Property Ownership Analysis - Statewide

e For the state overall, it was estimated that 87.5 percent of the Residential & Related properties
were owned or managed by Hawaii residents or entities. 10.8 percent were owned or
managed by U.S. mainland residents, 1.1 percent were owned or managed by foreign resident
or entities, and 0.6 percent of the residential properties were jointly owned by Hawaii and out-
of-state residents.

e For the Hotel/Resort & Tourism Related category, it was estimated that 59.1 percent were
owned or managed by U.S. mainlanders, 31.8 percent by Hawaii residents, 7.9 percent by
foreign residents, and 1.2 percent were jointly owned by Hawaii and non-Hawaii residents.

e For the Commercial/Industrial and Public Service category, it was estimated that 84.8 percent
were owned or managed by Hawaii residents, 12.3 percent by mainlanders, 0.3 percent by
foreigners, and 2.6 percent were jointly owned by Hawaii and out-of-state residents.

e For the Agriculture, Conservation, and Preservation category, it was estimated that 59.8
percent were owned by Hawaii residents or entities, 35.2 percent by mainlanders, 2.6 by

foreigners, and 2.3 percent were jointly owned by Hawaii and out-of-state residents.
Property Tax Contribution Analysis

This report also estimated the contribution of property taxes paid by Hawaii in-state, out-of-state,
and foreign residents. In the case of multiple mailing addresses for one TMK, the portion of
property taxes paid was allocated using equal shares for each location. For example, if one owner
lives in Hawaii and the other lives on the U.S. mainland, 50 percent was allocated to Hawaii and
50 percent was allocated to the mainland. The estimates for property tax contribution by resident

location were as follows:
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Including all tax classes, it was estimated that Hawaii residents contributed 67.8 percent of the
total real property taxes collected; U.S. mainlanders contributed 29.9 percent and foreigners
contributed 2.4 percent of property tax collections.

For the Residential and Related category, Hawaii residents contributed a majority at 76.5
percent of total real property tax collected; U.S. mainlanders contributed 21.1 percent and
foreigners 2.3 percent property tax collections.

For the Hotel/Resort & Tourism Related category, U.S. mainlanders contributed over half of
real property taxes paid at 52.0 percent; Hawaii residents contributed 42.8 percent and
foreigners contributed 5.3 percent of real property taxes paid.

For the Commercial/Industrial and Public Service category, Hawaii residents contributed 68.0
percent, mainlanders contributed 31.9 percent, and foreigners contributed 0.2 percent of real
property taxes paid.

For the Agriculture, Conservation, and Preservation category, Hawaii residents contributed
64.3 percent, mainlanders contributed 33.3 percent, and foreigners contributed 2.4 percent of

total property taxes paid.

Effective Property Tax Rates for Residential Properties

This report also estimated effective average tax rates for in-state versus out-of-state residential

property owners. The analysis showed that the effective average residential property tax rates for in-

state owners are approximately half of the effective average rate for out-of-state owners. This is

mostly due to homeowner and other exemptions that in-state residents qualify for, which out-of-state

residents, generally, do not qualify for. The exemptions reduce the taxable property value for in-state

residential property owners, thus reducing their effective residential rate as compared with out-of-

state owners as follows:

The effective average rates for in-state-owners were 0.43 percent for the state overall, 0.38
percent for Honolulu County, 0.9 percent for Hawaii County, 0.56 percent for Maui County,
and 0.49 percent for Kauai County.

The effective average rates for out-of-state-owners were 0.83 percent for the state overall,
0.46 percent for Honolulu County, 2.22 percent for Hawaii County, 1.05 percent for Maui
County, and 1.01 percent for Kauai County.
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Scenarios to Generate Greater Property Tax Revenues

Three scenarios are presented for the possibilities of exporting tax burdens to out-of-state residential

property owners:

1.

Increase residential property tax rate for all home owners and reduce the individual income
tax rate

For a $100 million additional property tax revenue, the average effective property tax rate
would increase from 0.43% to 0.613% for all the residential property owners (residents and
non-residents), Hawaii residents would see a reduction in the state’s effective average income
tax rate from 5.25% to 3.88%.

Increase residential property tax rate for non-resident home owners only

For a $100 million additional property tax revenue, non-resident home homers would see an
increase in effective average property tax rate from 0.83% to 1.21% while Hawaii residents
would be indifferent.

Increase residential property tax for all home owners and increase resident home owner’s
exemption to offset

For a $100 million additional property tax revenue, the exemption amount would need to
increase by 75% from the average of $120,989 per owner occupied home in 2016 to $211,730

per owner occupied home.
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l. Introduction

The purpose of this report is to analyze the current contributions of the real property tax to the state
and local government revenue and the contributions by resident status. This study also attempts to
estimate the impacts on tax rates and amount of exemptions with hypothetical scenarios of raising
residential property tax.

As a background for this report, this section will give an overview of Hawaii’s tax structure in
comparison with other states, especially the division of revenue and expenses between state and local

governments.

Hawaii’s tax structure is unique compared with other states, the percentage of local taxes as a
percentage of the state’s income from own sources (a combined total of state and local taxes and fees)
was one of the lowest of the 50 states (Table 1a). In 2014, Hawaii’s percentage of local taxes, as a
percentage of the combined total of state and local taxes, was 25.3 percent, and this was significantly

below the state average of 44.8 percent (U.S. Census Bureau, 2016).

Some of the differences can be attributed to Hawaii’s low level of property taxes as compared with
other areas of the U.S. A study of representative urban areas in the U.S. found that Honolulu was
ranked 52nd out of 53 areas studied for the lowest property tax rate (Lincoln Institute of Land Policy,
2015). Hawaii’s tax structure results in the state funding services that may be funded at a local level
in other states. One example is education, where Hawaii is ranked at the top for education funding by

the state, rather than at the local level (Kenyon, 2007).

Property taxation is an important component of revenue for both state and local governments. The
property tax share of the state’s revenue from own sources has a wide variation among states, with a
high of 46.5 percent in New Hampshire and a low of 9 percent in North Dakota (U.S. Census Survey
of State and Local Government Finances for 2014, 2016). Hawaii’s property tax share of state total
revenue was near the bottom at 12.2 percent.

Property taxation is considered to be an efficient tax with less opportunity for distortion compared

with other taxes. A recent study found that property tax, followed by a VAT tax, was the most pro-
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growth and least harmful type of tax (OECD, 2010). The study cited the following general
characteristics for real property tax compared with other taxes:

- Property taxation does not distort supply;

- Property taxation encourages people to make the most efficient use of the land,;
- Real property is an asset that cannot be transferred to another state;

- Property taxation is relatively simpler than other forms of taxes;

- And, property taxation is a more stable form of revenue than some other taxes (such as
income taxes or sales taxes, which are based on flows).

In addition, as about one fifth of real properties in Hawaii are owned by non-residents and 12.5
percent of residential properties by non-residents (table 8), this expands the state's capacity to export
the burden of the property tax to out-of-state homeowners. Furthermore, property tax can reduce
Hawaii resident’s federal taxable income due to the ability to write off property tax against personal

income on federal tax return forms.

The real property tax base generally follows economic trends. As shown in Figure 1, the growth rate
of real property valuations moved in the opposite direction of the unemployment rate over the 30-year
period of 1986 through 2016. Due to the fact that assessed property values are determined by
property sales of the previous year, there is often a time lag between assessed property values and the
current economic conditions. This is a distinct feature of real property tax, compared with income tax
and general excise tax.

Figure 1. Real Property Valuations and Unemployment Rate
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While Hawaii’s property tax rates are relatively low, other taxes including the General Excise Tax
(GET) and the individual income tax, increase the overall tax burden for Hawaii’s households.
According to the Tax Foundation, Hawaii’s total tax burden is ranked relatively high compared with
other states, coming in the 14th place among the 50 states in 2016 (Tax Foundation, 2016).
Therefore, it is important to examine Hawaii’s property tax within the overall framework of Hawaii’s
tax structure, rather than conduct a simple property tax comparison to other states.

Compared to the average in the United States, Hawaii’s total revenue structure is fairly similar, as
shown in Figure 2, with general revenue from own sources (taxes and fees) slightly higher than the
U.S. average, while revenue from the utilities lower than the average in the U.S.

Figure 2. Main Components of Total Revenue in Hawaii and in the United States (state
and local government combined), 2014

United States Total Revenue
3,633,773,979,000

State of Hawaii Total Revenue
$18,637,812,000
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Source: U.S. Census Survey of State and Local Government Finances

Looking at Figure 2 above, it is important to distinguish between revenue streams the state and local
governments control directly and those that are controlled by other sources. Revenue from own
sources, including taxes and fees collected by state and local governments, are generally within the
control of state and local governments. On the other hand, revenue from other sources such as federal
transfers and insurance trusts may be outside of the state and local government control.
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Table 1a and 1b compare Hawaii’s state ranking for local and state revenue as a share of combined

state and local revenue from own sources. It also shows state and local spending for current

operations.

Table 1la: Local and State Revenue Share of the State’s Revenue from Own Sources, 2014

Local Revenue Share of State's

State Revenue Share of State’s

Revenue from Own Sources

1 | New York 54.6%
2 | Florida 53.1%
3  Colorado 51.8%
4 | Georgia 51.6%
5  New Hampshire 50.3%
United States Average 44.8%
45 New Mexico 27.7%
46 | Hawaii 25.3%
47  Arkansas 24.4%
48 | Delaware 21.6%
49 North Dakota 20.6%
50 | Vermont 17.9%

1
2
3
4
5

45
46
47
48
49
50

Revenue from Own Sources

Vermont

North Dakota
Delaware
Arkansas
Hawaii

United States Average
Nebraska

New Hampshire
Georgia
Colorado
Florida

New York

Table 1b: State and Local Spending Share on Current Operations, 2014

State Spending Share on Current Operations

Local Spending Share on Current Operations

82.1%
79.4%
78.4%
75.6%
74.7%
55.2%
50.3%
49.7%
48.4%
48.2%
46.9%
45.4%

1 | Nevada 64.8%
2 | California 63.3%
3 | New York 63.0%
4 | Nebraska 63.0%
5 | Florida 62.7%
United States Average 56.3%
45 | West Virginia 39.2%
46 | Kentucky 38.9%
47  Vermont 38.1%
48 | Alaska 36.0%
49  Delaware 35.0%
50 | Hawalii 20.2%

50

Hawaii
Delaware
Alaska
Vermont
Kentucky
United States Average
Illinois
Florida
Nebraska
New York
California
Nevada

Source: U.S. Census Survey of State and Local Government Finances

General revenue from own sources (61% of total revenue, Figure 2) is composed of taxes and fees.

79.8%
65.0%
64.0%
61.9%
61.1%
43.7%
39.3%
37.3%
37.0%
37.0%
36.7%
35.2%

Figure 3 highlights contribution to the budget; the left chart is composed of taxes and the right chart

is composed of charges and fees. The left side of the chart shows that total taxes in the state

contribute 71.3 percent to the general revenue from own sources, while fees contribute 28.7 percent

(the total of charges and fees) to the general revenue from own sources in Hawaii.
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Figure 3. Composition of the General Revenue from Own Sources in Hawaii - Taxes and Fees
(state and local government combined), 2014
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Source: U.S. Census Survey of State and Local Government Finances

The largest portion of Hawaii’s revenue from own sources is generated from the sales tax (for

Hawaii, GET — general excise tax). This contributes 37.8 percent of Hawaii’s government revenue

from own sources (U.S. Census Bureau, 2016).

It is important to note that states with more tourism revenue such as Hawaii, Nevada, and Florida,

also have a significant proportion of their state’s total revenue generated by various types of sales

taxes. The table below shows states’ sales tax revenue as a proportion of total government revenue in

the state.
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Table 2: Sales Tax Share of General Revenue from Own Sources by State, 2014
(state and local government combined)

Rank State Sales and Gross Receipts Taxes
1 Nevada 43.6%
2 Washington 39.3%
3 Hawaii 37.8%
4 Tennessee 36.8%
5 South Dakota 35.6%

United States Average 24.0%
45 Massachusetts 15.3%
46 New Hampshire 10.8%
47 Montana 9.7%
48 Oregon 7.2%
49 Delaware 7.0%
50 Alaska 5.1%

Source: U.S. Census Survey of State and Local Government Finances
Additionally, a significant amount of revenue comes from government fees. For example, in 2014,
total fees (such as education, sewerage, other fees) collected by the state and counties alone
accounted for just under 29 percent of the state’s general revenue from own sources (see Figure 3
above, outer rim). Hawaii ranked third highest in the nation for sewerage fees collected in the state
(behind Washington and Indiana). It is important to note that fees such as sewerage are mandatory for

every property served by the public sewerage lines, regardless of the property’s tax status.

When comparing government fees and property taxes, an important consideration is the ability to
write off state taxes paid on federal personal income tax returns, which reduces federal taxable
income for state residents. For example, if property taxes were raised to cover sewage infrastructure
improvements, this portion could be written off against federal income tax for Hawaii residents, thus
reducing their taxable income at the federal level. On the other hand, generally, sewage fees paid by
residents cannot be written off against federal income taxes and, therefore, this write-off portion is
lost for Hawaii-resident taxpayers. This is one advantage of covering property-related public services

through a property tax, rather than fees.

While sales tax (GET) is Hawaii’s largest revenue source, individual income tax and real property
tax contribute a lesser amount to Hawaii’s general revenue from own sources. In 2014, individual
income tax contributed about 15.3 percent of Hawaii’s general revenue from own sources, just below
the average of all states of 15.8 percent, and real property tax accounted for 12.2 percent, which was

below the U.S. average of 21.6 percent. Other states have a tax structure, which is the reverse of
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Hawaii, in that they have a higher proportion of property tax revenue and a lower proportion of sales

tax revenue, for example New Hampshire.

All property taxes in Hawaii are collected at the local government level. However, many states across
the nation have both the state and local governments collecting property taxes. In some states,
properties are taxed by each of the government levels separately: state, county, and city. The state’s
portion of total property tax revenue, levied at all levels of government, varies between the two high
states Vermont (67.2 percent) and Arkansas (53.8 percent) to a low of zero percent for states where
property tax is only collected at the local government level (including Hawaii). The next table

compares Hawaii with the top and the bottom states for individual income and property taxation.

Table 3: Individual Income and Property Tax Share of State General Revenue from
Own Sources, 2014 (state and local government combined)

Property Tax Share of General Revenue from Individual Income Tax Share of General Revenue

Own Sources from Own Sources
1 New Hampshire 46.5% 1  Maryland 28.5%
2 | New Jersey 36.4% 2 | Oregon 25.3%
3 Connecticut 32.0% 3 | Connecticut 24.9%
4 | Rhode Island 31.9% 4 | New York 24.7%
5  Vermont 31.4% 5 Massachusetts 24.5%
United States Total 21.6% United States Total 15.8%
28 | Hawaii 15.3%
45 | Hawaii 12.2% 45 | Alaska 0.0%
46 Delaware 11.0% 46 | Florida 0.0%
47 '« Oklahoma 11.0% 47 | Nevada 0.0%
48 = New Mexico 11.0% 48 | South Dakota 0.0%
49 | Alabama 9.9% 49 | Texas 0.0%
50 North Dakota 9.0% 50 Washington 0.0%

Source: U.S. Census Survey of State and Local Government Finances

Typically, the level of government where taxes are raised (state or local) determines revenue
allocation. In the case of Hawaii, many expenditures related to education, health, hospitals, and
corrections are covered at the state government level, where as in other states, these may be covered
at the local level. In looking at the expenditure categories, Figure 4 shows that Hawaii is similar to
the U.S. average. The main difference is that Hawaii spends more on capital outlays (new
construction and maintenance of the existing facilities) and less than the U.S. average on insurance

benefits and assistance and subsidies.
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Figure 4. Total Expenditure in Hawaii and in the United States, 2014

State of Hawaii Total Expenditure
$15,929,566,000

United States Total Expenditure
$3,261,579,586,000
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Source: U.S. Census Survey of State and Local Government Finances

In addition, looking at how expenditures on current operations are structured, helps to better
understand the composition and nature of these expenses. Figure 5 (below) lays out the main
components of spending in the State of Hawaii on current operations. Current operations spending in
Hawaii accounts for 75.3 percent of total expenditure.

Figure 5. Main Components of Current Operations in Hawaii (state and local
government combined), 2014

Utilities, 7.7%

ﬂtm -
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Transportation, 8.9%
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~\

Social services, 21.0%

Hospitals and Health,
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Source: U.S. Census Survey of State and Local Government Finances
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Comparing Hawaii to specific states in the nation on some of these measures, the table below begins
comparisons with the top and bottom states in the nation on total education spending, along with
specific expenditures for primary and secondary education (K-12). Hawaii’s education expenditure
level is lower than every other state in the nation, as a proportion of the state’s spending on current

operations. (Table 4).

Table 4: Education Expenditure Share of Current Operations Spending 2014
(state and local government combined)

Education Share of State’s Elementary and Secondary Education Share of
Current Operations Spending State’s Current Operations Spending
1 Texas 45.0% 1 New Jersey 33.2%
2 | New Jersey 43.4% 2 New Hampshire 29.6%
3 North Dakota 43.2% 3  Georgia 29.0%
4 | Utah 42.9% 4 Connecticut 28.3%
5  lowa 42.5% 5 Texas 27.8%
United States Average 37.2% United States Average 24.1%
45 New York 32.8% 45  Tennessee 20.3%
46 | Maine 31.8% 46 | Arizona 20.2%
47 Florida 30.9% 47  Mississippi 20.1%
48 | Tennessee 30.9% 48 | North Carolina 19.4%
49 Alaska 29.2% 49  Oregon 19.2%
50 Hawaii 27.3% 50 | Hawaii 17.8%

Source: U.S. Census Survey of State and Local Government Finances

In addition to the state government allocating education expenditure, another area where spending is
determined at the state level in Hawaii is health and hospitals expenditure. Table 5 below compares
Hawaii’s spending with that of the states for health and hospital expenditure. Unlike education,

Hawaii’s share of health and hospital expenditure are both above the U.S. average.
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Table 5: Health and Hospital Expenditure Share of Current Operations Spending 2014
(state and local government combined)

Hospital Expenditures as a Share of State’s Health Expenditure as a Share of
Current Operations Spending State’s Current Operations Spending
1 South Carolina 16.9% 1 Michigan 6.3%
2 Mississippi 16.2% 2  Delaware 5.6%
3 Alabama 14.9% 3 Arizona 5.5%
4 ' Wyoming 14.5% 4 | Vermont 5.4%
5 North Carolina 13.6% 5 North Carolina 5.4%
21  Hawaii 6.9% 12  Hawaii 4.5%
United States Average 6.8% United States Average 3.7%
45 | Maryland 1.1% 45 | Massachusetts 2.0%
46 North Dakota 0.9% 46 Louisiana 2.0%
47 | Rhode Island 0.8% 47 | Mississippi 1.9%
48 New Hampshire 0.6% 48 = Arkansas 1.8%
49 | Delaware 0.5% 49 | lowa 1.7%
50 Vermont 0.0% 50 New Hampshire 1.5%

Source: U.S. Census Survey of State and Local Government Finances

In looking at public safety services as a share of the state’s spending on current operations, Hawaii is
below the national average for police and fire safety and corrections (where it ranks last in the
nation, along with lowa and New Hampshire). The table below compares Hawaii’s spending with that

of other states in the nation (top and bottom five) compared with the national average.

Table 6: Police, Fire Safety and Corrections Expenditure Share of Current Operations
Spending 2014 (state and local government combined)

Police Expenditure as a Share of Fire Protection Expenditure Share of Corrections Expenditure Share
State’s Current Operations Spending State’s Current Operations Spending of State’s Current Operations
Spendin

1 Nevada 6.9% 1 | Rhode Island 1  California
2 | Florida 5.8% 2 | Nevada 3.1% 2 | Nevada 4.2%
3 | lllinois 5.2% 3 | Florida 2.8% 3 | Arizona 4.2%
4 | Maryland 5.2% 4 | Arizona 2.7% 4 | New Mexico 4.0%
5 Arizona 5.0% 5  lllinois 2.5% 5 Virginia 3.9%

United States Average = 4.2% United States Average 1.8% United States 3.1%

Average

29 | Hawaii 3.8% | 25 Hawaii 1.6%
45 | lowa 3.0% 45 | Minnesota 1.0% 45 | Minnesota 2.0%
46 Indiana 29% | 46 West Virginia 0.9% | 46 Massachusetts 2.0%
47 | West Virginia 2.8% 47 | North Dakota 0.9% | 47 Maine 1.9%
48 | Nebraska 2.5% 48  Vermont 0.8% | 48 New Hampshire 1.8%
49 | Kentucky 2.5% 49 | Pennsylvania 0.7% |49  lowa 1.8%
50 Maine 2.5% 50 Delaware 0.4% |50 Hawaii 1.8%

Source: U.S. Census Survey of State and Local Government Finances
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Structure of the report. After the introduction, Section Il analyzes county property tax assessment
data provided by each respective county. The data were analyzed to examine the following research
topics:
0 The proportion of homes owned by Hawaii residents as estimated from property tax
mailing addresses;
o A revenue analysis of three different scenarios for raising property taxes.
Section 111 of the report analyzes the relationship between household income and their

homeownership and home values.

Regarding the following sections, it is important to note that this report presents a limited framework
for considering the issue of taxation in Hawaii. The analysis focuses on potential scenarios related to
property tax increases offset by individual income tax decreases. This report does not include
scenarios related to other forms of taxation and, therefore, should not be considered a comprehensive
analysis of the state’s taxation framework. The scope is limited to potential scenarios related to

income tax and property tax. In summary, it provides a base that future research could expand upon.
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Il. Property Tax Analysis and Revenue Scenarios

A. Data Analysis

Methodology
This report provides a property tax analysis for the state and each respective county based on 2016
property tax records. The first goal of the study was to estimate the percentage of property owners
who reside outside the State of Hawaii. From a data perspective, this presents a challenge, because
declaring owner or entity location of residence is not required for real estate transactions. In other
words, property tax records do not include the location of the property owner or entities’ location of
residence. However, property tax records do include mailing addresses for property tax notices and,
therefore, these were used as a proxy for location of residence. It is important to note that, although
mailing addresses provide a barometer for estimating out-of-state residence with property in Hawaii,
it is only a very rough measure. There are reasons other than ownership for out-of-state mailing
addresses including notices being sent to property managers, accountants, lawyers, or family
members. Therefore, the information provided in this report should be interpreted as a reference,

rather than an exact measure for non-resident property owners.

The second goal of the report was to analyze property tax by property tax class across counties.
While the property tax classes among counties were similar, each county varied slightly in their
property tax classes. Some examples of county-specific property tax classes were Residential A
(Honolulu), Affordable Rental (Hawaii), Residential Investor (Kauai), and Time Share (Maui). Thus,
in order to compare counties, the property tax classes were combined into four standardized
categories based on taxation: Residential & Related, Hotel/Resort & Tourism Related, Commercial

and Industrial, and Agriculture, Conservation, and Preservation (Table 7).

The unit of measure for the analysis was Tax Map Key (TMK) by mailing addresses for property tax
notifications as a proxy for the location of the property owner/manager. Property tax assessment is
based on a TMK number, which is associated with a property lot. For a majority of the cases, there
was one mailing address per TMK. However, for TMKs with multiple property owners, there were
multiple mailing addresses, and this was further complicated by the fact that some TMKSs had both in-
state and out-of-state mailing addresse