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At therequestof theCity council, sevencitizenswererequestedto undertakeanobjective
reviewoftheCity & CountyofHonolulu’s realpropertytax system. More specifically,the
Council directedthat“the commissionshall conducta systematicreviewoftheCity’s real
propertytax system’sclasses,exemptions,creditsandminimumpropertytax, using such
standardsas equityandefficiencyandstartingwith aninitial reviewof exemptions.”

Prologue

TheCommissionwishesto makeit knownthat it took its chargeseriouslyandwithout
biasto any specialinterest. While somemembers,no doubt,representspecificspecialinterests,
all wereaskedto put thoseinterestsasidein theCommission’sattemptto understandthegenesis
andrationalefor theplethoraof exemptionswhich riddle theHonoluluRealPropertyTax
ordinance.TheCommissionrecognizedthatmanyofthecurrentexemptionscameaboutasa
resultof political pressureandconstituencydissatisfactionin bearingthe realpropertytax
burden.

TheCommissionreceivednumerouscommentsfrom thepublic all ofwhichareattached
asapartofthis report. Recognizingthatmanyofits membersgaveof time from their already
busyschedules,theCommission’smeetingswerekeptwithin promisedtime limits andin many
casesadjournedwith discussionsleft incomplete. However,with thelimited windowof
opportunityfor openandcandiddiscussionandallowing for ampleinput from thestaffwhose
taskit is to executethepoliciesestablishedby prior statelawsandCouncils,theCommission
believesthat its reviewhasbeenobjectiveandevenhanded.While theCommissionrecognizes
that manyofits recommendationsmaynot bepolitically popularor acceptableto variousspecial
interests,it believesthat thesumofits recommendationsmakesthe realpropertytaxsystemfar
morefair andequitableas well as transparent.

With no presetorhiddenagendaotherthanto takeits chargefrom theCouncil’s
resolutionto heartin its questfor equity andefficiency,theCommissionconsistentlymeasured
eachexemptionordedicationit discussedagainstthesix principlesofgoodtaxpolicy outlinedin
its report. TheCommissionalsorecognizedthat therealpropertytaxis indeedanad valorem
tax, that is a taxbasedon thevalueof therealpropertyof theowner. Thetax itselfis theproduct
ofthis valuemultipliedby therateseteachyearby theCity Council.

TheCommissionrecognizesthatrisingpropertyvaluesareamatterofmarketforcesand
thatwith afinite sourceofurbanizedland,valuesin Hawaii,especiallyin Honolulu,will
continueto rise. While this is an often-heardcomplaintoflong-timehomeowners,they
nonethelesshavetheability to leveragethatappreciatedvalueordisposeoftheappreciatedvalue
andreapthebenefitsof thatappreciation.TheCommissionalsonotestheconcernofsome
membersthat therecentfailure of theCongressional“SuperCommittee”to adoptareductionin
federalspendingwill triggerautomaticcutsto federalspendingbeginningin 2013. With
Hawaii’sheavydependenceon defenseexpendituresandwith a largepresenceoffederaland
civilian personnel,suchreductionsin federalexpenditurescouldhavea substantialimpacton the
real estatevaluesin Honolulushoulddemandfor housingby thosefederalemployeesdisappear.
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On theotherside is theargumentthatmanylong-timehomeownershaveno intentionto
divesttheirpropertyin returnfor theunrealizedgainstheirappreciatedpropertyrepresents.
Manyofthesepropertyownersareelderlyandarguethatbecauseoftheir ageor disabilityor
fixed incometheyshouldbe entitledto abiggertaxbreak. However,thesameargumentcould
be madefor thosewho arejustbeginningtheir tenurein ahome,becauseoftheiryoung age,they
haveratherlimited earningcapability,do nothaveotherassets,or mayhaveotherindebtedness
that theelderlyno longerhave. To thatend,oneoftheCommission’smorecontroversial
recommendationsraisestheissueofwhat blanketexemptionsattemptto achieve.

Critics ofthe repealof thehomeexemptionandthemultiple, age-basedhomeexemption
needto askthesamequestionthatCommissionmembersaskedandthat is whetheror not thereis
adirect correlationbetweenphysicalconditionandtheneedfor tax relief. TheCommission
believesthatcritics musttakeanobjectiveview ofwhomthe taxpayeris andnotbasetheir
assumptionson aquidproquo thatjust becauseoneis elderlyor disabledthat thepersonis
necessarilypoor. TheCommissionwasmadeawareof severalpastexamplesof personswho
weredisabled,for example,whoweresubjectto morelenienttreatmentunderotherStatetax
lawshad, in fact, substantialwealthandincomethatwasthengrantedpreferentialtreatment.
Unlesscritics canprovethat thereis a directlink betweenageorphysicalconditionandtheneed
for additionaltax relief, thoseexemptionscannotbejustified.

TheotherpointthattheCommissionwould like to reiterateis thatwhensuchblanket
exemptionsaregranted,thosewhoarebeneficiariescometo assumethat theCity cancontinueto
providethesamelevel ofserviceswithoutcostto anyone.That is justnot true. Someonemust
pay for theservicesthatareprovidedto beneficiariesof theblanketexemptions.Taxpayerswho
arenot so favoredwith a blanketexemptionmustpick up thecostof providingthoseservices.

Thus,oneofthemisconceptionsthatsuchblanketexemptionscreateis theassumption
that moreCity servicescanbe providedbecauseit is not costinga particularbeneficiarygroup
anythingor very little for theseCity services. Thus,theaccountabilityrelationshipbetweenthose
who payfor thoseservicesandthosewhobenefitis lost.

TheCommissionacknowledgesthatmanywho havebeengrantedpreferences
(exemptions)underthecurrentlaw will resistanyattemptto reduceor eliminatethose
preferences;however,thosebeneficiariesmustalsoacknowledgethat theyarealsobeneficiaries
of City services.Thoseservicesmuststill bepaid for out of whatresourcestheCity has
collectedfrom thosenot so favored. Thus,if manyofthesepreferencesarenot curtailedor
constrainedandthecostofproviding City servicescontinuesto rise, theburdenofpayingfor
thoseservicesmustbe shiftedto all realpropertytaxpayerswhodon’t enjoysimilarpreferences.
Thus,reducingor eliminatingmanyof theseexemptionswill help to spreadthecostout overall
thosewho benefitfrom theservicesprovidedby theCity andpaidoutof realpropertytaxes.
Thatbeingsaid,theCommissionalso wantsto go on recordthat its recommendationsto bring
fairnessandefficiencyto therealpropertytax systemshouldnot providelicenseto elected
officials to realizeawindfall ofnewrevenueswhile providing little orno taxrelief to thosewho
havebeenpayingthetaball theseyearsasCouncils,bothpastandpresent,increasedthenumber
of exemptions.In otherwords,broadeningthebaseofthe real propertytax shouldbeutilized to
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eitherreducerealpropertytaxrateson currenttaxpayersorminimizeanyincreasein ratesfor
currentlytaxableproperty.

While it wasnot within thepurview oftheCommission’scharge,theCommissionnotes
that Countyexpendituresmustalsobe constrainedandreinedin aswell. It wasnot the
Commission’staskto merelyfind waysto raisemoremoneybut to bringefficiencyandequity to
the realpropertytax system. Thus,theCommissionbelievesthat it is the Council’s
responsibilityto addressthespendingsideofthe ledger.

Finally, theCommissionwantsto extendits appreciationto theDepartmentof Budget
andFiscalservices,in particularto DirectorMike Hansenandhis staffoftheRealProperty
AssessmentDivision, its chief,GaryKurokawa,RobinFreitas,andBob Magotafor all of the
technicalsupportandinformationtheyprovidedto theCommission.TheCommissionalso
extendsits appreciationto theOfficeof Council Serviceswhoprovidedstaffsupportand
coordinationfor theCommission’smeetings.

THE MISSION AND THE SETTING

Chargedwith thegoalsofreturningequity andefficiencyto thesystem,theCommission
recognizedthat aftermanyyearsof amendmentandpolitical pressurethesystemhadbeen
riddledwith numerousexemptions,exclusions,anddedicationswhich haderodedthe taxbase
andshiftedtheburdenof taxationto categoriesofpropertythathadnot beenso favored. As a
result,accountabilityandtransparencyhadbeenlost to theextentthat manytaxpayersdo not
know wheretheir realpropertytaxeswerebeingspent. Othersassumedthat sincetheypaidlittle
orno realpropertytaxestheycouldexpectmoreandmorein City servicesandfacilities.

un an effort to placeall membersof theCommissionon the samepage,themembers
initially spentseveralsessionslearningabouttherealpropertytax systemas it existscurrently.
With the assistanceoftheDirectorof BudgetandFiscalServicesandtheheadoftheReal
PropertyAssessmentDivision, Commissionmembershadtheopportunityto learnaboutthe
sourcesoftheCity’s revenues,the largerole thatrealpropertytaxplays in the revenuepicture
andwherethoserevenuesarespent. The realpropertytax accountsforjust over68%ofthe
City’s generalfundrevenue(seeTable#1). At thesametime, theCommissionalsolearned
abouttheservicesthat the realpropertytax revenueshelp to underwritefor theCity (seeTable
#2).

TheCommissionlearnedaboutthenumerousexemptionsunderthe law, theestimated
financial impactof foregonerevenueas aresultofthoseexemptions(SeeTable#3). In doing so,
theCommissionalso learnedaboutthoseexemptionsthatwereinheritedfrom the statewhenthe
realpropertytax wastransferredfrom thestateto thecountiesasaresultofthechangein the
stateconstitutionthat turnedoverthe responsibilitiesfor thetax at the1978 Constitutional
ConventionandthosewhichhavebeenaddedsincetheCountytook overthecomplete
responsibilityfor thereal propertytax.
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Table 1

Real Property Tax Revenue

Charges for Services
1%

General Fund Revenue (FY2012)

Reimbursement
from State

3%

T~ns~
Accommodation

Tmms

Licenses & Permits

3%/
Public Service
Company Tax

4%

Recoveries (CASE)
3%

Recoveries ~ebt
~i/ __///~ Service)

Primary source of
General Fund revenue

68% of the City’s
General Fund revenue
derived from real
property taxes

In FY2012, the City
expectsnearly $800
million in real property
tax revenue

Source: FY2012 Budget



Table 2

Where the City Spends Its Dollars
FY 2012 Operating ApproPriations

General Fund Only
$1,085,483,963

Other
Provision als

EmplO~eFringe
Benefits
20.2%

SubsidieS~SdidWaste
8.5%

Public Safety-Police
19.1%

Public Safety-Fire
91%

General Gcwernrnent
11.7%

Highways & Streets
0.3%

Culture~ReCreatl0n
5.7%

Subsidi8S0th~~net
0.2%

Debt Service, net of reimb.
11.3%

Subsidies-Bus5,9%
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Table3

(In Thousands of Dollars)

ROH
Section Type of Exemption Count

Total Exempted
Valuation

Tax
Benefit

Taxable:
8-10.4 Homes 144,092 $14,093,897 $49,329
8-10.6 Homesof totally disabled veterans 940 $515,002 $1 804
8-10.7
8-10.8

Personsaffectedwith leprosy
Personswith impairedsight orhearingandpersonstotally disabled

3,271 $81,831 $290

8-10.9 Nonprofit medical,hospital indemnityassociation 77 $673,680 $7,646
8-10.10 Charitablepurposes 1,709 $4,013,464 $25,919
8-10.12 Crop Shelters 23 $2,968 $17
8-10.13 Dedication ( Dedicatedlandsin urbandistricts) 16 $29,986 $175
8-10.20 Low-incomerentalhousing 273 $1 583,272 $6,617
8-10.22 Dedication(Historic - Residential) 255 $282,947 $990
8-10.23 Otherexemptions(HawaiianHome Land Lease) 2,978 $1,333,795 $4,682
8-10.24 Credit Union 77 $118,894 $1,473
8-10.25 Slaughterhouses 1 $2,787 $16
8-10.26 Qualifying constructionwork 15 $62,406 $774
8-10.27 Public service(Public utilities) 496 $789,452 $13
8-10.30 Dedication(Historic - Commercial) 5 $24,644 $305
8-10.32 Kuleanaland 37 $23,775 $91
8-10.33 For-Profit Child CareCenter 3 $4,436 $55

Subtotal (Taxable) 154,268 $23,637,236 $100,196
Non-Taxable:

8-10.17 Exemption - Public property(Federal- Fee) 403 $6,069,179 $40,041
8-10.17 Exemption - Public property(State- Fee) 3,252 $11,408,598 $98,743
8-10.17 Exemption - Public property(County - Fee) 2,138 $4,873,719 $34,485
8-10.17 Exemption - Public property(Civil - Condemnation) 26 $30,837 $296
8-10.17 Exemption- Public property(Roadway& Waterway) 3,043 $10,954 $49
8-10.17 Exemption - Public property(Setback) 12 $108 $0
8-10.17 Exemption - Public property(Consulates) 29 $38,139 $134
8-10.23 Otherexemptions(Hawaiian Home Land - Fee) 865 $982,081 $3,597
8-10.23 Otherexemptions(Hawaiian Home Lease-7years) 329 $171,983 $598

Subtotal (Non-Taxable) 10,097 $23,585,598 $177,943

Total - Exemptions 164,365 $47,222,834 $278,139



TheCommissionalsolearnedabouthowthe law directsthatall realpropertybe assessed
atits highestandbestusewhich in manycasesprovidesthe impetusfor manyoftheexemptions
orpreferentialassessmentapproachesavailableunderthe law. It also learnedthat someofthe
exemptionswhichcameoverfrom thestatehavenot beenalteredsincetheyweretransferred
from thestatelaw. It alsolearnedthatas aresultof aprovisionin the stateconstitution,manyof
thoseexemptionswereprohibitedfrom beingalteredfor aperiodofelevenyearsafterthe
transferofthe tax from statejurisdictionto countycontrol. As aresult,little, if no, attentionhas
beendevotedto areviewofthoseexemptionssincethe transferofthetax laws. As a result,the
relevanceoftheseexemptionshasneverbeenquestioneduntil now.

Finally, asa resultof theCongressional“SuperCommittee’s”failure to cometo termson
how to reducethe federalgovernment’sspending,automaticreductionsin federalexpendituresto
the tune of$1.3 trillion will be initiatedbeginningJanuary1, 2013. With Hawaii’sheavy
dependenceon federaldefenseexpenditures,therewill, no doubt,be severeeffectsfor Hawaii’s
economy.Onepossibilitywill be areductionin thepresenceoffederaldefensepersonnelin
Hawaii. Thatbeingthecase,therewill, no doubt,be areductionin demandfor civilian housing
despitethefact thatmanymilitary families live on military reservations.But evenasthoseunits
arevacated,thosefamilieswho rentedorownedin thecivilian marketwill taketheopportunity
to relocateto military reservations,especiallyif subsidiesfor civilian rentalsarereducedor
eliminated.

Similarly, theCommissionalsoacknowledgesthat federalsubsidiesfor housingsuchas
theSection8 programwill reducetheattractivenessofrentalsatmarketrates,therebyreducing
thepotentialvalueofthoseproperties.Thatbeingthecase,theCommissionanticipatesa
possibledeclinein realpropertyvaluesin theworstcasescenarioorat thevery least,instability
in therealestatemarket.

This givestheCommissionrise for concernaboutthestability oftherealpropertytax
overthenextfewyearsandshouldprovidean impetusfor theCouncil to seriouslyconsiderthe
recommendationstheCommissionmakesbelowin an attemptto stabilizetherevenuesfrom the
realpropertytax by spreadingthecostof operatingthe City overa broaderbasethatwill allow
lower ratesforall taxpayers.

GOOD TAX POLICY

After learningoftheexemptionsandotherpreferencesgrantedto certainrealproperty
taxpayers,Commissionersbelievedthat theyneededsomestandardby whichto measurethe
efficacyof eachof thecurrentexemptions.Commissionerslookedfor generallyaccepted
standardsofwhatconstitutesgoodtax policy. Noting that the 1989Tax ReviewCommission
hadestablishedcriteriawhich aregenerallyacceptedmeasurementsof whatconstitutesgood tax
policy, thecriteriawasdiscussedby theCommissionandacceptedasthecriteriaby which to
measurewhetherornotmanyoftheexemptionsandotherpreferencesof therealpropertytax
law meetthesestandards.Thesestandardsor criteriainclude:
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Equity. The taxburdenshouldbe fairly shared. Fairnessis understoodto meanthat
taxesshouldbeborne: (1) by thepersonwhoreceivesthebenefitofa governmentservice
(thebenefitprinciple)or; (2) by thosewith themeans(theability-to-payconcept).
Taxpayersin similarcircumstancesshouldbetaxedalike (horizontalequity),and
taxpayersin unequalcircumstancesshouldbetaxedon thebasisoftheirability to pay
(verticalequity).

Incomeis themostcommonlyusedmeasureofability to pay. A tax structureis saidto be
“progressive”whenthe tax burdenvariesdirectlywith income(borneto agreaterextent
byhigherincometaxpayers),“regressive”whentheburdenis inverselyrelatedto income
(disproportionatelyborneby lower incometaxpayers),and“proportional”whenthereis
no changein burdenasincomechanges.

• Adequacy. The taxsystemshouldgeneratesufficienttax revenuesto meetgovernment
obligationsandto fund spendingplans. Theothersideoftheadequacystandardis that,
afterallowing fornormalfluctuations,thesystemshouldnotproducetax revenuesin
excessof whatis needed.

• Stability. Thetax systemshouldprovideastableandpredictableflow of tax revenues.
It shouldminimize theneedfor frequentor radicaladjustmentsaseconomicconditions
changeandallow thegovernmentandtaxpayersto maketheirplanswith somecertainty
asto the impactof taxes. Unlike theStatewhereratesarerarelychanged,theCity
council annuallysetsthe ratesfor thevariouscategoriesof realproperty,rising or falling
with thechangein realpropertyvaluationsandthedemandsofthespendingprogramsof
theCity. Giventhis process,fewchangesshouldbemadeon an on-goingbasisto the
structureof therealpropertytax as frequentchangemerelycreatesuncertaintyfor
taxpayersandinstability to the structureinsofarasthesourcesofrevenues.

• EconomicNeutrality (Efficiency). Thetax systemshouldnot interferewith private
economicdecisions. Taxpayersshouldnotbe inclinedto structuretheiractivities forthe
purposeof avoidingatax orgaining atax advantage.Theyshouldbe ableto competeon
a“level playingfield” wheretaxesdo not conferan advantageon onepartyover another.
Creatingpreferentialtreatment,as do manyof thecurrentexemptionsonly encourages
propertyownersto devisewaysto reducetheirexposureto thetax creatinginefficiencies
in theuseoftheproperty.

• Simplicity. The tax systemshouldnot be undulydifficult for taxpayersto complywith
or for thegovernmentto administer. Thecostofcomplianceandadministrationshould
notbe out ofproportionto themeansathandor theamountof taxinvolved. However,
this doesnotpreventthe law from requiringthosewho receivepreferentialtax treatment
underthelaw to provideinformationjustif~iingthepreferentialtreatment.

• Competitiveness. Therealpropertytaxsystemofthe City & Countyof Honolulushould
comparefavorablywith thetax systemsof othercountiessothat it doesnot discourage
peoplefrom living in thiscountyasopposedto othercountiesin theStateor for that
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matterin otherjurisdictionswhererealpropertytaxesareaneconomicandfinancial
considerationfor living in thatjurisdictionor conductingbusinesshere.

Utilizing theseguidingprinciplesofgood taxpolicy, theCommissionundertookareview
ofthenearlythree-dozenexemptionanddedicationprovisionsoftheCounty’s real
propertytax ordinanceandarrivedat someoverall conclusions.

WHO SHOULD PAY?

• Given thatall taxpayers- be theyindividuals,businesses,or organizations- benefit from
anyvarietyof servicesprovidedbythe City & Countyof Honolulu,all ownersofreal
propertyshouldpayfor thecostoftheseservicesbasedon theirability to payor on their
providingapublic good thatbenefitsthecommunityat large.

• Preferencesundertherealpropertytax law shouldnotbe conferredmerelybecausea
propertyfalls into acertaincategoryofuseor thepropertyownerbearsacertain
characteristicbe it aphysicaldisability, age,or typeofuseof therealproperty.

• TheCommissionrecognizesthatcertainpreferencesexistbecauseofsuperiorlaw which
mandatesthatspecialconsiderationbe givento thesetypesofproperties.Obviously
federalandstatepropertiesareexemptbecauseofsuperiorlaw, but theCommissionalso
recognizesthat otherlawsoverridetheCounty’sability to tax theseproperties.Among
theseis the first sevenyearsofa HawaiianHomesleaseorwhereanothertax is levied in
lieu ofthereal propertytax suchasthePublicServiceCompanytax which is levied in
lieu oftherealpropertytax on thegrossincomeofpublic utilities, andforeignconsulate
realproperty.

• Ontheotherhand,numerousexemptionsandpreferenceswere inheritedfromthestate
statuteprior to thetransferof the responsibilitiesfortherealpropertytax in 1978. Since
manyoftheseprovisionshadto beretainedfor an eleven-yearperiodfollowing the
transferofresponsibilitiesfor the tax, manyofthesewerenot subjectto reviewoverthe
years. TheCommissionfinds thatmanyof thesepreferencesareobsoleteandshouldbe
repealed.Among themis theexemptionfor themanufactureofpulp andpaperproducts
andtheexemptionformanufacturingfacilities andequipment.

• Similarly, theCommissionquestionedtheprovisionswhich seemto conferpreferences
on facilities or structuresthatmight otherwisebeconsideredpersonalproperty. Among
theseprovisionsarethosefor alternateenergyimprovementsandpollution control
facilities. While it is understandablethat thesefacilitiesmight be consideredreal
property,theCommissionbelievesthataclarificationofwhat constitutesrealpropertyas
opposedto personalpropertymight helpassessorsin determiningwhat shouldbe
includedfor thepurposeof the tax. It would appearthatanythingthat is integralto the
structureor the improvementshouldbe consideredrealpropertyasopposedto elements
which, if removed,wouldnot jeopardizethe integrity ofthefacility or structure.
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Finally, the Commissionbelievesthat tax reliefshouldbe providedto thosewho truly do
nothavetheability to paytheirfair shareoftherealpropertytax burden. The
Commissionrecognizesthatmanyrealpropertyownershaveencumberedliabilities asa
resultofincreasesin valuationof surroundingpropertiesthroughno fault of theirown.
While somemayarguethat if suchpropertyownersno longercanafford therising tax
bills asaresultof increasingvalues,theycandivestthemselvesoftheproperty. While
thatmaybe an optionfor nonresidentialproperties,thosewho arehomeownersmaynot
find that asan option,especiallytheelderlywho mayhaveoccupiedthepropertyfor the
majorityoftheirlife. To thatend,theCommissionnotesthat theCity & Countyalready
hasamechanismto providereliefto homeownersbasedon theirability to pay. Although
the tax credit hasits challenges,insofarasrecognizingtheneedfor taxrelief~,it is far
superiorto theblankethomeexemptionwhich is affordedregardlessofan indicationof
theneedfor relief.

While theCommissionraisesthequestionof“who shouldpay” in its reviewof
exemptionsextendedundertherealpropertytax, theCommissionwouldalsolike to notethat
overtheyearstheshift in thetax burdenwith respectto who shouldpayhasalsoaffectedthe
variouscategoriesoftaxablerealproperty. In areviewof Table#4, theCouncil will notethat
while residentialpropertyaccountsfor morethan80%ofthenetassessedvalueof realproperty
in theCounty,it contributesjust overhalfof theactualtax dollarscollected. Thus,theburdenof
payingfor countyservicesis shiftedfrom residentialto non-residentialcategoriesofproperty.
Similarly, broadexemptionslike thosethat will be discussedbelowshift theburdenofpayingfor
countyservicesfrom thosewho arebeneficiariesoftheexemptionto thosewho arenot so
favored.

With the foregoingas aframeofreference,theCommissionwould like to reviewsomeof
its observationsandmakerecommendationsto theCity Council to considerin reformingthe real
propertytax systemfor theCity & CountyofHonolulu. TheCommissionattachesanexhibit of
all realpropertytaxexemptionsacrossall fourcountiesas a referenceofwhatpreferenceshave
beengrantedto which groupoftaxpayers(seeTable#5).
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Table 4

Net Valuation and Taxes Raised
by Class

NetValuation by Class(FY2012)

Agricultural
1% Preservation

,~0% VacantAgricultural
0%

Public Service
0%

Commercial
22%

Taxes Raisedby Class(FY2012)

Resolution07-060,CDI: policy to setrealpropertytax ratesbasedon percentageof net revenue(55%
residentialand45%non-residentialexcludingagricultural,vacantagricultural, preservationand public service)

Hotel and
Resort

5%Industrial
5%

Co mmerc-’
9%

Agriculturai Vacant
1% ira!



Table5
NUMBER and AMOUNT of EXEMPTION by TYPE and COUNTY for FISCAL YEAR 2011-12

(Amounts in Thousands)

HONOLULU C&C MAUI COUNTY HAWAII COUNTY KAUAI COUNTY STATEWIDE
Type of Exemption Number Amount Number Amount Number Amount Number Amount Number Amount
Federal Government 403 6,069,179 83 44,361 99 169,941 38 49,157 623 6,332,638
State Government 3,252 11,408,597 1,282 1,812,919 2,548 1,614,596 1,160 898,311 8,242 15,734,423
County Government 2,138 4,873,719 489 412,104 902 255,454 343 359,818 3,872 5,901,095
Government Leases - Total 0 0 89 79,166 45 25,791 18 11,215 152 116,172
Government Leases - Portion 0 0 52 16,406 74 34,718 16 7,259 142 58,383
Hawaiian Homes Commission 865 982,081 297 16,540 646 222,340 209 110,719 2,017 1,331,680
Hawn Homes Land - Basic 0 0 528 78,351 625 103,219 0 0 1,153 181,570
Hawn Homes Land - Multiple 0 0 137 20,467 430 82,309 0 0 567 102,776
Hawn Homes Land - Total Land 2,978 1,333,795 310 43 754 78,161 414 146,217 4,456 1,558,216
Hewn Homes Land - Vacant Land 0 0 192 456 0 0 0 192 456
Hawaiian Homes - 7 Year 329 171,983 350 61,105 123 28,251 130 38,263 932 299,602
Homes - Fee - (Basic) 80,150 6,417,134 19,072 5,231,579 18,787 1,586,522 7,867 482,887 125,876 13,718,122
Homes - Fee - (Multiple) 57,186 6,864,162 6,129 1,683,225 19,284 2,431,729 4,216 478,034 86,815 11,457,150
Homes - Leasehold - (Basic) 2,348 187,665 221 52,306 51 3,498 33 2,818 2,653 246,287
Homes - Leasehold - (Multiple) 2,361 280,863 585 159,581 139 15,251 178 20,284 3,263 475,979
In Lieu of Home Ex - Fee 1,964 330,126 0 0 0 0 0 1,964 330,126
In Lieu of Home Ex - Lease 83 13,947 0 0 0 0 0 83 13,947
Additional Home Exemption 0 0 0 0 0 1,481 80,630 1,481 80,630
Additional Income Exemption 0 0 0 0 0 0 0 0 0
Blind 295 7,398 27 658 99 2,916 11 515 432 11,487
Deaf 101 2,525 9 77 52 1,565 4 200 166 4,367
Leprosy 3 75 1 0 1 32 1 50 6 157
Totally Disabled 2,872 71,833 406 7,958 3,140 89,654 374 18,576 6,792 188,021
Totally Disabled Veterans 940 515,002 221 101,081 403 102,766 88 38,389 1,652 757,238
Cemeteries 43 38,226 7 951 47 4,527 13 7,387 110 51,091
Charitable Organizations 650 1,633,639 243 274,016 320 187,620 139 132,626 1,352 2,227,901
Childcare 0 0 22 1,100 0 0 0 22 1,100
Non-Profit Child Care Center 3 5,943 0 0 0 0 0 3 5,943
For-Profit Child Care Center 3 4,436 0 0 0 0 0 3 4,436
Churches 861 1,700,820 229 292,430 289 161,550 152 115,571 1,531 2,270,371
Civil - Condemnation 26 30,837 0 0 0 0 0 26 30,837
Combat Zone 0 0 0 0 0 0 0 0 0
Credit Unions 77 118,894 13 12,782 19 27,990 12 18,222 121 177,888
Crop Shelters 23 2,969 0 0 0 12 337 35 3,306
Enterprize Zone 0 0 0 0 4 3,218 0 0 4 3,218
Foreign Consulates 29 38,139 0 0 1 23 0 0 30 38,162
Forest Reserve 0 0 4 77 1 370 1 1,157 6 1,604
Historic Residential Properties 255 282,947 8 10,763 18 11,638 8 24,266 289 329,614
Historic Commercial Properties 5 24,644 0 0 0 0 0 5 24,644
Kuleana 37 23,77S 15 2,856 17 4,318 20 14,216 89 45,165
Hospitals 77 673,680 11 43,159 2 14,133 4 14,173 94 745,145
Landscaping, Open-Space 16 29,987 1 10 17 2,022 0 0 34 32,019
Low-Moderate Income Housing 273 1,583,272 42 157,654 34 43,216 20 54,412 369 1,838,554
New Construction 15 62,406 0 0 0 0 0 15 62,406
Public Utilities 496 789,452 76 71,206 168 595,226 67 448,237 807 1,904,121
Roadways and Waterways 3,043 10,954 1,569 4,388 1,867 5,193 411 17,067 6,890 37,602
Safe Room 0 0 0 0 0 44 1,760 44 1,760
Schools 146 629,144 10 72,898 59 83,454 3 21,837 218 807,333
Setbacks 12 108 0 0 0 0 0 0 12 108
Slaughterhouse 1 2,787 0 0 0 0 0 1 2,787
Taro 0 0 46 12 0 0 0 0 46 12
Tree Farm 0 0 0 0 0 0 114 56,005 114 56,005
Miscellaneous 6 5,692 4 355 5 1,963 3 698 18 8,708
Military (Deployed) 0 0 6 2,724 0 0 0 6 2,724

TOTAL 164,365 47,222,835 32,786 10,725,764 51,070 7,995,174 17,604 3,671,313 265,825 69,615,086
Note: Amount includes government parcels at actual value and exemptions on federal leases, if any



THE HOME EXEMPTION

By far thelargestfinancial impactandthemostnumerousof exemptionsclaimedare

thoseclaimedfor owner-occupiedresidentialproperty,otherwiseknownasthehomeexemption.
However,alsoincludedin this categoryarespecialprovisionsif thehomeowneris

disabledbe it if thehomeowneris blind, deaf,orotherwisedisabledas aresultof Hansen’s
disease.It shouldbe notedthat theselatterexemptionsbecauseof disabilityareaffordedan
additionalexemptionof$25,000on anyproperty,while disabledveteransor theirwidows are
affordedacompleteexemptionof theirhomes.Theseadditionalexemptionsarein additionto
thebasicormultiple homeexemptionsgrantedto all homeowners.Further,becausenoneof
theselatteradditionalexemptionshavebeenalteredsincethe realpropertytax wasturnedoverto
the County,theamountoftheexemptionamountsto lessthana$100annualreductionin the
affectedtaxpayer’sliability undertheCounty’s currentrateschemeof $3.50per thousanddollars
of valuation. While statelawmakersmayhavehadcompassionforthis groupof disabledreal
propertyhomeowners,physicalimpairmentis by no meansanindicationof ataxpayer’sability to
payhis orher fair shareofthe realpropertytaxburden.

While the repealof thecompleteexemptiongrantedto disabledveteransmaybe seenas
unpatriotic,thequestionshouldbe whetherornot tax relief is required.Providinga blanket
exemptionmerelybecauseofpastmilitary serviceandadisability is by no meansan indication
thatall othertaxpayersshouldbe askedto subsidizethecostofprovidingCountyservicesto the
favoredindividuals. If the intent ofthis archaicprovisionwasto rewarddisabledveterans,then
onemustaskwhy wasn’tthepreferenceextendedto all veteransoron theflip side,why is the
completeexemptionextendedto all disabledhomeownersratherthanthemere$25,000
additionalexemptioncurrentlyprovidedto thedisabled.

Again, theCommissionnotesthat thereis amechanismavailableto thosehomeowners
who cannotaffordtheirfair shareofthereal propertytaxburden. In that respect,thereal
propertytax creditprocessneedsto be reviewedandstreamlined,makingtheapplicationprocess
moreuserfriendly.

It is thereforethe Commission’srecommendationthat theseadditionalhome
exemptionsfor the disabledbe repealedin favor ofproviding tax reliefon the inability to pay
through the County’srealpropertytax creditprogram.

Thebiggerfish to fry in this discussionis thebroaderhomeexemptiongrantedto all
taxpayerswho own andoccupytheirown shelter. Accordingto theRealPropertyAssessment
Division, therearemorethan 142,000parcelsthat qualify for this exemptionwhich hadagross
impactofrevenueforgoneof morethan$49 million duringfiscalyear2012.

TheCommissionrecognizesthat thehomeexemptionhasits genesisin the1930’swhen
familiesdisplacedby thedroughtsof theMidwestwanderedfrom town to town astheymoved
West. As anincentiveto encouragethesewanderingfamiliesto setdownrootsandcontributeto
agrowingcommunity,thehomeexemptionwasofferedto attractthesefamilies to settle. There

14



wasno rationalebehindthehomeexemptionotherthanit wasa financialincentiveto stabilize
whatwould otherwisehavebeenatransientcommunitywith the incentivethat thosethatbenefit
would receivecountyservicesat adiscount. Sincethenthehomeexemptionhasbecomean
“entitlement”for beingahomeowner.Whatit doesignoreis that forthosewho cannotafford to
purchasetheir ownshelterorchooseto rent,no suchfinancial incentiveis availableto them.
Thus,eitherrenterspaythefull bill for countyservicesor the landlordassumesalargershareof
thecostfor Countyservicesif theburdenofthe realpropertytax cannotbe passedon to the
renter.

While theCommissiondoesrecognizethedifficult political challengethat arepealofthe
homeexemptionmayposefor electedofficials, it neverthelessbelievesthatby doingawaywith
thehomeexemption,equity andtransparencywill be restoredto therealpropertytax system.
Wheneliminatingthehomeexemption,Commissionersbelievethat this actionbeundertaken
with anoverall reductionin realpropertyratesso asto maintainrevenueneutrality. The
opportunitythat this actioncancontributeto revenueneutralityshouldbe extendedacrossthe
boardto bothresidentialandnonresidentialclassesofrealproperty.

Forthosehomeownerswhomight experiencefinancialhardshipwith the lossofthehome
exemptionor themultiple homeexemptionwhich is basedon advancedage,theCommission
believesthat thereal propertytax credit currentlyavailableunderCountyordinancecanprovide
moreeffectivetaxreliefto thosewho needhelp. In fact,morehomeownersmaynowqualify for
the tax credit reliefasaresult ofthelossofthehomeexemptionormultiple homeexemptions.

TheCommissionposesthephilosophicalquestion,“Is thehomeexemptionthe
appropriatemeansof tax relieffor shelter?” TheCommissionrecognizesthat thehome
exemptionis grantedregardlessof aperson’sability to paybecauseit is grantedto rich people
andto poorpeople.Thehomeexemptionis grantedonly to peoplewho owntheir shelterandnot
to thosewhorenttheir shelter. SincetheCommissionsubscribesto the ideathat the
homeowner’sexemptionis notan efficientmeansoftax relief, it supportsthe repealofthehome
exemption.

The Commissionrecommendsthat the homeexemption,the multiple homeexemption,
andthe “in lieu of’ homeexemptionberepealed. In placeoftheseexemptions,the
Commissionrecommendsthat the realpropertytax creditbe utilizedto providetax relief to
thosewho do not havethe ability topaytheirfair shareofthe realpropertytax burden.

REAL PROPERTY TAX CREDIT VERSUS IN LIEU OF EXEMPTION

Thecountycurrentlyhastwo programsto providereliefto low-incomehomeowner
occupants— the realpropertytax credit andthe in lieu ofexemption. Bothprogramsrequire
submissionofan applicationwith relateddocuments.The in lieu of exemption,however,is
availableonly to thosehomeownerswho are75 orolder. Theexemptionis goodforup to five
years. In orderto be eligible for the in lieu ofexemption,total householdincomemustbe less
than80%ofthemedianincomefor the countyasdeterminedby theU.S. Departmentof Housing
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andUrbanDevelopment.TheRealPropertyAssessmentDivision processesthe in lieu of
applications.

The realpropertytax creditis availableto homeowneroccupantswhosecombined
titleholderincomedoesnot exceed$50,000. (If atitleholderis marriedandfiles ajoint return,
however,thespouse’sincomeis alsoincluded.) Applicationsfor realpropertytaxcredit are
processedby theTreasuryDivision andaregoodfor oneyear. Manyelderly whoapply for thein
lieu ofexemptionalsoapplyfor thecredit. Sincethe requirementsandapplicationsare similar,
seniorsareoftenconfused. This resultsin phonecalls to thewrongdivisionas well asfrustration
on thepartoftheapplicant. In addition,staffing andotherresourcesareusedinefficientlyastwo
setsofemployeesarerequiredto processbasicallythesameinformation.

TheCommissionthereforerecommendsthat council repealthe in lieu ofexemption
andofftr only the realpropertytax credit, which is availableto a broaderbaseof low-income
homeowners.

NONPROFIT ORGANIZATIONS

Anothercontroversialexemptionis thatwhich is grantedto charitableorganizations“and
others,”an exemptionthatwasalsoinheritedfrom thestatestatuteandwhich for an eleven-year
periodafterthe transferofthetax from thestateto thecountiescouldnotbe touched.As the
Commissionlearned,the term“and other”hasforcedtheadministrativestaffto applyanuneven
interpretationas to what“and other” charitableorganizationmeanswhenit comesto the
applicationof thisexemption.

Forthosemembersof theCommissionwho regularlywork with charitableorganizations
eitherasvolunteersor astaxpractitioners,thebright line definition is thatby theInternal
RevenueCodeasSection501(c)(3) organizationson which theServicehasconferredtax exempt
statuswith respectto incomerealizedby thecharity for its exemptpurposes.By utilizing the
referenceto the federalCodethatdefinessuchorganizations,the Commissionbelievesthat
administratorswill havemuchmoreclarity in applying thepreferentialtax treatmentto such
organizations.TheCommissionnotesthat Section501(c)(3) organizationsincludethosethatare
religious, charitable,educational,andscientificorganizationsthatmeetthestandardsestablished
by theInternalRevenueCode. Thus,requiringorganizationsapplying for this realpropertytax
preferenceto provideevidenceoftheletterofdeterminationfrom the InternalRevenueService
will help to mitigateanyadministrativeproblemsencounteredin thepastwhendeterminingwhat
“charitable”organizationsqualify.

Therefore,it is the recommendationof the Commicsionthatthe ordinancebe amended
to define “nonprofit charitable” organizationsasthosethathavebeendeterminedto qualify
underthefederal CodeSection501(c) (3).

This amendmentwouldnot onlybe in the interestofexpediencyandclarity, but it would
bringconsistencyanduniformity in theapplicationof this taxpreference.In doing so, the
Commissionbelievesthat this provisionofthe law canbe consolidatedandstreamlined.
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Conversely,theCommissionnotesthat thereareseveralother“nonprofit” organizations
thatwhile designatedunderthe InternalRevenueCodeSection501(c) arenot (c)(3)
organizationsbut arequalifiedunderothersubsectionsofthat Sectionincluding laborunionsand
governmentalemployeeorganizationsundersubsection(c)(4), somecemeteriesundersubsection
(c)(13)andpatrioticsocietiesundersubsection(c)(19).

Thatbeingsaid,yourCommissioncontinuesto believethat all realpropertyowners
shouldpaytheirfair sharefor thebenefitsprovidedby theCounty. Your Commissionnotesthat
themostobviouspublic benefitsprovidedby theCountyincludepoliceandfire protectionand
health andsanitation. At thesametime, yourCommissionacknowledgesthebenefitsprovided
by manyofthesenonprofit organizationsand,therefore,doesnot believethatsuchorganizations
shouldbe askedto paytheirfull shareof therealpropertytax burden. However,thesenonprofit
organizationsmustacknowledgethat othertaxpayersaresubsidizingthecostofthebenefitsthey
receivefrom Countygovernment.

As notedearlierin this report,theCommissionbelievesthat all propertyownersshould
paysomethingfor thebenefitstheyreceivefrom theCounty. Totally relievingapropertyowner
of sharingin thecostofCountyservicesandbenefitsviolatestheaccountabilityrelationship
betweenthosewho mustpayfor thosebenefitsandthosewho enjoythosebenefits. Complete
exemptionfrom therealpropertytax for suchorganizationsshifts theburdento all other
taxpayers,someofwhom mayormaynot subscribeto thetypeofservicessuchnonprofit
organizationsprovide. To wit, membersofareligiousorganizationwhomayardentlydefendthe
tax-exemptstatusoftheir institutionmaynotnecessarilysupportan organizationwhich
advocatesfor plannedparenthood.Thus, in the interestofequityandfairness,consideration
shouldbe given to askingall nonprofit organizationsto contributesomethingto theprovisionof
Countyservices.

Council memberswill askhow thencansuchorganizationsbeaskedto contribute
somethingtowardthecostofprovidingCity services. Given that therealpropertytax is based
on thevaluationofthe realpropertyownedorutilized, theCommissionbelievesthateach
nonprofitorganization’scontributionto thecostofpayingfor Countyservicesshouldbebased
on thevalueoftherealpropertyusedfor theexemptactivity. While thoserealpropertyowners
not so favoredwith atax preferencepayon thebasisof 100%ofthefairmarketvalueofthe
propertytheyown, theCommissionbelievesthat suchnonprofitorganizationsshouldbe askedto
paytheirfair shareofthe realpropertytax burdenbasedon apercentageoftheassessedvalueof
thepropertythat is utilizedfor theexemptpurpose.

Thismeanssmallernonprofit organizationswhichutilize little, if any,realproperty
probablywill continueto paytheminimumtax while largerorganizationswith substantialreal
propertywill pay morethantheminimumtax. Known as anassessmentratio, it is not
uncommonto find suchassessmentratioson themainlandwheretaxrelief is extendedto certain
typesorclassesofpropertyby basingtherealpropertyowner’srealpropertytaxliability on a
percentageofthevalueoftherealpropertybeingtaxed. Although theCommissionis not
preparedto makea recommendationon theexactpercentageofmarketvalueon which such
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nonprofitorganizationshouldbe taxed,theCommissionwantsto makeit explicitly clearthat the
assessmentratio be greaterthanzerobutnot morethan100%offair marketvalue. Shouldthe
Council believethatother“nonprofit” organizationsdeservesomesortof tax preferenceinsofar
aspayingtheir fair shareofthe realpropertytaxburden,thenconsiderationshouldbe givento
settingthesmallestassessmentratio for recognizednonprofitsas determinedby the Internal
RevenueServiceas section501(c)(3)organizationsandthoseothernonprofitswith other
determinationsatahigherassessmentratio.

Regardless,the Commissionrecommendsthat thoseentitieswhich currently aretotally
exemptbecausetheytendto be nonprofit in naturebe subjectto a levyof the realpropertytax
albeit at apercentagelessthanfull marketvalue in recognitionofthe communitybenefitthey
provide. Such impostshouldbe basedon apercentageofthefair marketvalueutilizedfor the
exemptactivities.

TheCommissionrecognizesthat inasmuchas thesepropertieshavebeenexemptfor
manyyears,accuratevaluationshavenotbeenmadeon acontemporarybasis,astherewaslittle
returnon investmentgiven the fact thatsuchexemptpropertiesproducedno incometo theCity
tojustify expendingresourceson obtainingup-to-dateandcurrentvaluations.

Again, shouldtheCouncil wish to afford nonprofitsotherthanthoseholdingasection
501(c)(3)designationsomesort ofpropertytaxrelief, considerationshouldbe givento ahigher
assessmentratio thanthataffordedSection501(c)(3)organizations.

Somecommissionmemberssupportedno changeto thecurrenttax rate ($300
minimum tax rate)for 501(c)(3) entities. Among theirconcernswere:

• Nonprofit 501(c)(3)organizationsrequiretaxexemptionon real property
becausetheyprovidenecessaryprogramsandservicesthatthe
governmentsectoris not willing orableto provide.

• Theamountsbeingchargedthroughincreasedtaxationendup beinga
small contributionto local governmentbudgetbut with adverseimpactto
thenonprofit budget. Nonprofitsmustcutseriouslyto paythis bill. The
ownershipof realpropertydoesnot reflectanorganization’sability to pay
thereal propertytax. If theseprogramsandservicesceaseto exist
becauseof increasedtaxation,thosein needwill eithernot receivethe
serviceor will turnto governmentagenciesto providetheseservices. It
will bemorecostlyfor governmentto providetheseservices.

• The publicwantstheir charitablecontributionsto nonprofitsto go toward
communityservices,not taxes. Taxingtheseorganizationshasthe effect
of discouraginggiving andvolunteering.Our communityneedsmoreof
what theseorganizationsandvolunteersdo, not less.
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• Increasingthe real propertytax ratefor nonprofit501(c)(3)organizations
fundamentallyunderminesthe ability of nonprofitorganizationsto deliver
on theircharitablemissionsandchallengestheir IRStax-exemptstatus.

CREDITUNIONS

AlthoughcreditunionsareorganizedandestablishedunderSection501 oftheInternal
RevenueCode- morespecificallyunderSection501(a)- andarerecognizedasinstrumentalities
ofthefederalgovernment,thefederallaw providesthatcredit unionsmaybe subjectto taxation
oftheirrealproperty. While exemptfrom taxationon incomeearnedandon purchasesof
personalpropertyfor consumptionby thecredit union, the federallaw is explicit abouttheability
oflocal governmentsto tax the real propertyof creditunions.

In theCommission’sreviewofthecreditunion exemptiontheCommissionlearnedthat
while credit unionsareexemptby federal law from thetaxationof incomeandpurchasesof
personalproperty,the law is specificthat local jurisdictionsmayimposetheirrealpropertytax
on theseentities. Therefore,the realpropertytaxexemptionwas specificallyenactedto provide
thecreditunionssuchan exemption. Giventhat theCommissionis ofthebeliefthatall real
propertyownerswhobenefit from Countyservicesshouldpay somethingfor thoseservices,the
Commissionbelievesthat, like the exemptionsfor charitableorganizations,creditunionsreal
propertyshouldbe subjectto thepropertytaxbasedon anassessmentratio ofthe fair market
valueof thecredit union’s realproperty.

TheCommissionreceivednumerouscommunicationsfrom variouscredit unions
imploringtheCommissionnot to repealthecurrentexemptionciting thefact that these
organizationsprovidefinancialservicesto theirmembershipswhichnormally cannotbeaccessed
attraditionalfinancial institutions. Otherscitedasaresultofbeinggrantedtheexemption,they
areableto enhancetheearningsoftheirmembersandreducethecostofloansmadeto their
members.In otherwords,realpropertytaxpayersarebeingaskedto subsidizethebenefitscredit
unionsafford theirmemberssuchaspayinghigherinterestrateson depositsandextendinglower
interestrateson it loansto members.

Thus, the Commissionquestionsthe validity ofthis exemptionand recommendsthat
the Council considercompleterepealof the exemption.

TheCommissionnotesthat on onehandthosethathavealimited field ofmembership
only servethatdefinedfield ofmembershipandnot thecommunityat large. Conversely,the
Commissionnotesthat for thosecreditunionsthathaveafield ofmembershipthat is community
based,onehasto questionwhetherornot thoseinstitutionsmaintainacompetitiveadvantage
over traditionalfinancial institutions. ShouldtheCouncil determinethat this repealmaybe
politicallyunacceptable,considerationshouldbe given to applyingan assessmentratio as
recommendedabovefor othernonprofitorganizations,albeitatahigherratio thanthat grantedto
Section501(c)(3) organizations.
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KULEANA LANDS

This is aratherrecentexemptionadoptedatthebehestofanumberofHawaiian
organizationsledprimarilybytheOffice ofHawaiianAffairs (OHA). This provisionof thelaw
providesacompleteexemptionto Hawaiianswho werebeneficiariesofthedivision of lands
implementedby theGreatMaheleunderKing KamehamehaIII andasauthorizedby theL 1850,
p. 202 asamendedby L 1851,p.98. Theselandsmusthaveremainedin thesamefamily(ies)
sincethat time in residentialoragriculturaluse.

TheCommissionquestionstheunderlyingrationale- that is whattheselandsdistributed
by theKing andremainingin thesamefamily sincethat time - hasto do with thebenefits
providedby theCounty. If the argumentis thatby not providingtheexemption,thesefamilies
wouldbedisplacedasaresultofthe realpropertytaxburden,the Commissionagainnotesthat
therearemechanismsin placethatrecognizetheability or inability of apropertyownerto payhis
or her fair shareofthecostofCountyservicesprovidedto theselandowners.To maintaina
completeexemptionfor theselandswhile theirowners’ benefitfrom Countyservicesmeansthat
otherrealpropertytaxpayersaresubsidizingthecostof thebenefitsenjoyedby theownersof
Kuleanalands.

To reiterateapointmadeearlier,theCommissionbelievesthateveryonewho benefits
from theCounty’s arrayofservicesshouldhaveapartin payingfor thoseservices.Not only do
suchbroadexemptionsgrantreliefwherenonemaybeneeded,but theyalsoassurethat the
burdenfor payingforthoseservicesis shiftedto anotherclassof propertyownerswho arenot so
favored.

Therefore,the Commissionrecommendsthat the Council considerrepealingthe
exemptionfor Kuleanalandsand in its placedirectthesepropertyownersto the tax credit
mechanismtoprovidereliefto thoseKuleanapropertyownerswhotruly cannotafford to pay
theirfair shareofthe costofCountyservices.

HISTORIC RESIDENTIAL EXEMPTIONS

No doubtamajorimpetusfor thecreationof thisCommissionwasthecontroversy
generatedby theblanketexemptiongrantedto historicresidentialrealproperty. Thismeasure
wasadoptedas anincentiveto encouragehomeownersandprospectivehomeownersto protect
andpreservehistoric residentialproperties.Inasmuchasthereareno lawsthatprohibit the
destructionorremovalof suchproperties,theCouncil wasencouragedyearsagoto adoptsucha
blanketexemptionfor propertieswhichmeetthequalificationsasspecifiedby ordinance.

However,asthemediaexposerevealed,this exemptionwassubjectedto rampantabuse
astheguidelinesgoverningthis exemptionlackedclaritywhile at thesametimethedepartment
lackedsufficient resourcesto monitor compliancewith therequirementsoftheexemption. Since
that time, theCity Council hasadoptedprovisionsthatsubstantiallyclarify therequirementsof
theexemptionandgive enforcementtools to thedepartmentto insurethat thesestandardsare
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met. However,theCouncilrefrainedfrom making changesto thebenefitsaffordedunderthis
exemptionin anticipationthat this Commissionwill makearecommendation.

Like theexemptionfor nonprofit organizations,Commissionmembersbelievethat these
historic residentialpropertiesshouldpay somethingfor theCity servicestheyenjoy. However,
characteristicsofthesepropertiesvarysubstantiallyandaflat exemptionamountwould be unfair
to largerpropertieswherethereis substantialvaluation(suchasahistoricalcolonialhomein
ManoaorNuuanu)in favor ofa smallerandmoremodestplantationhomein historic Ewa
villages.

Commissionerslookedto theprovisionsextendedto historic commercialpropertiesand
believethatasimilar approachcouldbe appliedto historicresidentialproperties.The
Commissionnotesthat commercialhistoricalpropertiesthat arealsolistedon thehistoric
registerareaffordeda50% reductionin theirpropertytax liability providedtheymeetcertain
requirementsincludingrecordingamaintenanceagreementin theBureauof Conveyances.The
50% reductionin realpropertytaxliability amountsto the samething asif thepropertyhadbeen
assessedat a50%assessmentratio.

TheCommissionnotesits earlierrecommendationthat in orderto recognizethe
differencesbetweenpropertycharacteristicsandsizeofpropertiesutilized by nonprofit
organizationsthatrelief be providedby wayofareducedassessmentratio for residentialhistoric
properties.While theCommissionis notpreparedto makearecommendationasto whatthat
ratio would be, it would nonethelessbemorethanzero(fully exempt)andlessthan 100%(or full
marketvalue).

It wasbroughtto theattentionoftheCommissionthat somehistoric residentialproperties
arenotnecessarilyowneroccupied. Somewereusedasrentalswhile otherswereusedfor an
assortmentof commercialactivitiessuchasbanquetsorweddings. While somemaynot agree
that suchhistoric residencesshouldbeusedfor commercialactivitiesornot be owneroccupied,
theCommissionis sensitiveto thefact thatmanyofthesehistoric propertiesarecostlyto
renovateormaintainandin manycasesthesepropertieshavebeeninheritedfrom older
generationswherethecurrentgenerationofownersdo not havethe resourcesto upkeepthose
residences.Thus,thesecurrentownersarecaughtbetweensellingthepropertyto someonewho
maynotbeinterestedin preservingandmaintainingthehistoric structureorperhapsdemolish
thehistoric structureandput theparcelto ahigherandbetteruse,an alternativethatwould
certainlybe a lossto thecommunity.

TheCommissionis remindedthat therehavebeennumerousexampleswherethesehard
choiceshadto bemadeandmoreoften thannot it meantthe lossof thehistorical residence.
SuchwasthecaseoftheKatuski homewhich stoodin thepathofprogresswith theconstruction
of theH-i freewayasit crossedKeeaumokuStreet. Although thefateofthis historic residence
befell the ravagesof fire beforea decisioncouldbemade,thealternativesfacedby theowner’s
widow andtwo childrenwerelimited astheydid not havetheresourcesto eithermovethe
structureor if it hadbeenmovedby thestate,theresourcesto maintainthis grandold Victorian
structure.
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Anotherexampleis thegrandCookemansionon NehoaStreetwherethefamily was
facedwith thesettlementoftheestate.The hugebluerockmansionwas,no doubt,a
maintenancechallengethat noneofthebeneficiariescouldaffordto undertake.Thus,the
decisionwasmadeto demolishthestructureandsubdividetheparcelon which it stood.
Unfortunately,thathistoricstructurealsobefell the ravagesoffire beforeanydecisioncouldbe
madeto preserveit.

TheCommissionalsois awarethat in Europemanynoblefamilieswhich inheritedlarge
manorsandestateshaveresortedto openingtheirhistoric homesto visitors asaway to afford
thosevisitors theopportunityseehowtheirancestorslived andasa wayto generateincometo
maintainandpreservethesehistorichomes. Therefore,it doesseemunreasonableto allow
ownersofsuchhistoricalresidentialpropertiesto utilize thepropertiesto generateresourcesthat
would assistin thecostofmaintainingandpreservingthehistoric structure.

Recognizingthat this would createtwo categoriesof historicalresidentialrealproperty
that would be affordedapreferenceasan incentiveto preserveandmaintainsuchstructures,the
Commissionagainreiteratesthat differentassessmentratioscouldbe setdependingon how the
historicalresidentialstructureis used. Forexample,thosehistoric residentialstructuresthatare
not owneroccupiedandusedfor commercialactivitiescould be assessedata50%assessment
ratio,as couldcommercialhistoricalpropertieswhile thosewhich areowneroccupiedcouldthen
be assessedata lesserratio. Therestill would be an advantagebetweenhistoricalresidential
propertiesandhistoricalcommercialpropertiesif theCouncil continuesto taxresidentialand
commercialpropertiesatdifferent rates

Finally, theCommissionnotesagainthathistoric commercialpropertiesmustrecorda
maintenanceagreementin theBureauofConveyancesin orderto qualify for thepreferential
treatmentundertherealpropertytaxordinance.While suchan agreementmaynotbe
appropriatefor historic residentialrealproperty,considerationmight be given to allowing owners
ofhistoricalresidentialrealpropertyto offsettheir realpropertytax liability with theamountof
qualifiedexpenditures- ascertifiedby thestatehistoricpreservationofficer. Inasmuchasthe
intentof thepreferenceis to encouragenotonly thepreservationofthehistoricpropertybut also
themaintenanceofit asWell, it would seemonlyreasonablethatsuchanoffset would insurethe
maintenanceoftheproperty. Again, therewould besomereasonablenexusbetweentheamount
oftaxrelief affordedandtheamountthehomeownerexpendsto upkeepthepropertyin its
historic condition.

Thus, to summarize,the Commissionbelievesthathistoric residentialrealproperty
shouldbe affordedreliefby applyingan assessmentratio that resultsin a valuationthat is less
thanfair marketvalue andthat actualqualjfiedmaintenanceexpensesbeallowedto offset
anyresultingrealpropertytax liability but no lessthan the minimum ta.t
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AGRICULTURAL LANDS

TheCommissionregretsthat it did not havesufficient time to fully appreciateand
understandtheprovisionsrelatingto agriculturallands,including thededicationprovisionsand
qualifying agriculturalimprovementsfor dedicatedvacantagriculturallands.

It is theCommission’sunderstandingthat theagriculturaldedicationprovisionswere
inheritedfrom thestatewherethededicationprovisionswereestablishedwith the intent of
encouragingthepreservationof landusedin agriculturalandcameto azenithduringthemid-
1970’swhentheprovisionwasenhancedto encouragethepreservationof agriculturallandsused
in theproductionof sugarandpineapple.Justprior to the1978ConstitutionalConvention,that
transferredtheadministrationandpolicy settingofthe realpropertytax to thecounties,recapture
provisionswereaddedto imposearecaptureofthe taxesthatwouldhaveotherwisebeendueas
if the landhadbeenin highestandbestuseplus a 10%penalty.

Ironically, it wasduringthe1978ConstitutionalConventionthataprovisionwasadded
for thedesignationof“importantagriculturallands”in an attemptto insurethepreservationof
importantagriculturallands. While it tooknearly30 yearsandvarious studiesof landevaluation
andassessments,thestatelegislaturefinally adoptedincentivesto landownersto setaside
agriculturallandsas“importantagriculturallands.” In themeantimea Council:createdtaskforce
convenedfor thepurposeofaddressingthe issueofalleviatingtheburdenoftherealpropertytax
on agriculturalactivitiesandout ofits recommendationsthecurrentprovisionswhich provide
thatany incrementalincreasein thevalueof the realpropertydueto improvementsshall be
exemptfrom realpropertytaxesfor aperiodofseven(7) yearsaftertheconstructionof these
improvements.

Giventhenewenactedstatelaw to encouragethedesignationof “importantagricultural
lands” whichprovidesavariety ofincentivesincludingtaxcreditsfor agriculturalimprovements
madeto thedesignatedproperties,theCommissionbelievesthatamorecomprehensivereview
ofthecurrentrealpropertytax provisionsastheycomplementorconflict with thenewstatelaw
governing“importantagricultural lands”is necessary.

Therefore,the Commissionrecommendsthat the realpropertytaxprovisionswith
respectto the incentivestopromoteagricultural activityshouldbeapriority agendaitemfor
the next Commission. In the meantime,thestaffof the DepartmentofBudgetandFiscal
Servicesshouldbe directedto analyzehowthe Countyprovisionsand the newstatelaw
comport. The Commissionalsonotesthat thereis anotherCouncil Taskforce chargedwith
the implementationof theImportantAgricultural Lands law andbelievesit might be
appropriateto refer the realpropertytax provisionsto that Task Force.
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SPECIFIC EXEMPTIONS

While theCommissionhasreferencedanumberofmorespecificexemptionssuchas
thosefor alternateenergyimprovementsandair pollutioncontrolfacilities andotherswhichhave
not beenpreviouslymentionsuchascrop sheltersandslaughterhouses,therationalefor these
exemptionsis not inherentlyclear.

Giventhechangingenvironment,theCommissionquestionstheneedfor someofthese
exemptions.Forexample,asaresultofrisingcostsfor traditionalenergysources,consumer
demandis movingin thedirectionofalternateenergyproduction. Shouldthis trendcontinue,
whatwasat onetime consideredtheunusualwill becomethecommon. With theproliferationof
solarandphotovoltaicfarms,will thecurrentexemptionsapthepotentialresourcesofthe real
propertytax? Similarly, asa resultof federalmandateswith respectto air qualitywill incentives
for airpollution control facilities be necessary?

On theotherhand,theCommissionrecognizesthechallengesof agriculturalproperty
ownersin recentyears;however,the Commissiondid not havetheopportunityto learnmore
abouttherationalefor theexemptionsprovidedfor slaughterhousesandcropshelters,aswell as
theexemptionsprovidedfor othernonprofitsnotcoveredin ROH Section8-10.10suchas
charitablenonprofitmedicalindemnityor hospitalserviceassociationsandnonprofit
organizationthrift shops.

TheCommissionalsonotesthatboth nonprofitchildcarecentersdesignatedunderCode
Section501(k),as well asfor profit childcarecenters,enjoyexemptionsfrom therealproperty
tax. While all oftheseorganizationsmayservethepublic good,theyshouldnot beaffordedthe
samedispensationas thepurenonprofitorganizationswith the(c)(3) determination.

To betterunderstandthe reasonfor theseexemptions,the Commissionrecommends
that theseexemptionsbescheduledfor repealand that the City Council hold hearingsin an
effort to gather information andjust~/lcationfor the continuation oftheseexemptions.

ACCURACY OF INFORMATION

In its reviewof thevariousrealpropertytaxexemptions,theCommissionlearnedthatnot
all propertiesareassessedannuallyastheRealPropertyAssessmentDivision’s resourcesare
devotedto propertiesfor which taxeswould behigherthantheminimum tax andlittle wasto be
gainedby assessingpropertiesthatwereexempt. Given thatnot all propertiesareassessed
annually,informationprovidedto theCommissionregardingtheamountofforegonerevenueis
inaccurate,makingit difficult to determinetheamountsubsidizedby othertaxpayers.Under
Section8-7.1(a)oftheRevisedOrdinancesofHonolulu,all taxablepropertiesarerequiredto be
assessedannually.

A representativefrom RealPropertyAssessmentDivision informedtheCommissionthat
theycurrentlyrelyon self-reportingandcomplaintsto determinewhenpropertyownersno longer
qualify for particularexemptionsordedications.A Commissionmemberpointedout that
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outsidesourcesareavailableto help theadministrationdeterminewhencertainchangesin
propertyownershiporusagemayoccurandthereforemay impacttax assessments.Forexample,
theInternalRevenueService(IRS) regularlyupdatesits list ofnonprofit organizationsthathave
lost their exemptstatus. The IRS publishesthe list atwww.irs.govandmakesit availablein
AcrobatorExcel formatfor easydownloadingandsearching.Otherresourcesavailablefor
reviewandcomparisonareasfollows:

• Homeownerdatafrom othercounties— to reduceclaimsof multiple homeowner
exemptionswithin thestate;

• Homeownerdatafrom otherstatesfrom sourcessuchasLexisNexis.com— to
reduceclaimsofmultiple exemptionsby out-of-statehomeowners;and

• Foreclosurerecords— to reduceclaimsofhomeownerexemptionsby ownerswho
arenot eligible for suchexemptions.

In light of this information,someCommissionmembersbelievethat that
adequateresourcesshouldbeallocatedto the RealPropertyAssessmentDivision to
allow the annualassessmentof all taxablepropertiesasrequiredby law andthat the
Division takeadvantageof theoutsidesourceslisted aboveto increasecompliancewith
the realpropertytax law and rules. This will allow for a moreaccurateassessmentof
theimpactof real propertytax policiessuchasthosewhich governexemptproperties.

TRANSPARENCY,ACCOUNTABILITY, EFFICIENCY AND FAIRNESS

TheCommissionwishesto extendits appreciationto theCity Council to havehadthis
opportunityto reviewthenumerousexemptionswhich wereinheritedfrom thestateandwhich
wereaddedby previousCouncilsovertheyearssincetheCountyassumedcompletecontrolof
therealpropertytaxexemptionsin 1989. Thishasbeenthefirst suchreviewofthose
exemptionssincetheywereenactedor inheritedandwe trustthat theCommission’sreviewhas
beenfair andobjective.

As requiredby theenablingresolutionestablishingyour Commission,its membersstand
readyto discuss,explainandotherwiseclarify its recommendationsandwill dissolveasof June
30, 2012.
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ATTACH:

WrittenTestimonyReceivedthrough12/7/il

11/14/11PerezStarAdvertiserArticle

11/22/li StarAdvertiserEditorial

date?— HansenLetterto theeditorresponse

12/4/11KalapaHawaiiFreePressArticle

Other
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ReportAddendum
WRITTEN commentsreceivedduring commentperiodfrom

December9, 2011 throughJanuary9, 2012.
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