Department of Taxes Initial Analysis of Homestead Exemption for Vermont Tax Structure Commission

The Vermont Tax Structure Commission asked the Department of Taxes to 1) analyze what level of homestead exemption could

be paid for by the current Property Tax Credit system, and 2) what would be the breakdown of winners and losers by income
and property value of such a homestead exemption relative to the current system.

The following analysis from the Dept. of Taxes shows the impact on education property taxpayers of a basic homestead

exemption. Funneling the entire $165.8M of education property tax income sensitivity (the regular property tax credit plus the
education part of the circuit breaker) would allow for either a $65,000 homestead exemption for all homesteads or,
alternatively, for a $60,000 exemption for everyone plus $10,000 per senior (up to two).

While a property tax with a basic homestead exemption, but no circuit breaker, would be more progressive than a pure property

1)

2)

3)

tax — and more progressive than many states — it would be less progressive (with respect to income) than current law. If the
goal is to make it more progressive, a circuit breaker could be added. There are at least three broad ways to do so:

Pay for a circuit breaker by reducing the exemption value - Depending on levels and caps, this would lower the tax burden for
income-qualifying taxpayers and slightly increase it for everyone else, but high-income taxpayers would still be better off than
in current system.

Pay for a circuit breaker by phasing out the exemption at a certain income level — This would lower the tax burden for income-
qualifying taxpayers and increase it for everyone above the phase-out level, with non-qualifying high-income taxpayers having
the same tax burden as those in the current system who don’t qualify for Property Tax Credits.

Pay for a circuit breaker with an income tax increase — This would lower the tax burden for income-qualifying taxpayers and
increase it for taxpayers with income levels that are subjected to the income tax. It would also serve to shift the overall tax
structure away from property taxes and more heavily toward income taxes.

Future analyses could explore any of these options. At a high level, it can be expected that either the second or third approach

could be used to essentially neutralize any differences in progressivity with respect to income. The most significant difference
would be that people with modest homestead values would tend to fare better with a homestead exemption, while owners of
high-value homesteads would tend to fare better in our current system. The extent of such differences would depend on the
details of any proposal.
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Average Change to FY20 Net Education Property Tax Due With $65,000 Homestead Exemption

Homestead Property Value Bracket

Household Income Bracket 0 to $100,000 $100,000 to $200,000 $200,000 to $300,000 $300,000 to $400,000 $400,000 to $500,000 $500,000 and over

0 to $50,000 g (283) % 4091 & 1,645 ¢ 2,727 % 3,332 § 3,319
count 10,663 25,536 10,974 2,724 752 485

£50,000 to $100,000 g (831) % (429) $ 565 ¢ 1,493 ¢ 2,142 & 2,366
count 3,952 26,234 20,940 6,156 1,671 934

$100,000 to $150,000 % (812) % (943) % (626) $ (603) % (620) % (672)
count 428 6,005 10,096 4,749 1,448 8a3

$150,000 and over % (905) % (991} % (1,006) $ (1,013) $ (1,019) & (1,025)
count 29 393 1,003 837 416 403

Not Reported $ (724) % (985) $ (1,015) $ (1,024) $ (1,027) $ (1,032)
count 1,840 5,557 8,524 6,794 3,841 4,366

"count" rows are the number of households that fall within the particular income and homestead property value bracket combination
green indicates that the households are likely to be winners based on the average change above and red indicates likely losers

households with income not reported did not complete the household income form, usually because their income is above the limit
grouping is based on 2018 household income and 2019 homestead grand list value
current law liability is based on FY20 gross homestead education property taxes reduced by credit applied in F¥Y20 (based on FY19 taxes and TY18 income)

Note: When JFO and Tax look at a household’s education property tax liability, the analyses usually apply the creditthe household receives in the
following year against the tax liability of the year being analyzed. This is because of the “lag” in the system. The credit a household gets in one
year is actually based on the taxes paid in the prior property tax year (and their income from the prior calendar year). In other words, that credit
sets their prior year liability to what it “should” be based on income sensitivity and the law. Thisanalysis deviates from that practice for three
reasons:

« Taxpayers respond to their net taxes due in any given year.
« If the state transitioned to an exemption, the relevant question would be: how do taxpayers’ new liabilities compare to current law?
* The adjustment file for FY21 (which is what we would normally apply to FY20) is currently incomplete.

Even if FY21 credits were to be used, the result would be nearly identical to the above.
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Average Change to FY20 Net Education Property Tax Due With $60,000 Base Homestead Exemption Plus $10,000

Household Income Bracket 0 to $100,000

0 to $50,000

£50,000 to $100,000
$100,000 to $150,000
£150,000 and ower

Mot Reported

"count" rows are the number of households that fall within the particular income and homestead property value bracket combination

green indicates that the households are likely to be winners based on the average change above and red indicates likely losers

households with income not reported did not complete the household income form, usually because their income is above the limit

grouping is based on 2018 household income and 2019 homestead grand list value

current law liability is based on FY20 gross homestead education property taxes reduced by credit applied in FY20 (based on FY19 taxes and TY18 income)

$ (280)
count 10,663
$ (818)
count 3,952
$ (888)
count 428
$ (897)
count 29
$ (705)
count 1,840
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$
$
$

Per Senior (Up to Two)

481 §
25,536
(427) %
26,234
(928) %
6,005
(984) 3
393
(956) 5
6,557

1,624 %
10,974
552 %
20,940
(617) 3
10,096
(999) 3
1,003
(099) &
8,524

Homestead Property Value Bracket
$100,000 to $200,000 $200,000 to $300,000 $300,000 to $400,000 $400,000 to $500,000 $500,000 and over

2,703 §
2,724
1,460 §
6,156
(609) &
4,749
(1,014) &
837
(1,017) &
5,794

3,305 §
752
2,006 §
1,671
(646) %
1,448
(1,023) $
416
(1,026) $
3,841

3,286
485
2,301
934
(730)
883
(1,054)
403
(1,054)

-

4,366
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Current Law Aggregate Burdens Versus $65K Flat Exemption and $60K Exemption Plus $10 Per Senior

Homestead Property Value Bracket

Household Income Bracket 0 to $100,000 $100,000 to $200,000 $200,000 to $300,000 $300,000 to $400,000 $400,000 to $500,000 $500,000 and over  Totals

0 to $50,000

count
$50,000 to $100,000

count
$100,000 to $150,000

count
£150,000 and over

count
Mot Reported

count
Totals

16,912 64,725 31,337 21,260 8,128 7,071 169,633

niar

"count" rows are the number of households that fall within the particular income and homestead property value bracket combination

households with income not reported did not complete the household income form, usually because their income is above the limit

grouping is based on 2018 household income and 2019 homestead grand list value

current law liability is based on FY20 gross homestead education property taxes reduced by credit applied in FY20 (based on FY19 taxes and TY18 income)
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