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Introduction

On February 6, 2007, the Board of Selectmen (the “Board”) established an ad-hoc Tax Classification Committee (the “Committee”) of five members
, for the purpose of:

1)  advising the Board on matters of policy related to the setting of a residential real estate tax factor;
2)  determining whether to establish an open space discount;
3)  determining whether to establish a residential exemption; and
4)  determining whether to establish a commercial exemption.  
In selecting the Committee members, the Board gave consideration to a member or designee of the following community groups:

· The Economic Development Committee;
· The Finance Committee;
· The Board of Selectman;
· The Community Planning and Development Committee; and
· The Reading/North Reading Chamber of Commerce.

(The Policy sheet establishing the Committee is attached as Exhibit A.)
The Committee Members and participants are as follows:

Committee Chairman:


Richard McDonald
Town Meeting Member and Former Chairman of the Reading Finance Committee.

Committee Vice Chairman:


Neil L. Cohen
Town Meeting Member and Former Member of the Reading Finance Committee.
Committee Members:

Karen Herrick

Town Meeting Member, Reading business owner, Assoc. Member of the Reading Historical Commission and the Community Preservation Act Committee.

Leslie McGonagle
Reading resident and business owner and designee of the Economic Development Committee. 


Kenneth Rossetti

Reading resident and business & business property owner and designee of the Reading/North Reading Chamber of Commerce.


Ben Tafoya

Member, Board of Selectmen, Town Meeting Member. 

Participants:

Steven Cool


Reading resident, Chairman of the 1993 Tax Classification Task Force


Cynthia Cool


Reading resident
Town of Reading Staff:


Robert W. LeLacheur, Jr.
Committee Secretary, Assistant Town Manager and Finance Director

David Billard

Town Appraiser
The Committee held public meetings on the following dates:


Monday, May 21, 2007


Monday, June 11, 2007


Thursday, June 28, 2007


Thursday, July 12, 2007


Monday, July 30, 2007


Monday, August 20, 2007


Thursday, September 13, 2007

Conclusion of the Committee

On July 30, 2007, by a vote of 2 to 4, the Committee did not approve a motion to recommend to the Board that the residential property and commercial and industrial property (CIP) rates remain the same and that a residential real estate tax factor of 1.0 be established at the Board’s Tax Classification Hearing in the Fall of 2007.
It was the majority’s opinion that a shift in the tax rates from residential property to CIP should be recommended to the Board.

Thereafter, the Committee, by a vote of 4 to 2, approved a motion to recommend to the Board a 10% shift from residential property to CIP at the Board’s Tax Classification Hearing in the Fall of 2007 and a further shift of 15% (to bring the total shift to 25%) be instituted at the Board’s Tax Classification Hearing in the Fall of 2009.  
It was the majority’s belief that a shift in the real estate tax rate was proper and necessary.  The majority felt that a gradual phase-in of the shift will give CIP property owners a chance to adjust to the change as well as give the Board a chance to reconsider their actions.

Although not requested by the Board, by a vote of 5 to 1, the Committee approved a motion to recommend that the Board consider establishing a similar tax classification committee to study the issue within the next five years.

It was the feeling of the majority that the considerable period that had elapsed since the previous study should not be repeated.  This issue is too important to the residents and business owners of the Town of Reading, and too critical to the health of the Town, to not be revisited within a reasonable time.
The Committee, by a vote of 6 to 0, approved a motion to make no recommendation to the Board on the open space discount.  

The Committee, by a vote of 6 to 0, approved a motion to recommend to the Board that no residential exemption be established. 

The Committee, by a vote of 6 to 0, approved a motion to recommend that, if the Board follows the majority’s recommendation to shift the tax rate from residential property to CIP, the Board should implement the maximum commercial tax exemption available under law.  

The Committee hopes that by implementing the maximum commercial tax exemption available, the small businesses in the Town will be spared some of the additional tax burden.  The Committee understands, however, that the definition of a small business (average annual employment of no more than 10 people, as certified by the Commissioner of the Department of Employment and Training and a property valuation of less than one million dollars) is quite limiting.  According to information supplied by the Town Appraiser in 2007, only 33 out of 252 CIP owners would qualify for this exemption.  In addition, there is little community experience available with this exemption within the Commonwealth; in the fourteen years this exemption has been available only 3 municipalities of 351 have adopted it.

Previous Consideration of Tax Classifications
The Board conducts a public hearing and considers the issues of the setting of a residential real estate tax factor each year in October or November before setting the real estate tax rate for the or coming fiscal year.  The Board has never adopted a tax classification option and has always applied a single tax rate to both residential and CIP property owners.  The last time the Board constituted a group to study this issue was 1993 when they established what was referred to as the Tax Classification Task Force (the “Task Force”).  The recommendation of the Task Force was that the Board not adopt a shift in the tax rate.  There were several reasons behind this recommendation, the most prominent being that they felt the greatest possible benefit to the Town would result from the selling of Town owned property.  There was some concern that increasing the tax rate on the CIP tax base would impede the sale and development of the Town owned property.  A large portion of the Town owned property in question at the time has since been sold and developed.  
Discussion
When this issue was last studied by the Task Force in 1993, the total assessed value of all the property in the Town was $1,375,638,600.  This value was broken down as follows:


Residential
$1,240,608,600
90.18%


CIP

$   135,030,000 
 9.82%
For this same study, the total tax levy on this assessment was $20,689,604.

In 2007, the total assessed value of all the property in the Town was $3,785,159,436 and was broken down as follows:


Residential
$3,509,857,100
92.73%


CIP

$   275,302,336 
 7.27%

The total tax levy for 2007 was $45,686,874.

These numbers reveal several important facts that lead to the majority of the Committee voting to make the recommendations discussed earlier.  First, while the tax levy has increased by 120.82%, the total assessed value of the property in the Town has increased by 175.16%.  (See Exhibit B.)  In addition, the breakdown of the assessed values reveals that the total assessed value of the residential property in dollars has increased by 182.91% while the total assessed value of the CIP property in dollars has increased by 103.88%.  In other words, the assessed value on residential property almost tripled over that period while the assessed value on CIP property merely doubled.  This has lead to an incremental increase in the total assessed value of the residential property in the Town from 90.18% of the total to 92.73% of the total – despite the sale and development and addition to the tax base of such Town owned properties as the former landfill site on Walkers Brook Drive.  In fact, the increase in the number of residential units (single family homes and condos) over the period was 8.46% (6,703 units v. 7,270 units) while the increase in the number of CIP units over the period was 14.06% (192 v. 219). 
This reveals that the increase in the physical number of CIP units has outpaced the increase in the physical number of residential units over the period by over 5% yet the increase in the assessed value of the residential property has outpaced the increase in the value of the CIP property by 79%.  These numbers reflect the disproportionate increase in the property tax levy over the period that has been borne by the residential property owners in Town.  One would be troubled to contemplate what would have happened to the residential real estate tax base if the Town owned land had not been sold and the CIP tax base increased by such a large amount.

Classification issue:

The Committee studied what surrounding towns have done during its review and deliberations.  As usual, these are the towns that Reading generally compares itself to when studying new issues and revisiting old issue.  (See Exhibit C.)  Of the twenty towns listed, only three - Reading, Belmont and North Reading - have yet to enact a split tax rate.  Statewide there are approximately 100 municipalities out of 351 that have enacted a split tax rate.  Most of these municipalities are in the eastern part of the state, and of those, a great portion are within the Rt. 495/95 area.  (See Exhibit D.)  

In studying the issue, the majority did not take the position that the Town should follow the recent trend of neighboring communities and shift the real estate tax rates simply because everyone else had done it.  Nor was the majority concerned with being the last group to the party.  The majority studied the issue, looked into why it was not recommended when the last study was conducted in 1993 and tried to understand how the Town had changed since the last study.  The Committee also discussed and understood the result of a shift on each of the parties affected;  a shift of even a small amount would create minor relief to the residential property owner while creating a larger burden to the CIP owner.  The feeling of the majority, however, was that if the burden had been evenly allocated earlier in time, the residential property owners would have born less of an unbalanced burden from the start.  (For a comparison of the changes in the property tax liability on three commercial properties and three residential properties for FY 2003 through FY 2007, see Exhibit E.)

Effect on Tax Rates:

The following is an illustration of the changes to the tax rate with the adoption of the recommended 10% shift, based on FY 2007 numbers, as well as a full 25% shift, with no commercial exemption:




100%


110%


125%
Res. Taxes

  $42,636,977

  $42,363,977

  $42,363,977
Res. Factor

      100.0000%
       99.2157%

      98.0391%

=Res. Taxes

  $42,363,977

  $42,031,712

  $41,533,261

Div by Res. Val.      $3,509,957,100
         $3,509,957,100
         $3,509,957,100

=Tax Rate Res.
           $12.07

           $11.98

           $11.83

Total Taxes

  $45,686,874

  $45,686,874

  $45,686,874

Less Res. Taxes
  $42,363,977

  $42,031,712

  $41,533,261

=CIP Taxes 

  $  3,322,897

  $  3,655,163

  $  4,153,613

Div. by CIP Val.         $275,302,336
            $275,302,336
            $275,302,336
=Tax Rate CIP*
           $12.07

           $13.28

           $15.09

*Note – the full commercial exemption adds an additional 0.075 to each of the CIP rates above. Thus those rates would be $12.14 at 100%; 13.35 at 110%; and $15.17 at 125%.

Based on FY 2007 numbers, and the median value of commercial and residential properties, the taxes owed would be as follows:

No Shift
Shift of 10%
Shift of 25%


 ($12.07/$12.07)
($11.98/$13.28)
($11.83/$15.09)

Median Value of CIP
$454,350
  $ 5,484
  $ 6,034
  $ 6,856
Median Value of SFH

$424,300
  $ 5,121
  $ 5,083
  $ 5,019 

Median Value of Condo
$283,800
  $ 3,425
  $ 3,400
  $ 3,357
If the Board adopts the recommendation of this Committee, the tax owed by a CIP property owner at the median value would increase by $550 in the first year and by another $822 in year three.  Conversely, the tax owed in the first year by a residential property owner at the median values would decrease by $38 for the single family home owner and by $25 for the condo owner.  In year three, the tax owed would decrease by an additional $64 for the single family home owner and by an additional $43 for the condo owner.
� The Board appointed the first three members on March 27, 2007.  At an appointment hearing on May 15, 2007, the Board reviewed applications from three qualified citizens to fill the remaining two spots.  Because of the quality of the applicants, the Board decided to expand the size of the Committee from five members to six members and appointed all three applicants.  


� Single Family Home – although we have lumped single family homes and condos under the category of Residential throughout this report, the Assessor’s Office is not able to supply the median value of residential property; they are only able to supply the information broken down into its two components.
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