TASK FORCE ON PRINCE GEORGE’S COUNTY TRANSFER TAX RATE

January 9, 2001

Delegate Rushern Baker 111
Chairman, Prince George’s County House Delegation

Dear Delegate Baker:

Pursuant to the Laws of Maryland for 2000 and House Bill 1004, we respectfully submit
the report of the Task Force on Prince George’s County Transfer Tax Rate.

The Task Force met three times between the fall of 2000 and the winter of 2001 to
examine the transfer tax rate in Prince George’s County and its effect on citizens, businesses, and
schools in the County. The Task Force also reviewed the potential for using a reduction in the
transfer tax to address the critical shortage of teachers in Prince George’s County schools.
Because the transfer tax generates revenue that is earmarked specifically for utilization on
educational services, strategies for reducing the transfer tax were evaluated for their short-term
and long-range impact on the availability of alternative County resources to local public schools.

The enclosed recommendation reflects the diligence and focused deliberation of the Task
Force in addressing the viability of a transfer tax reduction. Participants on the Task Force
deserve to be commended for their commitment to a thorough evaluation of the transfer tax and
their contribution to building consensus for a legislative course of action.

Sincerely, ‘
Delegate Obie Patterson S r (Nysses' Currie
Co-Chair Co-Chair

CC: County Affairs Committee Members
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REPORT OF THE TASK FORCE ON
PRINCE GEORGE’S COUNTY TRANSFER TAX RATE

INTRODUCTION

The Task Force on Prince George’s County Transfer 'Tax was established during the 2000
Session of the General Assembly, pursuant to Chapter 444 of the I.aws of Maryland for 2000.
(House Bill 1004 - Appendix 1). The Task Force consisted of representatives for the County
Executive of Prince George’s County, the Prince George’s County Board of Education, the
Superintendent of Prince George’s County schools, the Prince George’s County Board of
Realtors, Prince George’s County Chamber of Commerce, residents of Prince George’s County,
and the Senate of Maryland and the House of Delegates. Delegate Obie Patterson and Senator
Ulysses Currie served as joint Co-Chairs.

The Task Force was charged to:

- Complete a thorough review of the transfer tax in Prince George’s County and the
effect of the transfer tax on the citizens, businesses, and schools in Prince
George’s County; and

- Issue a final report of its findings and recommendations to the Chairman of the
Prince George’s County House Delegation and the Chairman of the Prince
George’s County Senate Delegation.

BACKGROUND

The Maryland General Assembly passed legislation in April 2000 creating the Task Force
on the Prince George’s County Transfer Tax Rate. This action reflects major concerns about
reducing the residential real property transfer tax rate and the potential impact that such a
reduction would have on the citizens, businesses, and schools in Prince George’s County.

In 1984 under the County’s authority and prior law, the transfer tax rate in Prince
George’s County was increased to 1.5%. The 1984 law established a sunset date with the fiscal
year ending in1989 to terminate the increased rate. However, in 1989 the sunset date for the law
that increased the rate was extended until the following year and each year thereafter until 1995.

Under House Bill 476 the then current rate of 1.5% was reduced and a new rate of 1.4%
established that took effect July 1, 1995. This legislation also included a phase-in reduction of
onc/tenth percent for each consecutive year beginning in 1997 with a rate of 1.3% and
concluding in fiscal year 2000 with a rate of 1.0%. However, because Prince George’s County
was in a financial deficit, the residential transfer tax rate was frozen at 1.4%. In July 1997, the
General Assembly passed House Bill 441, which having become law, maintained the existing
rate of 1.4% but also eliminated further reductions. This legislation included no sunset date for



the statutory provisions. In 1999 legislators again attempted to reduce the transfer tax rate under
House Bill 343, which would have reduced the rate from 1.4% to 1.0% in fiscal 2000, however,
the bill did not pass in the House Ways and Means Committee.

The current proposal to reduce the transfer tax rate for Prince George’s County seeks in
part to implement the reduction that was initially proposed in 1995. Legislators acknowledge
that statutory provisions establishing a maximum transfer tax rate level reflect the intent of
lawmakers to minimize to the extent possible the financial burden imposed on citizens and
potential home purchasers by high tax rates. The creation of the Task Force to investigate the
impact of the transfer tax reduction is consistent with the need to review legislation for a reduced
tax rate that responds to the concerns of citizens, businesses, and schools in Prince George’s
County.

DELIBERATIONS

A primary consideration in the Task Force review of a transfer tax rate was the extent to
which a reduction in the rate would adversely affect the revenues available to the Prince
George’s County Public Schools. Under existing local law, revenues generated from the transfer
tax are earmarked for the local school system. A reduction in the transfer tax could result in a
reduction in the amount of resources available to meet school system expenditures. Under the
proposed legislation, fiscal analysis, using level 1999 revenue figures, estimate the amount of
revenue loss associated with the transfer tax reduction (from 1.4% to 1.3%) targeted for first-
time homebuyers only at $1.4 million per annum for fiscal years 2001 and 2002." For fiscal year
2003, the revenue loss associated with reducing the transfer tax (from 1.4% to 1.3%) for all
home purchasers in Prince George’s County, including first-time buyers, is estimated at $3.4
million. The revenue loss beginning in fiscal year 2004 (tax rate at 1.2%) would increase by an
estimated $3.4 million for every tenth/percent reduction in the tax rate.

The cumulative revenue loss over the four-year period in which the transfer tax rate is
reduced from the current rate of 1.4% to 1.0% for all homecowners including first-time
homebuyers over fiscal years 2001 and 2002 is estimated at $ 27 million.” However, the Task
Force recognizes that the actual amount of the revenue loss for any year of the transfer tax
reduction is wholly dependent on the number of homes purchased in Prince George’s County and
the number of purchases eligible for the reduced rate. This overall revenue loss might be offset
by an influx of homebuyers to Prince George’s County. It is important to note that the total
amount of the local transfer tax represents approximately 5% ($48 miilion) of the entire school
budget ($950 million). Therefore, a fiscal impact for the reduction to 1.3% for first time home-
buyers would only be 2.7% ($1.3 million) of the 5% portion of the budget.

' The Fiscal Estimate for PG 403-00 indicates that first-time homebuyers are estimated to comprise 40% of the total
residential real property sales in Prince George’s County. The amount of revenue loss during the first two fiscal
years is directly proportionate to the number of first-time homebuyers and may be lower or higher than projected.

2 See Appendix 3 — Fiscal Estimate for PG 403-00 prepared by Department of Legislative Services.



Another consideration by the Task Force for reducing the transfer tax was the potential
that a reduction in the tax might have for attracting homebuyers to Prince George’s County to
purchase residential property. Residential real estate figures reflect a fluctuation in home
purchases in Prince George’s County between 1995 and 1998. Although home sales have
increased since then, they still lag behind other jurisdictions. There is no statistical evidence of a
comrelation between the amount of the transfer tax rate and the decision of first-time buyers to
purchase a home in Prince George’s County or neighboring jurisdictions. Rather, the quality of
the schools, crime, and overall property tax rates are among a host of other factors that influence
consumer choice when deciding to purchase residential property. However, it is well
documented that closing costs, including the down payment, are the single biggest impediment to
the first-time homebuyer. These high local transfer tax rates may also adversely affect
businesses. One example was cited of an employer that decided to locate its business outside the
County because of its unwillingness to incur the higher residential home closing costs associated
with relocating its employees to Prince George’s County.

The Task Force reviewed data of real estate purchases statewide and found that real estate
sales were higher and overall tax rates lower in neighboring counties. At the same time, local
closing costs in Prince George’s County exceed those of the surrounding jurisdictions by a range
of $200 to $2000. The Task Force recognizes that economic conditions (i.e., average household
income levels, variable costs of residential real estate, total corporate relocation expenses, school
system academic performance) in neighboring counties differ from those of Prince George’s
County and, therefore, these counties were not deemed equivalent comparisons.  Additional
information reviewed by the Task Force suggests that the addition of new buyers to Prince
George’s County could have an overall positive economic impact of increasing revenue in the
County and could generate additional resources that may be availed to meet the expenses of the
local school system. For example, if a reduction in the transfer tax rate to 1.3% for first-time
homebuyers was to result in an increase of 500 more property sales for homes purchased at an
average price of $150,000, then an additional $975,000 of tax revenue would be generated from
these sales. This additional tax revenue could thereby offset 75% of the estimated fiscal impact.

The Task Force review found that the limited availability of data posed a major constraint
on conducting a full analysis of the impact the transfer tax reduction would have on the County.
While higher taxes may act as a disincentive to consumers to purchase residential property in
Prince George's County, the Task Force did not have the benefit of economic data that examined
these factors. The Task Force also considered that a reduction in transfer tax revenue could be
offset by an increase in revenues generated from property taxes as well as other sources. In the
absence of complete cconomic projections for the potential revenue increases to Prince George’s
County the Task Force was unable to determine the extent to which a loss of revenue attributed
to the reduced transfer tax rate would be offset by increases in revenues from other local taxes.

On November 21, 2000, the Prince George’s Delegation County Affairs Committee held
a public hearing for proposed legislation for the 2001 session of the General Assembly. Delegate
Patterson entered House Bill 408-01, Prince George's County Transfer Tax for discussion.
Public comment on the transfer tax noted many concerns already under consideration by the
Task Force that have been incorporated into the Task Force review of the transfer tax rate
reduction. After careful consideration of the impact that a transfer tax reduction would have in



Prince George’s County, the Task Force proposes that the legislation be amended to incorporate
its recommendation.

FINDINGS AND RECOMMENDATION

Legislative Changes

The Task Force recognizes that the existing transfer tax law does not fully consider
changes in the economic conditions of Prince George’s County. In its review of the proposed
legislation for a transfer tax rate reduction, the Task Force learned that a major barrier in
reducing the transfer tax is the potential loss of revenue for local schools. The Task Force
determined that any adjustment of the transfer tax rate would have to ensure the most minimal
loss of resources to local schools, if any, while simultaneously providing some tax relief to the
citizens of Prince George’s County. To ensure that the legislation reflects this finding, the Task
Force offers the following recommendation for changing the proposed legislation.

Targeted First Time Homebuyers

The legislation would provide an immediate reduction in the residential real property
transfer tax rate from 1.4% to 1.0% to take effect Julyl, 2001. The reduced transfer tax rate
would be targeted to Prince George’s County teachers who are first-time homebuyers. Only
individuals who are both Prince George’s County tecachers and who qualify as first-time
homebuyers under Maryland real estate guidelines would be eligible for the reduced transfer tax
rate, The reduced rate would be effective for a period of five-years for the fiscal year July 2001
through the fiscal year July 2005. At the end of the fiscal year beginning luly 2005, the rate
reduction in effect would be reviewed and a determination made as to whether or not to maintain
the rate at the 1.0% level. By targeting the transfer tax rate reduction to teachers who are first-
time homebuyers, the reduction would minimize revenue loss and address a critical need of the
local school system by providing an incentive that would attract teachers to Prince George’s
County schools.
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HOUSE BILL 1004
Unofficial Copy 2000 Regular
Sessicn
Q2 (0lr0497)
ENROLLED BILL
— Ways and Means/Buclger and Texanion —
[ntroeduced by Prince George's County Delegation
Read and Examined by Proelreaders:
Proofteader.
Proofreader.
Sealed with the Great Seal and presenmted fo the Governer, for his approval this
B day of at o'clock, M.
Speaker,
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2 Prince George's County - Transfer Tax Rate
3 PG 403-00

FOR the purpose of MW&M

crcanng a Task Forr:e fodi] th
Prince Georoe's Loungy Tra;;ster Tax Rate: requiring the Task Force 1o conduct
9 a thorouch review of the transfer tax rate in Prince George's County and jts

ing th

10 gffect on citizens. businesses. and scheols in the County;

11 composition, powers. and duties of the Task Force: providing for the statfing of

12 the Task Force: requiring the Task Farcce to report its findings and

13 recommendations by 3 gertain date; providing for the termination efcenamn
id sravisiens of this Act, previding fora delayed-efetive-dae-ior vertain

15 s;eumem—e-t—xhw and generally relating 10 the Prince George's County
16 transr'-:r fax.
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HOUSE BILL 1044

SECTION 1. BE IT ENACTED BY THE GENERAL ASSEMBLY OF
MARYLAND. Thart sae-Lawsot-Mapdand eeadasfolews

(a) There is a Task Force on the Prince George's Countv Transfer Tax Rare,

(b) The Task Force consists ol the following 13 members,

(1 Onz member of the House of Delegates, appointed by the Chairman

of the Prince Georee's Countv Houge Delegation;

2) (me member of the Senate of Marvland, appointed by the Chairman
of the Prince Gearge's County Senatg Delegation;

(3} One mempber of the Countv Council of Prince Georag's County
appoited by the Chairman of the County Couneil:

{(4) The County Execurive of Prince Georee's County or the County
Exceutive's designee

(53 One member of the Prince George's County Board of Education,
appointed by tha Chairman of the Board;

(&) The Superintendent of Prince Georne's County schoolsorthe 1
Superinleadent's designes;

(7 Two members of the Parent Teacher Association trom Prince George's
County, appointed by the President of the Association;

(%) One member of the Princa George's County Board of Realtors
appointed by the President of the Board of Reallors;

{9 (One member of the Princa Georue's County Chamber of Commerce,
appointed bv the President of the Chamber of Commercs;

(10) Two citizens whio are residents of Prince George's County, appointad
jointly by the Chairman of the Prince George's County House Deiggation and the
Chairman of the Prince Georee's County Senate Delegarign; and

s

I



JCT-D6-z08a  's:%1 FISTAL SERUICES

3 HOUSE BILL 1004
1 [ann! QOne member of the Prince Gegrge's County Educarors Asseciation,
2 apmointed by the @resident of the Association.
3 {1 The two members of the Task Fores representing the General Assembly
4 shall serve as cochairmen of the Task Foree,
5 (d) The Task Force shall compietc a thorough review of the mransfer 1ax rate in
6 Prince Georue's County and the effect of the transfer tax rate on the gihzens,

7 bwusinessas. and schools in Prince George's Coungy.

8 ie) Members of the Task Force shall serve withour compensation except that

9 the members mav he reimbursed for expenses under the Standard Stawe Travel
10 Reculations, as provided in the State budger.

1 (0 The County Exccutive of Prince George's County and-the-Departmentof
12 Legislative Servicas shall reintly provide staff support for the Task Force to the extent
13 possible within existing budgeted resources.

14 (m) The Task Force shall issue a final zeparr of its findings and
15 recommendations to the Chairman of the Prince George's County House Delegation

16 and the Chairman of the Prince Georze's County Scnate Delegation on or before
17 November | 2000,

8 Article-iT—Prince-Georges-County

19 {0-8r

2 {2y & Exceptas-providedin-Subsection-(bref-this-Sectionthe-Lrounty
21 Couneilisauhorized and empovered-to-tmpose atax-at a-rafe potto-exceediteot

0

1
22 theaemalconsideration paid-ormto-be-pakd-underavenmastrument of witing

3 copvewin-title-toFealoroperty—orahy-interast-thero i i the-Counprrotlferedfor
24 record-and recorded-in-tha Counby-Convevancesto-thesateany-nseney-of the-ate,
235 oranyv-politieal Subdivision-of the-Sinte-shall-not be-subjectio-the-tax-immposed-under
26 this-Sections
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5 HOUSE BILL 1004

13 MMMG&MGEMMQM&%B—PM%&%&H—&
16 abrozated-nad-ofno-further force-and efect,

17 SECTION 2. AND BE IT FURTHER ENACTED. That this Act shall take effect
18 June 1, 2000, It shall remain effective for a period of 6 months and, at the end of

19 November 30, 2000. with no further action required bv the General Assembly, thig Act
20 zhall be abrogated and of no turther force and effect,

by

[



Department of Legislative Services

Maryland General Assembly
FISCAL ESTIMATE
Bill Number: PG 403-00
Title: Prince George’s County - Transfer Tax

Requested by:  Delegate Obie Patterson

Summary: This bill decreases the maximum rate for the Prince George’s County transfer tax for
first-time home buyers from 1.4% to 1.3% on or after July 1, 2000. In addition, the transfer tax
rate for all residential real property transfers will decrease from 1.4% as follows:

1.3% on or after July 1, 2002;
1.2% on or after July 1, 2003; and
1.0% on or after July 1, 2004.

Fiscal Summary
State Effect: None. This bill does not affect the State transfer tax rate.

Local Effect: Based on FY 1999 data, county revenues could decrease by $1.4 million in FY
2001 and 2002. No effect on expenditures.

Small Business Effect: None.

Local Revenues: Prince George’s County collected transfer tax revemie of $48,858,665 in fiscal
1999 from the current 1.4% rate. It is estimated that 40% of sales are to first-time home buyers.
Based on fiscal 1999 data, reducing the rate as scheduled in the bill would result in revenue
reductions as follows:

Reduction from

Rate Current Rate
FY 2001 1.3% 1st-time buyers ($1,395,962)
FY 2002 1.3% 1st-time buyers (1,395,962)
FY 2003 1.3% (3,489,905)
FY 2004 1.2% (6,979,809)

FY2005  1.0% (813,959,619)



Actual decreases in revenues could vary because transfer tax revenues tend to fluctuate based on
factors such as mortgage rates and general economic conditions.

Analysis by: Karen S. Benton . &= _ Direct Inquiries to:
November 1, 1999 (mld) John Rixey, Coordinating Analyst

(410) 946-5510

(301) 970-5510

w

PG 403-00
Page 2



wﬁAm-%fﬁv' o FAX NG, : 381 622 3&55 Feb, B3 1999 94:45PM P12

State Department of Assessments and Taxation
DATStars Reassessments

2000 Average Annual Reassessments
and County-Established Assessment Caps

Average
Annual County
Jurisdiction Increase Assessment
Before Cap?
Cap

Allegany 2.8% 10.0%
Anne Arundel 1.9% 4.0%
Baltimore City 0.9% 4.0%
~ Bsltimore 1.7% 4.0%
Calvert 1.2% 10.0%
Caroline 2.9% 10,0%
Carroll 2.1% 10.0%
. o Cecil 1.7% 10.0%
DATStats Home Charles 0.8% 5.0%
Dorchester 1.4% 10.0%
Frederick 0.6% 10.0%%
Garrent 33% 10.0%
Harford - 1.9% 10.0%
Howard 1.7% 5.0%
Kent -0.2% 5.0%
Montgomery 0.9% 10.0%
Prinee George's 0.2% 2.0%
Queen Anne's 2.4% 10.0%
St. Mary's 2.2% 5.0%
Somerset 0.5% 10.0%
Talbot 2.7% 0.0%
Washington 1.5% 10.0%
Wicomico - 2.8% 10.0%
Worcester 1.1% _ 10.0%

hitp://www.dat state.md.us/sdatweb/stats/99rv_cp.html 2/2/99
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Statewide average 1.3%

* Annual assessment cap applies only to owner-occupied properties.

State Department of Assessments and Taxation
December 1998

11-DEC-OB-RCP

hitp:/fwww dat state.md.us/sdatwelvstats/99rv_cp.html
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State Department of Assessments and Taxation

DATSrats Reassessments
| } AT Statitcal | Total County Tax Base Growth
1 Reports !
July 1, 1998 to July 1, 1999
($ in thousands)

Total Tax Base™ Homestead Credit Base Growth

Jurisdiction July 1 Juiy 1 Jalyt Julyl Before Aﬁcl-r

Asscygnent Ratio 1998 1999 1998 1999 Credit Credit
Surveys

Bessscaments Alc2any 1317578 1,311,151 2,664 3,339 0.5% -05%

Anne Arandel 14,084,930 14,498,602 119,017 114,990 29% 3.0%

Appsalt Baltimore City 8,463,911 8,557,909 71,316 82309 1.1% 1.0%

N Baltimore 17,846,482 18,166,997 123,589 108,504 1.8% 1.9%
Number of Acconpis

Tax Credits Calvert 2907206 2,972,470 1,859 990 2.2% 23%

Caroline 503072 522390 4,146 4935 38% 3.7%

Tnfamptent . roil 3,582,952 3,722,748 904 1,047 39% 3.9%

---- = Cecil 1,859,993 1891960 1,787 1,510 1.7% 1.7%
DATSters Home

Charles 3,198902 3,269,818 9,384 2090 22% 23%

SDAT Hemt porchester 671,625 682,119 880 885 1.6% 1.6%

Frederick 4,722,494 4,775,134 2205 2,211 11% Li1%

Garrett 783,730 806,307 564 676 29% 2.9%

Harford 4983908 5206207 2308 2776 45% 4.5%

Howard 7,743,449 7903466 24378 19320 2.1% 2.1%

Kent 537,021 543,665 8726 6570 1.2% 1%

Mortgomery 31,895,522 32,263,588 25915 25262 12% 1.2%

Prince George's 17,424,239 17,595,330 32,009 35265 1.0% 1.0%

Queen Anne's 1,166,245 1,195547 1,913 2432 2.5% 2.5%

St. Mary's 1,937,514 1,998,287 71,957 £712 3.1% 3.1%

Somerset 312,919 318,745 496 444 1.9% 1.9%

Talbot 1,316,597 1353212 67765 82705 28% L1.7%

Washiagton 2,602,837 2,704478 2283 2176 39% 3.9%

Wicomico 1,649983 1691065 1,857 2363 2.5% 2.5%

http/fwww.dat.state md. us/sdatwelvstats/99rv_beg.himl

2/2/99
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Worcester 2,486,114 2,524 948 507 594 1.6% 1.6%
Total 133,999,224 136,476,145 514,429 518,105 18% 1.9%

*Total tax base includes real and personal property hefore the Homestead Tax
Credit is deducted. July 1, 1999, total tax base estimated November 23, 1998.

State Department of Assessments and Taxation
Decemiber 1998

1 1-ERC93-RCB

http:/farww.dat. state.md. us/sdatweb/stats/99rv_bg htmi 2/2/99
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