Clarifying the Income-based
Portion ot Vermont’s
FEducation Property Tax



Understanding How Vermonters Pay Education Property Tax

Commissioner Kleppner asked: Related Questions:

1. What proportion of education tax revenue is paid on 3. What proportion of filers are income-eligible for income
income? sensitivity/property tax credits?

2. What proportion of households paying that tax pay 4. What proportion of filers are immune from local

entirely or partially based on income? spending decisions? (or “how many people have ‘no skin in

the game’?”)
5. What is the housesite exclusion value (HEV)?

6. What proportion of homestead filers receive property
tax credits?
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Q1: What proportion
of education tax
revenue is paid on
iIncome?



o
[[e-] Atahighlevel, $162M was paid based on income in FY18. This
represented one-tenth of Education Fund sources.
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Homestead on
property basis

Non-property 16%
(0]

sources
34%

Pie graph calculated from Consensus Education Fund Outlook’s FY18 actuals and subtracting FY18 property tax credits paid
in FY19 from FY18 gross homestead tax revenue. While the source of non-property revenue changed in FY19, the large pie
would look similar: 41%, 26%, and 33%. Net homestead basis bar from JFO analysis explained in later sections of this deck.
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Looking at just education property taxes, the amount paid
based on income is 15% of the total.

"Homestead on income
Homestead on property
basis
24%
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... Or as 39% of Net Homestead Education Property Tax
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Q2: What proportion
of households pay
entirely or partially
based on income?



Definitions

Homestead Property: a filer’s primary residence (homestead parcel),
inhabited for more than half the year

Homestead Parcel: the housesite as well as all contiguous property

Housesite: the home and up to two acres

Eligible Housesite: For a housesite with a value up to S400K (if income is
<S90K) or $225K (if income>$90K), owners pay the lesser of the income-based
tax or the property-based tax. For excess housesite value and for additional
homestead acres, owners pay the property tax rate.
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purely based on property, 1/3 paid purely on income, and 1/3 paid on both
bases (they paid for their eligible housesite based on income and then paid
on a property basis for excess value and/or acreage)

* In FY18, roughly 1/3 of Vermont’s nearly 170,000 homestead filers paid

Pay on both income
and property
32%
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® The Numbers behind the Homestead Pie Chart

Pay on both income
and property
32%

Also pay on excess
FY18 Homestead Filers |Pay only housesite tax| housesite value

and/or acres

34% paid purely on

Pay housesite tax based 57,128 54,512 111,640 "
on income (34%) ((32%)\) (66%) ‘"%, 32% paid for an
.................... RSP g \el'igible housesite based
on income and for
excess housesite value
and/or homestead
Pay housesite tax based 23,739 34,509 58,248  ‘rreeeepesedon
on property (14%) (20%) @ (O 34% paid purely on
property
Total 80,867 89,021 169,888
(48%) (52%)
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Or, considering nearly three in ten Vermont households rent (and the
landlords pay the property-based non-homestead tax), the proportion of
resident households that pay partially and entirely based on income is
each just under one in four.

Renters

~3in 10 Pay on both

income and
property
<lin4

Note: ~29.2% of Vermont households rent, per U.S. Census 2018 Five-year American Community Survey
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The related
questions



Q3. What proportion of filers are income-eligible for income

sensitivity?
Household

Income

Total Homestead
Filers by Income

>S136,500 (and

income not reported
and/or errored
applications)

A. 78% of homestead filers are income-eligible to pay based on income...
though because taxpayers are liable for the lesser of their property-based _
and income-based liabilities, some will ultimately pay on a property basis.
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133,104 (78%) of
169,888 homestead
filers had income
<$136,500
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Q4. What proportion of filers are immune from local spending decisions?
(i.e. How many people have ‘no skin in the game’?)

First, it’s important to note that nobody is immune from spending decisions in the short-term. Due to the lag — receiving
Household property tax credits the year after the tax is paid — a rate increase will result in a tax increase for everyone in Year 1.
Income Second, paying housesite tax on an income-basis means three different things, depending on income cohort.

)ﬁ\ Education tax on first S400K of equalized housesite value

capped* by “super circuit breaker” at 2% of income (or 1.5% if _

<$§25K, or 0.5% if < S10K), regardless of local education spending

Members of the first
group are immune (i.e.
made whole in the

)ﬁ\ First S400K of equalized housesite value subject to income-based Iong-tgrm) from local

>S47-90K cap*, a % of income determined by 1) statewide income yield spending only IF they:
on income and

x First $225K of equalized housesite value subject to income-based b) have no more than

'ﬁ‘ S400,000 in housesite

>S90K-5136,500 cap*, a % of income determined by 1) statewide income yield

and 2) local education spending value and no more

than two acres.

1 |
I |
1 |
I |
1 |
I |
1 |
I |
1 |
I |
1 |
I |
and 2) local education spending ! a) actually pay based |
|

| |
1 |
I |
1 |
I |
1 |
I |
1 |
I |
1 |

>$136,500 (and ﬂ

Not eligible to pay based on income e e e e |
income not reported

and/or errored
applications)

' *|n practice, “paying by income” means receiving a property tax credit for the difference between the property- :
based tax and the income-based tax. Current law limits the credit to a maximum of $5,600 (on the education side).
If a household receives the maximum property tax credit, their tax liability could exceed the income-based cap.




# who pay tax on Q4. What proportion of filers are immune from local spending decisions?

eligible housesite
based on J> Income Property Part A: Breaking out who actually
pays eligible housesite tax based
Eligible Eligible .
Housesite Housesite on Income.

26% (43,683 /
169,888) of homestead
filers are immune from

local education
spending decisions
when it comes to taxes
they pay on their
eligible housesite.

>S47-90K

However, some of
these taxpayers have
skin in the game in
terms of paying the
property-based rate on
excess value and/or

>$90K-$136,500

>S136,500 (ETe!
income not reported ﬁ

and/or errored
applications)
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# who pay tax on
eligible housesite

Q4. What proportion of filers are immune from local spending decisions?

>S47-90K

>$90K-5$136,500

>S136,500 (and ﬂ

income not reported
and/or errored
applications)

; The other 26,248 only pay

also pay tax on excess
housesite value and/or
additional acres.

. .
.........
.t

based on Income Propert .
EE PEY Part B: Breaking out who has
Eligible jusestie | | Additional Eligible excess value and/or acres.
Housesite alue Tver A Housesite
lWI Homestead
T Tess 1 17171
BO19368 | ow i aw -

I — .- The number of filers 1

i who pay on excess value and |

- those who pay on additional -
acres are not mutually

! exclusive. |

A. 15% (26,248* /
169,888) of
homestead filers are
completely immune
from local education
spending decisions.

I

I *In addition, filers who receive the maximum allowable property tax credit, even though they have no excess
: value or acres, would be exposed to local spending decisions. However, fewer than 20 filers are in this position.
[ =

o




# who pay tax on
eligible housesite
based on

Q5. What is the Housesite Exclusion Value?

Income

Eligible
Housesite

Property
Eligible Eligible
Housesite — Housesite —
w/HEV no credit

>S47-90K

>$90K-$136,500

>S136,500 (and ﬁ

income not reported
and/or errored
applications)

A. Based on the ratio of housesite
value to income, it would be more
expensive for more than 5,000
super circuit breaker households to
pay based on income. Instead, they
pay based on property and receive
a $15,000 property value
exemption, known as the housesite
exclusion value (HEV). The HEV is
presented as a property tax credit.

o
weet

v




# who pay tax on Q6. What proportion of homestead filers receive property tax credits?

eligible housesite
based on ) Income Property Number of Filers
Total — — . .
Eligible Eligible Eligible Receiving Property
homestead tax H o Housesite— || Housesite — .
ouse5|e .......................................................................... S w/HEV no credit TaX Cred|ts
T
i\ 43,683
B | 47,563
>547-90K
o
B | 20394
>590K-5136,500
A. 69% (116,972/
>$136,500 : N/A 169,888) of homestead
5 (and ) ]
income not reported ﬁ ______________________________________________ | filers received property
and/or errored : *The number of Vermonters who receive property tax credits can swing by a few percent from year- | tax credits in FY19 for
applications) 1 to-year, as does the $136,500 income cap (the point at which it’s more affordable for all filers to pay | FY18.*
1 based on property). Typically, just over two-thirds of homestead filers receive credits. ! ’

z



The ~16,000 income-eligible households that do not receive property tax credits (i.e. they pay entirely based on
property) tend to own homesteads valued below the statewide mean of ~$230,000. Within the $47,000-590,000
cohort, filers in lower value homesteads are four times more likely to pay based on property than filers in higher
value homesteads. For these filers it would be more expensive to pay the education tax based on income.

Proportion of Homestead Filers Paying Entirely on Property by Income Group
and Homestead Value

66%

26%
19%

6%
]
>47K-$90K >$90K-$136,500

Household Income

M Equalized Homestead Value <=$230K M Equalized Homestead Value >5230K
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https://ljfo.vermont.gov/assets/Meetings/Tax-Structure-Commission/2019-06-24/d0b7b9e5f3/TSC_june24_19-cw_6_24_19-v2.pdf

[ ]
# who pay tax on # of homestead filers
o , Income Property
eligible housesite
111,640 (66%) 58,248 (34%)
based on
Total . Housesite Additional Eligible Eligible Housesite Additional
homestead tax Houg;esite Value Over Acres in Housesite— || Housesite — Value Over Acres in ]
| $400,000 | Homestead w/HEV no credit | $400,000 | Homestead Brea k| ng out WhO
® 43 683 689 A 1711 I~ 5 332 5 : o : pays on an income
'ﬁ‘ ’ %) |% G | : (@9 |1 (9% 7| basis, property basis,
! SR ——— J BT =
17,435 (40%) of the 43,683 also pay 1,026 (19%) of the 5,332 and both — for all
on a property basis for.additional also pay tax on additional income groups.
acres and/or housesite value acres
[ ] K = o ., K - - .,
1,770 { 19,028 % <10 H 2,035
p 47,563 @) |1 aow | 7,395 06 || 8w |
>S47_90K LI e | T o
19,820 (42%) also pay on additional 2,036 (28%) also pay on additional | IThe numbers that pay on
acres and/or housesite value acres and/or housesite value excess value and those that pay
$225,000 $225,000 on additional acres are not
. "o' ‘o .." ". .
14.910 8968 1033 3196 mutually exclusive.
B [20394]] oy [ weg | 8737 | | o [_gma f ..
>$90K'S136,500 : ———— ' e - Across income-cohorts
17,257 (85%) also pay on additional 3,753 (43%) also pay on additional | " hiv t t of five i '
acres and/or housesite value acres and/or housesite value MO e I O T rEOiTTEs
payers pay property tax on
additional acres.
- 23,095 16,000
> 36,784 -
' $136,500 (and ﬁ N/A 4 (63%) (43%) Within each income cohort,
income not reported . income-payers are more likely to
and/or errored 27,694 (75%) also pay on additional dditional h
applications) acres and/or housesite value AT ErelE (1Bl SIEltes Hrslr

e g o g g property-payers.

111,640 58,218



Back to the first
question



e

[e] Recall the $162M paid based on income in FY18 represented
39% of Net Homestead Education Property Tax

T
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A, The $S259M (61% of homestead revenue) paid on a property basis includes
E S42M (10%) paid by filers who paid their housesite tax based on income

Paid on income
basis (eligible

\ housesite value),

39%

Paid by

Property-
payers, 51% | :cic ol lnce - I 0000
// Paid on property \\\
! basis (excess !
} housesite value

/ \ and additional

\_ acres), 10% .-°

7

-

N _———-
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[ ]
# who pay tax on Income Property ﬁ # of homestead filers
eligible housesite | ) 111,640 (66%) pay $204.6M in 58,248 (34%) pay $216.6M in net é‘l Net tax paid by filers
based on net homestead tax homestead tax ‘
- r Property Tax Credit
Total Elcibl Housesite Additional Eligible Eligible Housesite Additional
homestead tax Homljilesie:ce Value Over Acres in Housesite— || Housesite — Value Over Acres in
- A - I LN
: mﬂ: Homestead w/HEV no credit ||W| | Homestead (\ ) /1 Nearly half (49%) of
I 639 1 17171 I 0 1 1026 income-payers also have excess
43,683 : (2%) : (39%) 5,332 : (0%) : (19%) hogsesite value and/or a'\cres on
| | | I which they pay a collective
S26.0M [;| S1.2M || S7.1M S2.2M i : S0.3M $42.4M on a property basis.
|
$83.4 || . S1.1M : .
I ! I I
| ! | : $259.0M (61%) of
| 1,770 19,028 | <10 2,035
47,563 ||| || toms 7395 | oo || 2 $421.3M net
>547-90K I :
> s80.5M |I[ s27m | [ $7.6m $9.7M |! 50.6M homestead tax was
$70.8M |e=z === =! P gy paid on property
I 1
ii ii basis, leaving 39%
H 714,910 ™} 8,968 1,033 H[ 3,19 : :
20,394 o 8,737 | 1w It 7 paid on income
>590K-$136,500 4 i
590K-5136, $55.7M |i| $20.0M [i| $3.8M $20.0M i $1.5M fi| $1.2M
Z10.9M e ! = = :.__¢ Within income cohorts,
AL I R — i filers who pay based on
i 23,095 i 16,000 income are more likely to
>$136,500 (end N/A 36,784 Il e |i[ 3w PO e T
income not reported and/or : : excess value. Those who
errored applications) I : , ’
____________ ] pay based on property are
.................................................................. more likely to have a low
property value and thus

not exceed housesite
value eligibility caps.

| 5165.1M




Even more
numbers



e Homestead Education Tax Paid by Household Income Cohorts

$200,000,000

$180,000,000 = Value of Property Tax Credit

Received
$160,000,000

x —
@ $140,000,000 ——————

IE $140,000, — M Housesite Tax Paid on Income

o —

= $120,000,000

5

©

[NN]

° Property Tax on Additional

] o g q

"an_; Value/Acres Paid by Filers Paying on
c Income

o

T

Property Tax On Additional
Value/Acres Paid by Filers Paying on
Property Value

$100,000,000 = —— ——
$80,000,000 g
$60,000,000 ——
$40,000,000 —
- — .

$20,000,000
30 B Housesite Tax Paid On Property
< $47,000 $47,000 - $90,000 $90,000 - $136,500 > 136,500/not
reported/errored
applications

Household Income
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Homestead filers with incomes > $136,500 account for just over one in five (22%) homesteads

and two in five (43%) net homestead tax dollars.

Income-
ineligible
property payers
(income
>$136,500 or
unknown or
errored), 22%

Income-eligible
property payers
(income
<$136,500), 13%

Property

|‘I
I Vi
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Income-ineligible
property payers

e
(income
>$136,500 or
unknown or
errored), 43%
Income-eligible
property payers
(income
<$136,500), 8%

Paid by
Property-

payers, 51%

27



Summary



Summary of FY18 Analysis

Q1. What proportion of education tax revenue is paid on Q3. What proportion of filers are income-eligible for income
income? sensitivity?

> In FY18, $162M was paid based on income. This represented: > 78% had household incomes <5136,500.

*  39% of Net Homestead Education Property Tax; — ) _ ) _
. 15% of Education Property Tax revenue; Q4. What proportion of filers are immune from local spending

»  10% of Education Fund sources. decisions?
>In the short-term, no filers are immune from local spending decisions.

Due to the lag — receiving property tax credits the year after the tax is paid — a
rate increase results in a tax increase for everyone in Year 1. In the long-term,

Q2. What proportion of households pay entirely or

partially based on income? over a quarter of homestead filers are immune from tax increases on their
>In FY18, 57,128 homestead filers paid entirely on income (their eligible housesite value. Nearly half of those filers own excess value or acreage,
entire homestead consisted of an eligible housesite), and an additional which presents some degree of exposure to locally voted school budgets. The
54,512 paid on both income and property (eligible housesite plus excess remaining 15% are ultimately fully made whole, regardless of local spending,
value and/or additional acres). These figures account for: although the bill in the first year after a rate increase can still be a shock.
* Each roughly one-third of ~170,000 homestead filers;
* Each under one-quarter of resident households - Q5. What is the Housesite Exclusion Value?
considering nearly three in ten Vermont households rent >A $15,000 homestead exemption for super circuit breaker-eligible
(and landlords pay the statewide property-based non- households who pay based on property

homestead education tax).
Q6. What proportion of homestead filers received property tax
credits?

>Typically, just over two-thirds of homestead filers receive credits. 69% of
homestead filers received property tax credits in FY19 for FY18.
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Additional
Information and

Data



From Department of Taxes: From Legislative Joint Fiscal Office:

The Education Fund and Education Finance (October 2020) Introduction to Vermont’s Education Finance System
(January 2019)

The Herculean Task of Understanding Vermont's Education
Property Taxes (February 2020)

Presentation on Education Finance (June 2019)

Comparing Vermont Property Taxes to Peer States (Not dated)

Consensus Education Fund Outlook for FY2020
(December 2018)

Preliminary Education Fund Outlook for FY2021
Other Tax Structure Commission Resources: (September 2020)

Property Tax Breaker Considerations (August 2020)
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https://tax.vermont.gov/content/gb-1259-education-fund-and-education-finance
https://www.youtube.com/watch?v=uHWLnYwcYbE
https://ljfo.vermont.gov/assets/Meetings/Tax-Structure-Commission/2020-01-13/6702da4555/Comparing-VT-Property-Taxes-to-NE-NY-One-Pager_V12.pdf
https://ljfo.vermont.gov/assets/Uploads/954aca7798/Introduction_to_Vermont_s_Education_Finance_System_-_January.pdf
https://ljfo.vermont.gov/assets/Meetings/Tax-Structure-Commission/2019-06-24/d0b7b9e5f3/TSC_june24_19-cw_6_24_19-v2.pdf
https://ljfo.vermont.gov/assets/Subjects/Education-Fund-Outlook/1c9117766c/Consensus-Education-Fund-Outlook-December-2018.pdf
https://ljfo.vermont.gov/assets/Subjects/Education-Fund-Outlooks-for-2020-Session/057bf0f8d6/FY21-EF-Outlook-September-29-2020.pdf
https://ljfo.vermont.gov/assets/Meetings/Tax-Structure-Commission/2020-08-31/9eb9e1610f/Property-Tax-Circuit-Breaker-Considerations.pdf

