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                 Testimony in Opposition to the HOPE Proposal 2009 SJR-7/AJR-8

Joint Resolutions, SJR-7, AJR-8, and AJR-24 would amend the Uniformity Clause of the Constitution to allow homeowners to be taxed less than other property owners. 
 These proposals appear to be a response to growing concerns about the fact that last year, Wisconsin homeowners paid 41% more, while agricultural, commercial and industrial property owners paid almost 57% less of the statewide property tax than they did thirty years ago, and the authors’ conviction that:

1 - Business tax exemptions are responsible for shifting the property tax burden to 

                   homeowners;

2 - Businesses pay less and homeowners pay more than their “fair share” of the 

     
      property tax; 

3 – Amending the Constitution to exempt owner-occupied residences from a portion of 

                    the school tax will “restore fairness” to the property tax system.
Truth is, none of these assertions are true. Here are the facts:

FACT: Business tax exemptions are not responsible the shifting property tax burden.

While it is true that residential property owners pay more (72.5%), and agricultural and business property owners pay less (27.5%) of the statewide property tax than they did thirty years ago, that shift is primarily the result of economic change, i.e. greatly increased residential construction activity and decreased commercial, and industrial development over the years – not business tax exemptions. (See page 4.)
In the past thirty years, the State has exempted machinery and equipment used in manufacturing, waste treatment facilities, and certain computer equipment from the property tax.  The Department of Revenue estimates the value of these exempted properties was $17.7 billion in 2005. If these properties had been subject to the property tax, they would have generated about $331 million in local property tax revenues. The revenue lost due to those exemptions was more than offset by the $989 million in state shared revenue distributed to local governments.  

While the impact of these exemptions has varied from locality to locality, they have had no impact on the shifting the statewide property tax burden to homeowners.  
FACT: Homeowners pay less net tax than others do for equally valued properties.

Homeowners receive an above-the line Lottery Credit on their property tax bills, business and rental property owners do not.  As a result, businesses and renters pay more net tax than homeowners pay for equally valued properties.  In 2008-09 Madison homeowners’ net tax rate was $18.90 while Madison business owners paid 3% more,  $19.47 per thousand dollars value. (See page 3.)
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FACT: Homeowners’ and Renters’ Property Tax Offset By Income Tax Credit
Homeowners and renters also receive income tax credits approximately equal to the school tax paid on up to about $30,000 of their residential value. Businesses do not receive income tax credits to offset any of the property taxes they pay. (See  page 3.)
FACT: Businesses pay more than their share of the statewide property tax.

While they only own 20% of the state’s taxable real estate, because they are also taxed for the personal property –furnishings and equipment they employ in their businesses – businesses actually pay 22.2% of the statewide property tax. (See page 4.)
FACT: Current law demands fairness for all. 

The Uniformity Clause requires equal taxes for equally valued properties, regardless of classification. Every taxable property owner is billed for their fair share, the same gross tax rate, based on their property’s share of the total value in their tax district.  

SJR-7/AJR-8 would permanently eliminate fairness in property taxation.

Under this proposal, renters, commercial, industrial and agricultural property taxpayers would permanently pay more than homeowners on equally valued properties.  If SJR-7/AJR-8 had been in effect last year, statewide, the average residential renter would have paid $499 more net school tax than the average homeowner for equally valued residential property.  Commercial, industrial and agricultural property owners would have paid almost 6.5% more than homeowners for property of equal value.  (See page 3.)
SJR-7/AJR-8 would require $682 Million* General Tax Increase
Exempting $60,000 of owner-occupied residential properties from school property taxes would reduce school tax revenues and require an increase in state school support by more than $682 million.*  Clearly a hopeless undertaking given the state of our economy.

*Avg. 2007 School Tax Rate $8.45 X $60,000 = $507 X  1,345,734 properties.

NEW HOPE:  Constitutional Alternatives

Current law already contains a constitutional mechanism for delivering property tax relief to all and a separate, constitutionally tested mechanism - targeted income tax relief - to offset property taxes paid by renters and homeowners.

Property Tax Relief For All

Instead of amending the Constitution to permanently disequalize the taxes paid by homeowners and other taxable property owners, we recommend that you gradually increase the existing above-the-line levy credit - as the state’s increasing revenue permits- to the school tax on the first $60,000 value of all taxable properties, regardless of classification.

Income Tax Relief Targeted To Homeowners and Renters

Current law also provides a mechanism for targeting tax relief to renters and homeowners taxpayers, namely the homeowners/renters income tax credit. (See Line 23 a,b Tax Form 1.)  The current $431 million homeowners/renters credit offsets the average school tax on up to $30,000 of residential value- about $251 for the average homeowner.  We urge you to gradually increase the homeowners/renters income tax credit - as future state revenue increases allow - to offset the average statewide school tax paid on up to $60,000 worth of owned or rented residential property, about $500 for the average homeowner. 
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HOPE Proposal (2009 AJR-8/SJR-7) Impact Facts and Figures 
HOPE Would Eliminate School Tax On $60,000 For Homeowners Not Renters

While HOPE would significantly reduce homeowners’ school tax burden, it would provide no relief for renters who already pay more than their share of the statewide property tax. 

One-third of Wisconsin’s Residential Property Taxpayers Are Renters, Not Owners

Landlords don’t pay property taxes. They collect them from their tenants. Of the 1,979,734 income tax payers who claimed the Homeowners/Renters Credit last year, 633,439 were renters.

Homeowners/Renters Credit Claimants and Amounts 2007*

Claimants 
%
     Amount
      %

Avg. Amt.

Renters

   
  633,439       32%
$  92,416,907       21%
 
$145.90


Homeowners

1,345,734       68%
$338,801,788       79%

$251.76

       Total

1,979,734     100%
$431,218,695      100%

$217.78


*Source, Wisconsin Department of Revenue



Renters Already Pay More Than Their Fair Share

Under current law, homeowners receive an above-the-line Lottery Credit on their property taxes; owners of rented residential properties do not.  Rental properties tend to be valued and taxed more than comparable owner-occupied residences. As a result, renters pay more property taxes on their residences than homeowners pay on comparable residences. In addition to paying more than their share of property taxes, apartment renters pay their landlords for services such as waste pickup and disposal which local governments often do not provide to commercial properties. 

HOPE: Permanent Inequity In Residential Property Taxation

The HOPE proposal would permanently guarantee inequity in residential property taxation; homeowners would pay less and renters would pay more net school taxes for equally valued residences.

Under HOPE, last year a Madison home-renter would have paid 46% more school tax than the owner of an equally-valued $185,000 home across the street.  Statewide, a median-valued home-renter would have paid 58% more school tax than the owner of an equally valued home.

Impact of HOPE In Madison 2006-07 



          Home
 School
           Gross 
   $60,000              Net
         Net

         Value         Tax Rate*      School Tax
  Exemption       School Tax    Tax Rate

Rented Residence $185,000
 .0102

$1,887
       $000
  $1,887
        .0102

Owned Residence $185,000
 .0102

$1,887
       $601**
  $1,286
        .0070


  *Madison Metropolitan School District, 2006-07


**$60,000 X .0102

Statewide Impact of HOPE in 2006-07

 

     Med.Home  Avg. School
  Gross 
       $60,000           Net
  
Net

         Value       Tax Rate*              School Tax     Exemption     School Tax      Tax Rate

Rented Residence $164,118
.00831

$1,364

$000
    $1,364            .00831

Owned Residence $164,118
.00831

$1,364

$499**
    $   865            .00527


  *Average K-12 Gross Tax Rate 2006-07


**$60,000 X .00831

Data Sources: School Facts 07, Wisconsin Taxpayers Alliance, 

                       Legislative Fiscal Bureau, 10/26/07.
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Business vs. Residential Property Taxes

Myth vs. Reality

This paper examines and discusses misconceptions underlying the introduction of the HOPE proposal.
#1 - Business tax exemptions are responsible for increasing residential property taxes. 

Reality:  While it is true that residential property owners pay more (72.5%), and agricultural and business property owners pay less (27.5%) of the statewide property tax than they did thirty years ago, that shift is primarily the result of economic change, i.e. greatly increased residential construction activity and decreased commercial, and industrial development over the years – not business tax exemptions. 

Shifting Property Values 1977-2006




_____1977____

____2006____

  Value         % 

  Value
      %

             (Billions)

              (Billions)

Residential

$37.8 
     51.4

 $340.2
     72.5


Commercial

  10.0          13.6

     81.9       17.5

Manufacturing

    3.6            4.9                      11.8
      2.5

Agricultural/Other
  12.4          16.8                      24.5         5.2

Personal Property
                  9.8
     13.3

     10.4         2.2

Total


  73.5         100.0                    469.0     100.0


Data Source:  Wisconsin Department of Revenue
In the past thirty years, the State Legislature has exempted machinery and equipment used in manufacturing, waste treatment facilities, and certain computer equipment from the property tax.  The Department of Revenue estimates the value of these exempted properties was $17.7 billion in 2005. 
Estimated Cost of Business Personal Property Tax Exemptions (2005-06)

Value

Gross Levy
Gross Tax 

        

($Billions)
($Billions)
   Rate

     

Exempt Property*

$  17.7 

Taxable Property**

$427.9

 $ 8.326

  .01946



Total Property Value 

$445.6

 $ 8.326

  .01868


*Source: Tax Exemption Devices, 2007-09, pages 75-77.

           **Source: Property Taxes In Wisconsin, Legislative Fiscal Bureau, January 24, 2008.
If these properties had been subject to the property tax, they would have generated about $331 

million ($17.7 billion X .01868) in local property tax revenues. The revenue lost due to those exemptions was more than offset by the $989 million in state shared revenue distributed to local governments in 2005. While the impact of these exemptions has varied from locality to locality, statewide they have had no impact on the shifting statewide property tax burden.  

#2 - Businesses do not pay their “fair share” of the statewide property tax.  

Reality:  Under current law, business and residential property owners are equally taxed on the basis of the fair market value of their properties. In addition to being taxed on their real property, i.e. land and improvements, businesses are also taxed on the value of non-exempt “personal property,’ i.e. furniture, machinery, equipment and other items essential to conducting their businesses. While they only own 20.0% of the state’s real estate, businesses pay 22.2% of the total statewide property tax - ten percent more than residential properties.
#3 - Homeowners pay more than their fair share of the statewide property tax.

Reality:
Homeowners’ property tax bills are reduced by an above-the-line lottery credit. Business and rental property owners do not receive the lottery tax credit. As a result, homeowners pay less while businesses and renters pay more than their fair share of the statewide property tax. Homeowners and renters also receive income tax credits for a portion of the property tax paid. Businesses do not.
