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LAND TRANSFER TAXES: THE NC EXPERIENCE

This policy brief draws on the experience of the six North Carolina counties with land
transfer taxes. The success of these counties in utilizing this revenue source to pro-
vide high quality services to their citizens is attributable to two factors: 1) the steward-
ship of elected officials; and 2) the use of the proceeds to meet specified infrastruc-
ture needs.

Despite allegations from homebuilders and realtors, these counties have not suffered
adversely from the implementation of these taxes. For each of these counties,

e home values remain affordable,

e job and retail growth remains robust,
e residential growth is vibrant,

e schools are benefiting immensely,

e property taxes remain stable.

These counties have benefited tremendously from the transfer tax because they have
embraced three key principles: 1) taxpayer protection through tax limitation; 2) multi-

pronged efforts aimed at Economic Development, 3) continuous monitoring of the ef-

fects of the local tax structure on citizens.
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Introduction

As North Carolina local governments begin the arduous task of ad-
dressing infrastructure needs, many local policymakers are seeing
transfer taxes as part of the solution to a growing crisis.

Examining these six counties provides a lesson in how to accommo-

date dramatic growth, bolster funding to public schools and maintain

a strong and vibrant economic base all while mitigating the impact on
property tax increases.

In 1985, the General Assembly gave Dare and Currituck counties
authority to levy a land transfer tax by resolution of the Board of
County Commissioners. Subsequent legislation the following year
gave authority to Chowan and Camden counties to enact a land
transfer tax by resolution. For all these counties, the tax was set at
$1.00 per $100 (1%) on instruments conveying interest in real es-
tate. For each of the counties, expenditure of the revenue was
limited to capital expenditures (see chart below).

Authorizing Legislation

Method of Enactment

Required Use of Proceeds

Dare County
Chapter 525,
Session Law 1985

Resolution by Board of County Com-
missioners

Capital expenditures: Jails, Court
facilities, EMS, libraries, recreation,
education , health, social services,
water, sewer, administration

Currituck
Chapter 670

Session Law 1985

Resolution by Board of County Com-
missioners

Capital Expenditures: solid waste an
county operated buildings

Chowan County
Chapter 881

Session Law 1986

Resolution by Board of County Com-
missioners

Capital Expenditures (any lawful
purpose)

Camden County
Chapter 954

Session Law 1986

Resolution by Board of County Com-
missioners

Capital Expenditures (any lawful
purpose)

Pasquotank County
Perquimans County
Washington County
Chapter 393

Session Law 1989

Voter approval via public referendum

Capital Expenditures: Public Schools
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In 1989, the authority was granted to Pasquotank, Washington and Perquimans counties.
However, a stipulation was made in the law that the tax had to be approved through voter
referendum. Pasquotank and Perquimans counties were successful in their efforts; how-
ever, Washington County voters failed to approve it on two occasions.

Since implementation, the land transfer tax has allowed these counties to: 1) reduce prop-
erty taxes; 2) increase funding for economic development; 3) reduce reliance on borrowing
to build schools; and 4) reduce the funding disparities between these school districts and
the remainder of the state.

If not for the Land Transfer Tax, we would fall further behind in
our school capital needs and would have to raise our property tax.
We have been able to build a middle school and renovate two
elementary schools without incurring any debt

Dan Scanlon, Currituck County Manager

SCHOOLS

In each case, the land transfer tax has completely changed how taxpayers fund public
schools. These initiatives have increased the capital expenditures to public schools tre-
mendously.

The tax has guaranteed each district a minimum level of per-pupil funding. From 1990 to
2005, increases in capital expenditures per pupil by these counties has outpaced the state
average. From 1995 to

2000, these counties in-

creased their expenditures
by 33 percent as compared
to only a 21 percent in- 1200.00 $1026.9

CAPITAL EXPENDITURES PER PUPIL

crease by counties asa 1000.00 All Counties
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penditures dramatically, 200.00 $327.65 Counties

whereas expenditures gen- 0.00 $181.60

erally leveled off for all
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In 1985, prior to implementing the land transfer tax, all of these coun-
ties ranked in the bottom third of the rankings with respect to the
amount of funds expended on public education. By comparison,
Washington County ranked 87th in 1995 and still ranks 86th for the
2006-07 fiscal year in per capita capital expenditures. Had Washing-
ton County received voter approval, they likely would have been able
to increase their expenditures and thereby their ranking in the state.

For 2006-07, four of the six transfer tax counties ranked in the top
ten in outlays for school expenditures per pupil (see chart). These
counties have consistently outranked similarly sized counties since
instituting the tax. Pasquotank and Chowan rank in the top third of
all counties, despite their small school system status.

All six of these counties rank among the top 45 in the state in county
education spending per pupil based on 2006-07 budgets. Dare leads
the way, budgeting more than $7,600 per student. Currituck is sev-
enth, Perquimans is 18th, Pasquotank is 28th, Chowan is 35th and
Camden is 45th.

The five-year moving average for public school capital expenditures

pre-transfer tax for Camden, Currituck, Chowan and Dare counties
was $59,668. Post-transfer tax, the five-year average increased to

PERCENT INCREASE IN SCHOOL FUNDING

TransferTax

Counties

100.00%
80.00% -
60.00% -

40.00% -
20.00% -

0.00% -

$791,381. Adjusted for inflation this represents an 84 percent in-
crease compared to a 52 percent increase for comparably sized
counties. For Pasquotank and Perquimans, the trend is similar.

Overall, the land transfer tax has helped reduce funding disparities
between property-rich/urban districts and property-poor/rural districts
in these areas. In 1991, local per pupil capital expenditures ranged
from $56 to $239. Today, per pupil capital funding has significantly
moved upward with these districts allocating between $438 and
$2,135 per pupil this school year.
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Consequently, local school districts have had greater flexibility in how and where they allocate their
funds. Local school officials have been empowered to establish funding priorities according to local
needs rather than state-level mandates.

IMPACT ON PROPERTY TAXES

Ideally, with the imposition of a new tax, a local tax structure should reflect balance such that the to-
tal burden on taxpayers remains fair. These counties have generally provided their citizens with sig-
nificant property tax relief. Taken as a whole, property taxes prior to the referendum were an average

of .67 cents per hundred for these coun-
ties. Once each of these counties levied Property Tax Trend
the tax, property tax rates decreased and
stood at an average of 63 cents per $100
for the group (in 1991). Most importantly,

comparing these counties to similarly  —/_
sized counties reveals that they were able Al Counties

to cut taxes by six percent during this time
period (1985-1991), whereas, their com-
parison group collectively raised taxes 7
percent. Since 1991, the statewide trend

in property taxes has been upward; how-
ever, for these counties the property tax

has demonstrated a downward trend. In
1991, effective tax rates ranged from a low of .44 to .70 per $100. For fiscal year 2006-07, effective
tax rates range from .21 to .54 for these six counties. Undoubtedly, long-term residents of these
counties realized significant savings.

A closer examination of the total tax burden for each of the counties shows that there is some vari-
ability. Compared to the states’ 100 counties, four of the six rank in the middle third at 39", 48", 55,
68™ , with the remaining two ranked in the top five. It must be noted, however, that the relatively high
rankings of Dare and Currituck counties (first and fourth, respectively) reflect the nature of their
populations, which include high numbers of seasonal residents with luxury homes. Their income is
not included in this analysis but the local taxes they pay are included, thus skewing the comparison
with counties who do not have many seasonal residents. Taken as a whole, these numbers demon-
strate that there is no direct correlation between land transfer taxes and property taxes; that is, for
the most part counties have achieved a balance in the overall tax structure despite the levying of the
additional tax.




HUMAN CAPITAL & ECONOMIC DEVELOPMENT

The subject of land transfer taxes invariably leads to a question of how these measures
impact economic development. According to figures from the N.C. Department of the
Treasury, five years following the enactments, this group of counties increased contribu-
tions to Economic Development activities by an average of 55 percent. Com-
paring this to the performance of similarly sized counties reveals that their
average increase in any comparable time period was only 25 per-
cent.

These investments were made across a range of areas consistent with the diversity we see
in the economies of this region. Nonetheless, the manufacturing base of these counties is
relatively low, as each depends upon a growing service sector and some are reliant on a
bustling tourist oriented economy. With this industry configuration in mind, we examine per
capita income for the time period of 1991 to 2000, and see that five of the six counties met
or exceeded the average increase in income for the entire state.
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So too, the unemployment rate for each of these counties in 2005 was lower than the state
average. Because their economies are influenced by the incidence of severe weather
events, they have been able to literally weather the storm. Moreover, historically, the labor
market in this region has consistently performed better than counties of comparable size. If
we compare this region to another similarly sized tourist-oriented economy (Mid Carolina




Council — Buncombe, Henderson, Transylvania and Madison counties) we find that these counties
have consistently exhibited lower unemployment rates. Therefore, the land transfer tax shows no ill
effects on employment rates or economic growth.

Economic growth (as measured by gross retail sales per capita) shows that some counties have
fared better than others. Dare and Currituck both ranked in the top five with respect to growth in this
measure during the 1990s (ranking fifth and second, respectively). However, the remaining four
counties rank as follows: Camden (29" Pasquotank (52); Chowan (73) and Pasquotank (97).

HOMEOWNERSHIP AND POPULATION GROWTH

According to the 2000 census, the median home value in four of the six counties was below the state
average. In the case of Chowan, Perquimans and Pasquotank counties, the values were approxi-
mately 78 percent of the state average value of $108,300. Camden County’s values were five per-
cent lower than the state average. Currituck and Dare counties had values that exceeded the state
average, principally due to an increase in the number of high-cost seasonal and retirement homes.

MEDIAN HOME VALUES
US Census Bureau

We've averaged almost 30% annual growth the last 4 years.
Currituck 115,500 We are issuing about double the amount of dwelling permits
Camden 113,000 now than we were just a few years ago.

Chowan 85,000 Bobby Darden, Perguimans County Manager
Dare 137,000

Pasquotank 85,000

Perquimans 83,000

The recent housing boon has dramatically increased the housing costs in both of these counties;
however, the data from Census 2000 reflect a more accurate picture of the housing market 15 years
post transfer tax. Moreover, the region has also continued to experience population growth. Projec-
tions from the NC State Demographer show that this area is projected to grow by 33 percent over the
next 25 years. During the 15 years (1986-2000) after the implementation of the transfer tax, the area
experienced double-digit growth of 22 percent. Moreover, while every county surrounding this group
lost population between 2000 to 2004, each of these counties experienced a population increase.




Because of these positive indicators, this region has enjoyed a healthy economic picture for quite
some time. The presence of consistently strong growth in the tax base, moderate debt levels, a low
tax rate and the ability to fund essential projects has allowed each of these counties to achieve mod-
erate to high bond ratings. If any instability can be found it would be in the economic concentration in
tourism and the vulnerability of the region to major storms. However, these counties have demon-
strated financial flexibility and solid reserves to mitigate these concerns.

CONCLUSION

Adhering to the three Guiding Principles has allowed these counties to contend with the challenges
of growth while simultaneously exhibiting sound fiscal stewardship.

1. Taxpayer Protection through Tax Limitation
2. Focus on Continued Economic Development

3. Maintain cognizance of total tax picture

It is evident that North Carolina’s experience with the land transfer tax shows this is a valuable tool
for counties. Because the revenues have been targeted to infrastructure development and because
officials have adhered to the principles above, concerns that transfer taxes inhibit growth, lead to
skyrocketing home prices and unduly burden homeowners can be allayed.

A balanced approach to taxation clearly benefits elderly citizens and those on fixed incomes by less-
ening the pressure on property taxes. This allows these citizens to remain in their homes without fear
of losing them to increasing tax rates or tax values.

From the perspective of the individual taxpayer (whose ability to pay taxes is entirely related to
his/her own economic well-being), the volatility of property tax rates is equally problematic. Forcing
counties to rely primarily on property taxes poses a challenge, because property taxes are levied on
citizens regardless of their ability to pay. Whether they have a job or live on a fixed income, the levy
is applied. Transfer taxes, however, are paid during the real estate transaction when citizens typically
have financing available.

Finally, some argue that the land transfer tax is a volatile and fluctuating revenue source and that
linking capital projects like schools to such a source is problematic. However, as demonstrated, the
use of conservative budgeting with economically sensitive revenues and maintaining adequate fund
balances for capital and disaster recovery insulates the financial stability from these fluctuations. It is
evident these counties remain attractive and affordable places to live.




