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PROPERTY TAX RELIEF FOR THE ELDERLY: A
SURVEY OF THE NATION

Katie Babe®
INTRODUCTION

States face the challenge of balancing revenue needs against
making it easier for the elderly to afford the cost of living at
home. Many states have decided to forgo some revenue from
property taxes to assist elderly citizens who meet statutory
requirements. These assistance programs vary from homestead
exemptions, credits, rebates, deferrals, and assessment freezes,
to work programs. Still other states do not assist elderly
taxpayers, because their property taxes are relatively low.

Throughout this article, the benefits of each type of property
tax relief program will be evaluated based on participation by
elderly homeowners, the benefits to the elderly created by the
program'’s structure, and the amount of revenue lost by the state.
However, each program raises its own distinct benefits and
issues, which will be addressed as well.

HOMESTEAD EXEMPTION, CREDIT AND REBATE PROGRAMS

Exemptions, credits, and rebates reduce the property tax liability
of eligible homeowners. The main difference between each of
these programs is when the homeowner receives the tax relief.
The most prevalent form of tax relief is the homestead
exemption. Under an exemption program, states calculate a
reduction of a homeowner's property tax liability by exempting

* Katie Babe received her undergraduate degree in Business Administration
and Communication from Ripon College in Ripon, Wisconsin. She graduates
from Marquette University Law School in May 2006.
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a portion of the home's value from taxation.! The homeowner's
property tax bill is reduced by the amount of the exemption
before he or she receives it.

Exemption programs are funded in two ways. The state
may reimburse the local governments for the loss in revenue, or
the state may delegate the authority to the local governments to
provide an exemption. Usually, when states give local
governments the option of providing an exemption, local
governments fund the program themselves. In Alaska, local
governments can pass an ordinance exempting the assessed
value of an elderly person's home in excess of $150,000 from
property tax.?

When states provide property tax relief in the form of a
credit, the homeowner pays his or her property taxes in full, and
the state gives the homeowner a credit on his or her state income
taxes. The amount of the credit usually relates to a percentage of
the taxes paid by the homeowner. For example, the credit in
Iowa corresponds to the property taxes paid on the first $4,850
of the assessed value of the home.3

Under a rebate program, homeowners' property remains
subject to tax at all times, and local governments receive the
taxes.* Instead of the state reimbursing the local government, as
states do with exemptions, the state reimburses homeowners
under a rebate program. Rebates are also referred to as refunds.’
In some states, homeowners can apply for a rebate of the
amount of property taxes that qualify. For example, South
Dakota homeowners with a household income of less than
$6,250 can apply for a rebate of fifty-five percent of the property
taxes due or paid.® Under a credit program, an eligible
homeowner receives a credit on his or her state income tax
return.

1. NAT'L CONFERENCE OF ST. LEGIS., A GUIDE TO PROPERTY TAXES: PROPERTY
TAX RELIEF, 8 (2002) [hereinafter A GUIDE TO PROPERTY TAXES]. The National
Conference of State Legislatures compiled this information by contacting each state;
however, the citations for the statutes were not included in the publication. States use
different methods to determine the value of a home. Some states impose a tax as a
percentage of the fair market value of a home; whereas, other states impose a tax based on a
percentage of the assessed value of a home.

2. ALASKA STAT. § 29.45.050 (Michie 2004).

3. lowa CODE § 425.2 (2004).

4. TENN. CODE ANN. § 67-5-702 (2004) (this distinction is found under Compiler's
notes).

5. S.D. CODIFIED LAWS § 10-18A-6 (Michie 2004).

6. Id
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The amount of property tax relief the elderly receive differs
significantly from state to state because each state imposes
different limits on the amount of the exemption, credit, or
rebate.” In Georgia, the exemption can be 100% of the property
tax if the tax is less than $4,000.8 This is a substantial sum
compared to the exemption of no more than $175 in
Massachusetts.’

In 2002, forty-three states and the District of Columbia
offered a homestead exemption, credit, or rebate program to the
elderly. Many of these states also offered the exemptions to
homeowners of all ages. Four more states give their local
governments the option of providing a homestead exemption.°
Usually, elderly homeowners receive a larger exemption than
other homeowners."!

Today, all but four states offer some type of property tax
relief to their elderly homeowners. 2 Forty states offer
exemptions, credits, or rebates to the elderly.”* Twenty of these
states also offer exemptions, credits, or rebates to homeowners
of all ages. Five states give their local governments the option of
enacting an exemption program. Usually, the amount of the
exemption, credit, or rebate is still larger for the elderly than the
exemption available to homeowners of all ages.

BENEFITS AND PROBLEMS WITH HOMESTEAD EXEMPTION,
CREDITS, AND REBATE PROGRAMS

After determining if the exemption is adequate to meet the
needs of the elderly, the state should take steps to ensure that all
of those who qualify for the program receive property tax relief.

7. Id
8. GA. CODE ANN. § 48-5-47 (2004).
9. Mass. ANN. LAwS ch. 59, § 5 (17)(D) (Law. Co-op. 2004).

10. ALASKA STAT. § 29.45.050 (Michie 2004); 72 PA. CONS. STAT. § 5020-204(d)
(2004); R.I. GEN. LAWS § 4-3-16 (2004); VA. CODE ANN. § 58.1-3210 (Michie 2004).

11. See ALASKA STAT. § 29.45.050 (Michie 2004); 72 PA. CONS. STAT. § 5020-204(d)
(2004); R.I. GEN. LAWS § 4-3-16 (2004); VA. CODE ANN. § 58.1-3210 (Michie 2004).

12. See Apps. A and B. Nebraska, Nevada, North Carolina, and West Virginia do not
have property tax relief programs for the elderly.

13. See App. A, Homestead Credit, Exemption, and Rebate Programs Chart.

14. App. A. Alaska, Delaware, Pennsylvania, Rhode Island, and Virginia give local
governments the option of providing an exemption. Delaware allows local school boards to
give a credit, not an exemption. In Rhode Island, state statute determines the exemption for
certain cities. Cities not listed in the statute have the option of exempting any person from
property taxation.
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Programs with automatic property tax relief most effectively
ensure participation because the programs require no action on
the part of the elderly. Therefore, 100% participation is
attainable. Most homestead exemptions automatically reduce
property taxes before the homeowner receives a bill.!s

When the benefit of the property relief program is a credit
that homeowners can use to reduce their state income tax
liability, 100% participation is unattainable because not all
elderly file state income taxes.’® Similarly, when the benefit of
the program is a rebate, 100% participation is unattainable
because not all eligible homeowners will know to apply for the
rebate. A rebate program that does not require an application
would result in greater participation. In all likelihood, if the
state funded the rebate, the cost of the program would be higher
because the state would need to gather information about
eligible homeowners from municipalities before issuing rebates.

Also, rebate programs require homeowners to pay the
property taxes and wait for a rebate. Some elderly homeowners
may not have the money to spend on property taxes in the first
place. Therefore, it seems the most beneficial method for elders,
not the state, is to reduce tax liability through an automatic
exemption taken before homeowners receive their property tax
bills.

It would logically follow that automatic property tax
exemptions also cost less than exemption programs that require
the elderly to apply to receive the exemption or file state income
taxes to receive a credit. Any time a state must notify eligible
homeowners that a program exists, the state incurs
administrative costs. With an automatic exemption program,
the state does not need to inform the elderly that a program is
available. Also, the administrative costs of an automatic
exemption program are less because the state's department of
revenue does not have to audit those suspected of illegally
claiming a property tax credit on their income taxes.

With fixed incomes and the rising cost of prescription drugs
and medical treatment, elderly homeowners do not have more
money to spend on property taxes than they did before they
retired; however, their property taxes continue to rise. Property
tax relief programs that give elderly homeowners a tax credit

15. Id
16. Id.
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create additional cash flow problems. Elderly homeowners pay
hundreds, if not thousands, of dollars in property taxes in the
beginning or middle of the year and then wait for either a rebate
or for April of the next year to utilize the tax credit on their state
income tax. The state would provide greater assistance to
elderly homeowners by automatically reducing the property tax
bill through an automatic homestead exemption.

A unique problem occurs when states grant local
governments the power to create property tax relief programs
through local ordinances. When one local government decides
to give property tax relief and another local government does
not, inequity occurs because not all elderly citizens within the
same state are treated the same. Local governments in
Pennsylvania have the power to exempt any person from
property tax through an ordinance or ordinance resolution.”” In
a richer community, exemptions for each elderly person may
represent a small portion of assets that the local government can
tax. In turn, the local government will not lose a large amount of
revenue. The result is good for both the elderly homeowners
and the community. In a poor community, exempting some or
all elderly homeowners from property tax may represent a large
portion of assets that the local government can tax, in the
aggregate. Therefore, the revenue loss makes it impossible for
local governments in poor communities to provide the property
tax exemption wealthy communities can provide.

Regardless of the wealth of the community, if a state does
not finance an exemption program, local governments shift the
tax burden to other homeowners.’® This makes exemptions
unpopular among those who are not eligible to benefit. In a
town with a small elderly population, it is unlikely that the local
government will hear their voice, even if the program is feasible.
Conversely, in a town with a disproportionately large number of
elderly citizens, property tax exemptions become infeasible from
a revenue standpoint because there are not enough ineligible
homeowners to shoulder the increased tax burden.

Giving local municipalities the option to provide property
tax relief can have horrendous consequences, as the New Jersey
legislature recently learned. In 1999, the New Jersey legislature
created the Revaluation Relief Act, which allowed the city of

17. 72 PA. CONS. STAT. § 5020-204(d) (2004).
18. A GUIDE TO PROPERTY TAXES, supra note 1, at 9.
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Newark to keep more than $45 million each year from parking
and payroll tax revenue that it would otherwise surrender to the
state. The state required Newark to use the money to give
homeowners property tax relief; it did not.”” Instead, the city
wanted to build an arena.? A ninety-one-year-old citizen of
Newark sued and won a $200 million lawsuit against the city for
failing to provide property tax relief.? Now, many homeowners
who joined in the lawsuit will have the property tax relief that
the state of New Jersey intended them to have. A local property
tax relief program that requires eligible homeowners to sue to
enforce it should be avoided.

Finally, while many states mandate and fund homestead
exemption programs and, while they are quite popular with
homeowners, they are not cost-effective. In 2001, reimbursing
local governments cost the state of Ohio $66 million.2 Because
of the high cost of providing exemptions to a large number of
elderly citizens, the exemptions may be limited to a small dollar
amount and, therefore, provide a minimal amount of relief.??

DEFERRAL PROGRAMS AND PROPERTY TAX FREEZES

Of the forty-three states that had homestead exemption
programs in 2002, most offered a property tax deferral program
to assist the elderly with the burden of property taxation.
Deferral programs typically delay the collection of property tax
indefinitely, until the sale of the residence, or until the death of
the homeowner. In 2002, twenty-four states and the District of
Columbia had such a program.? Six of these states allowed their
local governments to decide whether to implement the
program.?* Included in these twenty-four states were several
states that offered property tax freezes.

Today, twenty-seven states offer property tax deferral

19. .

20. Id.

21. John Brennan, Newark Man, 90, Waging Fight Against Devils Arena, The Record,
(December 5, 2004), at http://www.northjersey.com/page.php?gstr=
eXJpenk3ZjexN2Y 3dnFIZUVFeXkyJmZnYmVsN2Y 3dnFIZUVFeXk2NjlyMjM4.

22. A GUIDE TO PROPERTY TAXES, supra note 1 at 8.

23. Id at9.

24. 1d.

25. Id at2l.

26. Id.
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programs to the elderly.? Of those twenty-seven states, four
states offer deferral programs to homeowners of all ages.?® Five
states give the local municipalities the option of implementing
the program.?? Of these twenty-seven states, only five states do
not require a homeowner to earn below a specified amount of
income to be eligible for deferral.® Also grouped in the deferral
category for purposes of this are property tax freezes. Property
tax freezes occur when a state or local municipality does not
reassess the value of the homeowner's property. A state or local
municipality with a tax freeze can increase the millage rate.3!
When the millage rate increases, the homeowner's property
taxes increase. Illinois, Rhode Island, and Tennessee specifically
call their relief a freeze within their statutes.®> However, other
states effectively freeze assessments as well without labeling it
as such.

The assistance offered by a deferral program is often a
reverse mortgage, or loan from the state. For example, in
Wisconsin, elderly homeowners can receive loans from the
Wisconsin Housing and Economic Development Authority
(WHEDA) to pay property taxes each year.® At the
homeowner's death, the estate of the taxpayer repays the
housing authority with interest. The goal of such a program is
to allow lower-income elderly citizens and, in some states, their
surviving spouses, to use the equity in their primary residence to
afford their property taxes; thus, these programs allow them to
stay in their homes.

BENEFITS AND PROBLEMS WITH DEFERRAL AND FREEZE
PROGRAMS

Deferral programs cause a short-term revenue loss, which is
remedied in the long-term. States are able to charge an interest
rate to offset the short-term loss. Because deferral programs are

27. See App. B, Deferral Programs.

28. Id

29. Id

30.

31. Millage rate, also referred to as mill rate, is the "tax applied to real property
whereby each mill represents $1 of tax assessment per $1,000 of the property's assessed
value. .. ." BLACK'S LAW DICTIONARY 1014-1015 (8" ed. 2004).

32, 351ILL. COMP. STAT. 200/15-172 (2004); R.I. GEN. LAWS § 44-3-16 (2004); TENN.
CODE ANN. § 67-6-1515 (2004).

33. WIS. STAT. § 234.621 (2003-2004).
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not popular, the total revenue a state defers is minimal
compared to the total revenue the state receives each year from
property taxes. '

The benefit to elderly homeowners who participate in
deferral programs is simple. They are able to pay their taxes
without relying on others. Instead of having to rely on family
members to pay their property taxes, those who participate can
manage their own finances. In turn, some elderly homeowners
may gain a sense of independence from being able to provide for
themselves.

Deferral programs are not as beneficial to elderly
homeowners as automatic exemptions for a variety of reasons.
To receive a deferral, homeowners must apply; however,
without awareness of the program's availability, homeowners
do not know to apply and, therefore, do not take advantage of
the program. Massachusetts' chief assessor put it quite simply,
"[w]e try to get the word out. But a lot of people are still not
aware of the fact that they [are] eligible for a tax
exemption...." ¥ Last year, only one Marlboro citizen
participated in the Massachusetts deferral program.> Besides
the lack of awareness of the program, participation may also be
low because the interest rate imposed on deferred taxes in
Marlboro is eight percent.3

Human nature also plays a role in the lack of participation
in deferral programs. Many elderly citizens do not want to
deprive their children of their inheritance.¥ This fear may be
unfounded because the deferred property taxes and interest are
unlikely to amount to a significant portion of the home's value.
If a homeowner deferred $2,000 of property taxes each year for
ten years, the amount of the lien would equal $20,000 plus
interest. Assuming the fair market value of the home is $200,000
at the homeowner's death, his or her children would still inherit
approximately ninety percent of the value of the home.

Another more serious participation problem arises with
deferral programs. Elderly homeowners who do not have
enough equity in their homes cannot take advantage of the
program. Therefore, participation will never reach 100% of the

34, Elaine Thompson, Many Marlboro Residents are Overlooking Tax Breaks,
Telegram & Gazette, December 16, 2004 at B3.

35 Id

36. Id

37 Id
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elderly in need of assistance. Finally, when states require
homeowners to earn below a specified amount of income, a state
may wrongfully exclude elderly homeowners in need of
assistance because their expenses exceed their income. The
medical expenses of an ill, elderly homeowner may leave that
homeowner with no disposable income to pay property taxes.
For example, in Arizona, a homeowner can defer property taxes
on a primary residence with an assessed value of $150,000 or
less, if his or her income is less than $10,000.3 An ill, elderly
homeowner could have Social Security income in excess of
$10,000 and no discretionary income after medical expenses to
pay property taxes. Removing income limitations for property
tax deferral programs may be difficult because of public opinion.
As one Connecticut resident, Jim Malcolm, told a panel
appointed to study the possibility of property tax relief for the
elderly, "[t]ax relief should not go [to residents] simply because
you are elderly."*

Property tax freezes, in effect, act as a permanent deferral of
taxes related to assessment increases. Freezes have different
participation ratings, benefits, and revenue implications.

Property tax freezes imposed by state statute have a 100%
participation rate if the freeze occurs automatically when the
homeowner reaches the age required by statute. However,
states can leave property tax freezes to the discretion of the local
municipality. Tennessee and Rhode Island give their local
municipalities this option.# State legislatures may give this
power to local governments because local governments can
assess their revenue needs better than the state. However, 100%
participation becomes impossible because some local
municipalities will not be able to afford to offer their elderly
residents relief. Also, local municipalities are leery of offering
this savings to their elderly because the ordinance would be
nearly politically impossible to repeal if the program proved too
costly. In a heated debate over a local property tax freeze in San
Antonio, Texas, Councilman Joel Williams remarked, "[u]nder
sane conditions, my colleagues would never support a measure

38. ARIZ. REV. STAT. § 42-17302 (2004).

39. Peter Downs, Tax Relief Panel Begins Sessions; Studying Breaks for Residents 65
or Older, The Hartford Courant, December 16, 2004 at B3. However, the same Connecticut
resident supported giving property tax relief to all veterans.

40. TENN. CODE ANN. § 67-6-1515 (2004); R.I. GEN. LAWS § 44-3-16 (2004).
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they couldn't repeal."! The city council decided to delay voting
on the measure.*?

The benefits of an assessment freeze are not always clear at
the beginning of the program. Ideally, the stability of the tax bill
would allow those nearing retirement to better plan their
budget. While it may appear that the elderly will have a stable
property tax bill in their retirement, increases to the millage rate
will increase an elderly homeowner's tax bill. States can limit
dramatic increases in property taxes by including a limit on
millage rate increases within the governing statute. However, if
the state gives the local municipalities or counties the option of
enacting the program, the local governments will be less likely
to enact the program if rate limits are in place.

While elderly homeowners stand to benefit from property
tax freezes, the costs outweigh the benefits. The city of San
Antonio estimated the cost of its proposed program at $64.5
million over a ten-year period.#* As an alternative to requiring
local governments to fund an assessment freeze, the same
outcome can be reached by providing a state-funded exemption.
A state-funded exemption will create more participation than a
locally funded assessment freeze because the program is
available to all elderly homeowners, instead of only elderly
homeowners whose municipalities enact the program.

OTHER PROGRAMS

Only one state, Massachusetts, has created a property tax relief
program that does not offer an exemption, credit, rebate, or
deferral. In Massachusetts, a homeowner over the age of sixty
can elect to work off his or her property taxes up to $750.4
Elderly homeowners work for the local governments at
minimum wage.?® This translates into approximately 130 hours

41. Greg Jefferson, Council Delays Senior Tax Freeze Decision; Cost Estimate for
Measure Trimmed to $64.5 Million, San Antonio Express-News, December 10, 2004 at 1B.

42 Id

43, Id

44, MASS. ANN. LAWS ch. 59, § 5 (Law. Co-op. 2004). This is not the only form of
property tax relief offered in Massachusetts. Under the same statute, those over the age of
sixty-five can apply for a deferral of property taxes for a period of three years at an interest
rate of five percent. E.g., MASS. ANN. LAWS ch. 59, § 5(17)(D) (2004), homeowners over
the age of seventy can receive an exemption of $2,000 of the assessed value or $175 in tax,
whichever is greater, if the whole estate is worth less than $40,000 and the homeowner has
been a resident of Massachusetts for five years.

45 Id.
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of work.%

BENEFITS AND PROBLEMS WITH OTHER PROGRAMS

The benefits to elderly homeowners that are able to participate
are potentially greater than $750. Those who participate may
feel useful and part of the community. This may help those who
feel isolated from the community since they retired.

If homeowners over the age of sixty participate in this
program, it would create a low-cost labor pool and decrease the
number of local government employees needed to provide
services to the community. This ripple effect has a potential
financial benefit for local municipalities that other programs do
not provide.

With this program, there appears to be no revenue loss. In
fact, local governments are actually saving money because they
do not have to pay a living wage or insurance costs for an
employee that would normally do the job of the participating
elderly homeowner. The local governments also may be saving
a nominal amount if they do not have to pay FICA taxes for the
participating homeowner.

While some elderly citizens are likely to be enthusiastic
when presented with the opportunity to work off their property
taxes, others may not because they need assistance but cannot
participate. This program makes property tax relief inaccessible
to those who are in poor health. The most perplexing part of
this program is why a lower-income elderly homeowner would
want to participate. If a person over sixty is physically able to
work, it is unlikely that he or she needs the local government to
provide an employment opportunity. The homeowner could
work for any employer. Therefore, 100% participation in such a
program is unlikely, if not impossible.

CONCLUSIONS

By evaluating homestead exemptions, credits, rebates, and
property tax deferral programs based on participation, the
benefits to the elderly, and the loss of revenue to the state, a
combination of programs appears the most effective.

While state-funded homestead exemption programs that

46. This calculation is based on an assumed minimum wage of $5.75.
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reduce an elderly homeowner's tax liability before the bill
arrives provide the greatest benefit, they come at a greater cost
to the state than other programs. If a state has enough revenue
from other sources to fund such a program, the legislature
should incorporate simple requirements into the statute to
ensure the program operates efficiently. Specifically, state
legislatures should require municipal and county boards to
indicate the amount of the tax exemption on the tax bill. This
common sense requirement reduces unnecessary confusion.
Elderly homeowners will not need to call the local municipality
or county to find out if the exemption was applied to their bill.

Second, the elderly should not need to apply for the
exemption. If a homeowner needs to apply for an exemption, an
extra financial burden falls on the state and local governments to
notify homeowners that they may be eligible. If the state and
local governments require an application and do not adequately
notify potential eligible homeowners, the goal of the program is
defeated. Homeowners that need assistance will not know to
apply for it. Applications also require review, which will add to
the cost of the program.

Finally, state legislatures should set a limit on the amount
and frequency of assessments. This requirement will prevent
local or county boards from pricing the elderly residents out of
their homes, which is the outcome state legislatures are trying to
avoid. The extent of the limitations placed on assessments
varies greatly depending upon the exemption. If a state exempts
100% of the value of the home when an elderly homeowner is
low-income, the state has an interest in keeping the assessed
value low because it is subsidizing the program. Also, if the
state subsidizes an exemption equal to the increase in property
taxes from one year to the next, it has an interest in keeping
assessments low.

If a proposed tax exemption cannot ensure that the elderly
will be able to afford to stay in their homes, a combination of
property tax relief measures is necessary. If the state cannot
afford to subsidize an exemption program in which it
reimburses the local or county governments, a combination of an
exemption and a reverse mortgage program provide the next
best solution.

The participation rate of a reverse mortgage program is
dependant upon the state's ability to inform potential eligible
homeowners that the program is available. The most cost
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effective method of informing homeowners is to require county
and local governments to print information about the program
on all tax bills in large print. Again, this requirement should be
included in the reverse mortgage statute. Including this
information in all property tax bills will allow younger
homeowners to plan for retirement and will remind eligible
homeowners that the program is available. Large print will
catch the attention of homeowners and help those with poor
eyesight. Most importantly, a yearly reminder will help to
ensure that homeowners file applications for reverse mortgages
in a timely manner if the homeowner needs assistance in the
coming years.

One requirement that a state legislature should exclude
from a reverse mortgage statute is a fixed interest rate. For
example, the District of Columbia imposes an interest rate of
eight percent on all deferred taxes.#” When the interest rate falls
below a statutorily set rate, participation in the program falls as
well. Therefore, the program becomes unnecessary. This result
may not be a bad one if lenders are able to offer the same or
more favorable terms. The best reason for giving a department
of the state, such as the housing authority, the discretionary
power to set the interest rate imposed on reverse mortgages is
that the state's cost of forgoing revenue may change. While a
state may need an interest rate of eight percent one year, it may
not need that high of an interest rate the next year. If the interest
rate is written into the statute, the legislature would need to
reconsider the percentage rate yearly and amend the statute.
Because of the time consuming nature of this method, states
should give a state agency or department the discretion to
determine the best interest rate to impose upon deferred
property taxes.

Together these measures strike a balance between providing
elderly homeowners with the greatest benefit and ensuring
states will have enough revenue to afford such programs.
Regardless of the form of property tax relief adopted, the
structure and requirements created within a property tax relief
statute are crucial to the success of the program and the financial
well-being of our elderly citizens.

47. D.C. CODE ANN. § 47-845 (2004).
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