APARTMENT AND OF FICE BUILDING ASSOOATION

OF NETROPOLITAN WASHINGTON

Bill: SB457 - Property Taxes - Authority of Counties to Establish
Subclasses and Set Separate Rates for Land and
Improvements to Land

Committee: Budget and Taxation
Date: February 18, 2026
Position: Unfavorable

The Apartment and Office Building Association (AOBA) of Metropolitan Washington is a non-profit
trade association representing the owners and managers of more than 23 million square feet of
commercial office space and 167,000 multifamily units in Montgomery and Prince George’s counties.
AOBA submits the following testimony in opposition to Senate Bill 457.

SB 457 authorizes counties and Baltimore City to establish a split-rate tax system for subclasses of real
property. Split-rate taxation allows local governments to charge land and buildings at different rates.
Proponents of this tax scheme often call it this land value tax. The goal of a land value tax is to
encourage the development of vacant or underutilized land. SB 457, however, is not strictly a land value
tax because it also authorizes a higher rate for buildings than land. Meaning, SB457 has morphed from a
land value tax to a property tax increase.

On the multifamily side, the evidence shows that split-rate taxation introduces instability, raises land
costs, and risks worsening housing affordability. In Pennsylvania, for example, a 2017 study found that
raising taxes on land while lowering taxes on buildings increases land value per acre.! Higher residential
land values translate into higher housing development costs, rents, and sales prices. This is most acute in
urban areas like Montgomery and Prince George’s Counties where land already represents a large share
of total project costs. Furthermore, there are already significant barriers to multifamily development in
these counties that split-rate taxation is unlikely to address. These barriers include a challenging
regulatory environment and other high taxes, such as rent control and fuel energy taxes, respectively.

On the commercial side, split-rate taxation is likely to result in higher taxes for office buildings as
evidenced by the counties’ support of Senate Bill 224, which allows counties to set a higher tax rate on
the commercial office building subclass. Commercial properties are highly sensitive to increased

' https://www.sciencedirect.com/science/article/abs/pii/51051137716302868

1025 Connecticut Avenue, NW  Suite 1005 Washington, DC 20036
P 2022963390 f: 202.296.3399 NM
i1 s ] www.aoba-metro.org AT KRTREN KA



https://www.sciencedirect.com/science/article/abs/pii/S1051137716302868

operating costs. Increasing property taxes results in reduced net operating income, lower property
values, and increased financing risks. Given that commercial leases often pass through property taxes to
tenants, these increases would also raise costs for businesses and further weaken the state’s
competitiveness with neighboring jurisdictions.

Lastly, this bill is unlikely to be revenue neutral because of the significant challenges assessing land and
buildings. In November 2025, the Budget and Taxation Committee Baltimore City Property Tax Study
concluded with estimates on the burden a transition from the current tax system to a land value taxation
system. While the estimates stem from a Baltimore City specific bill from the 2025 legislative session,
the State Department of Assessment and Taxation (SDAT) would be required to do a department wide
overhaul.

These changes include changes to taxable portions of properties, recalculations of homestead credits,
updating reports to separate land from improvements, and replacement of storage systems to
accommodate the new data entries. The fiscal estimates for procuring new data storage, retraining of
employees, and upgrading the maintenance & operations software would conservatively cost the
Department upwards of $35 million in upfront cost; about $6 million in new annual cost. SB457 would
exacerbate the budgetary constraints of the department.

Even with an overhaul of the Department, the very act of separating the value of the land from the
improvements to that land will prove difficult and inaccurate. Since the land value tax will focus on the
highest and best use of a given parcel of land, the department would need to do a parcel-by-parcel
analysis of development limitations. These parcel-by-parcel analyses would be inaccurate, given the few
current land sales available for market comparison. If this is executed inaccurately on a massive scale,
the system would bear the full weight of the public's distrust and, in turn, hundreds of thousands of
appeals.

For these reasons, AOBA urges an unfavorable report on Senate Bill 457. Please contact Hugo
Cantu at hcantu@aoba-metro.org with any questions or concerns.
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Differential Taxation Will Set Maryland’s Economy
Further Behind Virginia

Wirginia relies on lighter regulations and lower property taxes fo attract businesses, boosting
economic growth. Maryland, however, is heavily regulated, creating an inhospitable business
environment. Here's why differential taxation could harm Maryland's economy:

Maryland lags Virginia in business friendliness rankings and cost of doing business.
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Category Maryland Rank Virginia Rank
State for Business #i2 =4

Business Friendliness #3aT #T7

Cost of Doing Business #46 #31

Maryland’s tax structure already ranks among the worst in the nation.

Category Maryland Rank Virginia Rank
Owverall Competitiveness #46 #30
Coporate Taxes #36 #18
Income Taxes #4T7 #36
Property Taxes #36 #24

Maryland's higher tax rates put it at a competitive disadvantage to Virginia.

Category Maryland Virginia
Corporate Income Tax Rate B.25% 6%
Estate Tax 16% NOMNE
Inheritance Tax 10% MONE
Local Income Tax 3.2% MONE

Maryland's commercial real estate is ailing, with vacancy rates well above the healthy 5-10% range.

Locality Vacancy Rate Square Feet
Baltimaore City 12.5% 56.9 Million
Baltimore County 13.6% 40.7 Million
Frederick County 9.8% 9.9 Million
Howard County 13.6% 20.2 Million
Montgomery County 18.6% 74.7 Million
Prince George's County 14% 28.6 Million

Property Tax Increases will hurt Maryland's Economic Competitiveness.




STATE OF THE OFFICE MARKET

MONTGOMERY COUNTY, MD

Down 78% from the Sold in 2016 for $18.4M, Sold in 2018 at $70M,
pre-pandemic high of $133.8M assessed in 2025 at $7.3M assessed in 2025 at $50.7M
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7500 Old Georgetown Road 962 Wayne Ave 1 Inventa Place
Bethesda Silver Spring Silver Spring
Assessed at $84 million in 2025; Assessed at $14.35M, Auctioned In 2025 for $17.9M,
down from $98 million in 2022 auctioned in 2025 13% below 22% below its assessed value
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8403 Colesville Road 6110 Executive Blvd. 11921 Rockville Pike
Silver Spring Rockville Rockville

Brian Anieu, Vice President of Government Affairs, MD | banleu@aoba-metro.org | 240-381-0494

Hugo Cantu, Government Affairs Manager, MD | hcantu@aoba-metro.org | 240-701-1990




