TAY REFOREM MEMO Feb. 6, 1987
TRY REFORM FOR ECONGMIC DEVELOPMENT

1987 can be a historic year. The year Governor Branstad and the legislature opt
for a growing economy in Iowa. The year they cut taxes on households and business by
beginning to phase out property improvement and sales taxes and cut personal income
tax. The year they increase total tax funds for schools and Jocal government. The
year they control the economic disease of land speculation by ending all limits to
levies on taxable land values.

Too good to be truse? No more so than the smallpox vaccine, a simple discovery
which saved millions of lives and there's a taz vaccine to end the disease of low
business earnings, low wages, boarded up stores and factones, declining tax bass,
memployment and homeless families, Tt

1. substitutes levies on unearned land rents for property, sales and income tax.
2. cuts land costs and building rents by preventing speculation in land.

3. permanently abates taxes on all existing and future economic development.
4. raises consumer incomes by cutting sales and personal income taxes.

5. increases school and local government funds yet cuts household and business

taxes.

SIX SIMPLE STEPS TO TAX CUTS, ECONOMIC GROWTH AND JOBS
1. Remove all statutory limits to tax rates on property values.
2. Raise rollback of taxable value of property improvements to 106% in 18 years.
3. Finance state aid with a statewide levy on taxahle land values.
4. nbate farm operators aggregate tax increase on 320A or less per houschold.
5. Cut sales tax by one-half cent each vear until tax is eliminated.
6. Substitute $176/taxpayer, 5136/dependent, income tax credit for homestead

credit.

REAL TAX RELIEF WITH LAND VALUE TAX (LVTD _

The propeity tax on land values (LVT), not building values, raised 20% of tax
receipts spent on schools and local government in 1983-84, Had LVT raised 110% of
those funds, it would have provided real tax relief:

1. Aggregate cuts in consumer taxes for 94% of Iowa households;

a. 338,657 renter households, $387 average cut

b. 614,417 residential class homeowners, $488 average cut

c. 16,598 commercial class homeowners

d. 48,080 farmers (over half of those who own less than 328 acres).

2. $329 m. aggregate abatement for farmers owning less than 320 acres

3. $177 m. aggregate abatement for farmers owning more than 328 acres

4. Raized income tax credits by $156, dependents by $115, and, as needed to avoid
higher tax, paid credits to homeownerstoopoor to pay state income tay. '

5. Eliminated the sales tax for all households and businesses.

6. 5124 m. in property tax cuts on utilities (saves $82/electric customer).

7. Cut taxes cn developed commercial and industrial property.

WHICH CLASSES OF LANDOWMERS WOQULD HAVE PAID MORE WITH LVT?
Owners of idle commercial, industrial and reésidential lots.
Owners of rented agricuitural class land.
3. Farm owner-operators owning more than 320 acres of farm land.
4, Owners of high value lots occupied by low value buildings.
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Improve Valug
Taxpayers: Muamber  Land  -ments Sales Income Totals Tag
{1} () (3} {4} (53 (5} £7)
HOUSEHOLDE 1,653,600
Rent Commercial 177,459 -8~ e 27 42 59 e
" Residential 129,148 -0 e 26 34 56 o e
" Agricultural 24,652  -f- 7 45 & 57 =
Own  Agricaltural
* under 328A 74,894 163 76 148 28 155 356
* over 320A 16,467 I 7 33 & i3z 329
* Residentist @14 _4317 75 200 1A% 234 748 448
£ Comguorcial i6,59g BLOM (G BLOR (8} 4 & HAR 8B,
FNIHEPRENEURS
Roegl.rentals 157,355 i8 95 o s 114 115
Dev. Com & Ind  E9,080 38 338 246 o 623 227
DTILITIES & R.B., 100% e 124 e - 124 e
R.E. & Pipsline 16.4 e 28 el e 28 e
Blectric 56,5 e &3 e e 63 = e
Te laphone 28,3 e a5 oo e P 35 i
Gas, Heat & wtyr., 4.9 - T L . ; S A" 6 e
{FPHER LANDOWNERS:
Agri. rentals 149,960 165 268 e o e igs  1,8%
Idle Com & Ind 45,060 i% == ~Fi— e i¢ 115
Idle Regi, 105,242 13 e e sl i3 77
TOTAL TAY BAID: a7 968 E71 352 2,499 2,758
FER CERT OF TOPAL 28 39 27 14 144 14

Sources: (1),{2),(3), (4})&{7) from calculations shown in rable 3. (%) According ko
sales tay tables in 1984 Federal Income Tax Instructions, the 722,376 howoownors, at
.84 persons and 521,854 median income, paid $242 each or $174.8m while the 330,657
renting households, 2.24 persons and 513,515 income, paid $152 each or 8$56.3m. ‘the
115,850 farmers and 142,185 commercial entities arve assumed to have paid the balance
of $445.37m at $1,732 each., Farmers are alsco taxed on both household and Laxm
purchases. (&) Estimeted at $388 each for 722,376 homeowners whose median income is
1.62 times that of the 239,657 renters who paid $23% each. (8} Included under
cowveloped commercial and industrial.

Tahle 2: 1982 ACORECATE TRYABLE PROPERTY VALUES AND 198384 LEVIES
fmillions of dellars)

e Property Classes—-—-om
Proporty Baricul Resi~ Comen.& Utility 1383~34
T Corporation -tural dential Ind & R.B. Totals Levies
Larde e wes s - towniships 19,233 15 i%8 -G~ 20,686 382,61
T oenessne Cities 328 3,224 l,832 -G 5,376 157.73
improverents-Townships 4,780 1,972 1,231 3,428 11,382  223.55
v T =Cities 12% 14,524 9,616 1,936 26,271 TI8.68
Personal.....Townships 1,242 & 56 ~fe 1,354 25,59
T L. Cities 33 46 1,344 ~Be 1,423 41.74
Totals ......Townships 25,236 2,593 1744% 3,428 32,702 641.75
* wewaasibies 477 17,864 2,783 1,936 33,872 SHL1S
Byerace Bate,Townships 19,5241
i o Cities 29,3363
Source: 1982 Property Valuation Report, Iows Department of Revenue. Also 1982
Epstracts of Assessment by 116 assessors in Iowa. Values include 1982 rollbaecks.



CALODLAT OF CURRENT PROPERTY TAY AMD FPUTURE LAND VALUE TAX
Aesesstl’s nowW Tepo E‘%f land values by property cless and parcel separately
from dwelling, boilding, eqguipment and machinery wvalues (geo table 7). Under
mlfT aé..j%_ assessed property velues, except land wvalves, will be gradusily lowersd
to zere for tax purposes and rebtes increased locally to malntain reverves and
the state will levy a tax on lend values bo egualize pev pupdl funds among
school districts and sabstitute for the saies taxy and personal incomes tax which
GOW Day for stato aid.

iy

TAY IMPACT ON PARMERS WHO LIMIT IRPUTE T9 HOUSEHOLD LABOR AND CAPITAL

Farmers need not pay more tax. Although owning less than half the land, farmers,
not landlords, will get the farm sales and improvement tax cubs. Farmers owWn most
buildings and equipment and buy the tools and repairs used in farming. Farm familes
will also benefit from higher income tax credits and, as large users of electric
service, they will benefit from utility tax cuts. Meanwhile, ending state ald for cities
cuts the state aid levy and, with farm land asscssed highey than faly market value while
commercial and industrial land is assessed far too low, pmg = assessment of all classes
of land will reduce the agricultural land levy and increass that from non-farm land,
Finally, tax abatements for owner-operators on up to 328 acres will prevent tax
increases for most family farmers.
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without inougfmg additional tax and, by 1 and into forest or natural prescrves,
they can reduce the tax while letting a }‘jn\,g rerm crop arow in value. More important,
present £arm venters, farmers who have lost thelr land or beginning farmers can
iralize the land value tax into lower land purchase prices and non-operating
snviowners will sell when LVT cuts net returns on farm land investments. Lenders will
"oT wc same reason, negotiate better deals for debt ridden farmers. Finally, with b
;;f all feym land owned by non-operating owners, LVT collects a congiderable amourd
tax fundz for m-hmﬂs and local roads from unearmd farr‘a rents now oo o

LYT benefits farmers, or would be far
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RESOLVING FARMER OBJECTIONS TO A LAND VALUE THA
Farmers owe themselves a careful review of LVT, While LVT and other fac
Iswer land prices, high land prices sre useful only for land speculation or to sccours
;rofga ction loans, neither a wige practice since borrowers are forced into conlinuovs
::)p;::? Wy et Yo pavy their debis, The results are low crop prices and bankroph farmer
3 to fears landlords will raise rents to offset LVT, remember landowners couldn't
_:,nt:’* to equal 1285 interest rates nor can they now command 1984 prices for their lea.xc
i sed LYT cause large farmers to drive down crop prices by increasing production.
rge farms ave owned and operated by multi-households whose abatements provent
cresses and, with full employment, hired hands will be too expensive for other larg
farmers. The family farmer, who uses own labor exciusively, may be betior able to
expand production through diversification while helding down chemical and fertilizer
cogts, In fack, with yoistions o maintain fertility and control pests, the family
farmer would benefit frow  chemdcal and Fertlizer taxes high encugh to cut produchion
and cause higher Crop prices.




Table 3: PROPERTY TAX AND LAND VALUE TAX BY PROPERTY CLASS, TEMURE AND UsE
ftax veluses in millions of dollarsd
e} GF -84 Propertyv Tay Leyye-
Parsonal
Units and Hommg - Agri-

Property Class Acves & Improve- stead FLand e LT O3 1 e

{1} {1,908} parcels ments Credits Land Credits -Levy- Credits
Tenure and Use {73 {2} {43 {5} {5} {7} {2} (9}
Agricultural 3F,612 128.5 386.8 Z,285.7
Gwn under 2288 9,765 74,894 83.4 7.4 115.8 13.6 é84.4  328.8
Ourr over 3288 7,213 16,467 8.3 1.5 85%.6 9.6 595.6 177.4
Rented Parcels 15,634 BA 28,2 wfie 1854 3.9 1,895.7 o G
Farm Tenants {6,154) 24,852 £.6 ~Fe . o i e
Residential W/ B77,814 4681 N/B 166.6 -~ 639.2 e e
Homeowners T 614,417 3738 82,7 74.7 ~f- 447.8 i
Residential Rentals ¥ 187,355 95.2 o s 12.1 e G 1i4.7 e o
Vecant Res. Lots o165, 242 ol i 1z2.8 o 6.7 .
Commercial & Indust,® 134,608  3406.9 N/ 56.9 ol 341.2 e
Doeveloped Parcelg ¥ 8% ,0688  346,9 2.7 37,8 o e 226.6 oo
Vacant AT lots # 45, g wor o o B 14,1 - iid.6 e ff
Otilities & R.E. * ifisg 174.1
R.R. & Pipsiine 16.3% 28,3 o an B . e oo G
Blectric (i) . 5%.5 62,7 I e ~ oI il
Telephone (18} 28.3 as.1 =~ e e I 1 e
Gas, Heat & Water 4.9 6.0 o e e o o e e o
Totals 1,861.6 93.5 556.3 43,5 3,266.1 585.3
Mot Yax After Credits Pzid 858.1 586.8 2,759.8

{1} Property Classes as def ined by Iowa code.

(v} Acyes from 1982 0.8, Census of Agriculture., Mumber of farvimg over and under 3204
caiculated from number of Tarms by acres per farm. Total rented acres includes
6,149,7298 rented by tenants who rent all of the land they farm.

{3) See {2) for farm parcels. Residential parcels from "Housing Units by Hueber of
Units Per Structure®, 1988 U.8. Census Iowa Population and Housing after deducting
the number of farm units from single family units. Deoveloped commercial and
industrial from assessors' abstracts on file with the Property Tax Division of Iowa
Depariment of Hevenus. Vacant lots estimated from percentages reported by Des
Moines' city assessor. ility percentages taken from 1982 Property Valuation Report
by the lows Department of Revenue.

4) Levies calculated from taxable values and average tax rates in tabkle 2. Personal
property percentages of 46.75 agricultural, 1.97 residential and 51.33 commercial and
industria) calculated from 19687 Property Valuation Report. Other levy amounts
calculated in proportion to number of parceis.

{5) Homestead credits = average tax rate (table 2) X number of units ¥ 54,854,

(¢} Bee (4) above.

{7} Agricultural land credits calculated in proportion to number of acres.

(B) LYY includes $5%6.3m ag-iand credits and $2,759.8m for schools and local
govermment. The total land value levy on values in table 2 includes $356.7m for
cities, §121.8m for townships and $2,787.6m (including the $261m increase) for state
zid, schools, area colleges and counties.

(£} Ag-land credits of $33.67/Bcre are limited to owner—cperators’ fivst 3283,

{16} The smounts of slectric and telephone property tax divided by 1,544,964
residential and 142,206 commercial and industrial customers is S82 ey customer.
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LUT EMDS DOUBLE TAXATION OF HOUSEHOLDS, FARMERS AND BUSINESS

Shifting taxes from household, farm and business to landownership ends double
taxabion. Land speculation, by retarding development of residential, com mercisl and
industrial parcels creates shortages of available land. This incresses land costs
and creates housing scarcity and poor or costly locations for business. It drives up
housing costs and rents for households and business. Meanwhile government levies
taxes on households and business. In 1983-84 the property tax on land values raised
26% of income, property and sales tax receipts spent on scheols and local government
in Iowa; the property tax on building and improvement values ralsed 39%; the sales
tax 27% and personal income tax 14%. Had Iowa levied 118% of those tax funds on land
values and ended the property, sales and income tax levies for local needs the tax
would have been paid by landlords out of unearned rents collected from households and
business.. At the same time Towa would have increased funds for education, bhealth
care and human needs. Except for farm landlords, the only landowners paying more
total tax under LVT are those who, in effect, have no tenants to pay higher land
rents and competition for tenants in developed parcels will hold down lease rents for
households and business (see data in table 1).

WHY PRESENT ECONOMIC DEVELOPMENT EFFORTS FAIL

Land speculation stands in the way of economic development. The more local
governments spend tax funds collected from households and business on economic
development, the less costly it is to sit tight and not sell or develop land parcels
which benefit from public expenditures designed to encourage economic development.
Owners of the idle or underused lots try to outwait one ancther in selling or
developing their parcels. The first one to sell or develop increases the markest
price of the remaining idle land and ends up paying taxes on the development and the
larger land speculators do often develop some of their parcels to encourage others to
seil or develop. They also become quits skilied in encouraging public and private
sector cooperation in encouraging development. A very necessary skill for the
succeszsTul land speculator. After all, the opportunity to exchange future profits for
rhe puvilege of paying taxes on a risky investment does not encourage economic
develepment. It encourages stagnation, business failures, unemployment and homeless
families.

LVT CREATES JOBS THROUGH ECONOMIC DEVELOPMENT, NOT GOVERNMENT SPENDING
With LVT it is too costly to own land just to collect rents or to wait for rising

land prices to take a profit. To avoid paying land tax out of cash reserves,
landnwners will sell or develop their parcels and buyers will capitalize the land
value tax into a lower land price. With LVT ending other taxes, landowners can invest
in hinhly productive developments without incurring additional tax. LVT therefore
cuts Jand costs and future taxes on the development, both objctives of ali present
economic development efforts which rely on increased taxes on households and business
to aid a few landowners and developers. LVT, on the other hand, cuts taxes on all
househclds and businesses while encouraging full employment through economic
development. LVT is the free enterprise way towards economic development and full
emBoymeii.

: ACTION
Visit, call or write your local leaders and legislators. Urge them to first
make a complete and fair study of the economic and tax impacts of a land valve
tax in Iowa and then act swiftly upon the findings to end all limits to taxation
of land values while ending the property tax ‘and sales tax and cutting personal
income tax in half. ’ S '

Act now. Your future well-being and that of your children, grandchildren and
great grandchildren and beyond depend upon establishing sconomic justice now.



S e

Funds now
for all

'\ggk human needs

(I

!

ONE WAY >

N, N B

ECONOMIC JUSTICE ADVOCATES
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