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I rnTheHonorableNestorGarcia,Chair -~

BudgetCommittee
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City Council ~. c~ij
City & CountyofHonolulu ~ cz~
Honolulu, Hawaii 96813

Re: Bill 9, CD-i andBifi 75 - Relatingto the RealPropertyTax CreditforLow Income
Homeowners

DearChairandCouncilMembers:

Thank you for theopportunityto shareourobservationsandcommentsabouttheproposedmeasures
to effect changesin therealpropertytaxcredit for low-incomehomeowners.

Bill 9 CD-i would lowerthe thresholdfor the circuit breakerfrom4% to 3%for thosehomeowners
whosehouseholdincomedoesnot exceed$50,000peryear. For thosehouseholdswherethe titleholderis 75
yearsofageorolder, thethresholdwouldbe loweredto 2%. Thus,with this change,reliefwouldbe granted
to thosequalif~y’inghouseholdsandwould insurethattheir tax bills do not representmorethaneither2%or
3% oftheir householdincomedependingonageprovidedthe householdincomedoesnot exceed$50,000.

Bill 75 lowersthe thresholdthatwould triggerthe credit from4% to 3% for thosehomeowners
whoseincomeis lessthan$50,000but expandsthe currentcredit set at4%of incometo anyhomeowner
whosehouseholdincomeis greaterthan$50,000. This measurealsoappliestheamountof the credit on a pro
ratabasisso that theamountduefromthe qualii~nghomeownerwouldbeidenticalfor the semiannual
payments.

Of thethesetwo proposalsthatwould amendthe realpropertytaxcredit,werecommendBill 75 for
your considerationas it wouldgrantgreatertax relieffor lower-incomehouseholdswhile extendingtax relief
to all homeownerswheretheperson’stax bill exceeds4% ofincome. This wouldguaranteethatno
homeowner’stax bill would everexceedthattaxpayer’sability to payasoncethetax burdenhits4% of
income, everythingoverandabovethatceiling wouldbe forgiven.

Mindful ofthe revenueimpactthatthe combinationofthe circuit breakerandthehomeowners’
exemptionwouldhaveon City linances,it wouldbe ourrecommendationthatthehomeowners’exemptionbe
repealed. We havelongadvisedhow archaicthehomeowners’exemptionis in grantingtax reliefregardless
ofthe needfor thattax relief Unlessameaningfulmechanism,suchasthe circuit breaker,is offeredto all
homeowners,the Councilwill bebesetwith constantcriesof homeowners’being taxedout oftheir homes.
Thus,replacingthehomeowners’exemptionwith auniversallyavailablecircuit breakerwill guaranteethat the
homeownerwill neverpaymorethanthe specifiedpercentageoftheir incomefor realpropertytaxes.
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As we havepointedout numeroustimesbefore,ageanddisability arenot indicatorsof a
homeowner’sability to pay. The circuit breakeralsoaddressesthosesituationswherethe homeowner’s
propertyvaluehas appreciatedat no ~ult of the homeowner. It, therefore,contributesto the integrity of the
assessmentprocessas it obviatesgimmicksto artificially set valuesfor propertylike Proposition13.

Repealof thehomeowners’exemptionwould also allow the valueof the currentexemptionto be
addedbackinto thetaxablebase. This, in turn, would allow the Councilto recti1~,’the shifi of thetaxburden
from residentialto nonresidentialpropertieswhile still generatingthe neededrevenuesto runthe City. It
would allow the Council to lower the ratefor both residentialandnonresidentialproperties.

While we don’t want to complicatethis effort, we would suggestconsiderationbe given to moving
the deadlinefor applicationof the tax credit to the spring,perhapsafter the income tax filing dateso the
qualificationfor the credit couldbebasedon the mostrecentyearof income. As currentlyadministered,the
credit is basedon incomerealizeda yearandahalfbeforethe beginningof the fiscal yearduring which the
creditwould be applied. Circumstancescould changein thatlengthoftime, making the credit,or the lack of
applying, irrelevant for the affectedhomeowner.While movingthe deadlinefor applicationcloserto the start
of the fiscalyearfor whichthe credit wouldapplymayimposesomechallengesfor administrators,sucha
movewould guaranteethat tax relief is basedon the most recentincomereceivedby the applicant
homeowner. With computersandthe ability to crossreferencerealpropertytax bills with qualif~4ngincome,
we believethat sucha movewouldbe in the bestinterestof the overburdenedhomeowner.

Thank you for this opportunityto shareour observationsandcommentsaboutimproving tax relieffor
all homeownersutilizing the circuit breakerapproach.

V truly yours,

Lowell L. Kalapa
President
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