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MINUTES OF THE H9YS€  COMMITTEE ON Taxation X ’7@/ ’Z\ L<;~Q.

Representative Keith Roe at
Chairperson

The meeting was called to order by

9:00 amfpm. on _January 31 1989in room 519=S  of the Capitol.

All members were present except:
Representative Reardon, excused

Representative Aylward, excused

Committee staff present:

Tom Severn, Research

Chris Courtwright, Research

Don Hayward, Revisor's Office.
Lenore Olson, Committee Secretary

Conferees appearing before the committee:

Representative Wagnon
Representative Sawyer
Secretary of Revenue Ed Rolfs

A motion was made by Representative Smith and seconded by Representative
Shore to introduce a bill which would provide conformity on the standard
deduction and personal exemption similar to Representative Wagnon's
proposal on January 27, 1989. The motion passed.

Representative Wagnon testified in support of HB-2051. (Attachment 1)
She stated that this bill was developed in order to blunt the effect
of large increases on people with modest incomes, the disabled and
elderly, and families with dependent children.

Representative Sawyer testified in support of HB-2051. (Attachment 2)
He reviewed examples of HB-2051 refunds vs. current law refunds under
three different scenerios.

Secretary of Revenue testified on HB-2051 regarding the fiscal note on
this bill. He said that the recommendation to the Budget Director on
the homestead portion would be in the neighborhood of ten to eleven
million dollars instead of nine million.

Chairman Roe concluded the hearing on HB-2051.
The minutes of January 27, 1989, were approved.

The meeting adjourned.

Unless specifically noted, the individual remarks recorded herein have not

been transcribed verbatim. Individual remarks as reported herein have not

been submitted to the individuals appearing before the committee for 1 1
editing or corrections. Page —_— Of
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Testimony on HB 2051 o

House Democrats have been monitoring the progress of
reappraisal closely. Preliminary data indicates that
while the classification amendment will protect most
homeowners from massive property tax increases, some homes
which are currently assessed far below the class average
could experience large property tax increases.

HB 2051 was developed in order to blunt the effect of
large increases--the inevitable "horror stories'"--on
people with modest incomes who are least able to withstand
such an increase, the disabled and elderly, and families
with dependent children. 1In simple terms, if the increase
in property tax after reappraisal is more than 50%, the
state would pay half that increase the first year and
one-fourth the second year. Such a "circuit breaker"
approach is time-limited(two years only) and restricted to
low and moderate income families or individuals who meet
certain criteria. This is New Section 4 of the bill,
beginning on line 189.

In addition to the reappraisal circuitbreaker, this
bill would revise the Homestead Property Tax Refund Act to
increase the income eligibility limits and the amount of
refund. A table is attached showing the changes.
Representative Sawyer will speak to the need for the
changes in the Homestead act as currently enacted.

Together, these measure could be an effective buffer
for the adverse effects of reappraisal and provide
appropriate property tax relief for less affluent
taxpayers.

Stephen Gold, tax expert for the National Conference of
State Legislatures, wrote in one of his publications, "For a
long time the property tax has apparently been the most
unpopular tax in the land." He also notes that Midwestern
states, formerly noted for unusually high property taxes,
recently have been "prominent purveyors of property tax relief."
Every state in the Midwest has some sort of property tax circuit
breaker, including Kansas with its Homestead Property Tax refund
provisions. 1In fact, classification is a type circuit breaker
designed to offset the one time shifts occuring after
reappraisal. But all of us know that even though classification
protected homes in general, within a class there could be
dramatic change. This proposal was not designed to prevent the
change in values--only to ease the transition for those moderate
income households with fewer resourced to absorb the change.



Features of Homestead Property Tax Refund Changes:

Change amount of refund from $400 to $600

Change income ceiling for eligibility from $12,800 to $20,000
(applies only to elderly/disabled or families
with dependent children)

Circuitbreaker Features:

-- In liew of Homestead--can't get both

Household income less than $28,000

Must have 50% increase in property tax after reappraisal

Must meet other homestead criteria--dependent children,
elderly or disabled



Maximum Benefit

$400

$300
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VIII. Property Tax Relief

In most statcs, it is property taxcs that imposc the hcavicst tax burdens on
low income houscholds. In many such states, property tax rclicf is nceded by low
income houscholds as much or more than income tax relicf.””

Most states do have in placc some form of property tax relicf program for
the poor. However, the large majority of these states limit this relicf to the
clderly or to the clderly and the disabled — ignoring most low incomc familics
with children.

While the tax focus in most states in 1987 and 1988 will be on the income
tax structure, property tax rclicf may be possiblc in somc arcas. This may be
particularly truc in statcs in which property tax relicf is, or can be, ticd to a
state’s income tax structure.

The most common form of state low income property tax relicf is known as

a “circuitbrcaker.” In many states, providing or cxpanding property tax rclief for
the poor means cnacting or cxpanding a "circuitbreaker” program.

Circuitbreal

The circuitbreaker’s name derives from an analogy to an clectrical
circuitbreaker that shuts off the flow of clectricity when the system becomes

39. For a morc complete discussion of property tax relicf, sce Steven D. Gold.
Property Tax Relief, D.C. Hcath, Lexington, MA, 1979; Mitchell A. Zahn and
Steven D. Gold. State Tax Policy and Semor Cutizens, National Conference of
State Legislatures, Denver, CO, 1985, chapter 4; and Steven D. Gold, State Tax
Relief for the Poor, National Conference of State Legislatures, Denver, CO. 19587
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overoaded. Similarly, property tax cirevitbreakers are designed ta provide tax
teliel when property tax burdens overload those with low incomes.

Under most circuitbreakers, a low income houschold is cligible for property
tax relief when rmpcrty taxes exceed a certain percentage of the houschold's
income.  Eligibility for tax reticf - and the amount of relicf provided --
i:cncrully depend both on a houschold’s property tax burden and on its income
cvel. At a given income level, the amount of relief offered by a circuithreaker
increasces as rmpcrly tax burdens rise, and it declines as property tax burdens
fall. - Similarly, the relief is greater for those with smaller incomes, and declines
as income rises. (In only five of the 31 states that now have cireuithreakers i
any relief availuble to a Tamily whose total income exceeds $20,000 3 year.)

Of the 31 states that now have circuitbreaker programs, the programs in 12
are limited to the clderly and in 10 others, to the clderly and the disabled. Only
nine states have programs that are available to non-clderly, non-disabled
t;lxp;?'crs. The failure of most states with circuitbreakers to extend them bevond
the clderly and the disabled is the greatest shortcoming of state circuitbreakés
programs.

Another problem with some circuitbreaker programs is that they are limited
o homeowners and exclude renters. Most cconomists agrec that renters do, in
cffect, pay property tax -- it is "passcd along” by landlords and rcflected in the
rents charged 1o tenants. Fortunately, 25 of the 31 states with circuitbreakers do
cover at least some low income renters (in these states, a percentage of a
tenant's rent, usually 15 percent to 25 percent, is considered to be a property tax
payment.)

The table that follows shows the features of cach state's circuitbreaker
rogram.  As the table indicatcs, there are only scven jurisdictions with
‘uraversal™ circuitbreakers available to clderly and non-clderly alike and to renters
as well as homeowners:  Michigan, Minncsota, New York, Orcgon, Vermont,
Wisconsin, and the District of Columbia.

States interested in relieving property taxes on low and moderate income
residents can consider adopting a circuitbreaker if they do not have onc, or
extending an cxixting(rmgrum that is limited only to the clderly or homeowners
to the non-clderly and to renters. Even in the seven jurisdictions that alrcady
have universal circuitbreakers, programs could be adjusted 1o offer a greater
degree of relicf. (For example, New York has a particularly modest program.)

As noted, the greatest shortcoming of most circuithreaker programs -- and
the most important arca in which to press for change - is the exclusion of the
non-ciderly, particularly of poor familics with children. Children have constituted
the most rapidly growing component of the poverty population in recent years,
and Foor familics with children arc gencrally in substantial need of property tax
rchict.

In states in which cxtending the circuitbreaker to all low income non-clderly
taxpayers is deemed too costly or otherwise found to be olitically infeasible, a
more modest alternative can be considered.  This would be to adopt the Kansas
approach. The Kansas circuitbreaker is limited to the clderly, the disabled, and
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low income familics with at least one dependent child under age 18.% Limiting
the extension of a circuitbreaker to families with children, rather than to alt of
the non-clderly low income population, can reduce the cost of an cxpansion.

Circuitbreakers have a number of attractive features. 'l"hcz' help add an
clement of "ability to pay™ into the property tax structurc. And because they are
designed 1o be of greater benefit to those with greater nced, circuithreakers make
the property tax inherently fairer. Most circuitbreakers arc also carclully
l:ugc(cj)m those with incomes below specific levels, so that their cost can be
made relatively modest.  (Liven among the cight circuitbreakers with the broadest
coverage - the seven "universal” circuithreakers plus the Kansas circuithrenker -
the median per state resident cost is only about g?.l.)

Sysle

In about half of the states that have circuitbreakers, there is a direct
conncction between the state’s circuitbreaker and its income tax. In some of
these states, the circuitbreaker is computed as a credit that dircetly offscts
income tax liability (for example, if a houschold's statc income tax lability is
$300 and it qualitics for a $250 circuitbreaker, it pays just $50 in income tax).
To the extent that a taxpayer's property tax circuitbreaker exceeds his or her
income tax liability, the taxpayer reccives a refund for the difference.

In some states, property tax circuitbreaker forms are mailed out with income
tax forms and the two arc returned together. In some of these states, taxpayers
receive a scparate refund check against their property taxes, independent of their
income tax refund.

In the remaining states with circuitbreakers, there is no tic between the
circuitbreaker and the income tax. This lack of a conncction between the
circuitbreaker and the statc income tax is most common in states in which the
circuithreaker is limited to clderly homcowners -- and is thus more logically
administered as part of the property tax collection system,

This connection between property tax cireuitbreakers and state income tax
systems is of particular interest to those working for low mncome tax relicf in
states where most or all of the current legislative action scems likely (o be
concentrated on income taxes. Instituting or cxpanding a property fax
circuitbreaker may be within the scope 0% changes that can be made in a state’s
income tax system, especially in states where the circuitbreaker is already linked
to the income tax system.

The possibility of instituting or expanding a circuitbreaker can be cspecially
important to low income familics. Because property tax burdens on the poor
usually far outstrip income tax burdens, extending the circuitbreaker to non-
clderly families would provide many low income families with significantly morc
tax relief than would removing them from state income tax rolls.

40, Kansas™ circuithreaker also covers both renters and homeowners in these
categories.



Stilg
All_ages, homcowners
and renfers

District of Columbiwh
Kansas.¢

Michigan

Minncsota

Ncw York

Orcgon

Vermont

Wisconsin

All ages, homeowners;
only ¢lderly renters

Marylandb

Features Of Circuitbreakers, 1985

Percent of Rent
Considcred As Income

v

15% $20,000
15% 12,800
17% 83,650
varics 40,000
25% 18,000
17% 17,500
20% 32,000
25% 16,500
15% nonc

Quly ciderly, homeowners

and renters

Arizona
Californiah
Colorado/
Connecticut/f
IHinoish
Towah
Mainch
Missouri
Montana
Nevada

New Mcxico
North Dakota
Pennsylvaniah
Rhode Island
Utah

West Virginia

Elderly homcowners
only

Arkansas
Idaho/h.f
Ncbraska
Ohiot
Oktahomab
South Dakotw/b

varics $ 5,500
fc 12,000
20% 11,200
22% 16,000
30% 14,000
25% 12,000
5% 7,400
20% 12,000
15% nonc
6% 15,100
6% 16,000
20% 10,000
20% 15,000
20% 12,500
g 10,000
12% 5,000

$12,000

13,120

10,400

15,000

7.200

7375

50

Maximum

s 750
400
1,200
1125
375/d
750(h)375(r)
750

1,200/

$1,200(h)/450(r)

2,000(h)/190(r)
500

200
300
125/

$ 250
400

i
)
200
55/

S faa tata s

g

s

Notes: h- Maximum bencefit for homcowners.
r- Maximum benefit for renters.

The property tax rent equivalent and income ceiling amounts are 1985 data. Average benefit and
cost per capita are FY 1984 data,

i When there are separate maumum income levels for single persons and married couples.
the amount stated 1n this table is for marnied couples.

b, Disabled persons receive the same bencefits as senior aitizens.

¢ Kansas: Persons under age 55 must have a dependent under age 18 to be cligible for
circuttbreaker benefits,

d. New York: The maximum benefit for senior atizens 1s $375, the maximum benefit for all
others is $75.

¢.  California: $250 of rent is considered to be for property tux, regardless of the amount
of rent paid.

{. Connecticut, Idaho: the income limit shown is for 1986 and is adjusted annually for
inflation.

8- Utah: For clderly renters, from S to 95 percent of rent paid is reimbursed, with a
decreasing portion of rent paid being reimbursed as income increases.

i The formula uses a maximum tax amount 1o set the ceiling benefit.
j- The formula uscs a maximum assessed value 1o set the ceiling benefit.
Source:  Gold, Steven, State Tax Relief for the Poor, as derived from Advisory Commission on

Intergovernmental Relations, Significant Features of Fiscal Federalism: 1985-86 Edition,
pp. 110-16, and supplemented by additional information provided by statcs.

If a state docs institutc or cxpand a circuitbreaker, onc other point nceds 1o
be kept in mind. The state (and various social service agencics, rcligious and
advocacy groups, labor unions, and community-based organizations scrving low
incomc?coplc) will nced to publicize the circuitbreaker so that cligible pcople
know of its availability and how to apply. In a number of statcs with
circuitbreakers, a substantial proportion of those cligible for tax relicf under the
program fail to apply for the benefits, presumably because they are unaware
cither that a circuitbreaker exists or that they may be cligible for it. (Sce page
53 for a further discussion of the importance of promotional cfforts.)




Other Forms_of Property Tax Relief

In addition to circuitbreakers, there are several other forms of property tax
relict that can assist low income taxpayers.  Howcever, these other approaches
generally are not as bencficial for the poor as are circuitbreakers,

Renter Credits and Deductions

Some states allow certain renters a eredit or deduction against their state
income tax. Often these eredits or deductions provide a flat amount per
taxpayer, rather than varying by income and by property tax burden, as doces the
circuitbreaker. Nine stafes ?x:u{ renter eredits or deductions in 198531

For example, Hawaii has a renter credit available to all renters with incomes
below $20.000 & year. These renters are able to claim a credit of $50 for cach
personal exemption they claim, so that a married couple with two children would
receive @ credit of $200 against its income tax.

While the Hawaii renter credit provides significant low income relief, many
of the other state renter credits and deductions have shortcomings. They tend
not to be well targeted to low income familics (only two of the nine staies with
these provisions restrict them to low and moderate income taxpayers) and
consequently tend cither to be quite costly or to provide only very modest relicf.
Sull, for a state unwilling to establish a circuitbreaker, these devices can senve
as a way of incorporating into a state’s income tax system a measurc of property
tax relicf that can assist the poor.

I 1LE . { Credi
Homestead exemptions or credits are devices to reduce property tax burdens
for taxpaycrs who own their homes. Under a homestead cxemption, a state scls
an amount that is subtracted from the asscssed value of a homcowner’s residence
before the property tax bill is computed. Normally, the amount subtracted is the
same for all qualifying homcowners.

While a homestead exemption is subtracted from the asscssed valuc of the
home. a homestead credit is a standard amount that is subtracted from the
amount of property tax that a homecowner would otherwise owe,

Although homestead programs help to relicve property taxes on some low
income homcowners in many statcs, they have a fundamenial drawback as a form
of low income tax relicf: they arc of no’ benefit to renters, who comprise the
majority of the poor. In addition, homestead programs tend not to be well
targeted to the poor. Although in some states the homcowner must have an

41 Alaska, Arizona, California, Hawaii, Indiana, Massachusctts, New Jersey,
Orcgon, and Wisconsin.  Howcever, Alaska's program is hmited to the clderly and
only 720 houscholds participate, and Orcgon’s larger program expired in 1986 and
15 not expected to be renewed. Oregon also has a smaller program, which is
designed so that the rents of clderly houscholds with incomes below $5,000 will
not exceed 30 pereent of income.
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income below a certain limit before the homeowner qualifics for the homestead
exemption or credit, in many other states there is no income limit. In addition,
all qualificd homecowners generally receive the same relicf, regardless of their
income or their property tax burden. Further, some states limit this relicf 1o
clderly people. In 1985, of the 38 states that had a homestead program, the
programs in 13 states were limited to the clderly (and 13 others gave the clderly
extra benefits),

Deferrals

Of much less importance, though not without merit, are programs to dcfer
all or part of property taxes for a qualificd homcowner until the home is sold or
until the death of its owner. Thesc programs arc a way of addressing the cash
flow problems that property tax asscssments can cause for low income
homcowners.

Thirtcen states had such programs in 1985; all but three limited participation
in the deferral program to the ¢l crly. Most states with these programs also
limit participation to people with low incomes, and most states placc restrictions
on how much 1ax can be deferred.

Because of the restrictions on who can qualify for these programs, because
the programs usually are not accompanicd by vigorous outrcach cfforts to inform
thosc potentiaily cligible about the programs’ cxistence, and because of the
hesitancy of many homcowncrs to put a licn on their propertics, participation in
these programs tends to be quite low. They arc not a major form of low income
property tax relief. (It may also be noted that since these programs havc low
participation rates and involve the deferral of taxes with interest, rather than
their forgivencss, the cost of deferral programs tends to be very low.)

s
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IX. Sales Tax Relief

Sales taxcs arc the second largest source of state and local tax burdens on
low income houscholds, exceeded only by pro erty taxes. Sales taxes are
inherently repressive because, as discussed carlier, they impose greater burdens on
low incomc familics. Forty-six states have a sales tax.

As a first step in addressing the highly regressive nature of sales taxes,
most statcs cxempt certain types of purchases from the sales tax.  Most important
among thesc is the cxemption for the purchase of food to be consumed at home.
This cxcmption is in place in 30 statcs.

While exemptions for items such as food arc quite helpful to low income
familics, salcs taxes remain regressive despite them and still take a significant
bitc out of poor familics’ incomcs.

The most cffective way of relicving sales tax burdens on low income people
is cither through targeted sales tax credits or through more comprchensive low
income credits (the latter are discussed in the next chaptcr).

Sales Tax Credits

Scven states use credits to offsct a portion of sales tax burdens on their
residents (Hawaii, Idaho, Kansas, New Mexico, South Pakolu. Vermont, and‘ '
Wyoming). In these states the credits arc “refundable” - that is, houscholds that
qualify for a credit can be sent a refund check in the amount of the credit. lr'l
all of these states exeept Idaho, the eredits are at least partially targeted to Tow
income houscholds and phascd out as income riscs, so that they are of particular
benefit to low and modcrate income people.

South Dakota and Wyoming limit the sales tax credit to the clderly and
disabled.  Kansas covers familics with children. along with the clderly and
disabled -- the same groups it covers under its property tax circuitbréaker.
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HB 2051

EXAMPLES OF HB 2051 REFUNDS VS. CURRENT LAW REFUNDS UNDER THREE
DIFFERENT SCENERIOS.

1. A Qualifying couple has total household income of $8,000
and pays $1,000 annually in utilities:
Property Tax Level Current Law Refund HB 2051 Refund
$200 S 25 $160
300 125 260
400 225 360
600 225 560
2. Total household Income = $10,000
Utilities = $1,000
Property Tax Level Current Law Refund HB 2051 Refund
$200 S 0 * S110
300 35 210
400 135 310
600 135 510
750 135 510

*Must have property taxes of $270 or more to receive a refund.

3. Total household income = $12,000

Utilities = $1,000

Property Tax Level Current Law Refund HB 2051 Refund
$200 -0- S 40
300 -0- * 140
400 S 45 240
600 45 440
750 45 440

*Must have property taxes of $360 or more to receive a refund.
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