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Introduction: -

This submission to the Honolulu City Council proposes an alternative solution to the
well-publicized issues surrounding the current property tax credit granted to owners of
residential properties listed on the Hawaii Register of Historic Places. Although this new
proposal incorporates some elements presented in 2010 Bill #s 55 and 57 and 2011 Bill
#s 2, 3, and 4, its distinguishing feature is that it rejects blunt-edge single solutions in
favor of a multi-faceted approach that better serves the interests of all constituencies.
Specifically, the solution proposed herein (1) addresses the current budget crisis and the
City and County’s need for increased property tax revenue, (2) acknowledges the failings
of Section 8-10.22 in its current form by proposing more stringent qualification criteria,
stricter enforcement, and greater punitive measures for lack of compliance, and (3)
creates and improves economic incentives to preserve Oahu’s cultural and architectural

heritage.

§unnna§y

e Section 8-10.22, Revised Ordinances of Honolulu 1990 provides an exemption
from real property taxes to residential property owners whose homes are listed on
the Hawaii Register of Historic Places (“Chapter 6E”). This register was
established by the State legislature in 1976 in recognition of the value of
conserving and preserving the states historic cultural and architectural heritage for
future generations.

e Recent media exposes have highlighted a lack of enforcement of the Ordinance’s
requirements that allow property owners to receive the property tax exemption
and have also suggested that the Ordinance, in its current form, offers little public
benefit while unfairly exempting often affluent homeowners from paying their
fair share for municipal services.

e The City’s current fiscal budget crisis combined with the public outery over
perceived unfairness of the Ordinance understandably makes the property tax
exemption under Section 8-10.22 a target for repeal or revision.

» Since abuses of Section 8-10.22 were highlighted in the media in mid-2010, five
City Council “Bills for an Ordinance” have been introduced proposing to repeal
and/or replace the current Ordinance. These bills, all of which are still active, are
2010 Bill #s 55 and 57 and 2011 Bills 2, 3, and 4.

e From the 1880s through the 1930s, Oahu had a rich and diverse period of
development that included classic examples of Victorian, Arts & Crafts, Colonial
Revival and Tudor style residential architecture. Today, the legacy of this
development is preserved largely in photographs, because startlingly few
examples of these homes have survived to the modern era.

* The amount of property tax revenue lost to the elimination of the property tax
exemption for historic homes is easily quantifiable, and is a tempting target for
cash-strapped city government. However, careful consideration should also be

MISC. COM. 466



Apr 11 2011 5:56AM Financial Planning Hawaii 8085640691 page 3

made of the less tangible, but very real, economic cost of permanently losing
Hawaii’s historic homes to development. It should also be recognized that certain
aspects of the State’s cultural and architectural history are priceless and
irreplaceable, and thus need to be protected.

Proposed Amendments to the Tax Incentive for Historic Residential Real Prdger_tx
Tax Exemption Provided Under Section 8-10.22, Revised Ordinances of Honolulu

1990. _

(1) Repeal the existing historic residential property tax exemption for one year
with the option to extend the repeal annually, at the City Council’s
discretion, for up to an absolute maximum of 5 years.

Discussion: The budget shortfall outlined by Mayor Carlisle is dire and the need for
increased property tax revenue undeniable. Although the elimination of tax incentives
for programs intended to preserve the State’s cultural heritage may be viewed by many as
ill-conceived, short sighted public policy, it can also be argued that desperate times call
for desperate measures. While it is acknowledged that this measure effectively
eliminates any immediate incentive for homeowners to forgo altering or destroying
historic structures, the temporary nature of the repeal should ameliorate someof this
concern.

(2) Upon the reinstatement of the property tax exemption, the tax exemption .
shall equal 50% of the property owner’s real property tax bill if the property
were not on the historic homes registry.

Discussion: This measure would likely go a long way toward appeasing citizens who
claim that a near 100% exemption unfairly allows property owners to avoid paying their
share for municipal services. At the same time, while it reduces the current tax
exemption, the measure would continue to offer owners of historic homes a significant
economic incentive to preserve their homes.

(3) Provide a §1:52 property tax credit to owners of historic homes for
qualifying maintenance costs and improvement expenditures during the
period in which the property tax exemption is repealed. The tax credit
would be allowed for up to 50% of the historic homeowner’s property tax
bill. Upon the reinstatement of the property tax, owners of historic homes
would have the option each year of claiming the standard 50% property tax
exemption or, alternatively, of claiming up to a 75% credit for $1:$2
improvements.

Discussion: This measure contains real economic incentives to preserve and improve
historic homes and, because it requires the property owners to invest their own money in -
order to receive additional tax benefits, it should appease many critics of the current
ordinance.
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(4) Provide more stringent registration qualifications and improved
enforcement over what is currently provided in Ordinance 8-10.22.
Specifically, the regulation may wish to (1) expand the current definition of
visual access to a “reasonable man” standard, (2) contain provisions that the
require the historic home owners to maintain the property, (3) require the
property owner to seek special approval for any renovations or additions to
the home that might, by a reasonable man standard, be deemed to diminish
the architectural heritage or integrity of the property

Discussion: These suggestions are an acknowledgement that the current qualifications
for registration are extremely liberal and require little responsibility of the homeowner.
In exchange for the homeowner receiving the economic benefit of the tax exemption, this
proposal is aimed a increasing the responsibilities of the home owner. The three ideas
introduced above are merely intended as starting points.

(5) Provide for more severe punitive measures for those homeowners who abuse
the spirit and/or letter of the Ordinance. Measures may include revocation
of historic home property tax exemption, repayment of past taxes, and
separate fines and penalties. Because the City does not have funds available
to hire an enforcement officer, it makes sense to have the public fill this role.
To this end, the City may wish to require each homeowner to display a clear
sign noting his property’s status as an historic home and providing a phone
number for the public to call if there is reason to believe that the property
does not meet the criteria outlined in the ordinance. Failure to display the
sign in clear public view would result in additional fines.

Discussion: This proposal addresses the current problem of lax enforcement by turning
the task of monitoring over the public.



